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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended September 30, 2010

or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number 001-09240

TRANSCONTINENTAL REALTY INVESTORS, INC.

(Exact Name of Registrant as Specified in Its Charter)
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Nevada 94-6565852
(State or Other Jurisdiction of (ILR.S. Employer
Incorporation or Organization) Identification No.)

1800 Valley View Lane, Suite 300, Dallas, Texas 75234
(Address of principal executive offices)
(Zip Code)
(469) 522-4200

(Registrant s telephone number, including area code)

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. xYes “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 "No
* The registrant has not yet been phased into the interactive data requirements

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 the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer ~ Accelerated filer

Non-accelerated filer x (do not check if a smaller reporting company) 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 xNo.

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.

Common Stock, $.01 par value 8,113,469
(Class) (Outstanding at November 1, 2010)
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PART I. FINANCIAL INFORMATION

ITEM1. FINANCIAL STATEMENTS

TRANSCONTINENTAL REALTY INVESTORS, INC.

CONSOLIDATED BALANCE SHEETS

(unaudited)

Assets

Real estate, at cost

Real estate held for sale at cost, net of depreciation ($3,503 and $1,252 for 2010 and 2009)
Real estate subject to sales contracts at cost, net of depreciation ($10,049 for 2010 and
$13,985 for 2009)

Less accumulated depreciation

Total real estate
Notes and interest receivable

Performing (including $62,694 in 2010 and $41,529 in 2009 from affiliates and related
parties)

Less allowance for estimated losses

Total notes and interest receivable

Cash and cash equivalents

Investments in unconsolidated subsidiaries and investees
Other assets

Total assets

Liabilities and Shareholders Equity

Liabilities:

Notes and interest payable

Notes related to assets held-for-sale

Notes related to subject to sales contracts

Affiliate payables

Deferred revenue (from sales to related parties)

Accounts payable and other liabilities (including $1,310 in 2010 and $163 in 2009 from
affiliates and related parties)

Table of Contents

September 30,
2010

December 31,
2009

(dollars in thousands, except share and

par value amounts)

$ 1,424,078
16,251

23,985
(141,812)

1,322,502

69,579
(2,804)

66,775
5,037
8,745

88,051

$ 1,491,110

$ 1,055,811
15,036
18,754
48,108
89,129

59,375

1,286,213

$ 1,520,043
5,147

59,048
(137,054)

1,447,184

48,051
(2,804)

45,247
5,665
9,358

100,833

$ 1,608,287

$ 1,121,737
5,002

61,886
50,163
60,678

63,405

1,362,871
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Shareholders equity:

Preferred stock, Series C: $.01 par value, authorized 10,000,000 shares, issued and

outstanding 30,000 shares in 2010 and 2009 respectively (liquidation preference $100 per

share). Series D: $.01 par value, authorized, issued and outstanding 100,000 shares in

2010 and 2009 respectively 1 1

Common stock, $.01 par value, authorized 10,000,000 shares; issued 8,113,669 and

outstanding 8,113,469 and 8,113,669 for 2010 and 2009 81 81
Treasury stock at cost; 200 and O shares in 2010 and 2009 2) -
Paid-in capital 261,321 262,118
Retained earnings (74,340) (34,718)
Total Transcontinental Realty Investors, Inc. shareholders equity 187,061 227,482
Non-controlling interest 17,836 17,934
Total equity 204,897 245,416
Total liabilities and equity $ 1,491,110 $ 1,608,287

The accompanying notes are an integral part of these consolidated financial statements.
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TRANSCONTINENTAL REALTY INVESTORS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2010 2009 2010 2009
(dollars in thousands, except share and per share
amounts)
Revenues:
Rental and other property revenues (including $873 and $902 for the three
months and $2,576 and $2,576 for the nine months ended 2010 and 2009
respectively from affiliates and related parties) $ 33,070 33,643 $ 101,773 $ 100,581
Expenses:
Property operating expenses (including $426 and $429 for the three months
and $1,290 and $1,391 for the nine months ended 2010 and 2009
respectively from affiliates and related parties) 19,288 19,617 58,663 56,825
Depreciation and amortization 6,996 6,381 20,842 19,309
General and administrative (including $471 and $1,196 for the three months
and $2,148 and $3,019 for the nine months ended 2010 and 2009
respectively from affiliates and related parties) 1,346 2,564 4,976 7,014
Provision on impairment of notes receivable and real estate assets - - - 28,575
Advisory fee to affiliate 3,054 3,073 9,112 8,874
Total operating expenses 30,684 31,635 93,593 120,597
Operating income (loss) 2,386 2,008 8,180 (20,016)
Other income (expense):
Interest income (including $497 and $364 for the three months and $1,792
and $739 for the nine months ended 2010 and 2009 respectively from
affiliates and related parties) 669 582 2,360 1,949
Other income 640 295 1,554 3,579
Mortgage and loan interest (including $698 and $772 for the three months
and $2,419 and $2,174 for the nine months ended 2010 and 2009
respectively from affiliates and related parties) (15,262) (16,717) (48,376) (47,999)
Earnings from unconsolidated subsidiaries and investees (70) (53) (323) (353)
Litigation settlement - (64) - 681
Total other expenses (14,023) (15,957) (44,785) (42,143)
Loss before gain on land sales, non-controlling interest, and tax (11,637) (13,949) (36,605) (62,159)
Gain (loss) on land sales (371) - (6,005) 6,296
Loss from continuing operations before tax (12,008) (13,949) (42,610) (55,863)
Income tax benefit 1,006 951 1,071 490
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Net loss from continuing operations

Discontinued operations:

Loss from discontinued operations

Gain on sale of real estate from discontinued operations
Income tax expense from discontinued operations

Net income from discontinued operations
Net loss
Net (income) loss attributable to non-controlling interest

Net loss attributable to Transcontinental Realty Investors, Inc.

Preferred dividend requirement

Net loss applicable to common shares

Earnings per share - basic

Loss from continuing operations
Discontinued operations

Net loss applicable to common shares

Earnings per share - diluted
Loss from continuing operations
Discontinued operations

Net loss applicable to common shares

Weighted average common share used in computing earnings per share
Weighted average common share used in computing diluted earnings per

share

Amounts attributable to Transcontinental Realty Investors, Inc.

Loss from continuing operations
Income from discontinued operations

Net loss

(11,002)

(1,018)
3,893
(1,006)
1,869

(9,133)
178

(8,955)
(269)

$  (9.224)

$ (1.37)
0.23
$ (L14)

$ (1.37)
0.23

$ (1.14)

8,113,495

8,113,495

$ (10,824)
1,869

$  (8,955)

(12,998)

(309)
3,027
(951)
1,767

(11,231)
(62)

(11,293)
(254)

$ (11,547)

$ (1.64)
0.22
$ (1.42)

$ (1.64)
0.22

$ (1.42)

8,113,669

8,113,669

$ (13,060)
1,767

$ (11,293)

(41,539)

(832)
3,754
(1,023)
1,899

(39,640)
18

(39,622)
(797)

$ (40,419)

$ (522
0.23
$  (4.99)

$ (522
0.23

$ (4.99)

8,113,610

8,113,610

$ (41,521)
1,899

$ (39,622)

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

Table of Contents

$

$

$

(55,373)

(1,658)
3,559
(665)

1,236
(54,137)
136

(54,001)
(756)

(54,757)

(6.90)
0.15
(6.75)

(6.90)
0.15

(6.75)

8,113,669

8,113,669

(55,237)
1,236

(54,001)
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TRANSCONTINENTAL REALTY INVESTORS, INC.
CONSOLIDATED STATEMENT OF SHAREHOLDERS EQUITY
For the Nine Months Ended September 30, 2010
(unaudited)

(dollars in thousands)

Accumulated
Other
Comprehensive Preferred Common Stock Treasury Paid-in RetainedComprehenéive Controlling
Income
Total Loss Stock Shares Amount  Stock Capital Earnings (Loss) Interest

Balance,

December 31,

2009 $ 245,416 $ (82,148) $ 1 8,113,669 $ 81 $ - $ 262,118 $( 34,718) $- $ 17,934
Series C

preferred stock

dividends (7.0%

per year) (159) - - - - - (159) - - -
Series D

preferred stock

dividends (8.5%

per year) (638) - o (638) - -
Net loss (39,640) (39,640) - - - - - (39,622) - (18)
Sale of

controlling

interest 22 - - = o o - - - 9P)
Distributions to

non-controlling

interests (7 - - - - - - - - 0
Adjustment to

non-controlling

interests for

consolidation (95) - - - - - - - - (95)
Repurchase of

treasury shares 2) - - - 2) - - - -
Balance,

September 30,

2010 $ 204,897 $(121,788) $ 1 8,113,669 $ 81 $ @ $ 261,321 $ (74,340) $- $ 17,836

The accompanying notes are an integral part of these consolidated financial statements.
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TRANSCONTINENTAL REALTY INVESTORS, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(unaudited)

Net loss
Other comprehensive income (loss)
Unrealized loss on investment securities

Total other comprehensive loss

Comprehensive loss attributable to Transcontinental Realty Investors, Inc.
Comprehensive loss attributable to non-controlling interest

Comprehensive loss attributable to Transcontinental Realty Investors, Inc.

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

Table of Contents

For the Nine Months Ended

September 30,
2010
(dollars in thousands)
(39,640) $
(39,640)
18
(39,622) $

2009

(54,137)
(2,575)
(2,575)

(56,712)
136

(56,576)
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TRANSCONTINENTAL REALTY INVESTORS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Cash Flow From Operating Activities:
Net loss applicable to common shares

Adjustments to reconcile net loss applicable to common shares to net cash used in operating

activities:

(Gain) loss on sale of land

Gain on sale of income producing properties
Depreciation and amortization

Provision on impairment of notes receivable and real estate assets
Amortization of deferred borrowing costs

Earnings due to non-controlling interest

Earnings from unconsolidated subsidiaries and investees
(Increase) decrease in assets:

Accrued interest receivable

Other assets

Prepaid expense

Escrow

Earnest money

Rent receivables

Increase (decrease) in liabilities:

Accrued interest payable

Affiliate payables

Other liabilities

Net cash used in operating activities

Cash Flow From Investing Activities:

Proceeds from notes receivable ($1,443 in 2010, $3,077 in 2009 from affiliates)
Originations of notes receivable ($21,859 in 2010, $0 in 2009 from affiliates)
Acquisition of land held for development

Proceeds from sale of income producing properties

Proceeds from sale of land

Investment in unconsolidated real estate entities

Improvement of land held for development

Improvement of income producing properties

Investment in marketable equity securities

Acquisition of non-controlling interest

Sales of controlling interest

Construction and development of new properties

Net cash provided by investing activities

Cash Flow From Financing Activities:

Proceeds from notes payable
Recurring amortization of principal on notes payable
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2010

(40,419)

6,005
(3,754)
21,649

1,577
(18)
122

(343)
8,561
815
5,537
900
(1,726)

1,239
(2,055)
(4,324)

(6,234)

1,443
(22,339)
(4,937)
146,131
15,674
395
(1,820)
(2,017)

22
(23,801)

108,751

122,248
(9,484)

$

For the Nine Months Ended September 30,
2009
(dollars in thousands)

(54,757)

(6,296)
(3,559)
22,273
28,575

2,892

199

208
582
571
9,804
(1,328)
(7,054)

(3,340)
(26,644)
(1,695)

(39,569)

3,964

(5,946)
8,000
29,954
11,480
(2,426)
(1,290)
2,775
(136)

(27,857)

18,518

38,653
(11,337)
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Payments on maturing notes payable
Debt assumption by buyer

Deferred financing costs

Distributions to non-controlling interests

Net cash provided by (used in) financing activities
Net decrease in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period
Supplemental disclosures of cash flow information:

Cash paid for interest
Cash paid for income taxes, net of refunds

Schedule of noncash investing and financing activities:

Unrealized loss on marketable securities

Notes receivable received from affiliate

Note paydown from right to build sale
Acquisition of real estate to satisfy note receivable
Assigned ownership for debt transfer

&LH PH

PP P L

(115,254)
(97,772)
(2,876)
@)

(103,145)
(628)
5,665

5,037

47,339
(43)

21,859

The accompanying notes are an integral part of these consolidated financial statements.
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(12,117)

1,852

17,051

(4,000)
5,983

1,983

57,383
1,728

(2,575)
2,341
1,500

(1,847)

(4,000)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1. ORGANIZATION AND BASIS OF PRESENTATION
Organization

As used herein, the terms we , us , our , the Company or TCI refer to Transcontinental Realty Investors, Inc., a Nevada corporation. TCI is the
successor to a California business trust which was organized on September 6, 1983, and commenced operations on January 31, 1984. Effective

March 31, 2003, TCI s financial results were consolidated in American Realty Investors, Inc. ( ARL ) Form 10-K and related consolidated

financial statements. TCI invests in real estate through direct ownership, leases and partnerships and it also invests in mortgage loans on real

estate.

The Company is headquartered in Dallas, Texas and its common stock trades on the New York Stock Exchange under the symbol ( NYSE: TCI ).
Subsidiaries of American Realty Investors, Inc. own approximately 82.7% of the Company s common stock ( NYSE: ARL ). Prime Income Asset
Management, LLC ( Prime ) is the Company s external advisor. Triad Realty Services, LP ( Triad ), an affiliate of Prime, manages the Company s
commercial properties. Triad subcontracts the property-level management and leasing of our commercial properties to Regis Realty I, LLC. TCI
engages third-party companies to lease and manage its apartment properties. TCIis a C Corporation for U.S. federal income tax purposes and

files an annual consolidated income tax return with ARL.

On July 17, 2009, the Company acquired from Syntek West, Inc. ( SWI ), 2,518,934 shares of common stock, par value $0.01 per share of Income
Opportunity Realty Investors, Inc. ( IOT ) at an aggregate price of $17,884,431 (approximately $7.10 per share), the full amount of which was
paid by the Company through an assumption of an aggregate amount of indebtedness of $17,884,431 on the outstanding balance owed by SWI

to IOT. The 2,518,934 shares of IOT common stock acquired by the Company constituted approximately 60.4% of the issued and outstanding
common stock of IOT. The Company has owned, for several years, an aggregate of 1,037,184 shares of common stock of IOT (approximately

25% of the issued and outstanding). After giving effect to the transaction on July 17, 2009, the Company owns an aggregate of 3,556,118 shares

of IOT common stock which constitutes approximately 85.3% of the shares of common stock of IOT outstanding (which is a total of 4,168,214
shares). Shares of IOT are traded on the American Stock Exchange under the symbol ( AMEX: IOT ).

With the Company s acquisition of the additional shares on July 17, 2009, which increased the aggregate ownership to in excess of 80%,
beginning in July 2009, IOT s results of operations are now consolidated with those of the Company for tax and financial reporting purposes. At
the time of the acquisition, the historical accounting value of IOT s assets was $112 million and liabilities were $43 million. In that the shares of
10T acquired by TCI were from a related party, the values recorded by TCI are IOT s historical accounting values at the date of transfer. The
Company s fair valuation of IOT assets and liabilities at the acquisition date approximated IOT s book value. The net difference between the
purchase price and historical accounting basis of the assets and liabilities acquired was $35 million and has been reflected by TCI as deferred
income. The deferred income will be recognized upon the sale of the land that IOT held on its books as of the date of sale, to an independent
third party.

Properties

We own or had interests in a total property portfolio of 75 income producing properties as of September 30, 2010. The properties consisted of:

27 commercial buildings totaling 5.0 million leasable square feet, consisting of 18 office buildings, six industrial properties, and
three retail properties;

48 apartment communities totaling 9,197 units; excluding apartments being developed; and

6,784 acres of developed and undeveloped land.
We are involved in the construction of five apartment complexes as of September 30, 2010. In addition, we invest in several tracts of land and
are at various stages of predevelopment on many of these properties. We partner with several third-party developers to construct residential
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projects. The third-party developer typically takes a general partner and majority limited partner interest in the development partnership while
we take a minority limited partner interest. We are required to fund the equity contributions. The third-party developer is responsible for
obtaining financing, for hiring a general contractor and for the overall management and delivery of the project, and is compensated with a fee
equal to a certain percentage of the construction costs.

Basis of presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with the instructions to Form 10-Q and Article
10 of Regulation S-X. Certain information and footnote disclosures normally included in financial statements prepared in accordance with
accounting principles generally accepted in the United States of America, or GAAP, have been condensed or omitted in accordance with such
rules and regulations, although management believes the disclosures are adequate to prevent the information
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presented from being misleading. In the opinion of management, all adjustments (consisting of normal recurring matters) considered necessary
for a fair presentation have been included. The results of operations for the nine months ended September 30, 2010, are not necessarily
indicative of the results that may be expected for other interim periods or for the full fiscal year.

The year-end Consolidated Balance Sheet at December 31, 2009, was derived from the audited financial statements at that date, but does not
include all of the information and disclosures required by GAAP for complete financial statements. For further information, refer to the financial
statements and notes thereto included in the Company s Annual Report on Form 10-K for the year ended December 31, 2009. Certain 2009
financial statement amounts have been reclassified to conform to the 2010 presentation, including adjustments for discontinued operations.

Principles of consolidation

The accompanying financial statements include the accounts of the Company, its subsidiaries, generally all of which are wholly-owned, and all
entities in which we have a controlling interest. Arrangements that are not controlled through voting or similar rights are accounted for as a
Variable Interest Entity (VIE), in accordance with the provisions and guidance of ASC Topic 810 Consolidation , whereby we have determined
that we are a primary beneficiary of the VIE and meet certain criteria of a sole general partner or managing member as identified in accordance
with Emerging Issues Task Force ( EITF ) Issue 04-5, Investor s Accounting for an Investment in a Limited Partnership when the Investor is the
Sole General Partner and the Limited Partners have Certain Rights ( EITF 04-5 ). VIEs are generally entities that lack sufficient equity to finance
their activities without additional financial support from other parties or whose equity holders as a group lack adequate decision making ability,
the obligation to absorb expected losses or residual returns of the entity, or have voting rights that are not proportional to their economic

interests. The primary beneficiary generally is the entity that provides financial support and bears a majority of the financial risks, authorizes
certain capital transactions, or makes operating decisions that materially affect the entity s financial results. All significant intercompany balances
and transactions have been eliminated in consolidation.

In determining whether we are the primary beneficiary of a VIE, we consider qualitative and quantitative factors, including, but not limited to:
the amount and characteristics of our investment; the obligation or likelihood for us or other investors to provide financial support; our and the
other investors ability to control or significantly influence key decisions for the VIE; and the similarity with and significance to the business
activities of us and the other investors. Significant judgments related to these determinations include estimates about the current future fair
values and performance of real estate held by these VIEs and general market conditions.

For entities in which we have less than a controlling financial interest or entities where we are not deemed to be the primary beneficiary, the
entities are accounted for using the equity method of accounting. Accordingly, our share of the net earnings or losses of these entities is included
in consolidated net income. Our investments in ARL and Garden Centura, L.P. are accounted for under the equity method.

Real estate, depreciation, and impairment

Real estate assets are stated at the lower of depreciated cost or fair value, if deemed impaired. Major replacements and betterments are

capitalized and depreciated over their estimated useful lives. Depreciation is computed on a straight-line basis over the useful lives of the
properties (buildings and improvements  10-40 years; furniture, fixtures and equipment 5-10 years). The Company continually evaluates the
recoverability of the carrying value of its real estate assets using the methodology prescribed in ASC Topic 360, Property, Plant and Equipment .
Factors considered by management in evaluating impairment of its existing real estate assets held for investment include significant declines in
property operating profits, annually recurring property operating losses and other significant adverse changes in general market conditions that

are considered permanent in nature. Under ASC Topic 360, a real estate asset held for investment is not considered impaired if the undiscounted,
estimated future cash flows of an asset (both the annual estimated cash flow from future operations and the estimated cash flow from the
theoretical sale of the asset) over its estimated holding period are in excess of the asset s net book value at the balance sheet date. If any real

estate asset held for investment is considered impaired, a loss is provided to reduce the carrying value of the asset to its estimated fair value.

Real estate held for sale

We periodically classify real estate assets as held for sale. An asset is classified as held for sale after the approval of our board of directors and
after an active program to sell the asset has commenced. Upon the classification of a real estate asset as held for sale, the carrying value of the
asset is reduced to the lower of its net book value or its estimated fair value, less costs to sell the asset. Subsequent to the classification of assets
as held for sale, no further depreciation expense is recorded. Real estate assets held for sale are stated separately on the accompanying
Consolidated Balance Sheets. Upon a decision to no longer market as an asset for sale, the asset is classified as an operating asset and
depreciation expense is reinstated. The operating results of real estate assets held for sale and sold are reported as discontinued operations in the
accompanying statements of operations. Income from discontinued operations includes the revenues and expenses, including depreciation and
interest expense, associated with the assets. This classification of operating results as discontinued operations applies retroactively for all periods
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presented. Additionally, gains and losses on assets designated as held for sale are classified as part of discontinued operations.
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Cost capitalization

Costs related to planning, developing, leasing and constructing a property are capitalized and classified as Real Estate in the Consolidated
Balance Sheets. We capitalize interest to qualifying assets under development based on average accumulated expenditures outstanding during
the period. In capitalizing interest to qualifying assets, we first use the interest incurred on specific project debt, if any, and next use the weighted
average interest rate of non-project specific debt. We capitalize interest, real estate taxes and certain operating expenses until building
construction is substantially complete and the building is ready for its intended use, but no later than one year from the cessation of major
construction activity.

We capitalize leasing costs which include commissions paid to outside brokers, legal costs incurred to negotiate and document a lease agreement
and any internal costs that may be applicable. The company allocates these costs to individual tenant leases and amortizes them over the related
lease term.

Fair value measurement

We apply the guidance in ASC Topic 820, Fair Value Measurements and Disclosures , to the valuation of real estate assets. These provisions
define fair value as the price that would be received to sell an asset or paid to transfer a liability in a transaction between market participants at
the measurement date, establish a hierarchy that prioritizes the information used in developing fair value estimates and require disclosure of fair
value measurements by level within the fair value hierarchy. The hierarchy gives the highest priority to quoted prices in active markets (Level 1
measurements) and the lowest priority to unobservable data (Level 3 measurements), such as the reporting entity s own data.

The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability as of the measurement date and includes
three levels defined as follows:

Level 1 Unadjusted quoted prices for identical and unrestricted assets or liabilities in active markets.

Level 2 Quoted prices for similar assets and liabilities in active markets, and inputs that are observable for
the asset or liability, either directly or indirectly, for substantially the full term of the financial
instrument.

Level 3 Unobservable inputs that are significant to the fair value measurement.
A financial instrument s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value
measurement.

Newly issued accounting pronouncements

We have considered all other newly issued accounting guidance that is applicable to our operations and the preparation of our consolidated
statements, including that which we have not yet adopted. We do not believe that any such guidance will have a material effect on our financial
position or results of operations.

NOTE 2. REAL ESTATE ACTIVITY
The highlights of our significant real estate transactions for the nine months ended September 30, 2010 are listed below:

On February 18, 2010, we purchased 15.88 acres of Furniture Row land located in Midland, Texas for $2.2 million. This land was purchased for
the development of Blue Ridge apartments, a 290-unit apartment complex. We financed the transaction with $0.3 million cash, a $0.8 million
draw on a construction loan with a commercial lender and a $1.0 million loan provided by the seller. In addition, we paid $0.1 million in
commissions and closing costs. The seller financing accrues interest, payable monthly, at 8.00% and matures on March 18, 2011.

On April 15, 2010, we sold 6.77 acres of land known as McKinney Corners II land located in McKinney, Texas for a sales price of $1.6 million.
The existing loan of $1.4 million, secured by the property, was paid off at close. We recorded a loss on sale of $0.4 million on the land parcel.
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On April 16, 2010, we sold the Foxwood apartments, a 220-unit complex located in Mempbhis, Tennessee, to One Realco Retail, Inc., a related
party under common control, for a sales price of $5.1 million. The buyer assumed the existing mortgage of $5.1 million secured by the property.
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On April 23, 2010, we sold the Longfellow Arms apartments, a 216-unit complex located in Longview, Texas, to Liberty Bankers Life Insurance
Company, a related party under common control, for a sales price of $20.0 million. We received $6.1 million in cash, and the buyer assumed the
existing mortgage of $14.4 million secured by the property. The property was sold to a related party; therefore the gain of $3.6 million was
deferred and will be recorded upon sale to a third party.

On May 4, 2010, we sold our investment in T Autumn Chase, Inc. to Taaco Financial, Inc., a related party under common control, for a sales
price of $16.0 million. This entity owns 16.79 acres of land known as Ewing 8 land located in Addison, Texas. The buyer assumed the existing
mortgage of $10.7 million secured by the property. We recorded a loss on sale of $5.3 million on the land parcel.

On May 18, 2010, we sold our investment in TCI Eton Square, LP to TX Highland RS Corp, a related party under common control, for a sales
price of $13.7 million. This entity owns a 225,566 square foot office and retail center known as Eton Square located in Tulsa, Oklahoma. We
provided $4.0 million in seller financing with a three-year note receivable. The note accrues interest at prime plus 2% and is payable at maturity
on May 18, 2013. The buyer assumed the existing mortgage of $9.6 million, secured by the property, but did not assume the obligation of TCI s
guarantee on the loan. We have deferred the recognition of the sale in accordance with ASC 360-20 due to our continuing involvement,
inadequate initial investment and questionable recovery of investment cost.

On July 30, 2010, we purchased 8.91 acres of Sonoma Court land located in Rockwall, Texas for $0.9 million. This land was purchased for the
development of Sonoma Court apartments, a 124-unit apartment complex. We financed the transaction with a $0.9 million draw on a
construction loan with a commercial lender.

On July 30, 2010, we sold 21.9 acres of land known as Pulaski land located in Pulaski County, Arkansas, to One Realco Land Holdings, Inc. and
One Realco Corporation; both are related parties under common control, for a sales price of $2.3 million. The buyer assumed the existing
mortgage of $1.1 million secured by the property. We recorded a loss on sale of $1.2 million on the land parcel.

The Company had a 14.8% limited partner interest in a partnership that owned a 131-unit apartment complex known as Quail Oaks apartments,
located in Balch Springs, Texas. The partnership was consolidated in accordance with ASC 810, whereby we determined that TCI was a primary
beneficiary. On August 3, 2010 the partnership transferred ownership of the property to the existing lender and the result was a gain of $1.8
million.

On August 4, 2010, we sold 6.51 acres of land known as Hines Meridian land located in Irving, Texas for a sales price of $2.0 million. The
buyer assumed the existing mortgage of $6.2 million, secured by the property. We received $0.4 million in cash, after paying in full the existing
debt of $0.9 million and providing seller financing of $0.5 million. The note accrues interest at 8% and is payable at maturity on August 11,
2011. We recorded a gain on sale of $0.6 million on the land parcel.

On August 30, 2010, we sold the Mason Park apartments, a 312-unit complex located in Katy, Texas for a sales price of $22.9 million. We
recorded a gain on sale of $0.3 million on the apartment sale.

On September 21, 2010, we sold our investment in EQK Bridgeview Plaza, Inc. to Warren Road Farm, Inc., a related party under common
control, for a sales price of $8.3 million. This entity owns a 122,205 square foot retail center known as Bridgeview Plaza located in La Crosse,
Wisconsin. We provided $2.1 million in seller financing with a five-year note receivable. The note accrues interest at 6% and is payable at
maturity on September 21, 2015. The buyer assumed the existing mortgage of $6.2 million, secured by the property, but did not assume the
obligation of TCI s guarantee on the loan. We have deferred the recognition of the sale in accordance with ASC 360-20 due to our continuing
involvement, inadequate initial investment and questionable recovery of investment cost.

On September 21, 2010, we sold our investment in Transcontinental Brewery, Inc. to Warren Road Farm, Inc., a related party under common
control, for a sales price of $3.8 million. This entity owns a 29,784 square foot office building and 13.0 acres of land known as Eagle Crest
located in Farmers Branch, Texas. The buyer assumed the existing mortgage of $2.4 million, secured by the property. A five-year note
receivable for $1.4 million was given as consideration, with an interest rate of 6%, payable at maturity on September 21, 2015. We have deferred
the recognition of the sale in accordance with ASC 360-20 due to our continuing involvement, inadequate initial investment and questionable
recovery of investment cost.

On September 21, 2010, we sold our investment in South Cochran Corporation to Warren Road Farm, Inc., a related party under common
control, for a sales price of $2.2 mil