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FORM 10-Q
(Mark One)

[X]QUARTERLY REPORT PURSUANT TO SECTION 13 or 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
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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  000-50256
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Maryland 76-0594970
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2600 South Gessner, Suite 500
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(Address of Principal Executive Offices) (Zip Code)

(713) 827-9595
(Registrant’s Telephone Number, Including Area Code)

N/A
(Former name, former address and former fiscal year, if changed since last report)

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.  [x] 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) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files).  [ ]Yes     [ ] No

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. (Check one):
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Large accelerated filer [ ] Accelerated filer [ ]
Non-accelerated filer (Do not check if a smaller reporting company) [x] 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   [x] No

As of August 2, 2010, the registrant had outstanding 10,461,093 Common Shares of Beneficial Interest, $0.001 par
value per share.
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PART I. FINANCIAL INFORMATION
Item 1.  Financial Statements

Whitestone REIT and Subsidiaries
CONSOLIDATED BALANCE SHEETS

 (in thousands, except share data)

June 30,
2010

December 31,
2009

(Unaudited)
ASSETS

Real estate assets, at cost
    Property $ 193,283 $ 192,832
    Accumulated depreciation (36,839 ) (34,434 )
        Total real estate assets 156,444 158,398
Cash and cash equivalents 3,910 6,275
Escrows and acquisition deposits 6,149 8,155
Accrued rents and accounts receivable, net of allowance for doubtful accounts 4,515 4,514
Unamortized lease commissions and loan costs 3,743 3,973
Prepaid expenses and other assets 1,531 685
        Total assets $ 176,292 $ 182,000
LIABILITIES AND EQUITY
Liabilities:
    Notes payable $ 100,837 $ 101,782
    Accounts payable and accrued expenses 7,628 9,954
    Tenants’ security deposits 1,666 1,630
    Dividends and distributions payable 1,511 1,775
        Total liabilities 111,642 115,141
Commitments and contingencies:
Equity:
    Preferred shares, $0.001 par value per share; 50,000,000 shares authorized;
      none issued and outstanding at June 30, 2010 and December 31, 2009,
      respectively - -
    Common shares, $0.001 par value per share; 400,000,000 shares authorized;
      10,461,101 and 10,337,307 issued and outstanding as of June 30, 2010
      and December 31, 2009, respectively 10 10
    Additional paid-in-capital 70,330 69,952
    Accumulated deficit (28,036 ) (26,372 )
        Total Whitestone REIT shareholders’ equity 42,304 43,590
    Noncontrolling interest in subsidiary 22,346 23,269
    Total equity 64,650 66,859
        Total liabilities and equity $ 176,292 $ 182,000

See accompanying notes to Consolidated Financial Statements
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Whitestone REIT and Subsidiaries
CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
(in thousands, except per share data)

Three Months Ended
June 30,

Six Months Ended
June 30,

2010 2009 2010 2009
(revised) (revised)

Property revenues
Rental revenues $6,407 $6,572 $12,811 $13,077
Other revenues 1,425 1,631 2,730 3,170
Total property revenues 7,832 8,203 15,541 16,247

Property expenses
Property operation and maintenance 2,145 2,256 3,946 4,393
Real estate taxes 894 1,063 2,046 2,112
Total property expenses 3,039 3,319 5,992 6,505

Other expenses (income)
General and administrative 1,272 1,625 2,472 3,054
Depreciation and amortization 1,759 1,710 3,493 3,418
Involuntary conversion - (51 ) - 190
Interest expense 1,402 1,470 2,809 2,898
Interest income (5 ) (11 ) (12 ) (22 )
Total other expenses 4,428 4,743 8,762 9,538

Income from continuing operations before loss on
    disposal of assets and income taxes 365 141 787 204

Provision for income taxes (102 ) (57 ) (156 ) (111 )
Loss on disposal of assets (8 ) (12 ) (41 ) (53 )

Net income 255 72 590 40

Less:  Net income attributable to noncontrolling
  interests 89 25 207 14

Net income attributable to Whitestone REIT $166 $47 $383 $26

Earnings per share – basic
Net income attributable to common shareholders excluding
    amounts attributable to unvested restricted shares $0.02 $0.00 $0.04 $0.00

Earnings per share – diluted
Net income attributable to common shareholders excluding
    amounts attributable to unvested restricted shares $0.02 $0.00 $0.04 $0.00

Weighted average number of common shares outstanding:
Basic 9,845 9,707 9,783 9,707

Edgar Filing: Whitestone REIT - Form 10-Q

5



Diluted 9,900 9,899 9,899 9,910

Dividends declared per common share $0.0950 $0.1125 $0.2075 $0.2250

See accompanying notes to Consolidated Financial Statements
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Whitestone REIT and Subsidiaries
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

(Unaudited)
(in thousands, except per share data)

Common
Shares

Additional
Paid-In Accumulated

Total
Whitestone
REIT

Shareholders’
Noncontrolling

Interests Total
Shares Amount Capital Deficit Equity Units Amount Equity

Balance, December 31, 2009 10,337 $10 $69,952 $ (26,372 ) $ 43,590 5,444 $23,269 $66,859

Share-based compensation 172 - 21 - 21 - - 21

Repurchase of common shares (1) (48 ) (249 ) (249 ) (249 )

Dividends and distributions - - - (2,047 ) (2,047 ) - (1,130 ) (3,177 )

Reclassification of dividend
reinvestment plan shares with
expired rescission rights to
equity from liabilities at $9.50
per share - - 606 - 606 - - 606

Net income - - 383 383 - 207 590

Balance, June 30, 2010 10,461 $10 $70,330 $ (28,036 ) $ 42,304 5,444 $22,346 $64,650

_________________
(1)During the three months ended June 30, 2010, the Company acquired Common Shares held by employees who

tendered owned Common Shares to satisfy the tax withholding on the lapse of certain restrictions on restricted
shares.

See accompanying notes to Consolidated Financial Statements
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Whitestone REIT and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(in thousands)

Six Months Ended June 30,
2010 2009

(revised)
Cash flows from operating activities:
    Net income $ 590 $ 40
    Adjustments to reconcile net income to net cash provided by operating activities:
        Depreciation and amortization 3,493 3,418
        Loss on disposal of assets 41 53
        Bad debt expense 220 464
        Share-based compensation 143 497
        Changes in operating assets and liabilities:
            Escrows and acquisition deposits 2,006 1,185
            Accrued rent and accounts receivable (221 ) (1,201 )
            Unamortized lease commissions and loan costs (362 ) (292 )
            Prepaid expenses and other assets 263 222
            Accounts payable and accrued expenses (2,391 ) (1,199 )
            Tenants’ security deposits 36 30
                Net cash provided by operating activities 3,818 3,217

Cash flows from investing activities:
    Acquisitions of real estate - (5,619 )
    Additions to real estate (929 ) (1,683 )
                Net cash used in investing activities (929 ) (7,302 )

Cash flows from financing activities:
    Dividends paid on common shares and common share equivalents (2,339 ) (2,319 )
    Distributions paid to OP unit holders (1,219 ) (1,062 )
    Proceeds from notes payable - 9,791
    Repayments of notes payable (1,447 ) (1,008 )
    Payments of loan origination costs - (288 )
    Repurchase of common shares (249 ) -
                Net cash provided by (used in) financing activities (5,254 ) 5,114

Net increase (decrease) in cash and cash equivalents (2,365 ) 1,029
Cash and cash equivalents at beginning of period 6,275 12,989
Cash and cash equivalents at end of period $ 3,910 $ 14,018

Supplemental disclosure of cash flow information:
    Cash paid for interest $ 2,872 $ 2,668
    Cash paid for taxes $ 262 $ 223

Noncash investing and financing activities:
    Disposal of fully depreciated real estate $ 437 $ 504
    Financed insurance premiums $ 502 $ 478
    Accrued offering costs $ 666 $ -
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    Acquisition of real estate in exchange for OP units $ - $ 3,625

See accompanying notes to Consolidated Financial Statements
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WHITESTONE REIT AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2010
(Unaudited)

The use of the words “we,” “us,” “our,” “Company” or “Whitestone” refers to Whitestone REIT and our consolidated
subsidiaries, except where the context otherwise requires.

1.  Interim Financial Statements

The consolidated financial statements included in this report are unaudited; however, amounts presented in the
consolidated balance sheet as of December 31, 2009 are derived from our audited consolidated financial statements at
that date.  The unaudited financial statements as of June 30, 2010 have been prepared in accordance with U.S.
generally accepted accounting principles (“U.S. GAAP”) for interim financial information on a basis consistent with the
annual audited consolidated financial statements and with the instructions to Form 10-Q.

The consolidated financial statements presented herein reflect all adjustments which, in the opinion of management,
are necessary for a fair presentation of the financial position of Whitestone and our subsidiaries as of June 30, 2010,
and the results of operations for the three and six month periods ended June 30, 2010 and 2009, the consolidated
statement of changes in equity for the six month period ended June 30, 2010 and cash flows for the six month periods
ended June 30, 2010 and 2009.  All of these adjustments are of a normal recurring nature.  The results of operations
for the interim period are not necessarily indicative of the results expected for a full year.  The statements should be
read in conjunction with the audited consolidated financial statements and the notes thereto which are included in our
Annual Report on Form 10-K for the year ended December 31, 2009.

Business.  Whitestone was formed as a real estate investment trust (“REIT”), pursuant to the Texas Real Estate
Investment Trust Act on August 20, 1998.  In July 2004, Whitestone changed its state of organization from Texas to
Maryland pursuant to a merger of Whitestone directly with and into a Maryland real estate investment trust formed for
the sole purpose of effectuating the reorganization and the conversion of each outstanding common share of beneficial
interest of the Texas entity into 1.42857 common shares of beneficial interest of the Maryland entity (the “Common
Shares”).  Whitestone serves as the general partner of Whitestone REIT Operating Partnership, L.P. (the “Operating
Partnership”), which was formed on December 31, 1998 as a Delaware limited partnership.  Whitestone currently
conducts substantially all of its operations and activities through the Operating Partnership.  As the general partner of
the Operating Partnership, Whitestone has the exclusive power to manage and conduct the business of the Operating
Partnership, subject to certain customary exceptions.  As of June 30, 2010 and December 31, 2009, Whitestone owned
and operated 36 commercial properties in and around Houston, Dallas, San Antonio, Chicago and Phoenix.

2.  Summary of Significant Accounting Policies

Basis of Consolidation.  We are the sole general partner of the Operating Partnership and possess full legal control and
authority over the operations of the Operating Partnership.  As of June 30, 2010 and December 31, 2009, we owned a
majority of the partnership interests in the Operating Partnership.  Consequently, the accompanying consolidated
financial statements include the accounts of the Operating Partnership.  All significant inter-company balances have
been eliminated.  Noncontrolling interest in the accompanying consolidated financial statements represents the share
of equity and earnings of the Operating Partnership allocable to holders of partnership interests other than us.  Net
income or loss is allocated to noncontrolling interests based on the weighted-average percentage ownership of the
Operating Partnership during the year.  Issuance of additional Common Shares and units of limited partnership interest
in the Operating Partnership that are convertible into cash or, at our option, Common Shares on a one-for-one basis
(the “OP Units”) changes the ownership interests of both the noncontrolling interests and Whitestone.
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WHITESTONE REIT AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2010
(Unaudited)

Basis of Accounting.  Our financial records are maintained on the accrual basis of accounting whereby revenues are recognized when earned and
expenses are recorded when incurred.

Use of Estimates.   The preparation of financial statements in conformity with U.S. GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period.  Significant estimates that we use include the estimated fair values of properties acquired, the
estimated useful lives for depreciable and amortizable assets and costs, the estimated allowance for doubtful accounts
and estimates supporting our impairment analysis for the carrying values of our real estate assets.  Actual results could
differ from those estimates.

Reclassifications.  We have reclassified certain prior fiscal year amounts in the accompanying consolidated financial
statements in order to be consistent with the current fiscal year presentation.  These reclassifications had no effect on
net income or equity.

Share-Based Compensation.   From time to time, we grant nonvested restricted common share awards or restricted
common share units which convert upon vesting to Common Shares, to trustees, executive officers and employees
under our 2008 Long-Term Equity Incentive Ownership Plan (the “2008 Plan”).  The vast majority of the awarded
shares and units vest when certain performance conditions are met.  We recognize compensation expense when
achievement of the performance conditions is probable based on management’s most recent estimates using the fair
value of the shares as of the grant date.  For the three months ended June 30, 2010 and 2009, we recognized $0.1
million and $0.3 million in share-based compensation expense, respectively, and for the six months ended June 30,
2010 and 2009, we recognized $0.1 million and $0.5 million, respectively.

Noncontrolling Interests.  Noncontrolling interests is the portion of equity in a subsidiary not attributable to a
parent.  The ownership interests not held by the parent are considered noncontrolling interests.  Accordingly, we have
reported noncontrolling interests in equity on the consolidated balance sheets but separate from Whitestone’s
equity.  On the consolidated statements of income, subsidiaries are reported at the consolidated amount, including
both the amount attributable to Whitestone and noncontrolling interests.  Consolidated statements of changes in equity
are included for quarterly financial statements, including beginning balances, activity for the period and ending
balances for shareholders’ equity, noncontrolling interests and total equity.

See Whitestone’s Annual Report on Form 10-K for the year ended December 31, 2009 for further discussion on
significant accounting policies.

Recent Accounting Pronouncements.  There are no new unimplemented accounting pronouncements that are expected
to have a material impact on our results of operations, financial position or cash flows.

3.  Accrued Rent and Accounts Receivable, net

Accrued rent and accounts receivable, net, consists of amounts accrued, billed and due from tenants, allowance for
doubtful accounts and other receivables as follows (in thousands):

June 30, December 31,
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2010 2009

Tenant receivables $1,674 $ 1,770
Accrued rent and recoveries 3,811 3,636
Allowance for doubtful accounts (979 ) (894 )
Other receivables 9 2
Total $4,515 $ 4,514

7
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WHITESTONE REIT AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2010
(Unaudited)

4.  Unamortized Leasing Commissions and Loan Costs

Costs which have been deferred consist of the following (in thousands):

June 30,
2010

December 31,
2009

Leasing commissions $4,769 $ 4,601
Deferred financing cost 2,236 2,208
    Total cost 7,005 6,809
Less: leasing commissions accumulated amortization (2,466 ) (2,246 )
Less: deferred financing cost accumulated amortization (796 ) (590 )
    Total cost, net of accumulated amortization $3,743 $ 3,973

5.  Debt

Mortgages and other notes payable consist of the following (in thousands):

Description
June 30,
2010

December 31,
2009

Fixed rate notes:
    $10.0 million 6.04% Note, due 2014 $9,576 $ 9,646
    $11.2 million 6.52% Note, due 2015 10,965 11,043
    $21.4 million 6.53% Notes, due 2013 20,436 20,721
    $24.5 million 6.56% Note, due 2013 24,236 24,435
    $9.9 million 6.63% Notes, due 2014 9,630 9,757
    $0.5 million 3.25% Note, due 2010 251 -
    $0.5 million 5.05% Note, due 2010 - 52

Floating rate note:
    $26.9 million LIBOR + 2.60% Note, due 2013 25,743 26,128

Total $100,837 $ 101,782

As of June 30, 2010, we had $100.6 million in notes secured by 21 properties with a carrying value of $107.1
million.  Our loans contain restrictions that would require the payment of prepayment penalties for the acceleration of
outstanding debt and are secured by deeds of trust on certain of our properties and assignment of certain rents and
leases associated with those properties.  As of June 30, 2010, we are in compliance with all loan covenants.

8
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WHITESTONE REIT AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2010
(Unaudited)

Annual maturities of notes payable as of June 30, 2010 are due as set forth below:

Year
Amount Due
(in thousands)

2010 $ 1,398
2011 2,410
2012 2,543
2013 66,418
2014 17,799
2015 and thereafter 10,269
Total $ 100,837

6.  Earnings Per Share

Basic earnings per share for Whitestone’s common shareholders is calculated by dividing net income attributable to
common shareholders excluding amounts attributable to unvested restricted shares by Whitestone’s weighted-average
common shares outstanding during the period.  Diluted earnings per share is computed by dividing net income
attributable to common shareholders excluding amounts attributable to unvested restricted shares by the
weighted-average number of common shares including any dilutive unvested restricted shares.

Certain of Whitestone’s performance restricted common shares are considered participating securities which require
the use of the two-class method for the computation of basic and diluted earnings per share.   We excluded 5,443,797
OP units from the calculation of diluted earnings per share for each of the three and six month periods ended June 30,
2010 and 2009, because their effect would be anti-dilutive.

For the three month periods ended June 30, 2010 and 2009, distributions of $67,000 and $71,000, respectively, were
made to the holders of certain restricted common shares, of which $62,000 and $64,000, respectively, were charged
against earnings.  For the six month periods ended June 30, 2010 and 2009, distributions of $138,000 and $135,000,
respectively, were made to the holders of certain restricted common shares, of which $123,000 and $121,000,
respectively, were charged against earnings.  See Note 10 for information related to restricted common shares under
the 2008 Plan.

9
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WHITESTONE REIT AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2010
(Unaudited)

Three Months Ended
June 30,

Six Months Ended
June 30,

(in thousands, except per share data) 2010 2009 2010 2009
Numerator:
   Net income $255 $72 $590 $40
   Less: Net income attributable to
     noncontrolling interests (89 ) (25 ) (207 ) (14 )
   Dividends paid on unvested restricted
     shares (5 ) (7 ) (15 ) (14 )
   Undistributed earnings attributable to
     unvested restricted shares - - - -
   Net income attributable to common
     shareholders excluding amounts
     attributable to unvested restricted
     shares $161 $40 $368 $12

Denominator:
   Weighted average number of common 
     shares - basic 9,845 9,707 9,783 9,707
   Effect of dilutive securities:
   Unvested restricted shares 55 192 116 203
   Weighted average number of common 
     shares - dilutive 9,900 9,899 9,899 9,910

Earnings Per Share:
   Basic:
   Net income attributable to common
     shareholders excluding amounts
     attributable to unvested restricted
     shares $0.02 $0.00 $0.04 $0.00
   Diluted:
   Net income attributable to common
     shareholders excluding amounts
     attributable to unvested restricted
     shares $0.02 $0.00 $0.04 $0.00

7.  Income Taxes

Federal income taxes are not assessed against us because we intend to and believe we qualify as a REIT under the
provisions of the Internal Revenue Code of 1986, as amended.  Our shareholders include their proportionate taxable
income in their individual tax returns.  As a REIT, we must distribute at least 90% of our ordinary taxable income to
our shareholders and meet certain income sources and investment restriction requirements.  In addition, REITs are
subject to a number of organizational and operational requirements.  If we fail to qualify as a REIT in any taxable
year, we will be subject to federal income tax (including any applicable alternative minimum tax) on our taxable
income at regular corporate tax rates.

Edgar Filing: Whitestone REIT - Form 10-Q

16



We recently discovered that we may have inadvertently violated the “5% asset test,” as set forth in Section
856(c)(4)(B)(iii)(I) of the Code, for the quarter ended March 31, 2009 as a result of utilizing a certain cash
management arrangement with a commercial bank.  If our investment in a commercial paper
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WHITESTONE REIT AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2010
(Unaudited)

investment sweep account through such cash management agreement is not treated as cash, and is instead treated as a security of a single issuer
for purposes of the “5% asset test,” then we failed the “5% asset test” for the first quarter of our 2009 taxable year.  We believe, however, that if we
failed the “5% asset test,” our failure would be considered due to reasonable cause and not willful neglect and, therefore, we would not be
disqualified as a REIT for our 2009 taxable year.  We were, however, subject to a tax equal to the greater of $50,000 or 35% of the net income
from the commercial paper investment account during the period in which we failed to satisfy the “5% asset test.”  The amount of such tax was
$50,000, and we paid such tax on April 27, 2010.

If the IRS were to assert that we failed the “5% asset test” for the first quarter of our 2009 taxable year and that such
failure was not due to reasonable cause, and the courts were to sustain that position, our status as a REIT would
terminate as of December 31, 2008.  We would not be eligible to again elect REIT status until our 2014 taxable
year.  Consequently, we would be subject to federal income tax on our taxable income at regular corporate rates
without the benefit of the dividends-paid deduction, and our cash available for distributions to shareholders would be
reduced.

Taxable income differs from net income for financial reporting purposes principally due to differences in the timing of
recognition of interest, real estate taxes, depreciation, share-based compensation and rental revenue.

In May 2006, the State of Texas adopted the Texas Margin Tax effective with franchise tax reports filed on or after
January 1, 2008. The Texas Margin Tax is computed by applying the applicable tax rate (1% for us) to the profit
margin, which generally will be determined for us as total revenue less a 30% standard deduction.  Although House
Bill 3 states that the Texas Margin Tax is not an income tax, SFAS No. 109, “Accounting for Income Taxes” (“SFAS No.
109”) which is codified in FASB ASC 740, Income Taxes (“ASC 740”) applies to the Texas Margin Tax.  We have
recorded a margin tax provision of approximately $52,000 and $57,000 for the three months ended June 30, 2010 and
2009, respectively.  Additionally, we have recorded a margin tax provision of approximately $106,000 and $111,000
for the six months ended June 30, 2010 and 2009, respectively.

8.  Equity

Dividends and distributions. The following table summarizes the cash dividends and distributions paid to holders of
Common Shares and holders of OP Units (noncontrolling interests), respectively, for the four quarters of 2009 and the
first two quarters of 2010.

Total Dividends and Distributions Paid
Amount Per Common

Share / OP Unit Quarter Paid
Total Amount
(in thousands)

$ 0.1125 03/31/2009 $ 1,687
0.1125 06/30/2009 1,694
0.1125 09/30/2009 1,772
0.1125 12/31/2009 1,773
0.1125 03/31/2010 1,773
0.1125 06/30/2010 1,785

Dividend reinvestment plan.  Our dividend reinvestment plan allowed our shareholders to elect to have dividends from
our Common Shares reinvested in additional Common Shares.  The purchase price per share under our dividend
reinvestment plan was $9.50.  On March 27, 2007, we gave the required ten day notice to participants informing them

Edgar Filing: Whitestone REIT - Form 10-Q

18



that we intended to terminate our dividend reinvestment plan.  
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WHITESTONE REIT AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2010
(Unaudited)

As a result, our dividend reinvestment plan terminated on April 6, 2007.  Shares issued under our dividend reinvestment plan were registered on
our Registration Statement on Form S-11 originally filed with the SEC on December 31, 2003 (File No. 333-111674), as amended.  We did not
amend or supplement our Registration Statement following our change in management on October 2, 2006, and the events that occurred
thereafter.  As a result, shareholders that received approximately 64,000 Common Shares issued under our dividend reinvestment plan on or
after that date could have been entitled to rescission rights.  These rights would have entitled these shareholders to recovery of their purchase
price less any income received on their shares.  The rescission rights on those 64,000 Common Shares lapsed, and we reclassified approximately
$606,000 from accounts payable and accrued expenses to additional paid-in capital on our Consolidated Balance Sheets for the six month period
ended June 30, 2010.

9.  Commitments and Contingencies

We are subject to various legal proceedings and claims that arise in the ordinary course of business.  These matters are
generally covered by insurance.  While the resolution of these matters cannot be predicted with certainty, management
believes the final outcome of such matters will not have a material adverse effect on our consolidated financial
statements.

Hurricane Ike.  In September 2008, Hurricane Ike caused minor to moderate harm to our 31 properties in Houston,
ranging from broken signage to uprooted landscaping; other properties had more significant issues, such as damaged
roofing and exterior siding.  As of June 30, 2010, we have accrued $2.3 million in expenses representing the cost to
complete the remaining repairs.  A portion of the $2.3 million accrual is estimated and is sensitive to the scope
requirements of our lenders and labor and material cost of our vendors.  We completed a settlement of our insurance
claims during the third quarter of 2009 for $7.0 million.

Executive Relocation.  On July 9, 2010, upon the unanimous recommendation of our Compensation Committee, we
entered into an arrangement with Mr. Mastandrea with respect to the disposition of his residence in Cleveland,
Ohio.  Mr. Mastandrea listed the residence in the second half of 2007 and has had no offers. In the meantime, Mr.
Mastandrea has continued to pay for security, taxes, insurance and maintenance expenses related to the residence.  In
May 2010 we engaged a professional relocation firm to market the home and assist in moving the Mastandrea family
to Houston.  Since the engagement of the relocation firm, no offers on the home have been received.  Under the
relocation arrangement, we will pay Mr. Mastandrea the shortfall, if any, in the amount realized from the sale of the
Cleveland residence, below $2,450,000, not to exceed $700,000, plus tax on the amount of such payment at the
maximum federal income tax rate.  The first $450,000 plus the tax on that amount will be paid in cash.  Any amount
payable in excess of $450,000 will be paid in Common Shares at the market value of the shares, as determined in the
reasonable judgment of the Board, as of the time of the sale of the residence.  The Common Shares payable to Mr.
Mastandrea, if any, will be delivered over four consecutive quarters in equal installments.  In addition, the
arrangement requires us to continue paying the previously agreed upon cost of housing expenses for the Mastandrea
family in Houston, Texas for a period of one year following the date of sale of the residence.  We have previously
agreed to reimburse Mr. Mastandrea for out of pocket moving costs including packing, temporary storage,
transportation and moving supplies.

10.  Incentive Share Plan

On July 29, 2008, our shareholders approved our 2008 Plan which provides that awards may be made with respect to
Common Shares or OP Units, which may be converted into Common Shares of Whitestone. The 2008 Plan authorizes
awards in respect of an aggregate of 2,164,444 Common Shares. The maximum aggregate number of Common Shares
that may be issued under the 2008 Plan will be increased upon each issuance of Common Shares by Whitestone
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WHITESTONE REIT AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2010
(Unaudited)

2008 Plan shall equal to 12.5% of the aggregate number of Common Shares of Whitestone and OP Units issued and outstanding (other than
treasury shares and/or units issued to or held by Whitestone).

The Compensation Committee of Whitestone’s Board of Trustees administers the 2008 Plan, except awards to
non-employee trustees, which are administered by Whitestone’s Board of Trustees. The Committee is authorized to
grant stock options, including both incentive stock options and non-qualified stock options, as well as stock
appreciation rights, either with or without a related option. The Committee is also authorized to grant restricted
Common Shares, restricted common share units, performance awards and other share-based awards.

On January 6, 2009, the Compensation Committee, pursuant to the Plan, granted to certain of its officers restricted
Common Shares and restricted common share units subject to certain restrictions.  The restricted Common Shares and
restricted common share units will vest based on certain performance goals (as specified in the award
agreement).  The grantee is the record owner of the restricted Common Shares and has all rights of a shareholder with
respect to the restricted Common Shares, including the right to vote the restricted Common Shares and to receive
dividends and distributions with respect to the restricted Common Shares. The grantee has no rights of a shareholder
with respect to the restricted common share units, including no right to vote the restricted common share units and no
right to receive current dividends and distributions with respect to the restricted common share units until the
restricted common share units are fully vested and convertible to Common Shares of Whitestone.

A summary of the share-based incentive plan activity as of and for the six months ended June 30, 2010 is as follows:

Shares              

Weighted-Average
Grant Date Fair

Value

Non-vested at December 31, 2009 1,765,687 $ 4.13
Granted 95,571 4.70
Vested (167,094 ) 4.16
Forfeited (29,483 ) 3.71
Non-vested at June 30, 2010 1,664,681 $ 4.17
Available for grant at June 30, 2010 381,232

Total compensation recognized in earnings for share-based payments for the three months ended June 30, 2010 and
2009 was $0.1 million and $0.2 million, respectively, and total compensation recognized in earnings for share-based
payments for the six months ended June 30, 2010 and 2009 was $0.1 million and $0.5 million, respectively.

Total compensation recognized in earnings for share-based payments for the year ended December 31, 2009 was $1.0
million, which represented achievement of the first performance-based target.  With our current asset base,
management does not expect to achieve the next performance-based target.  Should we increase our asset base, we
may achieve the next performance-based target.  As a result, as of June 30, 2010, there was no unrecognized
compensation cost related to outstanding nonvested performance-based shares based on management’s current
estimates.

As of June 30, 2010, there were 48,563 outstanding nonvested time-based shares with a weighted
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WHITESTONE REIT AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2010
(Unaudited)

average grant date fair value of $5.15 per share, resulting in total unrecognized compensation cost of $0.2 million, which is expected to be
recognized over a weighted-average period of approximately 3 years.  The fair value of the shares granted was determined based on observable
market transactions occurring near the date of the grants.

11.  Grants to Trustees

On March 25, 2009, each of our five independent trustees was granted 5,000 restricted Common Shares which vest in
equal installments in 2010, 2011, and 2012.  During the six months ended June 30, 2010, 11,668 of these restricted
shares vested.  These restricted shares were granted pursuant to individual grant agreements and were not pursuant to
our 2008 Plan.

The 25,000 shares granted to our five independent trustees had a weighted average grant date fair value of $4.94 per
share, resulting in total unrecognized compensation cost of $0.1 million as of June 30, 2010, which is expected to be
recognized over a weighted-average period of approximately two years.  The fair value of the shares granted during
2009 was determined based on observable market transactions occurring near the date of the grants.

12.  Segment Information

Historically, our management has not differentiated results of operations by property type or location and therefore
does not present segment information.

13.  Related Party Transactions

Spoerlein Commons Acquisition

On January 16, 2009, we, through our Operating Partnership, acquired Spoerlein Commons, a property located in
Buffalo Grove, Illinois.  Our Operating Partnership acquired Spoerlein Commons pursuant to the terms and conditions
of the purchase, sale and contribution agreement dated December 18, 2008, between our Operating Partnership and
Bank One Chicago, NA as trustee under a trust agreement dated January 29, 1986 (“Seller”).  Midwest Development
Venture IV (“Midwest”) is the sole beneficiary of the Seller under the Trust Agreement.

An independent appraiser valued Spoerlein Commons for $9.6 million.  In exchange for this property, our Operating
Partnership paid the Seller $5.5 million, received credit for net prorations of $0.3 million and issued 703,912 OP
Units, valued at $5.15 per unit by an independent appraiser, or an aggregate of $3.6 million, for a total purchase price
of $9.4 million.

Midwest, the sole beneficiary of the Seller, was entitled to all earnings and proceeds from the sale of Spoerlein
Commons.  James C. Mastandrea, our Chairman, President and Chief Executive Officer, is the controlling limited
partner in Midwest.  Because of Mr. Mastandrea’s relationship with the Seller, a special committee of the independent
trustees determined the terms of the transaction, which included the use of an independent appraiser to value Spoerlein
Commons.

Our OP Units were issued in reliance on the exemption from registration provided by Section 4(2) under the Securities
Act of 1933, as amended. The issuance was not effected using any form of general advertising or general solicitation,
and the issuance was made to a qualified investor.
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2009.  The results of Spoerlein Commons are included in our consolidated financial statements as of the date of the acquisition.

Executive Relocation

On July 9, 2010, upon the unanimous recommendation of our Compensation Committee, we entered into an
arrangement with Mr. Mastandrea with respect to the disposition of his residence in Cleveland, Ohio.  Mr. Mastandrea
listed the residence in the second half of 2007 and has had no offers. In the meantime, Mr. Mastandrea has continued
to pay for security, taxes, insurance and maintenance expenses related to the residence.  In May 2010 we engaged a
professional relocation firm to market the home and assist in moving the Mastandrea family to Houston.  Since the
engagement of the relocation firm, no offers on the home have been received.  Under the relocation arrangement, we
will pay Mr. Mastandrea the shortfall, if any, in the amount realized from the sale of the Cleveland residence, below
$2,450,000, not to exceed $700,000, plus tax on the amount of such payment at the maximum federal income tax
rate.  The first $450,000 plus the tax on that amount will be paid in cash.  Any amount payable in excess of $450,000
will be paid in Common Shares at the market value of the shares, as determined in the reasonable judgment of the
Board, as of the time of the sale of the residence.  The Common Shares payable to Mr. Mastandrea, if any, will be
delivered over four consecutive quarters in equal installments.  In addition, the arrangement requires us to continue
paying the previously agreed upon cost of housing expenses for the Mastandrea family in Houston, Texas for a period
of one year following the date of sale of the residence.  We have previously agreed to reimburse Mr. Mastandrea for
out of pocket moving costs including packing, temporary storage, transportation and moving supplies.
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Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion of our financial condition and results of operations in conjunction with our
consolidated financial statements and the notes thereto included in this quarterly report on Form 10-Q (the
“Report”).  For more detailed information regarding the basis of presentation for the following information, you should
read the notes to the consolidated financial statements included in this Report.

This Report contains forward-looking statements within the meaning of the federal securities laws, including
discussion and analysis of our financial condition, anticipated capital expenditures required to complete projects,
amounts of anticipated cash distributions to our shareholders in the future and other matters.  These forward-looking
statements are not historical facts but are the intent, belief or current expectations of our management based on its
knowledge and understanding of our business and industry.  Forward-looking statements are typically identified by
the use of terms such as “may,” “will,” “should,” “potential,” “predicts,” “anticipates,” “expects,” “intends,” “plans,” “believes,” “seeks,”
“estimates” or the negative of such terms and variations of these words and similar expressions.  These statements are
not guarantees of future performance and are subject to risks, uncertainties and other factors, some of which are
beyond our control, are difficult to predict and could cause actual results to differ materially from those expressed or
forecasted in the forward-looking statements.

Forward-looking statements that were true at the time made may ultimately prove to be incorrect or false.  You are
cautioned to not place undue reliance on forward-looking statements, which reflect our management’s view only as of
the date of this Report.  We undertake no obligation to update or revise forward-looking statements to reflect changed
assumptions, the occurrence of unanticipated events or changes to future operating results.  Factors that could cause
actual results to differ materially from any forward-looking statements made in this Report include:

•  the imposition of federal taxes if we fail to qualify as a REIT in any taxable year or forego an opportunity to ensure
REIT status;

•  uncertainties related to the national economy, the real estate industry in general and in our specific markets;

•  legislative or regulatory changes, including changes to laws governing REITs;

•  adverse economic or real estate developments in Texas, Arizona or Illinois;

•  increases in interest rates and operating costs;

•  inability to obtain necessary outside financing;

•  litigation risks;

•  lease-up risks;

•  inability to obtain new tenants upon the expiration of existing leases;

•  inability to generate sufficient cash flows due to market conditions, competition, uninsured losses, changes in tax or
other applicable laws; and

•  the potential need to fund tenant improvements or other capital expenditures out of operating cash flow.
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The forward-looking statements should be read in light of these factors and the factors identified in the “Risk Factors”
sections of our Annual Report on Form 10-K for the year ended December 31, 2009, as previously filed with the
Securities and Exchange Commission (the “SEC”) and of this quarterly report below.

Overview

We are a fully integrated real estate company that owns and operates Community Centered Properties in culturally
diverse markets in major metropolitan areas.  We define Community Centered Properties as visibly located properties
in established or developing culturally diverse neighborhoods in our target markets.  Founded in 1998, we are
internally managed with a portfolio of commercial properties in Texas, Arizona and Illinois.

In October 2006, our current management team joined the company and adopted a strategic plan to acquire, redevelop,
own and operate Community Centered Properties.  We market, lease, and manage our centers to match tenants with
the shared needs of the surrounding neighborhood.  Those needs may include specialty retail, grocery, restaurants and
medical, educational and financial services.  Our goal is for each property to become a Whitestone-branded business
center or retail community that serves a neighboring five-mile radius around our property.  We employ and develop a
diverse group of associates who understand the needs of our multicultural communities and tenants.

As of June 30, 2010, we had a total of 770 tenants.  We have a diversified tenant base with our largest tenant
comprising only 2.3% of our total revenues for the six months ended June 30, 2010.  Lease terms for our properties
range from less than one year for smaller tenants to over 15 years for larger tenants.  Our leases generally include
minimum monthly lease payments and tenant reimbursements for payment of taxes, insurance and maintenance.  We
completed 137 new and renewal leases during the six months ended June 30, 2010 totaling approximately 326,000
square feet and $14.6 million in total lease value.  This compares to 127 new and renewal leases totaling
approximately 300,000 square feet and approximately $11.4 million in total lease value during the same period in
2009.

We employed 52 full-time employees as of June 30, 2010.  As an internally managed REIT, we bear our own
expenses of operations, including the salaries, benefits and other compensation of our employees, office expenses,
legal, accounting and investor relations expenses and other overhead costs.

How We Derive Our Revenue

Substantially all of our revenue is derived from rents received from leases at our properties. We had rental income and
tenant reimbursements of approximately $7.8 million for the three months ended June 30, 2010 as compared to $8.2
million for the three months ended June 30, 2009, a decrease of $0.4 million, or 5%.  Rental income and tenant
reimbursements for the six months ended June 30, 2010 and 2009 were approximately $15.5 million and $16.2
million, respectively, a decrease of $0.7 million, or 4%.  The decrease in revenue is primarily attributable to lower
tenant reimbursement revenues resulting from decreased property expenses, and slightly lower average
occupancy.  Our occupancy rate was 82% as of  June 30, 2010 and 2009.

Known Trends in Our Operations; Outlook for Future Results

Rental Income

We expect our rental income to increase year-over-year due to the addition of properties. We also expect modest
continued improvement in the overall economy in Houston to provide slight increases in occupancy at certain of our
properties, which should result in some growth in rental income.

Scheduled Lease Expirations
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approximately 41% of our gross leasable square footage is subject to leases that expire prior to December 31, 2012.  We routinely seek to renew
leases with our existing tenants prior to their expiration and typically begin discussions with tenants as early as 18 months prior to the expiration
date of the existing lease.  While our early renewal program and other leasing and marketing efforts target these expiring leases, and while we
hope to re-lease most of that space prior to expiration of the leases at rates comparable to or slightly in excess of the current rates, market
conditions, including new supply of properties, and macroeconomic conditions in Houston and nationally could adversely impact our renewal
rate and/or the rental rates we are able to negotiate.  If any of these risks materialize, our cash flow and ability to pay dividends could be
adversely affected.

Acquisitions

We expect to actively seek acquisitions in the foreseeable future. As of June 30, 2010, we owned and operated 36
Community Centered properties consisting of:

•  Eighteen retail centers containing approximately 1.2 million square feet of leasable space and having a total
carrying amount (net of accumulated depreciation) of $69.3 million.

•  Seven office building centers containing approximately 0.6 million square feet of leasable space and having a total
carrying amount (net of accumulated depreciation) of $45.3 million.

•  Eleven office/flex centers containing approximately 1.2 million square feet of leasable space and having a total
carrying amount (net of accumulated depreciation) of $41.8 million.

We intend to aggressively source additional acquisition opportunities that meet our investment criteria in all our
markets.

Property Acquisitions

We seek to acquire commercial properties in high-growth markets. Our acquisition targets are properties that fit our
Community Centered Properties strategy.  We define Community Centered Properties as visibly located properties in
established or developing, culturally diverse neighborhoods in our target markets, primarily in and around Phoenix,
Chicago, Dallas, San Antonio and Houston.  We market, lease, and manage our centers to match tenants with the
shared needs of the surrounding neighborhood.  Those needs may include specialty retail, grocery and medical,
educational and financial services.  Our goal is for each property to become a Whitestone-branded business center or
retail community that serves a neighboring five-mile radius around our property.

In January 2009, we acquired a property that meets our Community Centered Property strategy, containing 41,396
leasable square feet located in Buffalo Grove, Illinois for approximately $9.4 million, including cash of $5.5 million,
issuance of 703,912 units of limited partnership interest in our Operating Partnership (“OP Units”) valued at
approximately $3.6 million and credit for net prorations of $0.3 million.  The property, Spoerlein Commons, is a
two-story complex of retail, medical and professional office tenants.  We acquired the property from Midwest
Development Venture IV (“MDV IV”), an Illinois limited partnership controlled by James C. Mastandrea, our
Chairman, President and Chief Executive Officer.  Because of Mr. Mastandrea’s relationship with the seller, a special
committee consisting solely of the independent trustees, negotiated the terms of the transaction, which included the
use of an independent appraiser to value the property.

In October 2007, we acquired a property that meets our Community Centered Property strategy, containing 33,400
leasable square feet in the Phoenix, Arizona metropolitan area, for approximately $8.3 million.  The property, Pima
Norte, is a one-story and two-story class “A” professional, executive and medical office building.  We began leasing
Pima Norte during 2008.  Since we acquired the property in 2007, we have invested approximately $0.8 million to
complete the build-out of one of the buildings and have capitalized approximately $0.5 million in interest cost,
resulting in the total investment through June
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30, 2010 of approximately $9.6 million.

Critical Accounting Policies

In preparing the consolidated financial statements, we have made estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reported periods. Actual results may differ
from these estimates.  A summary of our critical accounting policies is included in our Form 10-K for the year ended
December 31, 2009, under Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations.  There have been no significant changes to these policies during the first six months of 2010.  For
disclosure regarding recent accounting pronouncements and the anticipated impact they will have on our operations,
please refer to Note 2 of the consolidated financial statements.

Results of Operations

Comparison of the Three Month Periods Ended June 30, 2010 and 2009

The following tables provide a general comparison of our results of operations for the three months ended June 30,
2010 and 2009 (in thousands, except for number of properties, aggregate gross leasable area and per share and OP
Unit data):

June 30, 2010 June 30, 2009
(revised)

Number of properties owned and operated 36 36
Aggregate gross leasable area (sq. ft) (1) 3,014,264 3,039,300
Ending occupancy rate 82 % 82 %

Total property revenues $ 7,832 $ 8,203
Total property expenses 3,039 3,319
Total other expenses 4,428 4,743
Provision for income taxes 102 57
Loss on disposal of assets 8 12
Net income 255 72
Less: Net income attributable to noncontrolling interests 89 25
Net income attributable to Whitestone REIT $ 166 $ 47

Funds from operations (2) $ 1,895 $ 1,633
Dividends and distributions paid on common shares and OP Units 1,785 1,694
    Per common share and OP Unit $ 0.1125 $ 0.1125
    Dividends paid as a % of funds from operations 94 % 104 %
_____________________
(1)During the first quarter of 2010, we concluded that approximately 25,000 square feet at our Kempwood Plaza and
Centre South locations were no longer leasable, and they are no longer included in the gross leasable area.

(2) For a reconciliation of funds from operations to net income, see Funds From Operations below.

Property revenues.  We had rental income and tenant reimbursements of approximately $7.8 million for the three
months ended June 30, 2010 as compared to $8.2 million for the three months ended June 30, 2009, a decrease of $0.4
million, or 5%.  The decrease in revenue is primarily attributable to lower tenant reimbursement revenues resulting
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Property expenses.  Our property expenses were $3.0 million for the three months ended June 30, 2010, as compared
to $3.3 million for the three months ended June 30, 2009, a decrease of $0.3 million, or 9%.  The primary components
of total property expenses are detailed in the table below (in thousands):

Three Months Ended June
30,

2010 2009
(revised)

Real estate taxes $ 894 $ 1,063
Utilities 556 608
Contract services 559 548
Repairs and maintenance 312 488
Bad debt 191 246
Labor and other 527 366
    Total property expenses $ 3,039 $ 3,319

Real estate taxes.  Real estate taxes decreased $169,000, or 16 %, during 2010, primarily as a result of lower
valuations by the various county appraisal districts.  In 2010, as a result of our formal protests of assessed values, the
various appraisal districts have agreed to lower valuations, and resulting taxes, by significant amounts.  We actively
work to keep our valuations, and resulting taxes, as low as possible as most of these taxes are passed through to our
tenants through triple net leases.

Utilities.  Utilities decreased $52,000, or 9%, during 2010.  The decrease in utility expenses is primarily attributed to
the electricity usage of our six office buildings in Texas which were charged at a lower rate per kilowatt hour during
2010 due to our new contracts with our electricity provider for lower fixed rates.

Contract services.  Contract services increased $11,000, or 2%, during 2010.

Repairs and Maintenance.  Repairs and maintenance decreased $176,000, or 36%, during 2010 are primarily
attributable to decreases in roof, parking lot and electrical and lighting costs and the internalization of many
maintenance functions.  We expect repair and maintenance costs  and the related tenant reimbursement revenues to
increase in the third and fourth quarters of 2010 as certain major maintenance items are scheduled to occur.

Bad debt.  Bad debt for the three months ended June 30, 2010 was $55,000, or 22%, less than in 2009.  We vigorously
pursue past due accounts, but expect collection of rents to continue to be challenging for the foreseeable future.

Labor and other.  Increases of $161,000, or 44%, in labor and other during 2010 are the result of the internalization of
many maintenance functions and increased focus on tenant service and property conditions by property management
personnel.  We have been able to accomplish a greater focus on tenant service and property conditions as a result of
realignment of duties and reductions in administrative duties required of these individuals.  This decrease in
administrative duties is a result of improvements in systems, processes and reporting.
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Other expenses.  Our other expenses were $4.4 million for the three months ended June 30, 2010, as compared to $4.7
million for the three months ended June 30, 2009, a decrease of approximately $0.3 million, or 6%.  The primary
components of other expenses, net are detailed in the table below (in thousands):

Three Months Ended June
30,

2010 2009
(revised)

General and administrative $ 1,272 $ 1,625
Depreciation and amortization 1,759 1,710
Involuntary conversion - (51 )
Interest expense 1,402 1,470
Interest income (5 ) (11 )
    Total other expenses $ 4,428 $ 4,743

General and administrative. General and administrative expenses decreased approximately $353,000 or 22% for the
three months ended June 30, 2010 compared to the same period in 2009.  Share-based compensation expense
decreased approximately $184,000 during 2010.  The majority of share-based compensation recognized during 2009
represented the achievement of the first performance-based target.  With our current asset base, management does not
expect to achieve the second performance-based target and expects share-based compensation to be significantly
lower during 2010 than 2009.  Should we increase our asset base, we may achieve the next performance-based target
and begin expensing the shares expected to vest upon the achievement of the second target.

Salaries and benefits, excluding share-based compensation, were approximately $94,000 less during the three months
ended June 30, 2010 than during the same period in 2009, primarily as a result of lower headcount and company wide
salary reductions taken in October 2009.  Additionally, our allocation of internal labor to properties increased
$107,000 in 2010, reducing general and administrative expense and increasing property expenses.  Property
management personnel have been able to achieve a greater focus on tenant service and property conditions because
much of their administrative burden was removed by realignment of duties and system and process
improvements.  Other general and administrative expenses increased $32,000.

Involuntary conversion.  Involuntary conversion gain of $51,000 during 2009 represents the June 30, 2009 estimate of
insurance proceeds and costs associated with Hurricane Ike.  As of June 30, 2010, we have accrued $2.3 million in
expenses representing the cost to complete the remaining repairs.  A portion of the $2.3 million accrual is estimated
and is sensitive to the scope requirements of our lenders and labor and material cost of our vendors.  We completed a
settlement of our insurance claims during the third quarter of 2009 for $7.0 million, and the full impact of the
settlement was not known or included in the June 30, 2009 involuntary conversion gain.

Interest expense.  Interest expense for the three months ended June 30, 2010 was $1,402,000, a decrease of $68,000,
or 5%, from 2009.  A decrease in the average outstanding note payable balance of $7,999,000 accounted for
approximately $107,000 in decreased interest expense during 2010, while a higher effective per annum interest rate
(excluding loan fee amortization) of 5.5% in 2010 as compared to 5.4% in 2009 accounted for approximately $39,000
in increased interest expense.
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Results of Operations

Comparison of the Six Month Periods Ended June 30, 2010 and 2009

The following tables provide a general comparison of our results of operations for the six months ended June 30, 2010
and 2009 (in thousands, except for number of properties, aggregate gross leasable area and per share and OP Unit
data):

June 30, 2010 June 30, 2009
(revised)

Number of properties owned and operated 36 36
Aggregate gross leasable area (sq. ft) (1) 3,014,264 3,039,300
Ending occupancy rate 82 % 82 %

Total property revenues $ 15,541 $ 16,247
Total property expenses 5,992 6,505
Total other expenses 8,762 9,538
Provision for income taxes 156 111
Loss on disposal of assets 41 53
Net income 590 40
Less: Net income attributable to noncontrolling interests 207 14
Net income attributable to Whitestone REIT $ 383 $ 26

Funds from operations (2) $ 3,860 $ 3,189
Dividends and distributions paid on common shares and OP Units 3,558 3,381
    Per common share and OP Unit $ 0.1125 $ 0.1125
    Dividends paid as a % of funds from operations 92 % 106 %
_____________________
(1)During the first quarter of 2010, we concluded that approximately 25,000 square feet at our Kempwood Plaza and

Centre South locations were no longer leasable, and they are no longer included in the gross leasable area.

(2) For a reconciliation of funds from operations to net income, see Funds From Operations below.

Property revenues.  We had rental income and tenant reimbursements of approximately $15.5 million for the six
months ended June 30, 2010 as compared to $16.2 million for the six months ended June 30, 2009, a decrease of $0.7
million, or 4%.  The primary reasons for the decrease were lower tenant reimbursement revenues, as a result of lower
property expenses, and slightly lower average occupancy for the first six months of 2010 as compared to the same
period in 2009.

Property expenses.  Our property expenses were $6.0 million for the six months ended June 30, 2010, as compared to
$6.5 million for the six months ended June 30, 2009, a decrease of $0.5 million, or 8%.  The primary components of
total property expenses are detailed in the table below (in thousands):

Six Months Ended June 30,
2010 2009

(revised)
Real estate taxes $ 2,046 $ 2,112
Utilities 1,136 1,226
Contract services 1,073 1,091
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Repairs and maintenance 542 751
Bad debt 220 464
Labor and other 975 861
    Total property expenses $ 5,992 $ 6,505

22

Edgar Filing: Whitestone REIT - Form 10-Q

38



Real estate taxes.  Real estate taxes decreased $66,000, or 3%, during the first six months of 2010, primarily as a
result of lower valuations by the various county appraisal districts.  In 2010, as a result of our formal protests of
assessed values, the various appraisal districts have agreed to lower valuations, and resulting taxes, by significant
amounts.  We actively work to keep our valuations, and resulting taxes, as low as possible as most of these taxes are
passed through to our tenants through triple net leases.

Utilities.  Utilities decreased $90,000, or 7%, during 2010.  The decrease in utility expenses is primarily attributable to
the electricity usage of our six office buildings in Texas which were charged at a lower rate per kilowatt hour during
2010 due to our new contracts with our electricity provider for lower fixed rates.

Contract services.  Contract services decreased $18,000, or 2%, during 2010.

Repairs and Maintenance.  Repairs and maintenance decreased $209,000, or 28%, during 2010 are primarily
attributable to decreases in parking lot repairs, roofing repairs and electrical and lighting repair costs and the
internalization of many maintenance functions.  We expect repair and maintenance costs  and the related tenant
reimbursement revenues to increase in last six months of 2010 as certain major maintenance items are scheduled to
occur.

Bad debt.  Bad debt for the six months ended June 30, 2010 was $244,000, or 53%, less than in 2009.  The decrease in
bad debt is primarily attributable to settlements with a small number of tenants that carried large past due accounts
receivable balances during the first quarter of 2010.  The settlements resulted in recoveries of accounts receivable
balances on which we previously recorded allowances for bad debt, resulting in decreased bad debt expense in
2010.  The settlements also provided for partial reversals of late fees when certain payment arrangement milestones
were met, resulting in decreased late fee revenues and bad debt expense in 2010.  We vigorously pursue past due
accounts, but expect collection of rents to continue to be challenging for the foreseeable future.

Labor and other.  Increases of $114,000, or 13%, in labor and other during 2010 are primarily the result of the
internalization of many maintenance functions and increased focus on tenant service and property conditions by
property management personnel.  We have been able to accomplish a greater focus on tenant service and property
conditions as a result of realignment of duties and reductions in administrative duties required of these
individuals.  This decrease in administrative duties is a result of improvements in systems, processes and reporting.

Other expenses.  Our other expenses were $8.8 million for the six months ended June 30, 2010, as compared to $9.5
million for the six months ended June 30, 2009, a decrease of approximately $0.7 million, or 7%.  The primary
components of other expenses, net are detailed in the table below (in thousands):

Six Months Ended June 30,
2010 2009

(revised)
General and administrative $ 2,472 $ 3,054
Depreciation and amortization 3,493 3,418
Involuntary conversion - 190
Interest expense 2,809 2,898
Interest income (12 ) (22 )
    Total other expenses $ 8,762 $ 9,538

General and administrative. General and administrative expenses decreased approximately $582,000 or 19% for the
six months ended June 30, 2010 compared to the same period in 2009.  Share-based compensation expense decreased
approximately $354,000 during 2010.  The majority of share-based compensation recognized during 2009 represented
the achievement of the first performance-based target.  
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With our current asset base, management does not expect to achieve the second performance-based target and expects
share-based compensation to be significantly lower during 2010 than 2009.  Should we increase our asset base, we
may achieve the next performance-based target and begin expensing the shares expected to vest upon the achievement
of the second target.

Salaries and benefits, excluding share-based compensation, were approximately $162,000 less during the six months
ended June 30, 2010 than during the same period in 2009, primarily as a result of lower headcount and company wide
salary reductions taken in October 2009.  Additionally, our allocation of internal labor to properties increased
$205,000 in 2010, reducing general and administrative expense and increasing property expenses.  Property
management personnel have been able to achieve a greater focus on tenant service and property conditions because
much of their administrative burden was removed by realignment of duties and system and process
improvements.  Other general and administrative expenses increased $139,000 and were primarily comprised of
professional fees.

Involuntary conversion.  Involuntary conversion expense of $190,000 during 2009 represents costs associated with
Hurricane Ike.  As of June 30, 2010, we have accrued $2.3 million in expenses representing the cost to complete the
remaining repairs.  A portion of the $2.3 million accrual is estimated and is sensitive to the scope requirements of our
lenders and labor and material cost of our vendors.  We completed a settlement of our insurance claims during the
third quarter of 2009 for $7.0 million, and the full impact of the settlement was not known or included in the June 30,
2009 involuntary conversion.

Interest expense.  Interest expense for the six months ended June 30, 2010 was $2,809,000, a decrease of $89,000, or
3%, for the same period in 2009.  A decrease in the average outstanding note payable balance of $4,739,000
accounted for approximately $129,000 in decreased interest expense during 2010, while a higher effective per annum
interest rate (excluding loan fee amortization) of 5.5% in 2010 as compared to 5.4% in 2009 accounted for
approximately $40,000 in increases to interest expense.

Funds From Operations

The National Association of Real Estate Investment Trusts (“NAREIT”) defines funds from operations (“FFO”) as net
income (loss) available to common shareholders computed in accordance with U.S. generally accepted accounting
principles (“GAAP”), excluding gains or losses from sales of operating real estate assets and extraordinary items, plus
depreciation and amortization of operating properties, including our share of unconsolidated real estate joint ventures
and partnerships.  We calculate FFO in a manner consistent with the NAREIT definition.

Management uses FFO as a supplemental measure to conduct and evaluate our business because there are certain
limitations associated with using GAAP net income alone as the primary measure of our operating
performance.  Historical cost accounting for real estate assets in accordance with GAAP implicitly assumes that the
value of real estate assets diminishes predictably over time.  Because real estate values instead have historically risen
or fallen with market conditions, management believes that the presentation of operating results for real estate
companies that use historical cost accounting is insufficient by itself.  In addition, securities analysts, investors, and
other interested parties use FFO as the primary metric for comparing the relative performance of equity REITs.  There
can be no assurance that FFO presented by us is comparable to similarly titled measures of other REITs.

FFO should not be considered as an alternative to net income or other measurements under GAAP as an indicator of
our operating performance or to cash flows from operating, investing or financing activities as a measure of
liquidity.  FFO does not reflect working capital changes, cash expenditures for capital improvements or principal
payments on indebtedness.
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Below is the calculation of FFO and the reconciliation to net income attributable to Whitestone REIT, which we
believe is the most comparable GAAP financial measure (in thousands):

Reconciliation of Non-GAAP Financial Measures

Three Months Ended June
30,

Six Months Ended June
30,

2010 2009 2010 2009

Net income attributable to Whitestone REIT $ 166 $ 47 $ 383 $ 26
    Depreciation and amortization of real estate assets 1,632 1,549 3,229 3,096
    Loss on disposal of assets 8 12 41 53
    Net income attributable to noncontrolling interests 89 25 207 14
FFO $ 1,895 $ 1,633 $ 3,860 $ 3,189

Liquidity and Capital Resources

Overview

Our primary liquidity demands are distributions to holders of our Common Shares and OP Units, capital
improvements and repairs and maintenance for our properties, acquisition of additional properties, tenant
improvements and debt repayments.

Primary sources of capital for funding our acquisitions and redevelopment programs are cash flows generated from
operating activities, issuances of notes payable, sales of Common Shares, sales of OP Units, sales of underperforming
properties and other financing opportunities (including a possible listing and public offering of certain of our Common
Shares).  We expect that our rental income will increase as we acquire additional properties, subsequently increasing
our cash flows generated from operating activities.

Our capital structure includes non-recourse secured debt that we originated on certain properties.  We may hedge the
future cash flows of certain debt transactions principally through interest rate swaps with major financial institutions.

During the six months ended June 30, 2010, our cash provided from operating activities was $3.8 million and our total
distributions were $3.6 million.  Therefore we had cash provided from operating activities in excess of distributions of
approximately $0.2 million.  Should we be unable to pay distributions entirely out of our cash flow from operations,
we may use cash on-hand, borrowings under any lines of credit available to us at the time or other bank debt.

We anticipate that cash flows from operating activities and our borrowing capacity will provide adequate capital for
our working capital requirements, anticipated capital expenditures and scheduled debt payments during the next 12
months.  We also believe that cash flows from operating activities and our borrowing capacity will allow us to make
all distributions required for us to continue to qualify to be taxed as a REIT.

Cash and Cash Equivalents

We had cash and cash equivalents of $3.9 million as of June 30, 2010, as compared to $6.3 million on December 31,
2009.  The decrease of $2.4 million was primarily the result of the following:

Sources of Cash

•  Cash provided from operations of $3.8 million.
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•  Payment of dividends and distributions of $3.6 million to holders of Common Shares and OP Units.

•  Principal payments on loans of $1.5 million.

•  Repurchase of common shares of $0.2 million.

•  Improvements to real estate of $0.9 million.

We place all cash in short-term, highly liquid investments that we believe provide appropriate safety of principal.

Debt

Mortgages and other notes payable consist of the following (in thousands):

Description
June

30, 2010
December 31,

2009

Fixed rate notes:
    $10.0 million 6.04% Note, due 2014 $ 9,576 $ 9,646
    $11.2 million 6.52% Note, due 2015 10,965 11,043
    $21.4 million 6.53% Notes, due 2013 20,436 20,721
    $24.5 million 6.56% Note, due 2013 24,236 24,435
    $9.9 million 6.63% Notes, due 2014 9,630 9,757
    $0.5 million 3.25% Note, due 2010 251 -
    $0.5 million 5.05% Note, due 2010 - 52

Floating rate note:
    $26.9 million LIBOR + 2.60% Note, due 2013 25,743 26,128

Total $ 100,837 $ 101,782

As of June 30, 2010, we had $100.6 million in notes secured by 21 properties with a carrying value of $107.1
million.  Our loans contain restrictions that would require the payment of prepayment penalties for the acceleration of
outstanding debt and are secured by deeds of trust on certain of our properties and assignment of certain rents and
leases associated with those properties.  As of June 30, 2010, we are in compliance with all loan covenants.

Annual maturities of notes payable as of June 30, 2010, are due as set forth below (in thousands):

Year
Amount Due
(in thousands)

2010 $ 1,398
2011 2,410
2012 2,543
2013 66,418
2014 17,799
2015 and thereafter 10,269
Total $ 100,837

Capital Expenditures

Edgar Filing: Whitestone REIT - Form 10-Q

45



We continually evaluate our properties’ performance and value.  We may determine it is in our

26

Edgar Filing: Whitestone REIT - Form 10-Q

46



shareholders’ best interest to invest capital in properties we believe have potential for increasing value.  We also may
have unexpected capital expenditures or improvements for our existing assets.  Additionally, we intend to continue
investing in similar properties outside of Texas in cities with exceptional demographics to diversify market risk, and
we may incur significant capital expenditures or make improvements in connection with any properties we may
acquire.

Distributions

The following distributions for Common Shares and OP Units were paid or declared payable during the six months
ended June 30, 2010 and the year ended December 31, 2009 (in thousands):

Period
2010
Status

2010
Amount

Per Share /
Op Unit

2009
Amount

Per Share /
Op Unit

January - March Paid $ 1,773 $ 0.1125 $ 1,687 $ 0.1125
April - June Paid 1,785 0.1125 1,694 0.1125

July – September Payable 1,511 0.0950 1,773 0.1125
October – December 1,772 0.1125

Effective with the second quarter of 2010, we lowered our quarterly distribution rate to $0.0950 per Common Share
and OP Unit.

Taxes

We elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended (the “Code”), beginning with
our taxable year ended December 31, 1999.  As a REIT, we generally are not subject to federal income tax on income
that we distribute to our shareholders.  If we fail to qualify as a REIT in any taxable year, we will be subject to federal
income tax on our taxable income at regular corporate rates.  We believe that we are organized and operate in such a
manner as to qualify to be taxed as a REIT, and we intend to operate so as to remain qualified as a REIT for federal
income tax purposes.

Inflation

We anticipate that our leases will continue to be triple-net leases or otherwise provide that tenants pay for increases in
operating expenses and will contain provisions that we believe will mitigate the effect of inflation.  In addition, many
of our leases are for terms of less than five years, which allows us to adjust rental rates to reflect inflation and other
changing market conditions when the leases expire.  Consequently, increases due to inflation, as well as ad valorem
tax rate increases, generally do not have a significant adverse effect upon our operating results.

Environmental Matters

Our properties are subject to environmental laws and regulations adopted by various governmental authorities in the
jurisdictions in which our operations are conducted.  From our inception, we have incurred no significant
environmental costs, accrued liabilities or expenditures to mitigate or eliminate future environmental contamination.

Off-Balance Sheet Arrangements

We have no significant off-balance sheet arrangements as of June 30, 2010 and December 31, 2009.
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Item 3.  Quantitative and Qualitative Disclosures About Market Risk

Our future income, cash flows and fair value relevant to our financial instruments depend upon prevailing market
interest rates.  Market risk is the risk of loss arising from adverse changes in market prices and interest rates.  The
principal market risk to which we are exposed is the risk related to interest rate fluctuations.  Based upon the nature of
our operations, we are not subject to foreign exchange or commodity risk.  We will be exposed to changes in interest
rates as a result of our financial instruments consisting of loans that have floating interest rates.  As of June 30, 2010,
we had $25.7 million of loans, or about 25% of our debt, with floating interest rates.  All of our financial instruments
were entered into for other than trading purposes.  As of June 30, 2010, we did not have a fixed rate hedge in place,
leaving $25.7 million subject to interest rate fluctuations.  The impact of a 1% increase or decrease in interest rates on
our debt would result in a decrease or increase of annual net income of approximately $0.3 million, respectively.

Item 4T.  Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The management of Whitestone REIT, under the supervision and with the participation of our principal executive and
financial officers, has evaluated the effectiveness of our disclosure controls and procedures in ensuring that
the  information required to be disclosed in our filings under Rule 13a-15(e) of the Securities Exchange Act of 1934,
as amended, is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and
forms, including ensuring that such information is accumulated and communicated to Whitestone REIT’s management
as appropriate to allow timely decisions regarding required disclosure. Based on such evaluation, our principal
executive and financial officers have concluded that such disclosure controls and procedures were effective as of June
30, 2010 (the end of the period covered by this Quarterly Report on Form 10-Q).

Changes in Internal Control Over Financial Reporting

During the quarter ended June 30, 2010, there have been no changes in our internal control over financial reporting
that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

We are subject to various legal proceedings and claims that arise in the ordinary course of business.  These matters are
generally covered by insurance.  While the resolution of these matters cannot be predicted with certainty, management
believes the final outcome of such matters will not have a material adverse effect on our consolidated financial
statements.

Item 1A. Risk Factors

There have been no material changes from the risk factors disclosed in the “Risk Factors” section of Whitestone’s
Annual Report on Form 10-K for the year ended December 31, 2009, other than the risk factors discussed below.

If the Internal Revenue Service, or IRS, were to determine that (i) we failed the 5% asset test for the first quarter of
our 2009 taxable year and (ii) our failure of that test was not attributable to reasonable cause, but rather, willful
neglect, we would fail to qualify as a REIT for our 2009 taxable year, which would adversely affect our operations
and our shareholders.

We recently discovered that we may have inadvertently violated the 5% asset test for the quarter ended March 31,
2009 as a result of utilizing a certain cash management arrangement with a commercial bank. If this investment in a
commercial paper investment account is not treated as cash, and is instead treated as a security for purposes of the
quarterly 5% asset test applicable to REITs, then we have failed that test for the first quarter of our 2009 taxable year.

If the IRS were to assert that we failed the 5% asset test for the first quarter of our 2009 taxable year and that such
failure was not due to reasonable cause, and the courts were to sustain that position, our status as a REIT would
terminate as of December 31, 2008. We would not be eligible to again elect REIT status until our 2014 taxable year.
Consequently, we would be subject to federal income tax on our taxable income at regular corporate rates and our
cash available for distributions to shareholders would be reduced.

Additionally, if we in fact failed the 5% test, but failure is considered due to reasonable cause and not willful neglect,
we would be subject to a tax equal to the greater of $50,000 or 35% of the net income from the commercial paper
investment account during the period in which we failed to satisfy the 5% asset test. The amount of such tax is
$50,000 and we paid such tax on April 27, 2010.
Recent healthcare reform legislation may affect our revenue and financial condition.

On March 23, 2010, the President of the United States signed into law the Patient Protection and Affordable Care Act
of 2010 and on March 30, 2010, the President signed into law the Health Care and Education Reconciliation Act,
which in part modified the Patient Protection and Affordable Care Act.  Together, the two Acts serve as the primary
vehicle for comprehensive health care reform in the United States.  The Acts are intended to reduce the number of
individuals in the United States without health insurance and effect significant other changes to the ways in which
health care is organized, delivered and reimbursed.  The complexities and ramifications of the new legislation are
significant, and will be implemented in a phased approach beginning in 2010 and concluding in 2018.  At this time,
the effects of health care reform and its impact on our business, our revenues and financial condition and those of our
tenants are not yet known.  Accordingly, the reform could adversely affect the cost of providing healthcare coverage
generally and the financial success of our tenants and consequently us.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Period
Total Number of
Shares
Purchased(1)

Average Price Paid
per Share

Total Number of
Shares
as Part of Publicly
Announced Plans or
Programs(2)

Maximum Number of
Shares that May Yet
Be
Purchased Under the
Plans or Programs

April 1, 2010 – April
30, 2010

48,571 $5.15 ___ ___

May 1, 2010 – May 31,
2010

___ ___ ___ ___

June 1, 2010 – June 30,
2010

___ ___ ___ ___

(1)During the three months ended June 30, 2010, the Company acquired Common Shares held by employees who
tenderedowned Common Shares to satisfy the tax withholding on the lapse of certain restrictions on restricted
shares.

(2) No shares were purchased as part of publicly announced plans or programs.

Item 3.  Defaults Upon Senior Securities

None.

Item 4.  [Removed and Reserved.]

Item 5.  Other Information

None.

Item 6.  Exhibits

The exhibits listed on the accompanying Exhibit Index are filed, furnished and incorporated by reference (as stated
therein) as part of this Report.

30

Edgar Filing: Whitestone REIT - Form 10-Q

52



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.

 Whitestone REIT

Date: August 2, 2010 /s/ James C. Mastandrea
James C. Mastandrea
Chief Executive Officer
(Principal Executive Officer)

Date: August 2, 2010 /s/ David K. Holeman
David K. Holeman
Chief Financial Officer
(Principal Financial and Principal Accounting Officer)
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EXHIBIT INDEX

Exhibit No.                      Description

3.1Articles of Amendment and Restatement of Declaration of Trust of Whitestone REIT (previously filed as and
incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K, filed on July 31, 2008)

3.2Articles Supplementary (previously filed as and incorporated by reference to Exhibit 3(i).1 to the Registrant’s
Current Report on Form 8-K, filed on December 6, 2006)

3.3Amended and Restated Bylaws (previously filed as and incorporated by reference to Exhibit 3.1 to the Registrant’s
Current Report on Form 8-K, filed on October 9, 2008)

4.1Specimen certificate for common shares of beneficial interest, par value $.001 (previously filed as and
incorporated by reference to Exhibit 4.2 to the Registrant’s Registration Statement on Form S-11, Commission File
No. 333-111674, filed on December 31, 2003)

31.1* Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2* Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1** Certificate of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32.2** Certificate of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
_______________________

*   Filed herewith.

** Furnished herewith.

Edgar Filing: Whitestone REIT - Form 10-Q

54


