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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended March 31, 2009
Or
O Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the transition period from to

Commission File No. 000-52596

DIVIDEND CAPITAL TOTAL REALTY TRUST INC.

(Exact name of registrant as specified in its charter)

Maryland 30-0309068
(State or other jurisdiction (I.R.S. Employer
of incorporation or organization) Identification No.)

518 Seventeenth Street, 17th Floor
Denver, CO 80202
(Address of principal executive offices) (Zip Code)

Registrant’ s telephone number, including area code: (303) 228-2200

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days. Yes No [

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12
months (or for such shorter period that the registrant was required to submit and post such files). Yes O No O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting

company. See definitions of “large accelerated filer,” “‘accelerated filer,” and “smaller reporting company” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filer [ Accelerated filer [J Non-accelerated filer Smaller reporting company [
(Do not check if a smaller
reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes O No
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As of May 8, 2009, 170,212,556 shares of common stock of Dividend Capital Total Realty Trust Inc., par value $0.01 per share, were
outstanding.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
DIVIDEND CAPITAL TOTAL REALTY TRUST INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In thousands, except share information)

As of March 31, As of December 31,
2009 2008
ASSETS
Investments in real property:
Land
$359,481 $ 334,304
Building and improvements
962,080 939,829
Intangible lease assets
191,512 171,630
Accumulated depreciation and amortization
(101,839 ) (87,808 )
Total net investments in real property
1,411,234 1,357,955
Investment in unconsolidated joint venture
17,533 17,532
Investments in real estate securities
37,270 52,368
Debt related investments, net
88,933 88,849
Total net investments
1,554,970 1,516,704
Cash and cash equivalents
586,301 540,321
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Restricted cash

19,286 18,152
Subscriptions receivable
1,888 13,004
Other assets, net
34,092 32,131
Assets held for sale
3,557 3,266
Total Assets
$2,200,094 $2,123,578
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Accounts payable and accrued expenses (including $986 and $721 due to related
parties as of March 31, 2009 and December 31, 2008, respectively)
$12,541 $10,529
Dividends payable
25,522 24,716
Mortgage notes
767,368 719,019
Other secured borrowings
15,561 15,861
Financing obligations
100,030 105,068
Intangible lease liabilities, net
56,089 53,969
Derivative instruments
12,585 27,213
Other liabilities
17,716 7,197
Liabilities related to assets held for sale
90 140
Total Liabilities
1,007,502 963,712
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Equity:

Stockholders’ Equity:

Preferred stock, $0.01 par value; 200,000,000 shares authorized; none outstanding

Common stock, $0.01 par value; 1,000,000,000 shares authorized; 166,448,982 and
159,029,225 shares issued and outstanding, as of March 31, 2009 and
December 31, 2008, respectively

1,664 1,590
Additional paid-in capital
1,499,199 1,431,989
Distributions in excess of earnings
(329,427 ) (304,661
Accumulated other comprehensive loss
(57,345 ) (43,849
Total stockholders’ equity
1,114,091 1,085,069
Noncontrolling interests
78,501 74,797
Total Equity
1,192,592 1,159,866
Total Liabilities and Stockholders’ Equity
$2,200,094 $2,123,578

The accompanying notes are an integral part of these condensed consolidated financial statements.
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DIVIDEND CAPITAL TOTAL REALTY TRUST INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(In thousands, except per share information)

For the Three Months Ended March 31,

2009 2008
REVENUE:
Rental revenue
$ 33,574 $ 28,212

Securities income

3,700 4,582
Debt related income

1,660 2,394

Total Revenue
38,934 35,188
EXPENSES:

Rental expense

9,026 7,124
Depreciation and amortization expense

14,179 12,745
General and administrative expenses

1,087 737
Asset management fees, related party

2,954 2,934
Acquisition-related expenses (including $636 paid to related parties for the three months

ended March 31, 2009)
2,037 =
Total Operating Expenses
29,283 23,540
Operating Income
9,651 11,648
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Other Income (Expenses):

Equity in earnings of unconsolidated joint venture

545 =
Interest income
1,265 3,186
Interest expense
(12,630 ) (11,710
Gain (loss) on derivatives
589 (1,288
Other-than-temporary impairment on securities
= (25,202
Net Loss From Continuing Operations
(580 ) (23,366
Discontinued operations:
Income from discontinued operations, net of taxes
50 -
Net Loss
(530 ) (23,366
Net loss attributable to noncontrolling interests
203 803
NET LOSS ATTRIBUTABLE TO COMMON STOCKHOLDERS
$ (327 ) $ (22,563
NET LOSS PER COMMON SHARE-BASIC
Net income (loss) from continuing operations attributable to common stockholders
$ (0.00 ) $ (0.19
Net income (loss) from discontinued operations attributable to common stockholders
Net loss attributable to common stockholders
$ (0.00 ) $ (0.19

NET LOSS PER COMMON SHARE-DILUTED
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Net income (loss) from continuing operations attributable to common stockholders

$ (0.00 ) $ (0.19
Net income (loss) from discontinued operations attributable to common stockholders
Net loss attributable to common stockholders
$ (0.00 ) $ (0.19
WEIGHTED AVERAGE NUMBER OF COMMON SHARES OUTSTANDING
Basic
162,936 120,893
Diluted
170,152 122,663

The accompanying notes are an integral part of these condensed consolidated financial statements.
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DIVIDEND CAPITAL TOTAL REALTY TRUST INC.

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
(Unaudited)
(In thousands)

Stockholders’ Equity

Accumulated
Common Stock Additional Other Distributions in
Paid-in Comprehensive Excess of Noncontrolling Total
Shares Amount Capital Income (Loss) Earnings Interests Equity

Balances, December 31, 2008
159,029 $1,590 $1,431,989 §$(43,849 ) $(304,661 ) $ 74,797 $1,159,866

Comprehensive loss:

Net loss
= = = = (327 ) (203 ) (530 )
Net unrealized change from available-
for-sale securities
- - - (15,181 ) - (661 ) (15,842 )
Cash flow hedging derivatives
= = = 1,685 = 73 1,758
Comprehensive loss
(14,614 )
Common stock:
Issuance of common stock, net of
offering costs
8,273 83 75,313 - - - 75,396
Redemptions of common stock
@3 ) O ) @107 ) - = = 8,116 )
Amortization of stock based
compensation
- - 4 - - - 4
Distributions on common stock
= - - - (24,439 ) - (24,439 )

Noncontrolling interests:
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Contributions of noncontrolling

interests
= = = = 5,785 5,785

Distributions to noncontrolling interests
- - - - - (1,290 ) (1,290 )

Balances, March 31, 2009
166,449 $1,664 $1,499,199 $(57,345 ) $(329,427 ) $ 78,501 $1,192,592

The accompanying notes are an integral part of these condensed consolidated financial statements.
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DIVIDEND CAPITAL TOTAL REALTY TRUST INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(In thousands)

OPERATING ACTIVITIES:

Net loss

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

Real estate depreciation and amortization expense

Net accretion of real estate securities discount and premiums

Other depreciation and amortization

(Gain) loss on derivatives

Impairment of available-for-sale securities

Changes in operating assets and liabilities:

(Increase) decrease in restricted cash

(Increase) in other assets

Increase in accounts payable and accrued expenses

Increase in other liabilities

Net cash provided by operating activities
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For the Three Months Ended March 31,

2009 2008
$ (530 ) $(23366 )
14,179 12,745
(746 ) -
30 ) (470 )
(589 ) 1,288
- 25,202
(274 ) 1,436
(1,209 ) (3,259 )
1,650 683
982 330
13,433 14,589
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INVESTING ACTIVITIES:

Investment in real property

Principal collections on real estate securities

Investment in debt related investments

Net cash used in investing activities

FINANCING ACTIVITIES:

Mortgage note proceeds

Mortgage note principal repayments

Repayment of other secured borrowings

Financing obligation proceeds

Settlement of cash flow hedging derivatives

Proceeds from sale of common stock

Offering costs for issuance of common stock, related party

Distributions to noncontrolling interest holders

Distributions to common stockholders

Purchases of undivided tenancy in common interests

Other financing activities

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

(65,586

(26,788

(1,045

(65,583

49,155

(810

(300

2,756

(12,660

79,414

(5,576

(1,213

(10,753

(1,883

(27,833

511

(368

(4,250

24,233

113,024

(9,849

(532

(5,579

(3,286

(4,076
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Net cash provided by financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of period

CASH AND CASH EQUIVALENTS, end of period

Supplemental Disclosure of Cash Flow Information:

Amount issued pursuant to the distribution reinvestment plan

Cash paid for interest

Issuances of OP Units for fractional interests

The accompanying notes are an integral part of these condensed consolidated financial statements.
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45,980 96,584
540,321 291,634
$ 586,301 $ 388,218
$ 12,959 $ 9,755
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DIVIDEND CAPITAL TOTAL REALTY TRUST INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2009

1. ORGANIZATION

Dividend Capital Total Realty Trust Inc. is a Maryland corporation formed on April 11, 2005 to invest in a diverse portfolio of real

property and real estate related investments. As used herein, “the Company,” “we,” “our” and “us” refer to Dividend Capital Total Realty
Trust Inc. and its consolidated subsidiaries and partnerships except where the context otherwise requires.

We operate in a manner intended to qualify as a real estate investment trust (“REIT”) for federal income tax purposes, commencing with
the taxable year ended December 31, 2006, when we first elected REIT status. We utilize an Umbrella Partnership Real Estate Investment
Trust (“UPREIT”) organizational structure to hold all or substantially all of our assets through our operating partnership, Dividend Capital
Total Realty Operating Partnership, L.P. (the “Operating Partnership”). Furthermore, our Operating Partnership wholly owns a taxable REIT
subsidiary, DCTRT Leasing Corp. (the “TRS”), through which we execute certain business transactions that might otherwise have an adverse
impact on our status as a REIT if such business transactions were to occur directly or indirectly through the Operating Partnership.

Our day-to-day activities are managed by Dividend Capital Total Advisors LLC (the “Advisor™), an affiliate, under the terms and
conditions of an advisory agreement (the “Advisory Agreement”). In addition, under the terms of certain dealer manager agreements,
Dividend Capital Securities LLC (the “Dealer Manager”), an affiliate, serves as the dealer manager of our public and private offerings. The
Advisor and its affiliates, including the Dealer Manager, receive various forms of compensation, reimbursements and fees for services relating

to our public and private offerings and for the investment and management of our real estate assets.

We raise equity capital through (i) selling shares of our common stock through our public offerings, (ii) reinvestment of dividends by
our stockholders through our distribution reinvestment plan and (iii) our Operating Partnership’ s private placements (see Note 8). As of
March 31, 2009, we had raised approximately $1.7 billion in net proceeds, comprised of the following: (i) issuing and selling approximately
157.9 million shares of our common stock, net of redemptions, for net proceeds of approximately $1.4 billion, (ii) issuing approximately
8.5 million shares of our common stock for net proceeds of approximately $80.5 million pursuant to our distribution reinvestment plan and
(iii) raising net proceeds of approximately $156.7 million pursuant to our Operating Partnership’ s private placements.

We have invested in a diverse portfolio of real properties, real estate securities, and debt related investments. We primarily invest in real
property, consisting of office, industrial, retail, multifamily, hospitality and other properties, primarily located in North America. Additionally,
we have invested in real estate securities, including securities issued by other real estate companies, commercial mortgage backed securities
(“CMBS”), commercial real estate collateralized debt obligations (“CRE-CDOs”) and similar investments, and certain debt related
investments, including originating and participating in mortgage loans secured by real estate, junior portions of first mortgages on commercial

properties (“B-notes”), mezzanine debt and other related investments.

As of March 31, 2009, we had gross investments of approximately $1.7 billion, comprised of approximately (i) $1.5 billion in real
property, (ii) $37.3 million in real estate securities and (iii) $106.5 million in debt related investments, including a $17.5 million investment in
an unconsolidated joint venture.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Interim Financial Statements

The accompanying condensed consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States (“GAAP”) and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X for interim financial
statements. Accordingly, these statements do not include all of the information and footnotes required by GAAP for complete financial
statements. In the opinion of management, the accompanying condensed consolidated financial statements include all adjustments, consisting
only of normal recurring items necessary for their fair presentation in conformity with GAAP. Interim results are not necessarily indicative of
results for a full year. The information included in this Quarterly Report on Form 10-Q should be read in conjunction with our audited
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consolidated financial statements as of December 31, 2008 and related notes thereto included in our Annual Report on Form 10-K filed with
the Securities and Exchange Commission (the “Commission”) on March 30, 2009.
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Principles of Consolidation

Due to our control of the Operating Partnership through our sole general partnership interest and the limited rights of the limited
partners, we consolidate the Operating Partnership and limited partner interests not held by us are reflected as noncontrolling interests in the
accompanying consolidated financial statements. All significant intercompany accounts and transactions have been eliminated in
consolidation.

Our consolidated financial statements also include the accounts of our consolidated subsidiaries and joint ventures through which we are
the primary beneficiary under Financial Accounting Standards Board (“FASB”) Interpretation No. 46(R), Consolidation of Variable Interest
Entities—an Interpretation of ARB No. 51 (“FIN No. 46(R)”), or through which we have a controlling interest. In determining whether we have
a controlling interest in a joint venture and the requirement to consolidate the accounts of that entity, management considers factors such as
ownership interest, board representation, management representation, authority to make decisions, and contractual and substantive
participating rights of the partners/members as well as whether the entity is a variable interest entity in which it will absorb the majority of the
entity’ s expected losses, if they occur, or receive the majority of the expected residual returns, if they occur, or both.

Judgments made by management with respect to our level of influence or control of an entity and whether we are the primary
beneficiary of a variable interest entity as defined by FIN No. 46(R) involve consideration of various factors including the form of our
ownership interest, the size of our investment (including loans) and our ability to participate in major policy making decisions. Management’ s
ability to correctly assess its influence or control over an entity affects the presentation of these investments in our consolidated financial
statements and, consequently, our financial position and specific items in our results of operations that are used by our stockholders, lenders
and others in their evaluation of us.

Generally, we consolidate real estate partnerships and other entities that are not variable interest entities (as defined by FIN No. 46(R))
when we own, directly or indirectly, a majority voting interest in the entity. Our analysis of whether we consolidate real estate partnerships
and other entities that are not variable interest entities is performed pursuant to several accounting pronouncements including: (i) Emerging
Issues Task Force (“EITF”) Issue No. 04-5, Determining Whether a General Partner, or the General Partners as a Group, Controls a Limited
Partnership or Similar Entity When the Limited Partners Have Certain Rights, (il)) ARB No. 51, Consolidated Financial Statements (*ARB
No. 517) and (iii) AICPA Statement of Position 78-9, Accounting for Investments in Real Estate Ventures.

Investments
Real Property

On January 1, 2009, we adopted Statement of Financial Accounting Standard (“SFAS”) No. 141 (revised 2007), Business Combinations
(“SFAS No. 141(R)”). Pursuant to SFAS No. 141(R), costs associated with the acquisition of real property, including acquisition fees paid to
the Advisor, are expensed as incurred. Prior to January 1, 2009, we capitalized costs associated with the acquisition of real property, including
acquisition fees paid to the Advisor, and amortized those costs over the related life of the acquired assets. As a result of our adoption of SFAS
No. 141(R), we expensed approximately $2.0 million in acquisition costs that would have been capitalized under previous accounting
guidance during the three months ended March 31, 2009.

Costs associated with the development and improvement of our real property assets are capitalized as incurred. Costs incurred in making
repairs and maintaining real estate assets are expensed as incurred. The results of operations for acquired real property are included in our
accompanying consolidated statements of operations from their respective acquisition dates.

Upon acquisition, the total cost of a property is allocated to land, building, building and land improvements, tenant improvements and
intangible lease assets and liabilities pursuant to SFAS No. 141(R). The allocation of the total cost to land, building, building improvements
and tenant improvements was based on our estimate of the property’ s as-if vacant fair value. The as-if vacant fair value is calculated by using
all available information such as the replacement cost of such asset, appraisals, property condition reports, market data and other related
information. Pursuant to SFAS No. 141(R), the difference between the fair value and the face value of debt assumed in an acquisition is
recorded as a premium or discount and amortized to interest expense over the life of the debt assumed. The allocation of the total cost of a
property to an intangible lease asset includes the value associated with the in-place leases which may include lost rent, leasing commissions,
legal and other costs.
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We record acquired “above” and “below-market” leases at their fair value equal to the difference between the contractual amounts to be
paid pursuant to each in-place lease and management’ s estimate of fair market lease rates for each corresponding in-place lease, measured
over a period equal to the remaining term of the lease for above-market leases and the remaining term of the lease plus the term of any below-
market fixed-rate renewal option periods for below-market leases. In addition, we allocate a portion of the purchase price of an acquired
property to the estimated value of customer relationships, if any. As of March 31, 2009, we had not recorded any estimated value to customer

relationships.

Intangible in-place lease assets are amortized over the corresponding lease term. Above market lease assets are amortized as a reduction
in rental revenue over the corresponding lease term. Below market lease liabilities are amortized as an increase in rental revenue over the
corresponding lease term, plus any applicable fixed-rate renewal option periods. The following table summarizes the amounts that we have
incurred in amortization expense for intangible lease assets and adjustments to rental revenue for above market lease assets and below market
lease liabilities for the three months ending March 31, 2009 and 2008 related to intangible lease assets and liabilities (amounts in thousands).

For the Three Months Ended March 31,

2009 2008
Intangible lease assets
$ 7,152 $ 7,118
Above market lease assets
675 750
Below market lease liabilities
(1,363 ) (1,249 )
Total amortization
$ 6,464 $ 6,619

We expense any unamortized intangible lease asset or record an adjustment to rental revenue for any unamortized above market lease
asset or below market lease liability when a tenant terminates a lease before the stated lease expiration date. During the three months ended
March 31, 2009 and 2008, we wrote off net intangible lease assets of approximately $924,000 and $438,000, respectively, and net below
market lease liabilities of approximately $64,000 and $132,000, respectively, as a result of early lease terminations.

Real Estate Securities

As of March 31, 2009 and December 31, 2008, investments in real estate securities consisted of preferred equity securities, CMBS and
CRE-CDOs. SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities (“SFAS No. 115”), requires us to classify our
investments in real estate securities as either trading investments, available-for-sale investments or held-to-maturity investments. Although we
generally intend to hold most of our investments in real estate securities for the long term or until maturity, we may from time to time sell any
of these assets as part of the overall management of our portfolio. As of March 31, 2009 and December 31, 2008, all of our real estate
securities were classified as available-for-sale. All assets classified as available-for-sale are reported based on management’ s best estimate of
fair value. Our estimate of the fair value of our CMBS and CRE-CDO securities requires significant judgment by management and uses a
combination of (i) observable market information, (ii) unobservable market assumptions and (iii) security-specific characteristics in
determining the fair values of our CMBS and CRE-CDO investments. See Note 9 for additional details regarding our determination of the fair
value of our CMBS and CRE-CDO investments. Temporary unrealized gains and losses are excluded from earnings and reported as a separate
component within stockholders’ equity referred to as other comprehensive income (loss).

Debt Related Investments
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Debt related investments, as reported on the accompanying balance sheet, include our mortgage, mezzanine, and B-note investments.
Debt related investments are considered to be held-to-maturity, as we have both the intent and ability to hold these investments until maturity.
Accordingly, these assets are carried at cost, net of unamortized loan origination costs and fees, discounts, repayments, sales of partial
interests in loans, and unfunded commitments unless such loans or investments are deemed to be impaired.

Revenue Recognition
Revenue Recognition - Real Property

We record rental revenue for the full term of each lease on a straight-line basis. Certain properties have leases that offer the tenant a
period of time where no rent is due or where rent payments increase during the term of the lease. Accordingly, we record a receivable from
tenants for rent that we expect to collect over the remaining lease term rather than currently, which is recorded as straight-line rents receivable.
When we acquire a property, the term of any existing leases is considered to commence as of the acquisition date for purposes of this
calculation. For the three months ended March 31, 2009 and 2008, the total increase to rental revenue due to straight-line rent adjustments was
approximately $884,000 and $1.6 million, respectively.

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

Table of Contents

Tenant recovery income includes payments from tenants for real estate taxes, insurance and other property operating expenses and is
recognized as rental revenue. Tenant recovery income recognized as rental revenue for the three months ended March 31, 2009 and 2008 was

approximately $7.0 million and $5.5 million, respectively.

Revenue Recognition - Real Estate Securities

Interest income on CMBS and CRE-CDO investments is recognized using the effective interest method in accordance with SFAS 115
and EITF No. 99-20, Recognition of Interest Income and Impairment on Purchased and Retained Beneficial Interests in Securitized Financial
Assets, as amended by FASB Position No. EITF 99-20-1, Amendments to the Impairment Guidance of EITF Issue No. 99-20 (“EITF
No. 99-20-17). EITF No. 99-20 as so amended by FSP EITF No. 99-20-1, is hereinafter collectively referred to as “EITF No. 99-20”. Under
EITF No. 99-20, at the time of purchase, our management estimates the future expected cash flows and determines the amount of accretable
yield based on these estimated cash flows and the purchase price. As appropriate, we update these estimated cash flows to compute a revised
yield based on the current amortized cost of the investment. In estimating these cash flows, there are a number of assumptions that are subject
to uncertainties and contingencies, including the rate and timing of principal payments (including prepayments, repurchases, defaults and
liquidations), the pass-through or coupon rate, interest rate fluctuations, interest payment shortfalls and the timing and the magnitude of credit
losses on the mortgage loans underlying the securities. These uncertainties and contingencies are difficult to predict and are subject to future

events that may impact management’ s estimates and our securities income.

As discussed below in more detail, if management determines there has been an other-than-temporary impairment of our CMBS and
CRE-CDOs, we determine an accretion value based on our estimate of cash flows as described above. This accretion value is amortized to
income over the expected life of the investment. For the three months ended March 31, 2009, we recorded $611,000 to securities income for
certain CMBS and CRE-CDOs associated with previously recorded an other-than-temporary impairments. See Note 4 for additional

discussion of impairment of real estate securities.

Dividend income on preferred securities is recognized on the date the dividend is earned (referred to commonly as the “ex-dividend
date™). Upon settlement of securities, the excess (or deficiency) of net proceeds over the net carrying value of such security or loan is
recognized as a gain (or loss) in the period of settlement. All of our preferred securities investments are cumulative preferred securities. In the
event that an issuer of one of our investments in preferred securities suspends the payment of the dividend, we do not recognize dividend
income until payments are resumed and the related ex-dividend date is declared. In the event that payments are resumed for what was a
previously suspended payment, we would anticipate repayments that would compensate us for payments that the issuer previously suspended

due to the cumulative nature of our preferred securities investments.

Revenue Recognition — Debt Related Investments

Interest income on debt related investments is recognized over the life of the investment using the effective interest method and
recognized on an accrual basis. Fees received in connection with loan commitments are deferred until the loan is funded and are then
recognized over the term of the loan. Anticipated exit fees, where collection is expected, are also recognized over the term of the debt related

investment.

Impairment
Impairment — Real Property

We review our investments in real property individually on a quarterly basis, and more frequently when such an evaluation is warranted,
to determine their appropriate classification, as well as whether there are indicators of impairment in accordance with SFAS No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets (“SFAS No. 144”). The investments in real property are either classified as
held for sale or held and used based on outlined criteria in SFAS No. 144. As of March 31, 2009 and December 31, 2008, one of our
properties had been analyzed and classified as held for sale. All of our remaining properties are classified as held and used. These held and
used assets are reviewed for indicators of impairment which may include, among others, each tenant’ s inability to make rent payments,
operating losses or negative operating trends at the property level, notification by a tenant that it will not renew its lease, a decision to dispose
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compare the future estimated undiscounted cash flows from the expected use of the property to its
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net book value to determine if impairment exists. If the sum of the future estimated undiscounted cash flows is greater than the current net
book value, in accordance with SFAS No. 144, we conclude no impairment exists. If the sum of the future estimated undiscounted cash flows
is less than its current net book value, we recognize an impairment loss for the difference between the net book value of the property and its
estimated fair value. If a property is classified as held for sale, we recognize an impairment loss if the current net book value of the property
exceeds its fair value less selling costs. If our assumptions, projections or estimates regarding a property change in the future, we may have to
record an impairment charge to reduce or further reduce the net book value of the property. As of March 31, 2009 and December 31, 2008, we

had not recorded any impairment charges to our real properties.

Impairment — Real Estate Securities

In accordance with FASB Staff Position (“FSP”") No. 115-1/124-1, The Meaning of Other-Than-Temporary Impairment and Its
Application to Certain Investments (“FSP FAS No. 115-1/124-1"") and EITF No. 99-20, as applicable, we evaluate our real estate securities for
other-than-temporary impairment on a quarterly basis, and more frequently when economic or market concerns warrant such evaluation.
When management’ s estimate of fair value of a real estate security is less than its amortized cost, we consider whether there is an other-than-
temporary impairment in the value of the security. The evaluation of other-than-temporary impairment differs between our investments in
(i) preferred equity securities and (ii) CMBS and CRE-CDO securities, as described further below.

Preferred Equity Securities Impairment

On October 14, 2008, the staff in the Office of the Chief Accountant of the Commission noted in a letter (the “SEC Letter”) to the
FASB, that after consulting with the FASB, the staff would not object to the application of an impairment model for perpetual preferred
securities similar to debt securities since SFAS No. 115 does not specifically address the impact of the debt-like characteristics on the
assessment of other-than-temporary impairment. The assessment of other-than-temporary impairment differs significantly between equity
securities and debt securities. For equity securities, other-than-temporary impairment is recognized unless it is expected that the value of the
security will recover in the near term and the investor has the intent and ability to hold the securities until recovery. However, for debt
securities, impairment is considered other-than-temporary only if the investor does not have the ability and intent to hold the security until
recovery or it has been determined that there has been an adverse change, either in timing or amount, of the cash flows underlying the
investment. Such an evaluation should be based on our ability and intent to hold the security to recovery and the underlying credit of the
issuers. We adopted this impairment model for our investments in perpetual preferred securities during the year ended December 31,

2008. The SEC Letter noted that the views of the staff were an intermediate step in the process of addressing the impairment of perpetual
preferred securities and asked the FASB to expeditiously address the issue. As of March 31, 2009, all of our preferred securities investments
were perpetual preferred securities. In applying the impairment model for perpetual preferred securities, we apply a debt security impairment
model for our preferred equity securities investments that are of investment grade quality credit. Preferred equity securities that are below
investment grade quality are analyzed for other-than-temporary impairment under an equity security model. If, in our judgment, an other-than-
temporary impairment exists, the cost basis of the security is written down to its fair value as of the respective balance sheet date, and the

respective unrealized loss is reclassified from accumulated other comprehensive loss and recorded as a reduction to earnings.

We reviewed our preferred equity securities investments for indicators of other-than-temporary impairment. This review included
analysis of (i) the length of time and the extent to which the fair value has been lower than carrying value, (ii) the financial condition and near-
term prospects of the issuers, including consideration of any credit deterioration and (iii) our intent and ability to hold our investment for a
reasonable period of time sufficient to allow for a forecasted recovery of fair value. Based on the results of this review, we did not record an
other-than-temporary impairment charge for the three months ended March 31, 2009. For the three months ended March 31, 2008, we
recorded an other-than-temporary impairment charge of approximately $25.2 million related to certain of our preferred equity securities.

CMBS and CRE-CDO Securities Impairment

On January 12, 2009, the FASB issued EITF No. 99-20-1. Prior to EITF No. 99-20-1, we were required to estimate cash flows from our
CMBS and CRE-CDO securities using current information and events that a “market participant” would use in determining the fair value of
the securities. EITF No. 99-20-1 amends EITF No. 99-20 by removing the concept of a market participant’ s expectation of cash flows and
instead requires management to determine whether it believes that it is probable that there has been an adverse change in the estimated timing
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and amount of cash flows from its securities based on all relevant, available information, including information about past events, current
conditions and reasonable and supportable forecasts. In estimating cash flows of our securities, which requires significant judgement, we
specifically consider and analyze factors such as remaining payment terms, prepayments, financial condition and value of the underlying
collateral, expected defaults, analyst reports and forecasts, credit ratings
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and other market data that are relevant to the collectability of the contractual cash flows from the security. In determining whether an other-
than-temporary impairment has occurred, we considered both the timing and amount of cash flows and our intent and ability to hold an
investment for a reasonable period of time sufficient to allow for a forecasted recovery of fair value. If, in our judgment, an other-than-
temporary impairment exists, the cost basis of the security is written down to its fair value as of the respective balance sheet date, and the
respective unrealized loss is reclassified from accumulated other comprehensive loss and recorded as a reduction to earnings. Based on the
results of this review, we did not record other-than-temporary impairment charges related to our CMBS and CRE-CDO investments during the
three months ended March 31, 2009 or March 31, 2008.

Impairment — Debt Related Investments

We review our debt related investments on a quarterly basis, and more frequently when such an evaluation is warranted, to determine if
impairment exists in accordance with SFAS No. 114, Accounting by Creditors for Impairment of a Loan (“SFAS No. 114”). A debt related
investment is impaired when, based on current information and events, it is probable that we will be unable to collect all amounts due, both
principal and interest, according to the contractual terms of the agreement. When a loan is deemed impaired, the impairment is measured
based on the present value of expected future cash flows discounted at the loan’ s effective interest rate or, at the loan’ s observable market
price or the fair value of the collateral if the loan is collateral dependent. There were no impairment losses recognized for our debt related

investments in the accompanying consolidated statements of operations during the three months ended March 31, 2009 and 2008.

Derivative Instruments and Hedging Activities

SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities (“SFAS No. 133”), as amended and interpreted,
establishes accounting and reporting standards for derivative instruments, including certain derivative instruments embedded in other
contracts, and for hedging activities. As required by SFAS No. 133, we record all derivative instruments in the accompanying balance sheets
at fair value. Accounting for changes in the fair value of a derivative instrument depends on the intended use of the derivative instrument and
the designation of the derivative instrument. Derivative instruments used to hedge exposure to changes in the fair value of an asset, liability, or
firm commitments attributable to a particular risk, such as interest rate risk, are considered “fair value” hedges. Derivative instruments used to
hedge exposure to variability in expected future cash flows, such as future interest payments, or other types of forecasted transactions, are

considered “cash flow” hedges. We do not have any fair value hedges.

For derivative instruments designated as cash flow hedges, the changes in the fair value of the derivative instrument that represents
changes in expected future cash flows which are effectively hedged by the derivative instrument are initially reported as other comprehensive
income (loss) in the consolidated statement of stockholders’ equity until the derivative instrument is settled. Upon settlement, the effective
portion of the hedge is recognized as other comprehensive income (loss) and amortized over the term of the designated cash flow or
transaction the derivative instrument was intended to hedge. The change in value of any derivative instrument that is deemed to be ineffective
is charged directly to earnings when the determination of ineffectiveness is made. We assess the effectiveness of each hedging relationship by
comparing the changes in fair value or cash flows of the derivative instrument with the changes in fair value or cash flows of the designated
hedged item or transaction. For purposes of determining hedge ineffectiveness, management estimates the timing and potential amount of
future fixed-rate debt issuances each quarter in order to estimate the cash flows of the designated hedged item or transaction. Management
considers the likelihood of the timing and amount of entering into such forecasted transactions when determining the expected future fixed-
rate debt issuances. We do not use derivative instruments for trading or speculative purposes. Additionally, we have an interest rate collar and
an interest rate cap that are not designated as hedges pursuant to the requirements of SFAS No. 133. These derivatives are not speculative and
are used to manage exposure to interest rate volatility. We classify cash paid to settle our forward starting swaps as financing activities in our
consolidated statements of cash flows.

On January 1, 2009, we adopted SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities, an amendment of
FASB Statement No. 133 (“SFAS No. 161”), which amends and expands the disclosure requirements of SFAS No. 133 with the intent to
provide users of financial statements with an enhanced understanding of: (i) how and why an entity uses derivative instruments, (ii) how
derivative instruments and related hedged items are accounted for under SFAS No.133 and its related interpretations, and (iii) how derivative

instruments and related hedged items affect an entity’ s financial position, financial performance, and cash flows. SFAS No. 161 requires
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losses on derivative instruments, and disclosures about credit-risk-related contingent features in derivative instruments.
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Noncontrolling Interests

Effective January 1, 2009, we adopted the provisions of SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements,
an amendment to ARB 51 (“SFAS No. 160"), which requires a noncontrolling interest in a subsidiary to be reported as equity and the amount
of consolidated net income specifically attributable to the noncontrolling interest to be included within consolidated net income. SFAS
No. 160 also requires consistency in the manner of reporting changes in the parent’ s ownership interest and requires fair value measurement
of any noncontrolling equity investment retained in a deconsolidation. SFAS No. 160 requires the parent to attribute to noncontrolling
interests their share of losses even if such attribution results in a deficit noncontrolling interest balance within the parent’ s equity accounts,
and in some instances, requires a parent to recognize a gain or loss in net income when a subsidiary is deconsolidated. As a result of our
adoption of SFAS No. 160, we have recorded approximately $78.5 million and $74.8 million, respectively, as of March 31, 2009 and
December 31, 2008, as noncontrolling interests in the permanent equity section of the accompanying balance sheets, which was formerly
referred to as “minority interests.”

Concentration of Credit Risk and Other Risks and Uncertainties

All of our investments are subject to the various risks inherent in the current economic environment but certain of our investments,
particularly our real estate securities investments, have been significantly impacted by the current economic environment. Our investments in
securities rely heavily on an active and orderly credit market and therefore the value of these securities is highly sensitive to changes in credit
market conditions as well as the overall economic environment. In the summer of 2007, the domestic credit market began to deteriorate led by
increasing defaults on sub-prime residential mortgages and continued across all forms of mortgage lending including commercial real estate
and the general credit market as a whole. These changes have significantly and adversely affected the value and the liquidity of our real estate
securities. If the existing state of the economy continues or worsens, it will likely continue to adversely impact the value and liquidity of our
securities and could adversely impact the ability for these securities to generate current income. Continued market volatility and uncertainty
may also cause certain market indicators of impairment to persist, leading to further potential other-than-temporary impairment charges and/or
permanent losses in our real estate security investments.

We do not know with any level of certainty the full extent to which the current economic environment will continue to affect us. If we
were forced to liquidate our securities portfolio into the current market, we would experience significant and permanent losses on these
investments. However, based upon our available cash balances and other sources of capital, we believe that we currently have sufficient
liquidity to hold our real estate securities on a long-term basis and we are not dependent upon selling these investments in order to fund our

operations or any of our other near term commitments.

While the current credit quality of the underlying loans that comprise our CMBS and CRE-CDO investments reflect modest levels of
deterioration, the more recent rise in delinquencies causes us to remain cautious about the future prospects of these investments and we
acknowledge that the effects to the underlying credit quality may be delayed relative to the current economic situation. Furthermore, while the
credit quality may reflect only modest levels of deterioration, the change in value of the underlying loans may also negatively impact the
performance of our investment in these securities.

The lack of liquidity in the market has also made the valuation process pertaining to our CMBS and CRE-CDO investments difficult and
subjective. Historically, our estimate of the value of these investments was primarily based on active issuances and the secondary trading
market of such securities as compiled and reported by independent pricing agencies. The current market environment is absent new issuances
and there has been very limited, if any, secondary trading of CMBS and CRE-CDOs that are similar to our investments. Our estimate of the
fair value of our CMBS and CRE-CDO securities requires significant judgment by management and uses a combination of (i) observable
market information, (ii) unobservable market assumptions and (iii) security-specific characteristics in determining the fair values of our
CMBS and CRE-CDO investments. See Note 9 for additional details regarding our determination of the fair value of our CMBS and CRE-
CDO investments. While we have used all available evidence to determine our best estimate of fair value, in accordance with SFAS No. 157,
Fair Value Measurements (“SFAS No. 157”), the amount that we could obtain if we were forced to liquidate these securities in the current
market may be significantly different than our estimate of fair value.

New Accounting Pronouncements
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We adopted the FSP No. FAS 157-2, Effective Date of FASB Statement No. 157 (“FSP FAS 157-2") that establishes a framework for
measuring fair value of non-financial assets and liabilities that are not required or permitted to be measured at fair value on a recurring basis
but only in certain circumstances, such as a business combination, as of January 1, 2009. The adoption of FSP FAS 157-2 did not have a
material impact on our consolidated financial statements.
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In April 2009, the FASB issued FSP No. FAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or
Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly (“FSP FAS 157-4"). FSP FAS 157-4 provides
guidance for (i) estimating the fair value of an asset or liability when a formerly active market has become inactive and (ii) identifying
transactions that are distressed or forced. FSP FAS 157-4 reaffirms the principles set forth in SFAS No. 157 that fair value is the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date
under current market conditions. FSP FAS 157-4 is effective for financial statements issued for the period ending June 30, 2009. We are
analyzing the impact that the adoption of FSP FAS 157-4 may have on our results of operations or financial position.

In April 2009, the FASB issued FSP No. FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial Instruments
(“FSP FAS 107-17). FSP FAS 107-1 expands the fair value disclosures, including disclosure of methods and significant assumptions used to
estimate fair value, required for all financial instruments within the scope of SFAS No. 107, Disclosures about Fair Value of Financial
Instruments, to interim periods for publicly held entities. FSP FAS 107-1 is effective for financial statements issued for the period ending
June 30, 2009. The adoption of FSP FAS 107-1 is not expected to have a material impact on our results of operations or financial position.

FSP FAS No. 115-2 and FAS No. 124-2, Recognition and Presentation of Other-Than-Temporary Impairments (“FSP FAS No. 115-2
and FAS No. 124-2”), amends current other-than-temporary impairment guidance for debt securities to make the guidance more operational
and to improve the presentation and disclosure of other-than-temporary impairments on debt and equity securities in the financial statements.
FSP No. FAS 115-2 and FAS No. 124-2 does not amend existing recognition and measurement guidance related to other-than-temporary
impairments of equity securities. The provisions of FSP FAS No. 115-2 and FAS No. 124-2 are effective for our fiscal quarter ended June 30,
2009. We are currently evaluating the effect that the provisions of FSP FAS No. 115-2 and FAS No. 124-2 may have on our consolidated

financial position, results of operations and cash flows.

3. INVESTMENTS IN REAL PROPERTY

Our consolidated investments in real property consist of investments in office, industrial and retail properties. The following tables
summarize our consolidated investments in real property as of March 31, 2009 and December 31, 2008. The following table does not include
one real property that is classified as held for sale (amounts in thousands).

Intangible Gross Intangible Total
Real Property Building and Lease Investment Lease Investment
Land Improvements Assets Amount Liabilities Amount

As of March 31, 2009:

Office
$110,611 $293,785 $88,521 $492.917 $(10,715) $482,202

Industrial properties

50,136 284,072 36,788 370,996 (8,952 ) 362,044
Retail properties
198,734 384,223 66,203 649,160 (44,744) 604,416
Total gross book value
359,481 962,080 191,512 1,513,073  (64,411) 1,448,662

Accumulated depreciation/amortization
- (45,814 ) (56,025) (101,839 ) 8,322 (93,517 )
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Total net book value
$359,481 $916,266 $135,487 $1,411,234 $(56,089) $1,355,145

As of December 31, 2008:

Office
$85,434  $271,880 $68.,466 $425,780 $(7,883 ) $417,897

Industrial properties

50,136 283,965 36,788 370,889 (8,952 ) 361,937
Retail properties
198,734 383,984 66,376 649,094 (43,922) 605,172
Total gross book value
334,304 939,829 171,630 1,445,763 (60,757) 1,385,006

Accumulated depreciation/amortization
= (38,787 ) (49,021) (87,808 ) 6,788 (81,020 )

Total net book value
$334,304 $901,042 $122,609 $1,357,955 $(53,969) $1,303,986

Acquisitions

During the three months ended March 31, 2009, we acquired an office property located in the Washington, DC market (the “Connecticut
Avenue Office Center”) from a third-party seller using proceeds from our public and private offerings and subsequent debt financing. The
Connecticut Avenue Office Center has a total investment amount of approximately $63.6 million and consists of approximately 126,000 net
rentable square feet that is currently approximately 98% occupied. We incurred expenses of approximately $1.8 million related to the
acquisition of the Connecticut Avenue Office Center which were expensed as incurred pursuant to SFAS No. 141(R). These expenses are
comprised of estimated legal, closing and due diligence costs of approximately $1.2 million and an acquisition fee paid to our Advisor of
approximately $636,000.

Assets Held for Sale

As of March 31, 2009, we had one retail property with a gross investment amount of approximately $3.3 million located in the Palm
Beach, Florida market which was classified as held for sale in accordance with SFAS No. 144. The related results of operations of this asset
are presented, net of tax, as discontinued operations in the accompanying financial statements.

14

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

Table of Contents

4. INVESTMENT IN REAL ESTATE SECURITIES

As of March 31, 2009, our investment in real estate securities was comprised of investments in (i) preferred equity securities and
(il) CMBS and CRE-CDOs. As of March 31, 2009, the weighted average term remaining until expected maturity of our CMBS and CRE-
CDO investments was approximately seven years. As of March 31, 2009, the weighted average publicly available rating, as provided by
Standard and Poor’ s, of our CMBS and CRE-CDO securities were approximately BB+ and B-, respectively. Our preferred equity securities

are perpetual in nature and therefore do not have expected maturity dates and approximately 88% of our preferred equity securities, based on

amount invested, do not have credit ratings. The following table describes our investments in real estate securities as of March 31, 2009 and

December 31, 2008 (dollar amounts in thousands).

As of March 31, 2009:

Amount invested, net of principal repayments

Other-than-temporary impairment

Net accretion of discounts and premiums

Amortized cost

Net unrealized loss

Fair value

As of December 31, 2008:

Amount invested, net of principal repayments

Other-than-temporary impairment

Net accretion of discounts and premiums

Amortized cost

Preferred

Equity CRE-CDOs CMBS Total

$102,725  $139,818  $4,019  $246,562

(69,694)  (119,481)  (3,549)  (192,724)

- 1,886 136 2,022

33,031 22,223 606 55,860

(5,070 ) (13216 ) (304 ) (18,590 )

$27,961 $9,007 $302 $37,270

$102,725 $139,821  $4,019  $246,565

(69,694)  (119,481)  (3,549)  (192,724)

= 1,167 109 1,276

33,031 21,507 579 55,117
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Gross unrealized loss
(1,439 ) (1,310 ) - (2,749 )

Fair value
$31,592 $20,197 $579 $52,368

Issuers of three of our preferred equity securities indefinitely suspended their respective preferred dividends during the three months
ended December 31, 2008, resulting in a decrease in securities income for the three months ended March 31, 2009 of approximately $643,000
compared to the three months ended March 31, 2008. Further, two of our CDO investments suspended interest payments to us during the three
months ended March 31, 2009. Based on management’ s evaluation of these two securities and the respective issuer’ s ability to ultimately
make these payments to us, we accrued and recognized into income, the amounts payable to us, which in total, is approximately $157,000. We
will continue to monitor these securities and if it becomes unlikely that we will not ultimately receive payment we will record the necessary

reserves at such time.

The following table describes our income from real estate securities investments for the three months ended March 31, 2009 and 2008
(dollar amounts in thousands).

For the Three Months Ended
March 31, Weighted
Average Yield

Security Type Number of as of March 31,

Holdings 2009 2008 2009 (1)
Preferred Equity

24 $ 1,413 $ 2,049 55 %
CRE-CDO (2)

15 2,201 2,461 4.0 %
CMBS

2 86 72 5.0 %

Total
41 $ 3,700 $ 4,582 4.6 %

(1) Weighted average yield is calculated on an unlevered basis using the amount invested, current interest rates and accretion of premiums
and discounts realized upon the initial investment for each security type. For purposes of this table, yields for LIBOR-based, floating-
rate investments have been calculated using the one-month LIBOR rate as of March 31, 2009. For purposes of this table, we have
assumed a yield of zero on our preferred equity securities investments for which the preferred dividend payment has been indefinitely
suspended.

(2) Incremental accretion associated with impairment charges totaled approximately $611,000 for the three months ended March 31, 2009,
which is not included in the calculation of yield as described above in footnote (1).
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Other-than-Temporary Impairment

During the three months ended March 31, 2008, we recorded impairment charges totaling approximately $25.2 million related to other-
than-temporary impairment of our real estate securities. This impairment charge was related to our preferred equity securities. We did not
record impairment charges during the three months ended March 31, 2009.

Pursuant to EITF No. 99-20, if we determine that the underlying cash flows of a security have been adversely affected we recognize an
other-than-temporary impairment. For subsequent income recognition, the amount of accretable yield should be recalculated using revised
estimated cash flows. For the three months ended March 31, 2009, we recorded approximately $611,000 in securities income as a result of
accretable yield associated with previously impaired CMBS and CRE-CDOs. No accretion was recorded for the same period in 2008 as a
result of other-than-temporary impairment charges and/or a change in estimated cash flows.

Unrealized Losses

As of March 31, 2009 and December 31, 2008, the balance in other comprehensive income (loss) specific to our real estate securities
reflects a loss of approximately $18.6 million and $2.7 million, respectively.

The following table presents the unrealized losses and estimated fair values of our real estate securities investments by length of time
that such securities have been in a continuous unrealized loss position as of March 31, 2009 and December 31, 2008. For purposes of the
following table, for securities which we have previously recorded an other-than-temporary impairment charge, the unrealized loss amount (if
any) is determined based on comparing the fair value as of March 31, 2009 to the fair value recorded as of the most recent impairment date
(dollar amounts in thousands).

Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Type of Security Number of Unrealized  Number of Unrealized  Number of Unrealized
Holdings Fair Value Loss Holdings Fair Value Loss Holdings Fair Value Loss
As of March 31, 2009:
Preferred Equity
18 $18,630  $4,280 3 $3207  $1,606 21 $21,837  $5,886
CMBS and CRE-CDOs
17 9,309 13,521 = = = 17 9,309 13,521
Total
35 $27,939 $17,801 3 $3,207 $1,606 38 $31,146  $19,407
As of December 31, 2008:
Preferred Equity
3 $3,658 $755 2 $1,139 $ 684 5 $4,797 $1,439
CMBS and CRE-CDOs
2 1,935 1,310 — — — 2 1,935 1,310
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Total
5 $5,593 $2,065 2 $1,139 $684 7 $6,732 $2,749

Based upon our intent and ability to hold these real estate securities for a period of time sufficient to allow for a forecasted recovery of
fair value, the continued performance of the issuer or the underlying collateral, as well as our assessment, based on all available evidence
considered, that the underlying cash flows will continue to perform in the future, the gross unrealized loss of approximately $19.4 million is
considered to be temporary as of March 31, 2009, and, as a result, no additional impairment losses related to the real estate securities in the
above table have been recognized. See Note 2 for discussion of the impairment models applicable to our investments in real estate securities.
As of March 31, 2009, we had a gross unrealized gain of approximately $816,000 related to three of our preferred equity securities with a fair
value of approximately $6.1 million.

The extreme volatility and disruption to global capital markets and the onset of a recession in the world’ s major economies have exerted
significant downward pressure on prices of equity securities and resulted in severely constrained credit and capital markets, particularly for
financial institutions, and an overall loss of investor confidence. These developments have significantly impacted the fair value of our real
estate securities. Continued volatility in the equity markets could continue to significantly impact the fair values of our preferred equity
securities and result in further other-than-temporary impairment charges. Further deterioration of economic and credit market conditions
would likely result in significant negative changes in factors such as financial conditions of the issuers, expected defaults, analyst reports and
forecasts, credit ratings, the value of the underlying collateral and other market data that are relevant to the collectability of the contractual
cash flows from these securities, adversely impacting the fair value of our CMBS and CRE-CDO securities and potentially resulting in
additional other-than-temporary impairment charges.
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5.  DEBT RELATED INVESTMENTS

As of March 31, 2009, we had approximately $106.5 million in debt related investments including an investment of approximately $17.5
million in an unconsolidated joint venture. The following table describes our debt related investments as of March 31, 2009 and December 31,
2008 (dollar amounts in thousands).

Number of Investments as of Net Investment (1) as of Weighted
Average
Investment Type March 31, December 31, March 31, December 31, Maturity in
2009 2008 2009 2008 Years (2)
B-notes
4 4 51,929 51,930 2.7
Mezzanine debt
2 2 37,004 36,919 5.7
Subtotal
6 6 88,933 88,849 3.9
Unconsolidated joint venture (3)
1 1 17,533 17,532 1.2
Total
7 7 $ 106,466 $ 106,381 35

(1) Amount presented is net of accumulated accretion and amortization of discounts and premiums.
(2) Asof March 31, 2009 and weighted by relative investment amounts.

(3) The Liberty Avenue Joint Venture is accounted for as an unconsolidated joint venture, which we account for using the equity method per
guidance established under Accounting Principals Bulleting Opinion No. 18, The Equity Method of Accounting for Investments in
Common Stock. We include the Liberty Avenue Debt Investment in our debt related investments operating segment as the terms of our
investment are managed similarly to our other debt related investments.

As of March 31, 2009, there were no delinquent debt service payments owed to us related to our debt related investments. The following
table describes our debt related income, including equity in earnings of an unconsolidated joint venture, for the three months ended March 31,
2009 and 2008 (dollar amounts in thousands).

For the Three Months Ended March 31,

Investment Type Weighted Average Yield
2009 2008 as of March 31, 2009 (1)
Mortgage loan (2)
W = $ 804 N/A
B-notes
757 1,058 5.9 %
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Mezzanine debt

903 532 10.0 %
Subtotal
$ 1,660 $ 2,394 7.6 %
Unconsolidated joint venture
545 = 13.0 %
Total
$ 2,205 $ 2,394 8.5 %

(1) Weighted average yield is calculated on an unlevered basis using the net investment amount, current interest rates and accretion of
premiums or discounts realized upon the initial investment for each investment type as of March 31, 2009. Yields for LIBOR-based,
floating-rate investments have been calculated using the one-month LIBOR rate as of March 31, 2009 for purposes of this table.

(2) During 2008, our only mortgage loan investment was repaid in full.

6. DEBT OBLIGATIONS

We use and intend to continue to use debt as a means of financing a portion of our investments. As of March 31, 2009 and December 31,
2008, we had outstanding debt obligations of approximately $782.9 million and $734.9 million, respectively. These borrowings were
comprised of mortgage notes as of March 31, 2009 and December 31, 2008 of approximately $767.4 million and $719.0 million, respectively,
and other secured borrowings of approximately $15.6 million and $15.9 million, respectively.
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Mortgage Notes

The following table describes our mortgage notes related to our operating properties in more detail as of March 31, 2009 and
December 31, 2008 (dollar amounts in thousands).

Gross Investment Amount of

Weighted Average Stated Properties Securing Mortgage
Interest Rate as of Outstanding Balance as of (1) Notes as of
March 31, December 31, March 31, December 31, March 31, December 31,
2009 2008 2009 2008 2009 2008
Fixed rate mortgages
6.1 % 6.0 %  $709,125 $661,031 $1,228,308 $1,131,051
Floating rate mortgages (2)
2.3 % 2.2 % 58,243 57,988 82,744 82,320
Total / weighted average
58 % 5.7 % $767,368  $719,019  $1,311,052  $1,213,371

(1)  Amounts presented are net of unamortized discounts to the face value of our outstanding fixed-rate mortgages of $217,000 and
$221,000, as of March 31, 2009 and December 31, 2008, respectively.

(2) As of both March 31, 2009 and December 31, 2008, floating-rate mortgage notes were subject to interest rates at spreads between 1.40%
to 3.50% over one-month LIBOR.

As of March 31, 2009, of the 35 mortgage notes outstanding, 18 were interest only and 17 were fully amortizing with outstanding
balances of approximately $534.5 million and $232.9 million, respectively. Mortgage notes outstanding as of March 31, 2009 had maturity
dates ranging from June 2009 through September 2036. None of our mortgage notes are recourse to us. Five of our mortgage notes with an
aggregate outstanding principal balance as of March 31, 2009 of approximately $65.4 million, have initial maturities before December 31,
2011. One of these notes, with an outstanding principal balance as of March 31, 2009 of $42.1 million has extension options beyond
December 31, 2011. These extension options are subject to certain lender covenants and restrictions that we must meet to extend this maturity
date. We currently cannot assert, with any degree of certainty that we will qualify for these extensions upon the initial maturity date of this
mortgage note.

Borrowing Activity

During the three months ended March 31, 2009, we issued approximately $48.9 million in new mortgage debt financing that was
comprised of two mortgage notes secured by six real properties. These notes are amortizing, bearing interest at a weighted average stated
interest rate of approximately 7.3%, and mature in 2016.

Other Secured Borrowings
Borrowings Secured by Debt Related Investments

To partially finance the acquisition of a debt related investment in May 2008, we obtained a floating-rate loan with an outstanding
principal balance as of March 31, 2009 and December 31, 2008 of approximately $10.2 million, respectively, that bears interest based at a
spread of 1.50% over the one-month LIBOR rate and matures in 2012. As of March 31, 2009 and December 31, 2008, the net investment
amount of the debt investment which secures this borrowing was approximately $16.8 million. For the three months ended March 31, 2009,
we incurred interest expense for this loan of approximately $57,000.

Securities Margin Account
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In July 2006, we established a securities margin account with an independent, third-party commercial lender intended to enable us to
borrow funds for various purposes secured by our preferred equity securities. As of March 31, 2009, the fair value of the preferred equity
securities which serve as collateral for the securities margin account was approximately $28.0 million. Pursuant to this securities margin
account, we have the capacity to borrow up to 65% of the market value of any eligible real estate security held in the account. As of March 31,
2009 and December 31, 2008, approximately $5.4 million and $5.7 million, respectively, were outstanding on the securities margin account.
The proceeds from these borrowings were used for general corporate and investment purposes. Borrowings associated with this securities
margin account are charged interest at a rate of one-month LIBOR plus 50 basis points, and as of March 31, 2009, the interest rate on the
securities margin account was approximately 1.0%. For the three months ended March 31, 2009 and 2008, we incurred interest expense for
this margin account of approximately $13,000 and $362,000, respectively. This margin account does not have a stated maturity date.

7. HEDGING ACTIVITIES
Risk Management Objective of Using Derivatives

We maintain risk management control systems to monitor interest rate cash flow risk attributable to both our outstanding and forecasted
debt obligations as well as our potential offsetting hedge positions. We generally seek to limit the impact of interest rate
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changes on earnings and cash flows and to lower our overall borrowing costs by selectively utilizing derivative instruments to hedge
exposures to changes in interest rates on loans secured by our assets. While this hedging strategy is designed to minimize the impact on our
net income (loss) and cash provided by operating activities from changes in interest rates, the overall returns on our investments may be
reduced. Our board of directors has established policies and procedures regarding our use of derivative instruments for hedging or other

purposes to achieve these risk management objectives.

Cash Flow Hedges of Interest Rate Risk

Our objectives in using interest rate derivatives are to add stability to interest expense and to manage our exposure to interest rate
movements. To accomplish this objective, we primarily use interest rate swaps, caps and collars as part of its interest rate risk management
strategy. Interest rate swaps designated as cash flow hedges involve the receipt of variable-rate amounts from a counterparty in exchange for
us making fixed-rate payments over the life of the agreements without exchange of the underlying notional amount. Interest rate caps
designated as cash flow hedges involve the receipt of variable-rate amounts from a counterparty if interest rates rise above the strike rate on
the contract in exchange for an up front premium. Interest rate collars designated as cash flow hedges involve the receipt of variable-rate
amounts if interest rates rise above the cap strike rate on the contract and payments of variable-rate amounts if interest rates fall below the

floor strike rate on the contract.

The effective portion of changes in the fair value of derivatives designated and that qualify as cash flow hedges is recorded in
accumulated other comprehensive loss and is subsequently reclassified into earnings in the period that the hedged forecasted transaction
affects earnings. During the three months ended March 31, 2009, we used such derivatives to hedge the variable cash flows associated with
existing variable-rate debt or forecasted issuances of debt. The ineffective portion of the change in fair value of the derivatives is recognized
directly in earnings. During the three months ended March 31, 2009, we recorded a loss of approximately $167,000 due to hedge
ineffectiveness in earnings attributable to the delay in issuance of debt for derivatives used to hedge forecasted issuances of debt.

Amounts reported in accumulated other comprehensive income related to derivatives will be reclassified to interest expense as we make
interest payments on our related debt. During the next twelve months, we estimate that an additional amount of approximately $3.5 million

will be reclassified as an increase to interest expense.

The effective portion of changes in the fair value of derivatives designated and that qualify as cash flow hedges is recorded in
accumulated other comprehensive income (loss) and is subsequently reclassified into earnings in the period that the hedged forecasted
transaction affects earnings. During the three months ended March 31, 2009, we used such derivatives to hedge variable cash flows associated
with existing variable-rate debt or forecasted issuances of debt. The ineffective portion of the change in fair value of the derivatives is
recognized directly in earnings. During the three months ended March 31, 2009, we recorded a loss of approximately $167,000 due to hedge
ineffectiveness in earnings attributable to the delay in issuance of debt for derivatives used to hedge forecasted issuances of debt. An
additional $246,000 of losses was reclassified from other comprehensive income (loss) to earnings due to a mismatch in the principal amount
of the debt and the notional amount of the swap. These amounts were offset by a gain resulting from changes in fair value of derivatives not
designated as hedges of approximately $1.0 million for a net gain on derivatives of approximately $588,000, as reflected in our accompanying
statements of operations.

Our hedging exposure to the variability in future cash flows for probable debt issuances will expire prior to August 2009 when our one
remaining LIBOR-based forward starting swap terminates.

Designated Hedges

As of March 31, 2009, we had the following outstanding interest rate derivatives that were designated as cash flow hedges of interest

rate risk (amounts in thousands):

Interest Rate Derivative

Number of Instruments Notional
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Interest rate swap

1 $50,000
Interest rate cap
1 46,500
Total
2 $96,500

Non-designated Hedges

Derivatives not designated as hedges are not speculative and are used by us to manage our exposure to interest rate movements and other
identified risks but do not meet the strict hedge accounting requirements of SFAS No. 133. Changes in the fair value of derivatives not
designated in hedging relationships are recorded directly in earnings and resulted in a gain of approximately $1.0 million for the three months
ended March 31, 2009. As of March 31, 2009, we had the following outstanding derivatives that were not designated as hedges in qualifying
hedging relationships (amounts in thousands):

Product
Number of Instruments Notional

Interest rate swap

1 $159,587
Interest rate cap

1 9,700

Total
2 $169,287
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Fair Values of Derivative Instruments

The table below presents the fair value of our derivative financial instruments as well as their classification on our accompanying
balance sheets as of March 31, 2009 (amounts in thousands).

As of March 31, 2009

Asset Derivatives Liability Derivatives

Balance Sheet

Location (1) Fair Value Balance Sheet Location Fair Value
Derivatives designated as hedging instruments under SFAS No. 133
Interest rate contracts
Other assets $§ - Derivative instruments  $12,263
Total derivatives designated as hedging instruments under
SFAS No. 133
= 12,263

Derivatives not designated as hedging instruments under SFAS No. 133

Interest rate contracts
Other assets =

Derivative instruments 322
Total derivatives not designated as hedging instruments under

SFAS No. 133
- 322

Total derivatives
$ - $12,585

(1) Asof March 31, 2009, we did not have any derivatives with an asset value recorded in other assets in our consolidated balance sheets.
However, asset derivatives have historically been included in other asset in our consolidated balance sheets, when such assets existed.

Effect of Derivative Instruments on the Statement of Operations

The tables below present the effect of our derivative financial instruments on our accompanying statements of operations for the three
months ended March 31, 2009 (amounts in thousands).

Amount of Gain or

Location of Gain or (Loss) Recognized

(Loss) Recognized in in Income on

Location of Gain Income on Derivative Derivative

Derivatives in SFAS
No. 133 Cash Flow

Hedging Relationships

Amount of Gain or
(Loss) Recognized
in OCI on
Derivative

(Effective Portion)

or (Loss) Amount of Gain or

Reclassified from
Accumulated OCI
into Income

(Effective Portion)

(Loss) Reclassified
from Accumulated
OCI into Income

(Effective Portion)

(Ineffective Portion
and Amount
Excluded from
Effectiveness

Testing)

(Ineffective Portion
and Amounts
Reclassified to
Gain(Loss) on

Derivatives)

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

Interest rate contracts

Derivatives Not
Designated as Hedging
Instruments Under

SFAS No. 133

Interest rate contracts

$ (1,194

) Interest expense $ (315 )

Location of Gain or (Loss)
Recognized in Income on

Derivative

on derivatives

Gain (loss) on derivatives
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Credit-risk-related Contingent Features

Credit risk is the failure of a counterparty to perform under the terms of an agreement. We could potentially have exposure to credit risk
with a counterparty to our remaining hedging contracts. If the fair value of a derivative contract were positive, the counterparty would owe us,
which would create a potential credit risk for us in connection with collection of the amount owed. We seek to minimize the credit risk within
our investments and with our derivative instruments by entering into transactions with what we deem to be high-quality counterparties.
However, we cannot mitigate all of our credit risk exposure and therefore our operating results may be adversely impacted by the failure of a
counterparty to perform under the terms of an agreement.

We have agreements with each of our derivative counterparties that contain a provision where if we default on any of our indebtedness,
including default where repayment of the indebtedness has not been accelerated by the lender, then we could also be declared in default on our
derivative obligations. We also have agreements with certain of our derivative counterparties that contain a provision where if we fail to
maintain a minimum net worth of $150 million then we could be declared in default on our derivative obligations. In addition, we have
agreements with certain of our derivative counterparties that contain a provision where if we fail to maintain a minimum leverage ratio of 300

percent of net assets, then we could be declared in default on our derivative obligations.

As of March 31, 2009, the fair value of derivatives in a net liability position, which includes accrued interest but excludes any
adjustment for nonperformance risk, related to these agreements was $13.1 million. As of March 31, 2009, we have not posted any collateral
related to these agreements. If we had breached any of these provisions as of March 31, 2009, we could have been required to settle our
obligations under the agreements at their termination value of $13.1 million.

8. THE OPERATING PARTNERSHIP’ S PRIVATE PLACEMENTS

Our Operating Partnership, through the TRS, is currently offering undivided tenancy-in-common interests in real property and beneficial
interests in Delaware Statutory Trusts that own real property (hereinafter referred to collectively as “fractional interests™) to accredited
investors in private placements. We anticipate that these fractional interests may serve as replacement properties for investors seeking to
complete like-kind exchange transactions under Section 1031 of the Internal Revenue Code of 1986, as amended (the “Code™). The properties
owned through such fractional interests sold to accredited investors are 100% leased by our Operating Partnership. Additionally, our
Operating Partnership has a purchase option giving it the right, but not the obligation, to acquire the fractional interests from the investors at a
later point in time in exchange for partnership units in the Operating Partnership representing OP Units. After a period of one year, holders of
OP Units have the right to redeem their OP Units. We have the option, in our sole discretion, of redeeming the OP Units with cash, shares of

our common stock or with a combination of cash and shares of our common stock.

The proceeds from the sale of these fractional interests are accounted for as financing obligations in the accompanying consolidated
balance sheets pursuant to SFAS No. 98, Accounting for Leases (“SFAS No. 98”). As previously discussed, our Operating Partnership has
100% leased the properties sold to investors, and in accordance with SFAS No. 98, rental payments made pursuant to such leases to investors
are accounted for generally as interest expense using the interest method whereby a portion is accounted for as interest expense and a portion
is accounted for as an accretion or amortization of the outstanding principal balance of the financing obligations.

During the three months ended March 31, 2009, we raised approximately $2.8 million from the sale of fractional interests in one
property. Furthermore, during the three months ended March 31, 2009, we exercised our option to acquire, at fair value, approximately $7.9
million of previously sold fractional interests in one property for a combination of (i) approximately 747,000 OP Units issued at a price of
$10.00 per OP Unit, representing approximately $7.5 million of the aggregate purchase and (ii) approximately $412,000 in cash. The result of
this activity was a net decrease in our financing obligations of approximately $5.1 million for the three months ended March 31, 2009.

For both of the three month periods ended March 31, 2009 and 2008, we incurred rent obligations of approximately $1.5 million under
our lease agreements with the investors who have participated in our private placements. The various lease agreements in place as of
March 31, 2009 contained expiration dates ranging from June 2019 to January 2037.

We pay certain up-front fees and reimburse certain related expenses to our Advisor, the Dealer Manager and Dividend Capital Exchange
Facilitators LLC (the “Facilitator”) for raising capital through these private placements. Our Advisor is obligated to pay all of the offering and
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marketing related costs associated with these private placements. However, we are obligated to pay our Advisor a non-accountable expense
allowance equal to 1.5% of the gross equity proceeds raised through these private placements. In addition, we are obligated to pay the Dealer
Manager a dealer manager fee of up to 1.5% of gross equity proceeds raised and a commission of up to 5.0% of gross equity proceeds raised
through these private placements. The Dealer Manager may re-allow such commissions
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and a portion of such dealer manager fee to participating broker dealers participating in the respective private placements. In addition, we are
obligated to pay a transaction facilitation fee to the Facilitator, an affiliate of our Advisor, of up to 2.0% of gross equity proceeds raised

through these private placements.

During the three months ended March 31, 2009 and 2008, we incurred upfront costs of approximately $275,000 and $2.4 million,
respectively, payable to our Advisor and other affiliates for services provided related to effecting these transactions, which are accounted for
as deferred loan costs. Such deferred loan costs are included in other assets in the accompanying consolidated balance sheets and amortized to
interest expense over the life of the financing obligation. If we elect to exercise our purchase option as described above and issue OP Units,
the unamortized up-front fees and expense reimbursements paid to affiliates will be recorded against noncontrolling interests as a reduction of
the amount received for issuing the OP Units. During the three months ended March 31, 2009 and 2008, we recorded approximately $664,000
and $2.3 million, respectively, of unamortized deferred loan cost against noncontrolling interest as a reduction in the amount received for
issuing the OP Units. If our Operating Partnership does not elect to exercise any such purchase option, we will continue to account for these
transactions as a financing obligation because we will continue to sublease 100% of the properties and will therefore not meet the definition of
“active use” set forth in SFAS No. 98 in order to recognize the sale of such fractional interests.

9. FAIR VALUE DISCLOSURES

SFAS No. 157 defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. SFAS No. 157 applies to reported balances that are required or permitted to be measured at fair value under existing
accounting pronouncements; accordingly, the standard does not require any new fair value measurements of reported balances.

SFAS No. 157 emphasizes that fair value is a market-based measurement, not an entity-specific measurement. Therefore, a fair value
measurement should be determined based on the assumptions that market participants would use in pricing the asset or liability. As a basis for
considering market participant assumptions in fair value measurements, SFAS No. 157 establishes a fair value hierarchy that distinguishes
between market participant assumptions based on market data obtained from sources independent of the reporting entity (observable inputs
that are classified within Levels 1 and 2 of the hierarchy) and the reporting entity’ s own assumptions about market participant assumptions
(unobservable inputs classified within Level 3 of the hierarchy).

Level 1 inputs utilize quoted prices (unadjusted) in active markets for identical assets or liabilities that we have the ability to access.
Level 2 inputs are inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either directly or indirectly.
Level 2 inputs may include quoted prices for similar assets and liabilities in active markets, as well as inputs that are observable for the asset
or liability (other than quoted prices), such as interest rates, foreign exchange rates, and yield curves that are observable at commonly quoted
intervals. Level 3 inputs are unobservable inputs for the asset or liabilities, which are typically based on an entity’ s own assumptions, as there
is little, if any, related market activity. In instances where the determination of the fair value measurement is based on inputs from different
levels of the fair value hierarchy, the level in the fair value hierarchy within which the entire fair value measurement falls is based on the
lowest level input that is significant to the fair value measurement in its entirety. Our assessment of the significance of a particular input to the
fair value measurement in its entirety requires judgment, and considers factors specific to the asset or liability.
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The table below presents certain of our assets and liabilities measured at fair value on a recurring basis as of March 31, 2009 and
December 31, 2008, aggregated by the level in the fair value hierarchy within which those measurements fall as defined above (amounts in

thousands).

As of March 31, 2009:

Assets

Preferred equity

CMBS and CRE-CDOs

Investment in real estate securities

Liabilities

Derivative instruments

Total

As of December 31, 2008:

Assets

Preferred equity

CMBS and CRE-CDOs

Investment in real estate securities

Liabilities
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Level 1 Level 2 Level 3 Total

$27,961 $- $- $27,961
- - 9,309 9,309

27,961 - 9309 37,270
= (12,585) - (12,585)
$27,961 $(12,585) $9,309  $24,685
$31,592 $- $- $31,592
- - 20,776 20,776
31,592 - 20,776 52,368
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Derivative instruments
= (27,213) - (27,213)

Total
$31,592 $(27,213) $20,776 $25,155

The table below presents a reconciliation of the beginning and ending balances of certain of our assets and liabilities having fair value
measurements based on significant unobservable inputs (Level 3) between December 31, 2008 and March 31, 2009 (amounts in thousands).

CMBS and
CRE-CDOs
Beginning balance as of December 31, 2008 (1)
$20,776
Included in net income (loss)
746
Included in other comprehensive income (loss)
(12,210 )
Purchases, issuances and settlements
3 )
Total change in fair value
(11,467 )
Transfers in and/or out of Level 3
Ending balance as of March 31, 2009
$9,309

Fair Value Estimates of Investments in Real Estate Securities

As of March 31, 2009, our real estate securities were valued in two categories, comprised of (i) preferred equity securities and
(i) CMBS and CRE-CDOs. Our pricing procedures for each of the two categories are applied to each specific investment within their
respective categories.

Preferred Equity Securities—The valuation of our investments in preferred equity securities is determined using exchange listed prices in

an active market. As such, preferred equity securities fall within Level 1 of the fair value hierarchy.

CMBS and CRE-CDOs—We estimate the fair value of our CMBS and CRE-CDO securities using a combination of observable market
information and unobservable market assumptions. Observable market information considered in these fair market valuations include
benchmark interest rates, interest rate curves, credit market indexes and swap curves. Unobservable market assumptions considered in
the determination of the fair market valuations of our CMBS and CRE-CDO investments include market assumptions related to discount
rates, default rates, prepayment rates, reviews of trustee or investor reports and non-binding broker quotes and pricing services in what is
currently an inactive market. Additionally, we consider security-specific characteristics in determining the fair values of our CMBS and
CRE-CDO investments, which include consideration of credit enhancements, the underlying collateral’ s average default rates, the
average delinquency rate and loan-to-value and several other characteristics. As a result, both Level 2 and Level 3 inputs are used in
arriving at the valuation of our investments in CMBS and CRE-CDOs. We consider the Level 3 inputs considered in determining the fair
value of its investments in CMBS and CRE-CDO securities to be significant. As such, all investments in CMBS and CRE-CDO
securities fall under the Level 3 category of the fair value hierarchy.
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Fair Value Estimates of Derivative Instruments

Currently, we use forward starting swaps, zero cost collars and interest rate caps to manage interest rate risk. The values of these
instruments are determined using widely accepted valuation techniques, including discounted cash flow analysis of the expected cash flows of
each derivative. This analysis reflects the contractual terms of the derivatives, including the period to maturity, and uses observable market-
based inputs, including interest rate curves and implied volatilities. The valuation methodologies are segregated into two categories of
derivatives: (i) forward starting swaps and (ii) zero cost collars/interest rate caps.

Forward Starting Swaps—Forward starting swaps are considered and measured at fair value as interest rate swaps. The fair values of
interest rate swaps are determined using the market standard methodology of netting the discounted future fixed cash payments and the
discounted expected variable cash receipts. The variable cash receipts are based on an expectation of future interest rates (i.e. forward
curves) derived from observable market interest rate curves.

Zero Cost Collars/Interest Rate Caps (Interest Rate Options)—Zero cost collars and interest rate caps are considered and measured at
fair value as interest rate options. The fair values of interest rate options are determined using the market standard methodology

of discounting the future expected cash receipts that would occur if variable interest rates fell below or rose above the strike rate of the
caps or outside of the applicable collar rates. The variable interest rates used in the calculation of projected receipts on the cap or collar

rates are based on an expectation of future interest rates derived from observable market interest rate curves and volatilities.

To comply with the provisions of SFAS No. 157, we incorporate credit valuation adjustments to appropriately reflect both our own
nonperformance risk and the respective counterparty’ s nonperformance risk in the fair value measurements. In adjusting the fair value of our
derivative contracts for the effect of nonperformance risk, we have considered the impact of netting and any applicable credit enhancements,
such as collateral postings, thresholds, mutual puts and guarantees.

The majority of the inputs used to value our derivative instruments fall within Level 2 of the fair value hierarchy. However, the credit
valuation adjustments associated with our derivative instruments utilize Level 3 inputs, such as estimates of current credit spreads, to evaluate
the likelihood of potential default by us and our counterparties. As of March 31, 2009, we have assessed the significance of the impact of the
credit valuation adjustments and have determined that it was not significant to the overall valuation of our derivative instruments. As a result,

we have determined that all of our derivative valuations are appropriately classified in Level 2 of the fair value hierarchy.
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10. NONCONTROLLING INTERESTS

Our noncontrolling interests consist of three components: (i) joint venture partnership interests held by our partners, (ii) OP Units held
by third parties and (iii) Special Units held by the parent of our Advisor. The following table summarizes noncontrolling interest balances as
of March 31, 2009 and December 31, 2008 in terms of cumulative contributions, distributions and cumulative allocations of net income (loss)

(amounts in thousands).

As of March 31, As of December 31,
2009 2008
OP Units:
Contributions
$ 65,179 $ 59,394
Distributions
(3,708 ) (2,660

Share of net loss

(6,291 ) (6,276
Share of comprehensive loss
1,023 1,611
Subtotal
56,203 52,069
Joint Venture Partner Interests:
Contributions
$ 35,274 35,274
Distributions
(10,785 ) (10,543
Share of net loss
(2,192 ) (2,004
Subtotal
22,297 22,727
Special Units:
Contributions
1 1
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Distributions

Share of net loss

Subtotal

Total
$ 78,501 $ 74,797

OP Units

EITF Topic D-98, Classification and Measurement of Redeemable Securities (“EITF Topic D-98”), requires securities that are
redeemable for cash or other assets at the option of the holder, not solely within the control of the issuer, to be classified as redeemable
noncontrolling interests outside of permanent equity in our accompanying balance sheets. We have evaluated our ability to deliver shares of
common stock to satisfy redemption requests from holders of our OP Units pursuant to EITF Issue No. 00-19, Accounting for Derivative
Financial Instruments Indexed to, and Potentially Settled in, a Company’s Own Stock, and we have concluded that we have the right to satisfy
the redemption requirements of holders of our OP Units by delivering unregistered shares of our common stock. Therefore, the guidance in
EITF Topic D-98 does not apply to our OP Units. Each outstanding OP Unit is exchangeable for one share of our common stock, and the OP
Unit holder cannot require redemption in cash or other assets. As a result we classify our OP Units as noncontrolling interests.

As of March 31, 2009 and December 31, 2008, we owned approximately 95.9% and 96.1%, respectively, of our Operating Partnership,
and the remaining interests in our Operating Partnership were owned by third-party investors and our Advisor. After a period of one year,
holders of OP Units may request the Operating Partnership to redeem their OP Units. We have the option of redeeming the OP Units with
cash, shares of our common stock or with a combination of cash and shares of our common stock. In May 2005, our Operating Partnership
issued 20,000 OP Units to our Advisor for gross proceeds of $200,000, which represented less than a 0.1% ownership interest in our
Operating Partnership as of March 31, 2009 and December 31, 2009. In addition, as of March 31, 2009 and December 31, 2008, we had issued
approximately 7.2 million, net of redemptions, and 6.5 million OP Units, respectively, to third-party investors in connection with our
Operating Partnership’ s private placements and such units had a maximum approximate redemption value as of March 31, 2009 and
December 31, 2008, of approximately $72.3 million and $64.8 million, respectively, based on the price of our common stock. During the three
months ended March 31, 2009, we redeemed approximately 110,000 OP Units by paying cash of approximately $1.0 million.

During the three months ended March 31, 2009, OP Unit holders contributed approximately $5.8 million to our Operating Partnership
and received distributions from our Operating Partnership of approximately $1.0 million. For the three months ended March 31, 2009 and
2008, we attributed approximately $14,000 and $428,000, respectively, in net losses of our Operating Partnership to OP Unit holders and
approximately $588,000 in other comprehensive losses for the three months ended March 31, 2009.

Joint Venture Partner Interests

Certain of our joint ventures are consolidated by us in the accompanying consolidated financial statements. Our joint venture partners’
interests in our consolidated partnerships are not redeemable. As a result, we classify our joint venture partners’ interests as noncontrolling
interests. We present contributions, distributions and equity in earnings of the respective joint venture partners as noncontrolling interests.

During the three months ended March 31, 2009, joint venture partners collectively received distributions from these joint ventures of
approximately $241,000. For the three months ended March 31, 2009 and 2008, we attributed approximately $190,000 and $375,000,
respectively, in net losses of their respective joint ventures. Joint venture partners did not make any contributions to these joint ventures during
the three months ended March 31, 2009.

Special Units
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On May 4, 2005, the Operating Partnership issued 100 Special Units to the parent of the Advisor for consideration of $1,000. The holder
of the Special Units does not participate in the profits and losses of the Operating Partnership. Amounts distributable to the holder of the
Special Units will depend on operations and the amount of net sales proceeds received from real property and real estate securities dispositions
or upon other events. In general, after holders of OP Units, in aggregate, have received cumulative
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distributions equal to their capital contributions plus a 6.5% cumulative, non-compounded annual pre-tax return on their net contributions, the
holder of the Special Units and the holders of OP Units will receive 15% and 85%, respectively, of the net sales proceeds received by the
Operating Partnership upon the disposition of the Operating Partnership’ s assets. In addition, the Special Units will be redeemed by the
Operating Partnership, resulting in a one-time payment, in the form of a promissory note, to the holder of the Special Units, upon the earliest

to occur of the following events:

(1) The listing of our common stock on a national securities exchange or the receipt by our stockholders of securities that are listed on

a national securities exchange in exchange for our common stock; or

(2) The termination or non-renewal of the Advisory Agreement, (i) for “cause,” as defined in the Advisory Agreement, (ii) in
connection with a merger, sale of assets or transaction involving us pursuant to which a majority of our directors then in office are
replaced or removed, (iii) by the Advisor for “good reason,” as defined in the Advisory Agreement, or (iv) by us or the Operating

Partnership other than for “cause.”

We have evaluated Special Units held by the Advisor per the guidance set forth in EITF Topic D-98 and determined that Special Units
are not redeemable at a fixed or determinable amount on a fixed or determinable date, at the option of the holder, or upon events that are not
solely within our control. As a result, we classify our Special Units as noncontrolling interests.

There was no activity related to Special Unit holders during the three months ended March 31, 2009.

11. STOCKHOLDERS’ EQUITY
Common Stock

On May 27, 2005, we filed a registration statement on Form S-11 with the Commission in connection with an initial public offering of
our common stock, which was declared effective on January 27, 2006. Pursuant to the registration statement, we offered up to $2.0 billion in
shares of our common stock, 75% of which were offered to the public at a price of $10.00 per share, and 25% of which were offered pursuant
to our distribution reinvestment plan at a price of $9.50 per share. On June 11, 2007, we filed a registration statement on Form S-11 with the
Commission for a follow-on public offering of our common stock, which was initially declared effective on January 22, 2008. Pursuant to the
registration statement, we are currently offering up to $2.0 billion in shares of our common stock, 75% of which are being offered to the
public at a price of $10.00 per share, and 25% of which are being offered pursuant to our distribution reinvestment plan at a price of $9.50 per
share. The following table summarizes shares sold, gross proceeds received and the commissions and fees paid by offering as of March 31,

2009 (amounts in thousands).

Commissions Net

Shares Gross Proceeds and Fees Proceeds

Shares sold in the initial offering
114,741  $1,136,969 $(104,295 ) $1,032,674

Shares sold in the follow-on offering

50,281 494,381 (41,085 ) 453,296
Shares sold pursuant to our distribution reinvestment plan in the initial offering

3,455 32,824 (309 ) 32,515
Shares sold pursuant to our distribution reinvestment plan in the follow-on offering

5,051 47,986 - 47,986
Shares repurchased pursuant to our share redemption program

(7,079 ) (65,608 ) - (65,608 )
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Total
166,449 $1,646,552 $(145,689 ) $1,500,863

For the three months ended March 31, 2009 and 2008, approximately 8.3 million and 13.0 million shares of our common stock were
issued in connection with our public offerings, respectively, for net proceeds of approximately $75.4 million and $116.7 million, respectively.
The net proceeds from the sale of these shares were transferred to our Operating Partnership in exchange for OP Units on a one-for-one basis.
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Redemptions

After having held shares of our common stock for a minimum of one year, our share redemption program may provide investors with a
limited opportunity to redeem shares of our common stock, subject to certain restrictions and limitations, at a price equal to or at a discount
from the purchase price paid for the shares being redeemed. The discount will vary based upon the length of time that the investors have held
the shares of our common stock subject to redemption, as described in the following table.

Redemption Price

Share Purchase Anniversary as a Percentage

of Purchase Price

Less than 1 year

No Redemption Allowed
1 year

92.5 %
2 years

95.0 %
3 years

97.5 %
4 years and longer

100.0 %

During the three months ended March 31, 2009 and 2008, we redeemed approximately 853,000 and 474,000 shares of our common
stock, respectively, pursuant to our share redemption program for approximately $8.1 million and $4.4 million, respectively. We presently
intend to limit the number of shares to be redeemed during any consecutive twelve month period to no more than five percent of the number of
shares of common stock outstanding at the beginning of such twelve month period (the “Redemption Cap”). During the first quarter of 2009,
we had received requests to redeem approximately 6.1 million shares of common stock, which exceeded our first quarter 2009 Redemption
Cap of approximately 853,000 shares of common stock by approximately 5.3 million shares. Based on application of the Redemption Cap, we
redeemed, on a pro rata basis, approximately 13.9% of the shares each shareholder requested to be redeemed for the first quarter of 2009.

Distributions

We accrue and pay distributions on a quarterly basis. Our board of directors declares and authorizes the following quarter’ s distribution
during the preceding quarter. We calculate individual payments of distributions to each stockholder or OP Unit holder based upon daily record
dates during each quarter, so that investors are eligible to earn distributions immediately upon purchasing shares of our common stock or upon
purchasing OP Units. During the three months ended March 31, 2009 and 2008, we declared distributions to our common stockholders of
approximately $24.4 million and $18.1 million, respectively. Of these amounts, approximately $11.2 million and $7.4 million, respectively,
was paid in cash and approximately $13.2 million and $10.7 million, respectively, was reinvested shares of our common stock pursuant to our
distribution reinvestment plan for the three months ended March 31, 2009 and 2008. The following table sets forth the distributions that have
been paid and/or authorized as of March 31, 2009.

Amount Declared Annualized Amount
Per Per
Share/Unit(1) Share/Unit(1) Payment Date

2008
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1% Quarter 2008

$ 0.1500 $ 0.60 April 15, 2008
2" Quarter 2008

$ 0.1500 $ 0.60 July 15, 2008
3™ Quarter 2008

$ 0.1500 $ 0.60 October 15, 2008
4™ Quarter 2008

$ 0.1500 $ 0.60 January 15, 2009
2009
1% Quarter 2009

$ 0.1500 $ 0.60 April 15, 2009
27 Quarter 2009

$ 0.1500 $ 0.60 July 15, 2009 (2)

(1) Assumes ownership of share or unit for the entire quarter.

(2) Expected payment date.

12. RELATED PARTY TRANSACTIONS
Our Adyvisor

Our day-to-day activities are managed by our Advisor, an affiliate, under the terms and conditions of the Advisory Agreement. Our
Advisor is considered to be a related party as certain indirect owners and employees of our Advisor serve as our executives. The
responsibilities of our Advisor include the selection and underwriting of our real property, real estate securities and debt related investments,
the negotiations for these investments, the asset management and financing of these investments and the selection of prospective joint venture
partners.

Acquisition Fees

Pursuant to the Advisory Agreement, we pay certain acquisition fees to the Advisor. For each real property acquired in the operating
stage, the acquisition fee is equal to 1.0% of the purchase price. For each real property acquired prior to or during the development or
construction stage, the acquisition fee is equal to up to 4.0% of the total project cost (which will be the amount
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actually paid or allocated to the purchase, development, construction or improvement of a property exclusive of acquisition fees and
acquisition expenses). The Advisor also is entitled to receive an acquisition fee of 1.0% of the principal amount in connection with (i) the
origination or acquisition of any type of debt investment including, but not limited to, the origination of mortgage loans, B-notes, mezzanine
debt, participating debt (including with equity-like features), non-traded preferred securities, convertible debt, hybrid instruments, equity
instruments and other related investments, and (ii) the acquisition of any type of non-securitized debt investment including, but not limited to,
acquisitions or participations in mortgage loans, B-notes, mezzanine debt, participating debt (including with equity-like features), non-traded
preferred securities, convertible debt, hybrid instruments, equity instruments and other related investments. During the three months ended
March 31, 2009 and 2008, our Advisor earned approximately $636,000 and $248,000 in acquisition fees, respectively. With our adoption of
SFAS No. 141(R) on January 1, 2009, these fees are recorded as an expense in the period in which they are incurred. Prior to January 1, 2009,

these fees were accounted for as part of the historical cost of the acquired assets.

Asset Management Fees

We also pay our Advisor an asset management fee pursuant to the Advisory Agreement in connection with the asset and portfolio

management of real property, real estate securities and debt related investments. The Advisor’ s asset management fee is payable as follows:

Prior to the Dividend Coverage Ratio Date (as defined below):

For Direct Real Properties (as defined below), the asset management fee consists of (i) a monthly fee not to exceed one-twelfth of 0.50%
of the aggregate cost (before non-cash reserves and depreciation) of Direct Real Properties; and (ii) a monthly fee not to exceed 6% of
the aggregate monthly net operating income derived from all Direct Real Properties; provided, however, that the aggregate monthly fee
to be paid to the Advisor pursuant to these subclauses (i) and (ii) in aggregate shall not exceed one-twelfth of 0.75% of the aggregate

cost (before non-cash reserves and depreciation) of all Direct Real Properties.

For Product Specialist Real Properties (as defined below), the asset management fee consists of (i) a monthly fee not to exceed one-
twelfth of 0.50% of the aggregate cost (before non cash reserves and depreciation) of Product Specialist Real Properties; and (ii) a
monthly fee not to exceed 6% of the aggregate monthly net operating income derived from all Product Specialist Real Properties.

After the Dividend Coverage Ratio Date (as defined below):

For all real properties, the asset management fee consists of: (i) a monthly fee not to exceed one-twelfth of 0.50% of the aggregate cost
(before non cash reserves and depreciation) of all real property assets within our portfolio; and (ii) a monthly fee not to exceed 8.0% of
the aggregate monthly net operating income derived from all real property assets within our portfolio.

“Direct Real Properties”: shall mean those real properties acquired directly by us without the advice or participation of a product

specialist engaged by the Advisor.

“Dividend Coverage Ratio”: shall mean, as to any given fiscal quarter, the total amount of distributions made by us in that fiscal quarter
divided by the aggregate funds from operations for that fiscal quarter.

“Dividend Coverage Ratio Date”: shall be the date on which our dividend coverage ratio has been less than or equal to 1.00 for two
consecutive fiscal quarters.

“Product Specialist Real Properties”: shall mean those real properties acquired by us pursuant to the advice or participation of a product
specialist engaged by the Advisor pursuant to a contractual arrangement.

In addition, both before and after the Dividend Coverage Ratio Date, the asset management fee for all real property assets (acquired both
prior to and after the Dividend Coverage Ratio Date) includes a fee of 1.0% of the sales price of individual real property assets upon
disposition.

For securities and debt related assets, both before and after the Dividend Coverage Ratio Date, the asset management fee consists of a
monthly fee equal to one-twelfth of 1.0% of (i) the aggregate value, determined at least quarterly, of our real estate related securities and (ii)
the amount invested in the case of our debt related assets within our portfolio.
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For the three months ended March 31, 2009 and 2008, our Advisor earned approximately $3.0 million and $2.9 million in asset
management fees, respectively.

Fees Paid to our Advisor and its Affiliates Related to Public Offerings of our Common Stock

The following table summarizes selling costs incurred by us in connection with our public offerings of common stock and paid to the
Adpvisor and the Dealer Manager. These amounts have been included as a reduction to additional paid-in capital in the accompanying
consolidated statement of stockholders’ equity. See below for further description of each fee for the three months ended March 31, 2009 and
2008 (amounts in thousands).

For the Three Months Ended

March 31,
Reimbursement and Fee Description
2009 2008
Organization and offering costs reimbursement
$ 1,032 $ 1,850
Dealer manager fees
1,721 2,968
Broker dealer sales commissions
3,108 5,293
Total reimbursements and fees
$ 5,861 $ 10,111

Organizational and Offering Costs Reimbursement

Pursuant to the Advisory Agreement, our Advisor is obligated to advance all of our organizational and offering costs subject to its right
to be reimbursed for such costs by us in an amount up to 1.5% of the aggregate gross offering proceeds raised in our public offerings of
common stock. Such organizational and offering costs include, but are not limited to, actual legal, accounting, printing and other expenses
attributable to preparing registration statements, qualification of the shares for sale in the states and filing fees incurred by our Advisor, as well
as reimbursements for marketing, salaries and direct expenses of its employees while engaged in registering and marketing the shares, other
than selling commissions and the dealer manager fee. Offering costs incurred in connection with the issuance of equity securities are deducted
from stockholders’ equity.

As of March 31, 2009, the Advisor had incurred cumulative reimbursable offering costs of approximately $35.6 million. As of
March 31, 2009, we were obligated to reimburse approximately $24.8 million in such reimbursable offering costs. As of March 31, 2009, of
the $24.8 million in reimbursable offering costs we had incurred, approximately $268,000 had not yet been reimbursed to the Advisor, and
have been included in accounts payable and accrued expenses in the accompanying balance sheet. As of December 31, 2008, of the
$16.8 million in reimbursable offering costs we had incurred, approximately $216,000 had not yet been reimbursed to the Advisor, which
have been included in accounts payable and accrued expenses in the accompanying consolidated balance sheet.

As of March 31, 2009, approximately $10.9 million of reimbursable offering costs incurred by the Advisor are not reflected in the
accompanying consolidated balance sheets, due to the fact that we are not obligated to reimburse these costs to the Advisor until the
corresponding aggregate gross offering proceeds are raised in our public offering of common stock.

Dealer Manager Fees and Broker Dealer Sales Commissions
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Pursuant to the Dealer Manager Agreement, we pay a dealer manager fee of up to 2.5% of gross offering proceeds raised pursuant to our
public offerings of common stock to the Dealer Manager as compensation for managing the offerings. The Dealer Manager is considered to be
a related party as certain indirect owners and employees of the Dealer Manager serve as our executives. The Dealer Manager may re-allow a
portion of such fees to broker dealers who participate in the offerings. We also pay up to a 6.0% sales commission of gross offering proceeds
raised pursuant to our public offerings of common stock. As of March 31, 2009, all sales commissions paid to the Dealer Manager had been
re-allowed to participating broker dealers. Such amounts are considered a cost of raising capital and as such are included as a reduction of
additional paid-in capital in the accompanying consolidated statement of stockholders’ equity. Of these costs, we had accrued approximately
$448,000 and $361,000 for dealer manager fees and $270,000 and $123,000 for sales commissions as of March 31, 2009 and December 31,
2008, respectively.
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Fees Paid to the Advisor and Affiliates Related to our Operating Partnership’ s Private Placement Offerings

The following table summarizes costs we incurred associated with our Operating Partnership’ s private placement offerings and paid to
the Advisor, the Dealer Manager and the Facilitator. These amounts are accounted for as deferred loan costs. Such deferred loan costs are
included in our consolidated balance sheets and amortized to “Interest expense’ over the life of the financing obligation (see Note § for
additional information). As described in Note 8, if our Operating Partnership elects to exercise any purchase option and issue limited
partnership units, the unamortized portion of up-front fees and expense reimbursements paid to affiliates will be recorded against
noncontrolling interest as a selling cost of the limited partnership units. See below for further discussion of each fee described in the below
table for the three months ended March 31, 2009 and 2008 (amounts in thousands).

For the Three Months Ended

March 31,
Reimbursement and Fee Description
2009 2008
Organization and offering costs reimbursement
$ 41 $ 363
Dealer manager fees
41 363
Broker dealer sales commissions
138 1,193
Facilitator fees
55 485
Total reimbursements and fees
$ 275 $ 2,404

Organizational and Offering Cost Reimbursement

Our Advisor is obligated to pay all of the offering and marketing-related costs associated with our Operating Partnership’ s private
placements. However, the Operating Partnership is obligated to pay our Advisor a non-accountable expense allowance which equals 1.5% of

the gross equity proceeds raised through the Operating Partnership’ s private placements.

Dealer Manager Fees and Broker Dealer Sales Commissions

We have also entered into a separate dealer manager agreement with the Dealer Manager pursuant to which we pay a dealer manager fee
of up to 1.5% of the gross equity proceeds raised through our Operating Partnership’ s private placements. We also pay the Dealer Manager a
sales commission of up to 5.0% of the gross equity proceeds raised through our Operating Partnership’ s private placement. As of March 31,

2009, substantially all of the sales commissions were re-allowed to participating broker dealers who are responsible for effecting sales.

Facilitator Fees

The Facilitator is responsible for facilitating transactions associated with the Operating Partnership’ s private placements. The Facilitator
is considered a related party as certain indirect owners and employees of the Facilitator serve as our executives. We have entered into an
agreement with the Facilitator whereby we pay a transaction facilitation fee of up to 2.0% of the gross equity proceeds raised through the

Operating Partnership’ s private placement.
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Other Expense Reimbursements

In addition to the reimbursement of organizational and offering costs, we are also obligated, subject to certain limitations, to reimburse
our Advisor for certain other expenses incurred on our behalf for providing services contemplated in the Advisory Agreement, (the Advisor
utilizes its employees to provide such services and in certain instances that includes our named executive officers) provided that the Advisor
does not receive a specific fee for the activities which generate the expenses to be reimbursed. For the three months ended March 31, 2009 and
2008, we incurred approximately $198,000 and $126,000, respectively, of these expenses which we reimbursed to the Advisor. We record

these reimbursements as general and administrative expenses in our consolidated statements of operations.

Product Specialists

In addition to utilizing its own management team, the Advisor actively seeks to form strategic alliances with recognized leaders in the
real estate and investment management industries. These alliances are intended to allow the Advisor to leverage the organizational
infrastructure of experienced real estate developers, operators and investment managers and to potentially give us access to a greater number
of real property, debt related and real estate securities investment opportunities. The use of product specialists or other service providers does
not eliminate or reduce the Advisor’ s fiduciary duty to us. The Advisor retains ultimate responsibility for the performance of all of the matters
entrusted to it under the Advisory Agreement.
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The Advisor’ s product specialists are and will be compensated through a combination of (i) reallowance of acquisition, disposition,
asset management and/or other fees paid by us to the Advisor and (ii) potential profit participation in connection with specific portfolio
asset(s) identified by them and invested in by us. We may enter into joint ventures or other arrangements with affiliates of the Advisor to
acquire, develop and/or manage real properties. As of March 31, 2009, our Advisor had entered into joint venture and/or product specialist
arrangements with one current affiliate (Dividend Capital Investments LLC) and one former affiliate (DCT Industrial Trust Inc.), as discussed

below in more detail.

Dividend Capital Investments LLC

On June 12, 2006, our Advisor entered into a product specialist agreement with Dividend Capital Investments LLC (“DCI”), an affiliate
of ours, in connection with investment management services related to our investments in real estate securities assets. Pursuant to this
agreement, a portion of the asset management fee that our Advisor receives from us related to securities investments is reallowed to DCI in

exchange for services provided.

DCT Industrial Trust Inc.

On September 1, 2006, our Advisor entered into a product specialist agreement with DCT Industrial Trust Inc. (“DCT"”), a former
affiliate of ours, in connection with acquisition and asset management services related to our industrial real property investments. Pursuant to
this agreement, a portion of the acquisition and asset management fees that our Advisor receives from us related to specific industrial real
property investments is reallowed to DCT in exchange for services provided. In addition, we had entered into three separate joint venture
agreements with DCT as of March 31, 2009.

13. NET INCOME (LOSS) PER COMMON SHARE

Reconciliations of the numerator and denominator used to calculate basic net income (loss) per common share to the numerator and
denominator used to calculate diluted net income (loss) per common share for the three months ended March 31, 2009 and 2008, are described
in the following table (amounts in thousands, except per share information).

For the Three Months Ended March 31,

2009 2008
Numerator
Net loss for basic earnings per share from continuing operations attributable to
common stockholders
$ (377) $ (22,563)
Dilutive noncontrolling interests share in net loss from continuing
operations
(14 ) 428
Numerator for diluted earnings per share - adjusted loss from
continuing operations
(391 ) (22,135 )
Net loss for basic earnings per share attributable to common stockholders
$ (327 ) $ (22,563 )
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Dilutive noncontrolling interests share in net loss from continuing

operations
(14 ) 428
Dilutive noncontrolling interests share in net income from discontinued
operations
Numerator for diluted earnings per share - adjusted net loss
(341 ) (22,135 )
Denominator
Weighted average shares outstanding-basic
162,936 120,893
Incremental weighted average shares effect of conversion of OP units
7,216 1,770
Weighted average shares outstanding-diluted
170,152 122,663
NET LOSS PER COMMON SHARE-BASIC
Net income (loss) from continuing operations attributable to common
stockholders
$ (0.00 ) $ (0.19 )
Net income (loss) from discontinued operations attributable to common
stockholders
Net loss attributable to common stockholders
$ (0.00 ) $ (0.19 )
NETLOSS PER COMMON SHARE-DILUTED (1)
Net income (loss) from continuing operations attributable to common
stockholders
$ (0.00 ) $ (0.19 )
Net income (loss) from discontinued operations attributable to common
stockholders
Net loss attributable to common stockholders
$ (0.00 ) $ (0.19 )

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

(1) Net income (loss) per common share-diluted is computed by dividing net income (loss) before dilutive noncontrolling interests by the
weighted average common shares plus shares issuable upon exercising outstanding OP Units.
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14. SEGMENT INFORMATION

SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information (“SFAS No. 131”") establishes standards for the
way that public entities report information about operating segments in their financial statements. We have the following business segments:
(i) investments in real property, (ii) investments in real estate securities and (iii) debt related investments. The following table sets forth
components of net operating income (“NOI"") of our segments for three months ended March 31, 2009 and 2008 (amounts in thousands).

For the Three Months Ended March 31,
Revenues NOI
2009 2008 2009 2008

Real property
$33,574 $28,212 $24,548 $21,088

Real estate securities
3,700 4,582 3,700 4,582

Debt related investments (1)
2,205 2,394 2,205 2,394

Total
$39,479 $35,188 $30,453 $28,064

(1) Includes operating results from our investment in an unconsolidated joint venture.

We consider NOI to be an appropriate supplemental financial performance measure, because NOI reflects the specific operating
performance of our real properties, real estate securities, and debt related investments and excludes certain items that are not considered to be
controllable in connection with the management of each property, such as interest income, depreciation and amortization, general and
administrative expenses, asset management fees, interest expense and noncontrolling interests. However, NOI should not be viewed as an
alternative measure of our financial performance as a whole, since it does exclude such items which could materially impact our results of
operations. Further, our NOI may not be comparable to that of other real estate companies, as they may use different methodologies for
calculating NOI. Therefore, we believe net income, as defined by GAAP, to be the most appropriate measure to evaluate our overall financial
performance.

The following table is a reconciliation of our NOI (including equity in earnings of unconsolidated joint venture) to our reported net
income (loss) from continuing operations for the three months ended March 31, 2009 and 2008 (amounts in thousands).

For the Three Months Ended March 31,

2009 2008
Net operating income
$ 30,453 $ 28,064
Interest income
1,265 3,186
Depreciation and amortization expense
(14,179 ) (12,745 )
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General and administrative expenses

(1,087 ) (737 )
Asset management fees, related party

(2,954 ) (2,934 )
Interest expense

(12,630 ) (11,710 )
Acquisition-related expenses

(2,037 ) =
Gain (loss) on derivatives

589 (1,288 )
Other-than-temporary impairment on securities

= (25,202 )

Net loss from continuing operations
$ (580 ) $ (23,366 )

The following table reflects our total assets by business segment as of March 31, 2009 and December 31, 2008 (amounts in thousands).

As of March 31, As of December 31,
2009 2008
Segment assets:
Net investments in real property
$1,411,234 $1,357,955
Investments in real estate securities
37,270 52,368
Debt related investments, net (1)
106,466 106,381
Total segment assets, net
1,554,970 1,516,704
Non-segment assets:
Assets held for sale
2,925 3,266
Cash and cash equivalents
586,301 540,321
Other non-segment assets (2)
55,898 63,287
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Total assets
$2,200,094 $2,123,578

(1) Includes our investment in an unconsolidated joint venture. See Note 6.
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(2) Other non-segment assets primarily consist of corporate assets including subscriptions receivable, certain loan costs, including loan costs

associated with our financing obligations, and deferred acquisition costs.

15. SUBSEQUENT EVENTS
Acquisition of Greater DC Retail Center

On April 6, 2009, we acquired a retail property located in the Washington, DC market (the “Greater DC Retail Center’’). The Greater
DC Retail Center consists of approximately 233,000 net rentable square feet that is currently 100% occupied. The Greater DC Retail Center is
subject to leases with seven tenants with lease expirations dates ranging from 2010 through 2018. We acquired the Greater DC Retail Center
using proceeds from our public and private offerings and the assumption of a mortgage loan to finance the acquisition of the Greater DC
Retail Center.

The mortgage note that we assumed in connection with our acquisition of the Greater DC Retail Center has an outstanding principal
balance of approximately $42.0 million and is an interest only loan until July 2009, at which point it begins to amortize over a 30-year life.
This loan matures in July 2014, subject to a one-year extension option, and bears interest at a stated fixed interest rate of 4.82%.

The total estimated investment amount for the Greater DC Retail Center is approximately $65.0 million. In addition, we expect to incur
acquisition-related expenses of approximately $1.9 million that have been and will be expensed as incurred pursuant to SFAS No. 141(R).
These expenses are comprised of estimated legal, closing and due diligence costs of approximately $1.2 million and an acquisition fee paid to
our Advisor of approximately $650,000.

Proceeds from Public Offering

For the period from April 1, 2009 to May 8, 2009, we issued approximately 3.7 million shares of our common stock pursuant to our
follow-on public offering to a total of approximately 655 stockholders for net proceeds of approximately $36.0 million, which includes
proceeds from our distribution reinvestment plan of approximately $13.2 million.
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ITEM 2. MANAGEMENT’ S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This section of our Quarterly Report on Form 10-Q provides an overview of what management believes to be the key elements for
understanding (i) our company and how we manage our business, (ii) how we measure our performance and our operating results, (iii) our
liquidity and capital resources, and (iv) the accompanying financial statements included in “Item 1. Financial Statements” of this Quarterly
Report on Form 10-Q. The following discussion and analysis of our financial condition and results of operations should be read in conjunction
with our audited consolidated financial statements and notes thereto as of December 31, 2008 and for the year then ended, included in our
Annual Report on Form 10-K filed with the Commission on March 30, 2009.

Forward-Looking Statements

This Quarterly Report on Form 10-Q includes certain statements that may be deemed to be “forward-looking statements” within the
meaning of Section 27A of the Securities Act of 1933, as amended, or the Act, and Section 21E of the Securities Exchange Act of 1934, as
amended, or the Exchange Act. Such forward-looking statements relate to, without limitation, our future capital expenditures, distributions
and acquisitions (including the amount and nature thereof), other development trends of the real estate industry, business strategies, and the
growth of our operations. These statements are based on certain assumptions and analyses made by us in light of our experience and our
perception of historical trends, current conditions, expected future developments and other factors we believe are appropriate. We intend such
forward-looking statements to be covered by the safe harbor provisions for forward-looking statements contained in Section 27A of the Act
and Section 21E of the Exchange Act. Such statements are subject to a number of assumptions, risks and uncertainties which may cause our
actual results, performance or achievements to be materially different from future results, performance or achievements expressed or implied
by these forward-looking statements. Forward-looking statements are generally identifiable by the use of the words “may,” “will,” “should,”

& 9 (¢ ELINTS

“expect,” “anticipate,” “estimate,” “believe,” “intend,” “project,” “continue,” or the negative of these words, or other similar words or terms.
Readers are cautioned not to place undue reliance on these forward-looking statements. Among the factors that may cause our results to vary
are general economic and business (particularly real estate and capital market) conditions being less favorable than expected, the business
opportunities that may be presented to and pursued by us, changes in laws or regulations (including changes to laws governing the taxation of
REITs), risk of acquisitions, availability and creditworthiness of prospective tenants, availability of capital (debt and equity), interest rate
fluctuations, competition, supply and demand for properties in our current and any proposed market areas, tenants’ ability to pay rent at
current or increased levels, accounting principles, policies and guidelines applicable to REITs, environmental, regulatory and/or safety
requirements, tenant bankruptcies and defaults, the availability and cost of comprehensive insurance, including coverage for terrorist acts, and
other factors, many of which are beyond our control. For a further discussion of these factors and other risk factors that could lead to actual
results materially different from those described in the forward-looking statements, see “Item 1A. Risk Factors” in our Annual Report on
Form 10-K filed with the Commission on March 30, 2009. We undertake no obligation to publicly update or revise any forward-looking

statements, whether as a result of future events, new information or otherwise.

Overview

Dividend Capital Total Realty Trust Inc. is a Maryland corporation formed on April 11, 2005 to invest in a diverse portfolio of real
property and real estate related investments. As used herein, “the Company,” “we,” “our” and “us” refer to Dividend Capital Total Realty
Trust Inc. and its consolidated subsidiaries and partnerships except where the context otherwise requires.

We operate in a manner intended to qualify as a REIT for federal income tax purposes, commencing with the taxable year ended
December 31, 2006, when we first elected REIT status. We utilize an UPREIT organizational structure to hold all or substantially all of our
assets through our Operating Partnership. Furthermore, our Operating Partnership wholly owns our TRS, through which we execute certain
business transactions that might otherwise have an adverse impact on our status as a REIT if such business transactions were to occur directly
or indirectly through the Operating Partnership.

The primary source of our revenue and earnings is comprised of (i) rent received from customers under long-term (generally three to ten
years) operating leases at our properties, including reimbursements from customers for certain operating costs, (ii) interest and dividend
payments from our investments in real estate securities and (iii) interest payments from our debt related investments. Our primary expenses
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include (i) rental expenses, (ii) depreciation and amortization expenses, (iii) acquisition-related expenses, (iv) general and administrative
expenses, (v) asset management fees and (vi) interest expense.
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We are an externally managed REIT and have no employees. Our day-to-day activities are managed by the Advisor, an affiliate, under
the terms and conditions of the Advisory Agreement. In addition, under the terms of certain dealer manager agreements, the Dealer Manager,
an affiliate, serves as the dealer manager of our public and private offerings. The Advisor and its affiliates, including the Dealer Manager,
receive various forms of compensation, reimbursements and fees for services relating to our public and private offerings and for the
investment and management of our real estate assets.

The cornerstone of our investment strategy is to provide investors seeking a general real estate allocation with a broadly diversified
portfolio of assets. Our targeted investments include:

1. Direct investments in real properties, consisting of office, industrial, retail, multifamily, hospitality and other properties, primarily
located in North America;

2. Investments in real estate securities, including securities issued by other real estate companies, CMBS and CRE-CDOs and similar
investments; and

3. Certain debt related investments, including originating and participating in whole mortgage loans secured by commercial real
estate, B-notes, mezzanine debt and other related investments.

As of March 31, 2009, we had total gross investments of approximately $1.7 billion (before accumulated depreciation of approximately
$101.8 million), comprised of:

(1) 74 operating properties located in 25 geographic markets in the United States, aggregating approximately 12.2 million net rentable
square feet. Our operating real property portfolio includes an aggregate gross investment amount of approximately $1.5 billion and
consists of:

15 office properties located in ten geographic markets, aggregating approximately 2.5 million net rentable square feet, with
an aggregate gross investment amount of approximately $492.9 million;

26 industrial properties located in 13 geographic markets, aggregating approximately 7.0 million net rentable square feet,

with an aggregate gross investment amount of approximately $371.0 million; and

33 retail properties located in nine geographic markets, aggregating approximately 2.8 million net rentable square feet, with
an aggregate gross investment amount of approximately $649.2 million.

(2) Approximately $37.3 million in real estate securities, including (i) preferred equity securities of various real estate operating
companies and REITs with an aggregate fair value of approximately $28.0 million and (ii) CMBS and CRE-CDOs with an
aggregate fair value of approximately $9.3 million.

(3) Approximately $106.5 million in debt related investments, including (i) investments in B-notes of approximately $51.9 million,
(ii) investments in mezzanine debt of approximately $37.0 million and (iii) an investment in an unconsolidated joint venture of
approximately $17.5 million.

Consistent with our investment strategy, we have three business segments: (i) real property, (ii) real estate securities and (iii) debt related
investments. For a discussion of our business segments and the associated revenue and net operating income by segment, see Note 14 to our
consolidated financial statements included in “Item 1. Financial Statements” of this Quarterly Report on Form 10-Q.

Historically and for the near-term we expect to fund our investment activity through (i) proceeds from our public and private offerings,
(i1) noncontrolling interest contributions, (iii) the issuance and assumption of debt obligations and (iv) cash on hand.
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Public and private offerings — Since our inception on April 11, 2005, we have raised equity capital through (i) selling shares of our
common stock through our public offerings, (ii) reinvestment of dividends by our stockholders through our distribution
reinvestment plan and (iii) through our Operating Partnership’ s private placements. As of March 31, 2009, we had raised net
proceeds of approximately $1.7 billion through (i) the issuance of common shares, of which approximately 166.4 million shares of
common stock were issued and outstanding for which we had received net proceeds of approximately $1.5 billion and (ii) from the

sale of fractional interests in certain properties from which our Operating Partnership had raised net proceeds of approximately
$156.7 million.
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Noncontrolling interest contributions — A component of our investment strategy includes entering into joint venture agreements

with partners in connection with certain property acquisitions. With respect to these agreements, we generally contribute at least
75% of the required equity contribution for any given venture and the respective joint venture partner contributes the remaining
equity. As of March 31, 2009, joint venture partners had made gross equity contributions to certain of our consolidated joint

ventures of approximately $35.3 million.

The issuance and assumption of debt obligations — As of March 31, 2009, we had total debt obligations of approximately $782.9
million comprised of approximately $767.4 million of mortgage notes and $15.6 million of other secured borrowings outstanding.

Cash on hand — As of March 31, 2009, we had approximately $586.3 million of cash on hand. As of March 31, 2009, the majority
of our cash was invested in various AAA-rated money market funds, which were earning interest at a weighted average yield of

approximately 0.6%.

Current Investment Focus and Opportunities

Despite the challenging economic conditions, we believe that significant opportunities will exist to deploy capital to acquire high quality
real properties in premier locations throughout the U.S., with the intention of owning and operating these properties over the long term. Many
of these opportunities may become available as a result of debt refinancings coming due or other liquidity concerns for many industry
participants, and the current market environment favors real estate investors with significant amounts of available cash who can provide no
financing contingencies and more certainty of closing. Furthermore, the current credit market conditions may also create an opportunity to
make debt related investments by lending money to experienced real estate owners at attractive rates and terms secured by quality collateral.
Our ability to identify and execute on these types of opportunities inherently has risk. The following identifies the principal business risks
associated with our business.

Principal Business Risks

In our view, there are several principal near-term business risks we face in achieving our business objectives.

The first principal business risk is the impact that the current prolonged economic slowdown and severe recession could have on
our operations. A continued recession and a severe deflationary environment could have a materially negative impact on our real
property and debt related investments as a result of increased tenant bankruptcies and tenant defaults, generally lower demand for
rentable space, as well as a potential oversupply of rentable space which could lead to little or no demand for rentable space or

increased concessions, tenant improvement expenditures or reduced rental rates to maintain occupancies.

A second principal business risk is the possible continued impact that ongoing or intensified uncertainty and disruptions in the
capital markets could have on the value of our real estate securities investments. To date, we have recorded significant other-than-
temporary impairment charges related to our investment in real estate securities due to the disruptions and uncertainties in the
capital markets, deterioration in credit and liquidity of issuers, and a variety of other factors, and if such conditions persist or
worsen, we may be required to record additional other-than-temporary impairment charges in the future and/or potentially suffer
further unrealized or realized losses with respect to these investments. In addition, the amount and timing of our cash flows from
our real estate securities investments and our ability to sell such investments have been and may be further impacted by the

uncertainty and disruptions in the capital markets.
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A third principal business risk is our future ability to access additional debt financing at reasonable terms. The U.S. credit markets
have experienced severe dislocations and liquidity disruptions which have caused credit spreads on prospective debt financings to
widen considerably. The uncertainty in the credit markets could negatively impact our ability to access additional debt financing at
reasonable terms, which may negatively affect investment returns on future acquisitions or our ability to make additional
acquisitions consistent with our overall investment objectives.

A fourth principal business risk is our ability to continue to identify additional real property and debt related investments to
maintain portfolio diversification across multiple dimensions and to provide consistent quarterly distributions to our stockholders
that, in the future, we expect to be funded entirely by our operations. The number and type of real properties we may acquire and
debt related investments we may invest in will depend upon real estate market conditions, the amount of proceeds we raise in our
public and private offerings, conditions in the capital markets and other circumstances existing at the time of acquisition. The
volatile and uncertain state of the current capital markets has resulted in generally lower transaction volume in the broader real

estate market, as well as corresponding pricing and valuation uncertainties. To the
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extent that such disruptions and uncertainties continue, we may be delayed in our ability to deploy capital into investments that
meet our investment criteria, which could have a dilutive effect on our results from operations as a result of higher cash balances

that earn less than potential returns on investments in real properties and real estate related assets.

A fifth principal business risk is our ability to continue raising substantial funds in our public and private offerings. The volatile
and uncertain state of the current capital markets and the economic recession has slowed our ability to raise funds in our public and
private offerings. Continued or worsening capital market conditions could further impair our ability to raise funds in our public and
private offerings. In addition, the current capital market conditions have caused and could continue to cause an increase in the
amount of redemption requests that we receive, which may have a detrimental impact on our ability to raise additional funds from

new investors due to potential concerns about the liquidity of a prospective investment in our shares.

Significant Transactions During the Three Months Ended March 31, 2009
Investment Activity
Real Property Acquisitions

During the three months ended March 31, 2009, we acquired the Connecticut Avenue Office Center, an office property located in the
Washington, DC market, from a third-party seller using proceeds from our public and private offerings and subsequent debt financing. The
Connecticut Avenue Office Center has a total investment amount of approximately $63.6 million and consists of approximately 126,000 net
rentable square feet that is currently approximately 98% occupied. We incurred expenses of approximately $1.8 million related to the
acquisition of the Connecticut Avenue Office Center which were expensed as incurred pursuant to SFAS No. 141(R). These expenses are
comprised of estimated legal, closing and due diligence costs of approximately $1.2 million and an acquisition fee paid to our Advisor of

approximately $636,000.

Financing Activity
Mortgage Debt Financing

During the three months ended March 31, 2009, we issued approximately $48.9 million in new mortgage debt financing that was
comprised of two mortgage notes secured by six real properties. These notes are amortizing, bearing interest at a weighted average stated
interest rate of approximately 7.3%, and mature in 2016.

Equity Capital Raise from Public and Private Offerings

During the three months ended March 31, 2009, we issued approximately 7.4 million shares of our common stock, net of redemptions, in
connection with our public offering, for net proceeds of approximately $67.3 million. In addition, during the three months ended March 31,
2009, our Operating Partnership raised net proceeds of approximately $2.5 million from the sale of fractional interests in one property.

Acquisition of Fractional Interests

During the three months ended March 31, 2009, the Operating Partnership exercised its option to acquire, at fair value, approximately
$7.9 million of fractional interests in one property for a combination of (i) approximately 747,000 OP Units, issued at a price of $10.00 per OP
Unit, representing $7.5 million of the aggregate purchase price of such properties and (ii) approximately $412,000 in cash.

How We Measure Our Performance
Funds From Operations

We believe that net income, as defined by GAAP, is the most appropriate earnings measure. However, we consider funds from
operations (“FFO”) to be a useful supplemental measure of our operating performance. Our discussion and calculation of our FFO reconciled
from net income (loss) for the three months ended March 31, 2009 and 2008 will be separately presented in our announcement of first quarter
2009 financial and operating results prior to our first quarter 2009 earnings conference call.
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Net Operating Income (‘NOI”)

We use NOI as a supplemental financial performance measure because NOI reflects the specific operating performance of our real
properties, real estate securities, and debt related investments and excludes certain items that are not considered to be controllable in
connection with the management of each property, such as interest income, depreciation and amortization, general and administrative
expenses, asset management fees, interest expense and noncontrolling interests. However, NOI should not be viewed as an alternative measure
of our financial performance as a whole, since it does exclude such items which could materially impact our results of operations. Further, our
NOI may not be comparable to that of other real estate companies, as they may use different methodologies for calculating NOI. Therefore,
we believe net income, as defined by GAAP, to be the most appropriate measure to evaluate our overall financial performance.

Our Operating Results

The three months ended March 31, 2009 and 2008, we had a net loss of $327,000 and $22.6 million, respectively. The results of our
operations for the three months ended March 31, 2009 was substantially different than our results for the same period in 2008, primarily as a
result an other-than-temporary impairment charge of $25.2 million related to our investments in real estate securities during the three months
ended March 31, 2008. The following series of tables and discussions describe in detail our results of operations, including those items
specifically mentioned above, for the three months ended March 31, 2009 and 2008.
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Three Months Ended March 31, 2009 Compared to the Three Months Ended March 31, 2008

The following table illustrates the changes in rental revenues, rental expenses, net operating income, other income and other expenses
for the three months ended March 31, 2009 compared to the same period in 2008. Our same store portfolio includes all operating properties
that we owned for the entirety of both the current and prior year reporting periods. The same store portfolio includes 61 properties acquired
prior to December 31, 2007, comprising approximately 10.3 million square feet. A discussion of these changes follows the table (in

thousands).
For the Three Months Ended
March 31,
2009 2008 $ Change
Revenues

Base rent revenue-same store (1)
$20,568  $19,854  §714

Other rental revenue- same store
7,204 7,887 (683 )

Total rental revenue-same store
27,772 27,741 31

Rental revenue-2009/2008 acquisitions
5,802 471 5,331

Total rental revenue
33,574 28,212 5,362

Securities income
3,700 4,582 (882 )

Debt related income (2)
2,205 2,394 (189 )

Total revenues
39,479 35,188 4,291

Rental Expenses

Same store
7,674 7,094 580
2008/2007 acquisitions
1,352 30 1,322
Total rental expenses
9,026 7,124 1,902
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Net Operating Income (3)

Real property - same store
20,098 20,647 (549 )

Real property - 2009/2008 acquisitions
4,450 441 4,009

Securities income
3,700 4,582 (882 )

Debt related income
2,205 2,394 (189 )

Total net operating income
30,453 28,064 2,389

Other Operating Expenses

Depreciation and amortization expense
14,179 12,745 1,434

General and administrative expenses
1,087 737 350

Asset management fees, related party
2,954 2,934 20

Acquisition-related expenses
2,037 - 2,037

Total other operating expenses
20,257 16,416 3,841

Other Income (Expenses)

Interest income
1,265 3,186 (1,921)

Interest expense
(12,630)  (11,710) (920 )

Gain (loss) on derivatives
589 (1,288 ) 1,877

Other-than-temporary impairment on securities
- (25,202) 25,202
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(1)

2

(€)

Total other income (expenses)
(10,776)  (35,014) 24,238

Net Loss
$(580 ) $(23,366) $22,786

Base rental revenue represents contractual base rental revenue earned by us from our tenants and does not include the impact of certain
GAAP adjustments to rental revenue, such as straight-line rent adjustments, amortization of above-market intangible lease assets or the
amortization of below-market lease intangible liabilities. Such GAAP adjustments and other rental revenue such as expense recovery

revenue is included in the below caption, referred to as “other rental revenue.”

Includes equity-in-earnings from an unconsolidated joint venture of approximately $545,000 for the three months ended March 31,
2009. We did not have any equity-in-earnings from unconsolidated joint ventures during the same period in 2008.

For a discussion as to why we view net operating income to be an appropriate supplemental performance measure, and a reconciliation
of our net operating income for the three months ended March 31, 2009 and 2008 to our reported “Net income (loss)” for the three
months ended March 31, 2009 and 2008, see Note 14 to our consolidated financial statements included in “Item 1. Financial Statements”
of this Quarterly Report on Form 10-Q.
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Rental Revenue

Total rental revenue increased approximately $5.4 million to approximately $33.6 million for the three months ended March 31, 2009,
compared to approximately $28.2 million for the same period in 2008. This increase is primarily attributable to our acquisition of 13
additional operating real properties subsequent to December 31, 2007.

Same store base rental revenues increased by approximately $714,000, or 3.6%, for the three months ended March 31, 2009 compared to
the same period in 2008 primarily due to an increase in lease renewals resulting in higher rates on renewing tenants and the expiration of
certain rent abatement terms subsequent to March 31, 2008. Other rental revenues for same store properties decreased by approximately
$683,000, or 8.7% primarily driven by straight-line rent adjustments to increase revenue during the three months ended March 31, 2008
caused by significant rent abatements, which did not recur during the same period in 2009. The decrease in other rental revenues for same
store properties was partially offset by an increase in expense recovery revenue.

Securities Income

Securities income decreased $882,000 to $3.7 million for the three months ended March 31, 2009, compared to $4.6 million for the same
period in 2008. This decrease is attributable to the decline in the average one-month LIBOR rate over the periods, which impacts interest
income on floating-rate securities investments. As of March 31, 2009 and 2008, the one-month LIBOR rate was approximately 0.50% and
2.70%, respectively. As of March 31, 2009 and March 31, 2008, approximately 43.4% and 45.7%, respectively, of our real estate securities,
based on notional amounts, were floating rate securities. Furthermore, issuers of three of our preferred equity securities indefinitely suspended
their respective preferred dividends, resulting in a decrease in securities income for the three months ended March 31, 2009 of approximately
$643,000 compared to the three months ended March 31, 2008.

Further, two of our CDO investments suspended interest payments to us during the three months ended March 31, 2009 due to their
failure to pass certain credit-based collateral tests. As a result, all available cash flow within these securities is being used to service the senior
tranches of the CDO capital structure until these tests are passed. At that time, cumulative interest payments, and interest thereon, will resume
for the junior tranches in order of their priority. Based on management’ s evaluation of these two securities and the respective issuer’ s ability
to ultimately make these payments to us, we accrued and recognized into income, the amounts payable to us, which in total, is approximately
$157,000. However, we will continue to monitor these securities and if it becomes unlikely that we will not ultimately receive payment we
will record the necessary reserves at such time.

Debt Related Income

Debt related income decreased $189,000 to $2.2 million for the three months ended March 31, 2009, compared to $2.4 million for the
same period in 2008. The decrease in debt related income was primarily attributable to a general decline in the one-month LIBOR rate, which
impacts interest income on floating-rate debt related investments. Approximately 34.2% and 65.3% of our debt related investments earned
interest based on a floating-rate as of March 31, 2009 and 2008, respectively.

Rental Expenses

Rental expenses increased approximately $1.9 million to approximately $9.0 million for the three months ended March 31, 2009, from
approximately $7.1 million for the same period in 2008. This increase is primarily attributable to our acquisition of 13 additional operating
real properties subsequent to December 31, 2007.

Same store rental expenses increased by approximately $580,000, or 8.2%, for the three months ended March 31, 2009 as compared to
the same period in 2008, due primarily to increases in (i) operating expenses of approximately $448,000, (ii) bad debt expense of
approximately $124,000 and (iii) property taxes of approximately $115,000 and these increases were partially offset by decreases in
organization and insurance expenses of approximately $203,000.

Other Operating Expenses

Depreciation and Amortization Expense
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Depreciation and amortization expense increased $1.4 million to $14.2 million for the three months ended March 31, 2009, compared to
approximately $12.7 million for the same period in 2008. This increase is primarily attributable to our acquisition of 13 additional operating
real properties subsequent to December 31, 2007.
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General and Administrative Expenses

General and administrative expenses increased approximately $350,000 to $1.1 million for the three months ended March 31, 2009,
from $737,000 for the same period in 2008. This increase is primarily attributable to growth in assets and stockholders, increased state and
local taxes, organizational costs, terminated acquisition costs, audit fees, and other general overhead expenses.

Asset Management Fees, Related Party

Asset management fees paid to our Advisor increased approximately $20,000 to $3.0 million for the three months ended March 31,
2009, from $2.9 million for the same period in 2008. This increase resulted from additional investments held during the three months ended
March 31, 2009 compared to the same period in 2008. This increase was primarily attributable to our acquisition of 13 additional operating
real properties subsequent to December 31, 2007, offset by the decline in fair value of our real estate securities.

Acquisition-Related Expenses

We adopted the provisions of SFAS No. 141(R) on January 1, 2009, which requires us to expense costs associated with the acquisition
of real property as incurred, including acquisition fees paid to the Advisor. During the three months ended March 31, 2009, we incurred
approximately $2.0 million of acquisition-related expenses, which were primarily attributable to the acquisition of the Connecticut Avenue
Office Center and our subsequent acquisition of the Greater DC Retail Center. This expense was comprised of an acquisition fee paid to the
Advisor of $636,000 and legal, closing, transfer taxes and other due diligence costs of approximately $1.4 million. Prior to January 1, 2009,
acquisition-related expenses were capitalized and amortized to depreciation and amortization expense over the related life of the acquired
property. As a result, there were no acquisition-related expenses for the three months ended March 31, 2008.

Other Income (Expenses)
Interest Income

Interest income decreased $1.9 million to $1.3 million for the three months ended March 31, 2009, from $3.2 million for the same period
in 2008. This decrease is attributable to lower average yields on our floating-rate interest bearing bank accounts and money market mutual
fund investments, which were partially offset by increased cash balances.

Interest Expense

Interest expense increased $920,000 to $12.6 million for the three months ended March 31, 2009, from $11.7 million for the same period
in 2008. This increase resulted primarily from additional mortgage note financing we assumed or issued subsequent to December 31, 2007,
partially offset by a general decline in the one-month LIBOR rate, which impacts interest expense on floating-rate debt obligations, and the
partial repayment of our margin account. The following table further describes our interest expense by debt obligation for the three months
ended March 31, 2009 and 2008 (amounts in thousands).

For the Three Months Ended March 31,

2009 2008
Debt obligation
Mortgage notes
§ 10,847 $ 9,591

Financing obligations

1,709 1,748
Other secured borrowings

74 362
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Total
$ 12,630 $ 11,701

Gain (Loss) on Derivatives

Gain (loss) on derivatives changed by $1.9 million to a gain of $589,000 million for the three months ended March 31, 2009, compared
to a loss of $1.3 million for the same period in 2008. A gain related to hedge ineffectiveness on cash flow hedges of approximately $589,000
was recorded primarily due to a change in the forecasted dates for debt issuances hedged by our forward starting swaps offset by
ineffectiveness associated with other hedging activities. During the same period in 2008, we incurred approximately $1.3 million in losses
related to derivative instrument activity primarily due to a change in the forecasted dates for debt issuances hedged by forward starting swaps
and due to the impact that movements in the one-month LIBOR rate had on our undesignated zero cost collar.
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Other-than-Temporary Impairment on Securities

During the three months ended March 31, 2009, we did not record other-than-temporary impairment charges related to our real estate
securities. During the three months ended March 31, 2008, we recorded an other-than-temporary impairment charge related to our preferred
equity securities of approximately $25.2 million, which is reflected in the accompanying consolidated statement of operations. See Note 4 to
our consolidated financial statements included in “Item 1. Financial Statements” of this Quarterly Report on Form 10-Q for further discussion
of this charge.

Liquidity and Capital Resources
Liquidity Outlook

Although the credit markets continue to be extremely constrained in the real estate sector as a result of the liquidity constraints of major
lending institutions and other traditional sources of debt capital, we believe that our sources of capital are adequate to meet our short-term and
long-term liquidity requirements. We believe that our existing cash balances, prospective additional net proceeds from our public and private
offerings, prospective debt incurrences and assumptions, and cash flows from operations will be sufficient to satisfy our liquidity and capital
requirements for the next twelve months. Our capital requirements over the next twelve months are anticipated to include, but are not limited
to, operating expenses, distribution payments, redemption payments, acquisitions of real property and debt related investments, settlements of
derivative instruments and debt service payments, including debt maturities of approximately $51.8 million, all of which are subject to certain

extension options.

The global market and economic conditions have been unprecedented, challenging and unpredictable with significantly tighter credit and
declining economic growth through the first quarter of 2009. These conditions have resulted in significant declines in the liquidity and value
of our investments in real estate securities. Currently, the market for CMBS and CRE-CDO securities is generally illiquid and inactive. While
we have the ability and intent to hold our investments in CMBS and CRE-CDO securities until their respective maturity dates, the currently
illiquid nature of this market could inhibit our ability to potentially utilize these investments as a source of liquidity either through the sale of
these securities or as collateral for a potential borrowing facility. Furthermore, we have experienced a disruption in current cash flow from our
real estate securities generally caused by the deterioration of the underlying fundamentals of certain issuers of our preferred equity securities
or by credit rating agency downgrades of the underlying collateral of our CDO investments. If market conditions persist or worsen, additional

disruptions in current cash flow from our real estate securities may occur.

As of March 31, 2009, we had approximately $586.3 million of cash compared to $540.3 million as of December 31, 2008. The
following discussion summarizes the sources and uses of our cash during the three months ended March 31, 2009 that resulted in the net cash
increase of approximately $46.0 million.

Operating Activities

Net cash provided by operating activities was approximately $13.4 million for the three months ended March 31, 2009, which represents
a decrease of approximately $1.2 million compared to net cash provided by operating activities of approximately $14.6 million for the same
period in 2008. This was primarily due to (i) an increase of acquisition-related expenses of approximately $2.0 million resulting from the
adoption of SFAS No. 141(R), (ii) decreased cash flow from interest income derived from cash accounts, (iii) decreased cash flow from our
real estate securities due to the suspension of dividend and interest payments and (iv) changes in the fluctuation of our operating assets and
liabilities. This was partially offset by increased rental expense, asset management fees and interest expense as a result of our investment and
financing activity from January 2007 through March 2009.

Investing Activities

Net cash used in investing activities increased approximately $37.8 million to approximately $65.6 million for the three months ended
March 31, 2009 from approximately $27.8 million for the same period in 2008. The majority of cash used for investing in real properties was
attributable the acquisition of the Connecticut Avenue Office Center.
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Real Property Acquisitions

During three months ended March 31, 2009, we acquired one real property for a total gross investment amount of approximately
$66.4 million. This property was acquired using a combination of (i) net proceeds from our public and private offerings and (ii) subsequent
debt financing. For additional detail regarding this acquisition see our section above entitled ““Significant Transactions During the Three
Months Ended March 31, 2009.”

Financing Activities

Net cash provided by financing activities decreased approximately $11.7 million to approximately $98.1 million for the three months
ended March 31, 2009 from approximately $109.8 million for the same period in 2008. This decrease was primarily due to (i) decreased
proceeds raised from our public and private offerings, (ii) increased distributions, (iii) increased redemptions of our common shares and
(iv) increased settlements of cash flow derivatives.

Public Offerings

Common shares issued pursuant to our public offerings decreased by approximately 4.7 million shares to approximately 8.3 million
shares for the three months ended March 31, 2009 from 13.0 million shares for the same period in 2008. This decrease resulted in a decline in
net proceeds of approximately $41.3 million to approximately $75.4 million for the three months ended March 31, 2009 from $116.7 million
for the same period in 2008.

The Operating Partnership’s Private Placements

During the three months ended March 31, 2009, we raised approximately $2.8 million from the sale of fractional interests in one
property. Furthermore, during the three months ended March 31, 2009, we exercised our option to acquire, at fair value, approximately $7.9
million of previously sold fractional interests in one property for a combination of (i) approximately 747,000 million OP Units issued at a
price of $10.00 per OP Unit, representing approximately $7.5 million of the aggregate purchase and (ii) approximately $412,000 in cash. The
result of this activity was a net decrease in our financing obligations of approximately $5.1 million for the three months ended March 31,
2009. The various lease agreements in place as of March 31, 2009, contained expiration dates ranging from June 2019 to January 2037.

Debt Financings

Mortgage Notes—Financing activity increased by approximately $48.2 million to approximately $48.3 million, net of principal
repayments for the three months ended March 31, 2009 from $143,000 for the same period in 2008. During the three months ended March 31,
2009 we obtained or assumed mortgage debt financing of approximately $48.9 million in connection with six properties.

The following table sets forth contractual scheduled maturities of our mortgage debt and related details, including mortgage debt that
may be subject to certain extension options, as of March 31, 2009 (amounts in thousands).

As of March 31, 2009
Number of Gross Investment Amount
Year Ending Mortgage Notes Outstanding of Properties Securing
December 31, Maturing (1) Balance (2) Mortgage Notes Maturing
2009 1 $42,145 $ 58,216
2010 3 16,098 24,528
2011 1 7,189 14,592
2012 1 21,300 27,149
2013 0 - -
2014 2 55,767 92,714
2015 4 79,036 167,094
2016 12 216,542 404,349
2017 7 280,949 435,358
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2018 0 - -
Thereafter 4 48,342 87,052

Total 35 $767,368 $ 1,311,052

(1) Mortgage notes presented exclude other secured borrowings, which includes one note with an outstanding principal balance as of
March 31, 2009 of approximately $10.2 million that matures in 2012 and approximately $5.4 million related to our securities margin

account, which does not have a stated maturity date.
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(2) Approximately $42.1 million and $16.1 million of the outstanding principal balances of mortgage notes maturing in 2009 and 2010 are
subject to extensions options, of which approximately $42.1 million has extension options beyond December 31, 2011. As a result,
approximately $23.3 million of our mortgage notes have maturity dates that cannot be extended beyond December 31, 2011. The
mortgage note that is subject to extension options is also subject to certain lender covenants and restrictions that we must meet to extend
this maturity date. We currently cannot assert with any degree of certainty that we will qualify for these extensions upon the initial
maturity date of this mortgage note.

Distributions

Distributions declared payable to common stockholders was approximately $24.4 million and $18.1 million for the three months ended
March 31, 2009 and 2008, respectively. Such distributions were paid in April 2009 and approximately $11.2 million and $7.4 million,
respectively, was paid in cash and approximately $13.2 million and $10.7 million, respectively, was reinvested shares of our common stock

pursuant to our distribution reinvestment plan.

Of the distributions declared payable to common stockholders for the three months ended March 31, 2009 and 2008, approximately
$13.4 million (this amount is net of approximately $2.0 million of acquisition-related costs required to be expensed pursuant to SFAS No.
141(R)) and approximately $14.6 million, respectively, were funded from our operations, and the remaining amounts of approximately $11.0
million and approximately $3.5 million, respectively, were funded from our borrowings. Our long-term strategy is to fund the payment of
quarterly distributions to investors entirely from our operations. There can be no assurance that we will achieve this strategy.

Redemptions

During the three months ended March 31, 2009 and 2008, we authorized the redemption of approximately 853,000 and approximately
474,000 shares of common stock, respectively, pursuant to our share redemption program. As a result, proceeds used to redeem such shares
increased approximately $3.7 million to $8.1 million during the three months ended March 31, 2009 from $4.4 million for the same period in
2008.

We presently intend to limit the number of shares to be redeemed during any consecutive twelve month period to the Redemption Cap.
During the first quarter of 2009, we received requests to redeem approximately 6.1 million shares of common stock, which exceeded our first
quarter 2009 Redemption Cap of approximately 853,000 shares of common stock by approximately 5.3 million shares. Based on application
of the Redemption Cap, we redeemed, on a pro rata basis, approximately 13.9% of the shares each shareholder requested to be redeemed for
the first quarter of 2009. The board of directors may, in its sole discretion, amend, suspend, or terminate the share redemption program at any
time if it determines that the funds available to fund the share redemption program are needed for other business or operational purposes or
that amendment, suspension or termination of the share redemption program is in the best interest of our stockholders. See “Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds-Share Redemption Program.”

Settlement of Cash Flow Derivatives

During the three months ended March 31, 2009, we paid $12.7 million to settle certain cash flow derivative instruments. As of
March 31, 2009, we recorded a $12.6 million liability related to our outstanding hedges.

Off-Balance Sheet Arrangements

As of March 31, 2009, we had no material off-balance sheet arrangements that had or are reasonably likely to have a current or future
effect on our financial condition, results of operations, liquidity or capital resources. There are no lines of credit, side agreements, or any other
derivative financial instruments related to or between our unconsolidated joint venture and us, and we believe we have no material exposure to

financial guarantees.

Assets and Liabilities Measured at Fair Value

Fair Value Estimates of Investments in Real Estate Securities
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As of March 31, 2009, our real estate securities were valued in two categories, comprised of (i) preferred equity securities and
(il) CMBS and CRE-CDOs. Our valuation procedures for each of the two categories are applied to each specific investment within their
respective categories.

44

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

Table of Contents

Preferred Equity Securities

The valuation of our investments in preferred equity securities is determined using exchange listed prices in an active market. As such,
preferred equity securities fall within Level 1 of the fair value hierarchy. Our investments in preferred equity securities had a fair value of
$28.0 million and $31.6 million which represented approximately 1.8% and 2.0% of total investments as of March 31, 2009 and December 31,
2008, respectively.

CMBS and CRE-CDQOs

We estimate the fair value of our CMBS and CRE-CDO securities using a combination of observable market information and
unobservable market assumptions. Observable market information used in these fair market valuations include benchmark interest rates,
interest rate curves, credit market indexes and swap curves. Unobservable market assumptions used in the determination of the fair market
valuations of our CMBS and CRE-CDO investments include market assumptions related to discount rates, default rates, prepayment rates,
reviews of trustee or investor reports and non-binding broker quotes and pricing services in what is currently an inactive market. Additionally,
we consider security-specific characteristics in determining the fair values of our CMBS and CRE-CDO investments, which include
consideration of credit enhancements of the underlying collateral’ s average default rates, the average delinquency rate and loan-to-value, and
several other characteristics. As a result, both Level 2 and Level 3 inputs are used in arriving at the valuation of our investments in CMBS and
CRE-CDOs. We consider the Level 3 inputs used in determining the fair value of our investments in CMBS and CRE-CDO securities to be
significant. As such, all investments in CMBS and CRE-CDO securities fall under the Level 3 category of the fair value hierarchy as of
March 31, 2009. No investments in CMBS and CRE-CDO securities were transferred in or out of the Level 3 category of the fair value
hierarchy during the three months ended March 31, 2009.

Our investments in CMBS and CRE-CDO investments had a fair value of $9.3 million and $20.8 million which represented
approximately 0.6% and 1.3% of our total investments as of March 31, 2009 and December 31, 2008, respectively.

Fair Value Estimates of Derivative Instruments

Currently, we use forward starting swaps, zero cost collars and interest rate caps to manage interest rate risk. The values of these
instruments are determined using widely accepted valuation techniques, including discounted cash flow analysis of the expected cash flows of
each derivative. This analysis reflects the contractual terms of the derivatives, including the period to maturity, and uses observable market-
based inputs, including interest rate curves and implied volatilities. The valuation methodologies are segregated into two categories of

derivatives: (i) forward starting swaps and (ii) zero cost collars/interest rate caps.

Forward Starting Swaps—Forward starting swaps are considered and measured at fair value as interest rate swaps. The fair values of
interest rate swaps are determined using the market standard methodology of netting the discounted future fixed cash payments and the
discounted expected variable cash receipts. The variable cash receipts are based on an expectation of future interest rates (i.e. forward
curves) derived from observable market interest rate curves.

Zero Cost Collars/Interest Rate Caps (Interest Rate Options)—Zero cost collars and interest rate caps are considered and measured at
fair value as interest rate options. The fair values of interest rate options are determined using the market standard methodology

of discounting the future expected cash receipts that would occur if variable interest rates fell below or rose above the strike rate of the
caps or outside of the applicable collar rates. The variable interest rates used in the calculation of projected receipts on the cap or collar
rates are based on an expectation of future interest rates derived from observable market interest rate curves and volatilities.

To comply with the provisions of SFAS No. 157, we incorporate credit valuation adjustments to appropriately reflect both our own
nonperformance risk and the respective counterparty’ s nonperformance risk in the fair value measurements. In adjusting the fair value of our
derivative contracts for the effect of nonperformance risk, we have considered the impact of netting and any applicable credit enhancements,
such as collateral postings, thresholds, mutual puts and guarantees.

Our derivative instrument liabilities had a fair value of $12.6 million and $27.2 million which represented approximately 1.2% and 2.8%
of total liabilities as of March 31, 2009 and December 31, 2008, respectively. For the three months ended March 31, 2009, we recorded a net
gain on derivatives of approximately $589,000.
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Subsequent Events
Acquisition of Greater DC Retail Center

On April 6, 2009, we acquired a retail property located in the Washington, DC market (the “Greater DC Retail Center”’). The Greater
DC Retail Center consists of approximately 233,000 net rentable square feet that is currently 100% occupied. The Greater DC Retail Center is
subject to leases with seven tenants with lease expirations dates ranging from 2010 through 2018. We acquired the Greater DC Retail Center
using proceeds from our public and private offerings and the assumption of a mortgage loan to finance the acquisition of the Greater DC
Retail Center.

The mortgage note that we assumed in connection with our acquisition of the Greater DC Retail Center has an outstanding principal
balance of approximately $42.0 million and is an interest only loan until July 2009, at which point it begins to amortize over a 30-year life.
This loan matures in July 2014, subject to a one-year extension option, and bears interest at a stated fixed interest rate of 4.82%.

The total estimated investment amount for the Greater DC Retail Center is approximately $65.0 million. In addition, we expect to incur
acquisition-related expenses of approximately $1.9 million that have been and will be expensed as incurred pursuant to SFAS No. 141(R).
These expenses are comprised of estimated legal, closing and due diligence costs of approximately $1.2 million and an acquisition fee paid to
our Advisor of approximately $650,000.

Proceeds from Public Offering

For the period from April 1, 2009 to May 8, 2009, we issued approximately 3.7 million shares of our common stock pursuant to our
follow-on public offering to a total of approximately 655 stockholders for net proceeds of approximately $36.0 million, which includes
proceeds from our distribution reinvestment plan of approximately $13.2 million.

Inflation

Substantially all of our leases provide for separate real estate tax and operating expense escalations over a base amount. In addition,
many of our leases provide for fixed base rent increases or indexed rent increases. We believe that inflationary increases in costs may be at
least partially offset by the contractual rent increases and operating expense escalations in our leases.

Critical Accounting Policies

In addition to our critical accounting policies as set forth in Item 1 to Part IT of our Annual Report on Form 10-K filed with the
Commission on March 30, 2009, the following policy has been modified to conform to recent accounting guidance.

Acquisition Related Expenses-Real Property

Pursuant to SFAS No. 141, Business Combinations, in periods prior to January 1, 2009, costs associated with the acquisition of real
property, including acquisition fees paid to the Advisor, were capitalized and amortized to depreciation and amortization expense over the life
of the related asset. On January 1, 2009, we adopted SFAS No. 141(R), which requires us to expense costs associated with the acquisition of
real property, including acquisition fees paid to the Advisor, as incurred.

New Accounting Pronouncements

We adopted the FSP No. FAS 157-2, Effective Date of FASB Statement No. 157 (“FSP FAS 157-2") that establishes a framework for
measuring fair value of non-financial assets and liabilities that are not required or permitted to be measured at fair value on a recurring basis
but only in certain circumstances, such as a business combination, as of January 1, 2009. The adoption of FSP FAS 157-2 did not have a

material impact on our consolidated financial statements.

In April 2009, the FASB issued FSP No. FAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or
Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly (“FSP FAS 157-4"). FSP FAS 157-4 provides
guidance for (i) estimating the fair value of an asset or liability when a formerly active market has become inactive and (ii) identifying
transactions that are distressed or forced. FSP FAS 157-4 reaffirms the principles set forth in SFAS No. 157 that fair value is the price that
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under current market conditions. FSP FAS 157-4 is effective financial statements issued for the period ending June 30, 2009. We are
analyzing the impact that the adoption of FSP FAS 157-4 may have on our results of operations or financial position.
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In April 2009, the FASB issued FSP No. FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial Instruments
(“FSP FAS 107-1"). FSP FAS 107-1 expands the fair value disclosures, including disclosure of methods and significant assumptions used to
estimate fair value, required for all financial instruments within the scope of SFAS No. 107, Disclosures about Fair Value of Financial
Instruments, to interim periods for publicly held entities. FSP FAS 107-1 is effective for financial statements issued for the period ending
June 30, 2009. The adoption of FSP FAS 107-1 is not expected to have a material impact on our results of operations or financial position.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk is the adverse effect on the value of assets and liabilities that results from a change in the applicable market resulting from a
variety of factors such as perceived risk, interest rate changes, inflation and overall general economic changes. Our outstanding mortgage note
borrowing and derivative instruments are our financial instruments that are most significantly and directly impacted by changes in their

respective market conditions.

Debt Obligations

As of March 31, 2009, we had total outstanding debt and short-term borrowings of approximately $782.9 million. As of March 31, 2009,
we had approximately $73.8 million of variable rate mortgage note debt and short term borrowings outstanding indexed to LIBOR rates. If the
prevailing LIBOR rates relevant to our remaining variable rate debt and short term borrowings were to increase 10%, we estimate that interest
expense would increase by approximately $9,000 for a three month period, based on our outstanding floating-rate debt as of March 31, 2009.

Derivative Instruments

We are currently exposed to interest rate changes primarily as a result of our hedging positions and our variable rate debt used to
maintain liquidity, fund capital expenditures and expand our investment portfolio and operations. We generally seek to limit the impact of
interest rate changes on earnings and cash flows and to lower our overall borrowing costs by selectively utilizing derivative instruments to

hedge exposures to changes in interest rates on loans secured by our assets.

We maintain risk management control systems to monitor interest rate cash flow risk attributable to both our outstanding and forecasted
debt obligations as well as our potential offsetting hedge positions. While this hedging strategy is designed to minimize the impact on our net
income (loss) and funds from operations from changes in interest rates, the overall returns on our investments may be reduced. Our board of
directors has established policies and procedures regarding our use of derivative instruments for hedging or other purposes. As of March 31,
2009, we held four unsettled hedging instruments with a combined notional amount of approximately $265.8 million that were in a loss
position equal to approximately $12.6 million. We classify our hedging instruments as either (i) forward starting swaps or (ii) interest rate caps
and collars.

Forward Starting Swaps

As of March 31, 2009, we had entered into four forward starting swap hedges with a total notional value of $350.0 million. As of
March 31, 2009, we had cash settled the first three forward starting swap hedges with a total notional value of $300.0 million by paying
approximately $36.5 million. The fourth forward starting swap has a notional amount of $50.0 million and has a cash settlement date of
August 1, 2009. As of March 31, 2009, the fair value of this swap was a net loss of approximately $12.3 million. If interest rates were to
increase by 0.1% (relative to interest rates as of March 31, 2009), this would result in an approximate $490,000 decrease in our loss position
for this forward starting swap.

Interest Rate Caps and Collars

As of March 31, 2009, we had three active interest rate cap and collar hedges with a total notional amount of $250.2 million and a fair
value resulting in a net loss of approximately $322,000. If interest rates were to increase by 0.1% (relative to interest rates as of March 31,
2009), this would result in an approximate $7,000 decrease in our loss position for these cap and collar hedges. Two of our cap and collar
hedges were not designated as cash flow hedges pursuant to SFAS No. 133. As a result, unrealized gains and losses in the fair value of these
hedges are reflected in our consolidated statement of operations as gains or losses on derivatives.
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Credit Risk of Derivative Instruments

Credit risk is the failure of the counterparty to perform under the terms of an agreement. We could potentially have exposure to credit
risk with the counterparties to our remaining hedging contracts. If the fair value of a derivative contract were positive, the counterparty would
owe us, which would create a potential credit risk for us in connection with collection of the amount owed. We seek to minimize the credit
risk within our investments and with our derivative instruments by entering into transactions with what we deem to be high-quality
counterparties. However, we cannot mitigate all of our credit risk exposure and therefore our operating results may be adversely impacted by
the failure of a counterparty to perform under the terms of an agreement. As of March 31, 2009, we did not have any derivative instrument
with a positive fair value and therefore we did not have any significant credit risk associated with our derivative instruments as of March 31,
20009.

ITEM 4. CONTROLS AND PROCEDURES

The Company’ s management, with the participation of the Company’ s President and Chief Financial Officer, has evaluated the
effectiveness of the Company’ s disclosure controls and procedures as of March 31, 2009. Based on that evaluation, the Company’ s President
and Chief Financial Officer concluded that the Company’ s disclosure controls and procedures were effective as of March 31, 2009. There
were no material changes in the Company’ s internal control over financial reporting during the three months ended March 31, 2009.

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are not aware of any material pending legal proceedings.

ITEM 1A. RISK FACTORS

There have been no material changes from the risk factors included in Part I of our Annual Report on Form 10-K filed with the
Commission on March 30, 2009.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
Share Redemption Program

We have established a share redemption program that provides our stockholders with limited interim liquidity. The share redemption
program will be immediately terminated if our shares of common stock are listed on a national securities exchange or if a secondary market is

otherwise established.

After our stockholders have held shares of our common stock for a minimum of one year, our share redemption program may provide a
limited opportunity for our stockholders to have their shares of common stock redeemed, subject to certain restrictions and limitations, at a
price equal to or at a discount from the purchase price of the shares of our common stock being redeemed and the amount of the discount will
vary based upon the length of time that our stockholders have held their shares of our common stock subject to redemption, as described in the
following table, which has been posted on our website at www.dividendcapital.com:

Share Purchase Anniversary Redemption Price as a

Percentage of Purchase Price

Less than 1 year
No Redemption Allowed

1 year
92.5 %
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2 years

95.0 %
3 years

97.5 %
4 years and longer

100.0 %

In the event that a stockholder seeks to redeem all of its shares of our common stock, shares of our common stock purchased pursuant to
our distribution reinvestment plan may be excluded from the foregoing one-year holding period requirement at the discretion of the board of
directors. If a stockholder has made more than one purchase of our common stock (other than through our distribution reinvestment plan), the
one-year holding period will be calculated separately with respect to each such purchase. In addition, for purposes of the one-year holding
period, holders of OP Units who exchange their OP Units for shares of our common stock shall be deemed to have owned their shares as of
the date they were issued their OP Units. The board of directors reserves the right in its sole discretion at any time and from time to time to
(1) waive the one-year holding period in the event of the death or disability (as such term is defined in the Code) of a stockholder, as well as
the annual limitation discussed below, (ii) reject any request for redemption for any reason or no reason, or (iii) reduce the number of shares of
our common stock allowed to be
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purchased under the share redemption program. At any time we are engaged in an offering of shares of our common stock, the per share price
for shares of our common stock redeemed under our redemption program will never be greater than the then-current offering price of our

shares of our common stock sold in the primary offering.

We are not obligated to redeem shares of our common stock under the share redemption program. We presently limit the number of
shares to be redeemed during any consecutive twelve month period to no more than five percent of the number of shares of common stock
outstanding at the beginning of such twelve month period (referred to herein as the “Redemption Cap”). The aggregate amount of redemptions
under our share redemption program is not expected to exceed the aggregate proceeds received from the sale of shares pursuant to our
distribution reinvestment plan. During the first quarter of 2009, we received requests to redeem approximately 6.1 million shares of common
stock, which exceeded our first quarter 2009 Redemption Cap of approximately 853,000 shares of common stock by approximately 5.3
million shares. Based on application of the Redemption Cap, we redeemed, on a pro rata basis, approximately 13.9% of the shares each
shareholder requested to be redeemed for the first quarter of 2009.

To the extent that the aggregate proceeds received from the sale of shares pursuant to our distribution reinvestment plan are not sufficient to
fund redemption requests pursuant to the Redemption Cap, the board of directors may, in its sole discretion, choose to use other sources of
funds to redeem shares of our common stock. Such sources of funds could include cash on hand, cash available from borrowings and cash
from liquidations of securities investments as of the end of the applicable quarter, to the extent that such funds are not otherwise dedicated to a
particular use, such as working capital, cash distributions to stockholders, purchases of real property, real estate securities or debt related
investments, or redemptions of OP Units. The board of directors may, but is not obligated to, also increase the Redemption Cap but, may only
do so in reliance on an applicable no-action letter issued by SEC staff that would allow such an increase. There can be no assurance that the
board of directors will increase the Redemption Cap at any time, nor can there be assurance that the board of directors will be able to obtain
the necessary no-action letter from SEC staff. In any event, the number of shares of our common stock that we may redeem will be limited by
the funds available from purchases pursuant to our distribution reinvestment plan, cash on hand, cash available from borrowings and cash

from liquidations of securities investments as of the end of the applicable quarter.

The board of directors may, in its sole discretion, amend, suspend, or terminate the share redemption program at any time if it
determines that the funds available to fund the share redemption program are needed for other business or operational purposes or that
amendment, suspension or termination of the share redemption program is in the best interest of our stockholders. Any amendment,
suspension or termination of the share redemption program will not affect the rights of holders of OP Units to cause us to redeem their OP
Units for, at our sole discretion, shares of our common stock, cash, or a combination of both pursuant to the Limited Partnership Agreement of
the Operating Partnership. In addition, the board of directors may determine to modify the share redemption program to redeem shares at the
then-current net asset value per share (provided that any offering will then also be conducted at net asset value per share), as calculated in
accordance with policies and procedures developed by our board of directors. If the board of directors decides to amend, suspend or terminate
the share redemption program, we will provide stockholders with no less than 30 days’ prior written notice. Therefore, our stockholders may
not have the opportunity to make a redemption request prior to any potential suspension or termination of our share redemption program.

In aggregate, as of March 31, 2009, we had redeemed approximately 7.1 million shares of common stock pursuant to our share
redemption program for approximately $65.6 million. The below table describes shares of common stock redeemed during the past three

months.

Estimated

Month Ended,

January 31, 2009

Total Number of Average Price

Shares Redeemed of Share

Total Number of
Shares Purchased as
Part of Publicly
Announced Plans or

Programs

Maximum Number of
Shares that May Yet
Be Purchased Under

the Plan’ s
Program (1)
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February 28, 2009

March 31, 2009
852,572 9.52 852,572 =

Total
852,572 $ 9.52 852,572 1,301,654

(1) This represents the number of shares that could be redeemed for the three months ended June 30, 2009 without exceeding the

Redemption Cap discussed above.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

ITEMS. OTHER INFORMATION

None.

ITEM 6. EXHIBITS
a.  Exhibits

3.1  Dividend Capital Total Realty Trust Inc. Fifth Articles of Amendment and Restatement.
3.2 Dividend Capital Total Realty Trust Inc. Second Amended and Restated Bylaws.
4.2 Second Amended and Restated Distribution Reinvestment Plan. 7

31.1  Rule 13a-14(a) Certification of Principal Executive Officer*

31.2  Rule 13a-14(a) Certification of Chief Financial Officer*

32.1  Section 1350 Certification of Principal Executive Officer*

322 Section 1350 Certification of Chief Financial Officer*

T Previously filed.

* Filed herewith.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf
by the undersigned thereunto duly authorized.

DIVIDEND CAPITAL TOTAL REALTY TRUST INC.

Date: May 14, 2009 /s/ GUY M. ARNOLD
Guy M. Arnold
President

Date: May 14, 2009 /s/ M. KIRK SCOTT

M. Kirk Scott
Chief Financial Officer and Treasurer
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3.1
32
4.2
31.1
31.2
32.1
322

*

EXHIBIT INDEX

Dividend Capital Total Realty Trust Inc. Fifth Articles of Amendment and Restatement.
Dividend Capital Total Realty Trust Inc. Second Amended and Restated Bylaws. 7
Second Amended and Restated Distribution Reinvestment Plan. 7

Rule 13a-14(a) Certification of Principal Executive Officer*

Rule 13a-14(a) Certification of Chief Financial Officer*

Section 1350 Certification of Principal Executive Officer*

Section 1350 Certification of Chief Financial Officer*

Previously filed.

Filed herewith.
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Exhibit 31.1

Certification of Principal Executive Officer Pursuant to
Rule 13a-14(a), Under the Securities Exchange Act of 1934, As Amended

I, Guy M. Arnold, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Dividend Capital Total Realty Trust Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’ s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by

others within those entities, particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’ s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant’ s internal control over financial reporting that occurred during the
registrant’ s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’ s internal
control over financial reporting; and

5. The registrant’ s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’ s auditors and the audit committee of the registrant’ s board of directors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrant’ s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’ s internal control over financial reporting.

/s/ GUY M. ARNOLD
Name: Guy M. Arnold
Title: President

Date: May 14, 2009
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Exhibit 31.2

Certification of Chief Financial Officer Pursuant to
Rule 13a-14(a), Under the Securities Exchange Act of 1934, As Amended

I, M. Kirk Scott, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Dividend Capital Total Realty Trust Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’ s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by

others within those entities, particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’ s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant’ s internal control over financial reporting that occurred during the
registrant’ s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’ s internal
control over financial reporting; and

5. The registrant’ s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’ s auditors and the audit committee of the registrant’ s board of directors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrant’ s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’ s internal control over financial reporting.

/s/ M. KIRK SCOTT
Name: M. Kirk Scott
Title: Chief Financial Officer and Treasurer

Date: May 14, 2009
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Exhibit 32.1

Certification of Principal Executive Officer Pursuant to
18 U.S.C. Section 1350

I, Guy M. Arnold, as President of Dividend Capital Total Realty Trust Inc. certify, pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, 18 U.S.C. Section 1350, that:

1. The Quarterly Report on Form 10-Q of the Company for the quarter ended March 31, 2009 fully complies with the requirements
of Section 13(a) of the Securities Exchange Act of 1934 (15 U.S.C. 78m); and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.

Dated: May 14, 2009
/s/ GUY M. ARNOLD

Name: Guy M. Arnold
Title: President
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Exhibit 32.2

Certification of Chief Financial Officer Pursuant to
18 U.S.C. Section 1350

I, M. Kirk Scott, as Chief Financial Officer of Dividend Capital Total Realty Trust Inc. certify, pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, 18 U.S.C. Section 1350, that:

1. The Quarterly Report on Form 10-Q of the Company for the quarter ended March 31, 2009 fully complies with the requirements
of Section 13(a) of the Securities Exchange Act of 1934 (15 U.S.C. 78m); and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

of the Company.

Dated: May 14, 2009

/s/ M. KIRK SCOTT
Name: M. Kirk Scott
Title: Chief Financial Officer and Treasurer
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