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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains certain “forward-looking statements” within the meaning of the Private
Securities Litigation reform Act of 1995. Forward-looking statements give our current expectations or forecasts of
future events. You can identify these statements by the fact that they do not relate strictly to historical or current facts.
They contain words such as “anticipate,” “estimate,” “expect,” “project,” “intend,” “plan,” “believe” “may,” “could,” “might” and other
words or phrases of similar meaning in connection with any discussion of future operating or financial performance.
From time to time we also provide forward-looking statements in our Forms 10-Q and 8-K, Annual Reports to
Shareholders, press releases and other materials we may release to the public. Forward looking statements reflect our
current views about future events and are subject to risks, uncertainties, assumptions and changes in circumstances
that may cause actual results or outcomes to differ materially from those expressed in any forward looking statement.
Consequently, no forward looking statement can be guaranteed and our actual future results may differ materially.

Factors that may cause actual results to differ materially from current expectations include, but are not limited to:

•risks associated with the lodging industry, including competition, increases in wages, labor relations, energy and
fuel costs, actual and threatened pandemics, actual and threatened terrorist attacks, and downturns in domestic
and  international economic and market conditions, particularly in the San Francisco Bay area;

•risks associated with the real estate industry, including changes in real estate and zoning laws or regulations,
increases in real property taxes, rising insurance premiums, costs of compliance with environmental laws and
other  governmental regulations;

• the availability and terms of financing and capital and the general volatility of securities markets;

• changes in the competitive environment in the hotel industry;

• risks related to natural disasters;

• litigation; and

• other risk factors discussed below in this Report.

We caution you not to place undue reliance on these forward-looking statements, which speak only as to the date
hereof. We undertake no obligation to publicly update any forward looking statements, whether as a result of new
information, future events or otherwise. You are advised, however, to consult any further disclosures we make on
related subjects on our Forms 10-K, 10-Q, and 8-K reports to the Securities and Exchange Commission.

1
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PART I

Item 1. Business.

GENERAL

The InterGroup Corporation (“InterGroup” or the “Company” and may also be referred to as “we” “us” or “our” in this report) is
a Delaware corporation formed in 1985, as the successor to Mutual Real Estate Investment Trust ("M-REIT"), a New
York real estate investment trust created in 1965.  The Company has been a publicly-held company since M-REIT's
first public offering of shares in 1966.

The Company was organized to buy, develop, operate, rehabilitate and dispose of real property of various types and
descriptions, and to engage in such other business and investment activities as would benefit the Company and its
shareholders.  The Company was founded upon, and remains committed to, social responsibility.  Such social
responsibility was originally defined as providing decent and affordable housing to people without regard to race.  In
1985, after examining the impact of federal, state and local equal housing laws, the Company determined to broaden
its definition of social responsibility.  The Company changed its form from a REIT to a corporation so that it could
pursue a variety of investments beyond real estate and broaden its social impact to engage in any opportunity which
would offer the potential to increase shareholder value within the Company's underlying commitment to social
responsibility.

As of June 30, 2011, the Company owned approximately 77% of the common shares of Santa Fe Financial
Corporation (“Santa Fe”), a public company (OTCBB: SFEF). Santa Fe’s revenue is primarily generated through its
68.8% owned subsidiary, Portsmouth Square, Inc. (“Portsmouth”), a public company (OTCBB: PRSI). InterGroup also
directly owns approximately 11.7% of Portsmouth. Portsmouth’s principal business is conducted through its general
and limited partnership interest in the Justice Investors limited partnership (“Justice” or the “Partnership”). Portsmouth has
a 50.0% limited partnership interest in Justice and serves as one of the general partners. Justice owns a 544 room hotel
property located at 750 Kearny Street, San Francisco, California94108, known as the “Hilton San Francisco Financial
District” (the “Hotel”) and related facilities, including a five level underground parking garage. The financial statements
of Justice are consolidated with those of the Company. See Note 2 to the consolidated financial statements.

The other general partner, Evon Corporation (“Evon”), served as the managing general partner of Justice until December
1, 2008. As discussed below, the Limited Partnership Agreement was amended, effective December 1, 2008, to
provide for a change in the respective roles of the general partners. Pursuant to that amendment, Portsmouth became
the Managing General Partner of Justice while Evon assumed the role of Co-General Partner of Justice.

Most significant partnership decisions require the active participation and approval of both general partners. Pursuant
to the terms of the partnership agreement, voting rights of the partners are determined according to the partners’
entitlement to share in the net profit and loss of the partnership.  The Company is not entitled to any additional voting
rights by virtue of its position as a general partner. The partnership agreement also provides that no portion of the
partnership real property can be sold without the written consent of the general and limited partners entitled to more
than 72% of the net profit. As of June 30, 2011, there were 113 limited partners in Justice, including Portsmouth and
Evon.

Historically, the Partnership’s most significant source of income was a lease between Justice and Holiday Inn for the
Hotel portion of the property.  That lease was amended in 1995, and ultimately assumed by Felcor Lodging Trust, Inc.
(“Felcor”) in 1998. The lease of the Hotel to Felcor was terminated effective June 30, 2004. With the termination of the
Hotel lease, Justice assumed the role of an owner/operator with the assistance of a third party management company.
Effective July 1, 2004, the Hotel was operated as a Holiday Inn Select brand hotel pursuant to a short term franchise
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agreement until it was temporarily closed for major renovations on May 31, 2005. The Hotel was reopened on January
12, 2006 to operate as a full service Hilton hotel, pursuant to a Franchise License Agreement with Hilton Hotels
Corporation. Justice also has a Management Agreement with Prism Hospitality L.P. (“Prism”) to perform the day-to-day
management functions of the Hotel.
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Until September 30, 2008, the Partnership also derived income from the lease of the parking garage to Evon. As
discussed below, effective October 1, 2008, Justice entered into an installment sale agreement with Evon to purchase
the remaining term of the garage lease and related garage assets at which time the garage became a part of the
Partnership’s operations. Justice also leases a portion of the lobby level of the Hotel to a day spa operator.  Portsmouth
also receives management fees as a general partner of Justice for its services in overseeing and managing the
Partnership’s assets.

In addition to the operations of the Hotel, the Company also generates income from the ownership, management and,
when appropriate, sale of real estate.  Properties include eighteenapartment complexes, two commercial real estate
properties and two single-family houses.  The properties are located throughout the United States, but are concentrated
in Texas and Southern California.  The Company also has investments in unimproved real property.  All of the
Company’s residential rental properties in California are managed by professional third party property management
companies and the rental properties outside of California are managed by the Company. The commercial real estate in
California is also managed by the Company.

The Company acquires its investments in real estate and other investments utilizing cash, securities or debt, subject to
approval or guidelines of the Board of Directors and its Real Estate Investment Committee. The Company may also
look for new real estate investment opportunities in hotels, apartments, office buildings and development
properties.  The acquisition of any new real estate investments will depend on the Company’s ability to find suitable
investment opportunities and the availability of sufficient financing to acquire such investments. To help fund any
such acquisition, the Company may borrow funds to leverage its investment capital.  The amount of any such debt will
depend on a number of factors including, but not limited to, the availability of financing and the sufficiency of the
acquisition property’s projected cash flows to support the operations and debt service.

The Company also derives income from the investment of its cash and investment securities assets. The Company has
invested in income-producing instruments, equity and debt securities and will consider other investments if such
investments offer growth or profit potential. See Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations for a discussion of the Company’s marketable securities and other investments.

RECENT BUSINESS DEVELOPMENTS

Garage Installment Sale Agreement and Parking Facilities Management Agreement

Effective October 1, 2008, Justice and Evon entered into an Installment Sale Agreement whereby the Partnership
purchased all of Evon’s right title and interest in the remaining term of its lease of the parking garage, which was to
expire on November 30, 2010, and other related assets. The partnership also agreed to assume Evon’s contract with
Ace Parking Management, Inc. (“Ace Parking”) for the management of the garage and any other liabilities related to the
operation of the garage commencing October 1, 2008. The purchase price for the garage lease and related assets was
approximately $755,000, payable in one down payment of approximately $28,000 and 26 equal monthly installments
of approximately $29,000, which included interest at the rate of 2.4% per annum. The Note was fully paid as of
November 2010. See Note 9 to the Consolidated Financial Statements.

On October 31, 2010, Justice Investors and Ace Parking entered into an amendment of the Parking Agreement to
extend the term for a period of sixty two (62) months, commencing on November 1, 2010 and terminating December
31, 2015, subject to either party’s right to terminate the agreement without cause on ninety (90) days written notice.
The monthly management fee of $2,000 and the accounting fee of $250 remain the same, but the amendment modified
how the Excess Profit Fee to be paid to Ace would be calculated. The amendment provides that, if net operating
income (“NOI”) from the garage operations exceeds $1,800,000 but is less than $2,000,000, Ace will be entitled to an
Excess Profit Fee of one percent (1%) of the total annual NOI. If the annual NOI is $2,000,000 or higher, Ace will be
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entitled to an Excess Profit Fee equal to two percent (2%) of the total annual NOI. The prior Excess Profit Fee entitled
Ace to receive three percent of NOI in excess of $150,000.
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Amendments to Justice Investors Limited Partnership Agreement

On December 1, 2008, Portsmouth and Evon, as the two general partners of Justice, entered into a 2008 Amendment
to the Limited Partnership Agreement (the “Amendment”) that provides for a change in the respective roles of the
general partners. Pursuant to the Amendment, Portsmouth assumed the role of Managing General Partner and Evon
continued on as the Co-General Partner of Justice.  The Amendment was ratified by approximately 98% of the limited
partnership interests. The Amendment also provides that future amendments to the Limited Partnership Agreement
may be made only upon the consent of the general partners and at least seventy five percent (75%) of the interests of
the limited partners. Consent of at least 75% of the interests of the limited partners will also be required to remove a
general partner pursuant to the Amendment.

Effective November 30, 2010, the general and limited partners of Justice Investors entered into an Amended and
Restated Agreement of Limited Partnership, which was approved and ratified by more than 98% of the limited
partnership interests of Justice. The Partnership Agreement was amended and restated in its entirety to comply with
the new provisions of the California Corporations Code known as the “Uniform Limited Partnership Act of 2008”. The
amendment did not result in any material modifications of the rights or obligations of the general and limited partners.

New General Partner Compensation Agreement

Concurrent with the December 2008 Amendment to the Limited Partnership Agreement, a new General Partner
Compensation Agreement (the “Compensation Agreement”) was entered into on December 1, 2008, among Justice,
Portsmouth and Evon to terminate and supersede all prior compensation agreement for the general partners. Pursuant
to the Compensation Agreement, the general partners of Justice are entitled to receive an amount equal to 1.5% of the
gross annual revenues of the Partnership (as defined), less $75,000 to be used as a contribution toward the cost of
Justice engaging an asset manager. In no event shall the annual compensation be less than a minimum base of
approximately $285,000, with eighty percent (80%) of that amount being allocated to Portsmouth for itsservices as
managing general partner and twenty percent (20%) allocated to Evon as the co-general partner. Compensation earned
by the general partners in each calendar year in excess of the minimum base, will be payable in equal fifty percent
(50%) shares to Portsmouth and Evon. During the years ended June 30, 2011 and 2010, the general partners were paid
approximately $468,000 and $417,000 respectively, under the applicable compensation agreements. Of those
amounts, approximately $323,000 and $264,000 was paid to Portsmouth for fiscal 2011 and 2010.

Comstock Mining, Inc. Debt Restructuring

On October 20, 2010, as part of a debt restructuring of one of its investments, the Company exchanged approximately
$13,231,000 in notes, convertible notes and debt instruments that it held in Comstock Mining, Inc. (“Comstock” –
OTCBB: LODE)) for 13,231 shares ($1,000 stated value) of newly created 7 1/2% Series A-1 Convertible Preferred
Stock (the “A-1 Preferred”) of Comstock. Prior to the exchange, those notes and convertible debt instruments had a
carrying value of $1,809,000, net of impairment adjustments. The Company accounted for the transaction as an
exchange of its debt securities and recorded the new instruments (A-1 Preferred) received based on their fair
value.  The Company estimated the fair value of the A-1 Preferred at $1,000 per share, which was the stated value of
the instrument, for a total of $13,231,000.  The fair value of the A-1 Preferred had a similar value to the Series B
preferred stock financing (stated value of $1,000 per share) by which Comstock concurrently raised $35.7 million in
new capital from other investors in October 2010.   For the fiscal year ended June  30, 2011, the Company recorded an
unrealized gain of $11,422,000 related to the preferred stock received as part of the debt restructuring.

Sales and Purchases of Properties
In January 2011, the Company sold its 132-unit apartment complex located in San Antonio, Texas for $5,500,000 and
recognized a gain on the sale of real estate of $3,290,000.  The Company received net proceeds of $2,030,000 after
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selling costs and the pay-off of the related outstanding mortgage note payable of $3,215,000. The proceeds were
placed with a third party accommodator for the purpose of executing a Section 1031 tax-deferred exchange for another
property.  In April 2011, the Company purchased a 9-unit beachside apartment complex located in Marina Del Rey,
California for $4,000,000 to effectuate that exchange.  As part of the purchase, the Company obtained a mortgage note
payable in the amount of $1,487,000. The interest rate on the loan is fixed at 5.60% per annum, with monthly
principal and interest payments based on a 30-year amortization schedule. The note matures in May 2021.
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HILTON HOTELS FRANCHISE LICENSE AGREEMENT

On December 10, 2004, the Partnership entered into a Franchise License Agreement with Hilton Hotels Corporation
(the “Franchise Agreement”) for the right to operate the Hotel as a Hilton brand hotel.  The term of the Franchise
Agreement is for 15 years commencing on the opening date of the Hotel, January 12, 2006, with an option to extend
that Agreement for another five years, subject to certain conditions.

Pursuant to the Franchise Agreement, the Partnership paid monthly royalty fees for the first two years of three percent
(3%) of the Hotel’s gross room revenue, as defined, for the preceding calendar month; the third year was at four
percent (4%) of the Hotel’s gross room revenue; and the fourth year until the end of the term will be five percent (5%)
of the Hotel’s gross room revenue.  Justice also pays a monthly program fee of four percent (4%) of the Hotel’s gross
room revenue. The amount of the monthly program fee is subject to change; however, the increase cannot exceed one
percent (1%) of the Hotel gross room revenue in any calendar year, and the cumulative increases in the monthly fees
will not exceed five percent (5%) of gross room revenue. The Partnership also pays a monthly information technology
recapture charge of 0.75% of the Hotel’s gross revenue. Due to the difficult economic environment, Hilton agreed to
reduce its information technology fees to 0.65% for the 2010 calendar year.

Prior to operating the Hotel as a Hilton hotel, the Partnership was required to make substantial renovations to the
Hotel to meet Hilton standards in accordance with a product improvement plan (“PIP”) agreed upon by Hilton and the
Partnership, as well as comply with other brand standards.  That project included a complete renovation and upgrade
of all of the Hotel’s guestrooms, meeting rooms, common areas and restaurant and bar.  As of January 12, 2006, the
Hotel renovation work was substantially completed, at which time Justice obtained approval from Hilton to open the
Hotel as the “Hilton San Francisco Financial District”. The Hotel opened with a limited number of rooms available to
rent, which increased as the Hotel transitioned into full operations by the end of February 2006.

The total cost of the construction-renovation project of the Hotel was approximately $37,030,000, which includes
approximately $630,000 in interest costs incurred during the construction phase that were capitalized. To meet those
substantial financial commitments, and the costs of operations during the renovation period and for the first five
months when the Hotel ramped up its operations, the Partnership has relied on additional borrowings to meet its
obligations.  As discussed in Item 2. Properties, the Partnership was able to secure adequate financing, collateralized
by the Hotel, to meet those commitments.

HOTEL MANAGEMENT COMPANY AGREEMENT

In February 2007, the Partnership terminated its prior hotel management agreement with Dow Hotel Company and
entered into a management agreement with Prism Hospitality (“Prism”) to manage and operate the Hotel as its agent,
effective February 10, 2007. Prism is an experienced Hilton approved operator of upscale and luxury hotels
throughout the Americas. The agreement is effective for a term of ten years, unless the agreement is extended as
provided in the agreement, and the Partnership has the right to terminate the agreement upon ninety days written
notice without further obligation. Under the management agreement, the Partnership is to pay base management fees
of 2.5% of gross operating revenues for the fiscal year. However, 0.75% of the stated management fee is due only if
the partially adjusted net operating income for the subject fiscal year exceeds the amount of a minimum Partnership’s
return ($7 million) for that fiscal year. Prism is also entitled to an incentive management fee if certain milestones are
accomplished. No incentive fees were earned during the fiscal years ended June 30, 2011 and 2010.  In support of the
Partnership’s efforts to reduce costs in this difficult economic environment, Prism agreed to reduce its management
fees by fifty percent from January 1, 2009 through December 31, 2010, after which the original fee provision went
back into effect. Management fees paid to Prism during the years ended June 30, 2011 and 2010 were $469,000 and
$246,000, respectively.
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GARAGE OPERATIONS

As discussed above, until September 30, 2008, the garage portion of the Hotel property was leased by the Partnership
to Evon. Effective October 1, 2008, Justice and Evon entered into an Installment Sale Agreement whereby the
Partnership purchased all of Evon’s right title and interest in the remaining term of its lease of the parking garage,
which was to expire on November 30, 2010, and other related assets. The Partnership also agreed to assume Evon’s
contract with Ace Parking Management, Inc. (“Ace Parking”) for the management of the garage and any other liabilities
related to the operation of the garage commencing October 1, 2008.

The garage is currently operated by Ace Parking for the Partnership pursuant to a Parking Facilities Management
Agreement (the “Parking Agreement”). The initial term of the Parking Agreement was to expire on October 31, 2010,
with an option to renew for another five-year term. Pursuant to that agreement, the Partnership paid Ace Parking a
management fee of $2,000 per month, an accounting fee equal to $250 per month, plus “Excess Profit Fee” equal to
three percent (3%) of annual net profits in excess of $150,000.

On October 31, 2010, Justice Investors and Ace Parking entered into an amendment of the Parking Agreement to
extend the term for a period of sixty two (62) months, commencing on November 1, 2010 and terminating December
31, 2015, subject to either party’s right to terminate the agreement without cause on ninety (90) days written notice.
The monthly management fee of $2,000 and the accounting fee of $250 remain the same, but the amendment modified
how the Excess Profit Fee to be paid to Ace would be calculated. The amendment provides that, if net operating
income (“NOI”) from the garage operations exceeds $1,800,000 but is less than $2,000,000, Ace will be entitled to an
Excess Profit Fee of one percent (1%) of the total annual NOI. If the annual NOI is $2,000,000 or higher, Ace will be
entitled to an Excess Profit Fee equal to two percent (2%) of the total annual NOI.

TRUSPA LEASE

Approximately 5,400 square feet of space on the lobby level of the Hotel is leased to Tru Spa for the operation of a
health and beauty spa.  The lease expires in May 2013, with a five year option to extend the term.  The spa lease
provides for minimum monthly rent of $14,000. Minimum rental amounts are subject to adjustment every three years
based on increases in the Consumer Price Index.

CHINESE CULTURE FOUNDATION LEASE

On March 15, 2005, the Partnership entered into an amended lease with the Chinese Culture Foundation of San
Francisco (the “Foundation”) for the third floor space of the Hotel commonly known as the Chinese Cultural Center,
which the Foundation had right to occupy pursuant to a 50-year nominal rent lease.

The amended lease requires the Partnership to pay to the Foundation a monthly event space fee in the amount of
$5,000, adjusted annually based on the local Consumer Price Index. The term of the amended lease expires on
October 17, 2023, with an automatic extension for another 10 year term if the property continues to be operated as a
hotel. This amendment allowed Justice to incorporate the third floor into the renovation of the Hotel resulting in a new
ballroom for the joint use of the Hotel and new offices and a gallery for the Chinese Culture Center.

RENTAL PROPERTIES

At June 30, 2011, the Company's investment in real estate consisted of properties located throughout the United
States, with a concentration in Texas and Southern California.  These properties include eighteen apartment
complexes, two single-family houses as strategic investments and two commercial real estate properties.  All
properties are operating properties.   In addition to the properties, the Company owns approximately 4.1 acres of
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MANAGEMENT OF RENTAL PROPERTIES

The Company may engage third party management companies as agents to manage certain of Company’s residential
rental properties.

The Company entered into a Management Agreement with Century West Properties, Inc. (“Century West”) to act as an
agent of the Company to rent and manage all of the Company’s residential rental properties in the Los Angeles,
California area. The Management Agreement with Century West was for an original term of twelve months ending on
July 31, 2006 and continues on a month-to-month basis, until terminated upon 30 days prior written notice. The
Management Agreement provides for a monthly fee equal to 4% of the monthly gross receipts from the properties
with resident managers and a fee of 4 1/2% of monthly gross receipts for properties without resident
managers.  During the years ended June 30, 2011 and 2010, the management fees were $161,000 and $142,000,
respectively.

The Company’s five remaining properties located outside of California are managed directly by the Company

MARKETABLE SECURITIES INVESTMENT POLICIES

In addition to its Hotel and real estate operations, the Company also invests from time to time in income producing
instruments, corporate debt and equity securities, publically traded investment funds, mortgage backed securities,
securities issued by REIT’s and other companies which invest primarily in real estate.

The Company’s securities investments are made under the supervision of a Securities Investment Committee of the
Board of Directors. The Committee currently has three members and is chaired by the Company’s Chairman of the
Board and President, John V. Winfield.  The Committee has delegated authority to manage the portfolio to the
Company’s Chairman and President together with such assistants and management committees he may engage.  The
Committee has established investment guidelines for the Company’s investments.  These guidelines presently include:
(i) corporate equity securities should be listed on the New York Stock Exchange (NYSE), NYSE ARCA, American
Stock Exchange (AMEX) or the Nasdaq Stock Market (NASDAQ); (ii) securities should be priced above $5.00 per
share; and (iii) investment in a particular issuer should not exceed 5% of the market value of the total portfolio. The
investment policies do not require the Company to divest itself of investments, which initially meet these guidelines
but subsequently fail to meet one or more of the investment criteria.  Non-conforming investments require the
approval of the Securities Investment Committee.  The Committee has in the past approved non-conforming
investments and may in the future approve non-conforming investments.  The Securities Investment Committee may
modify these guidelines from time to time.

The Company may also invest, with the approval of the Securities Investment Committee, in unlisted securities, such
as convertible notes, through private placements including private equity investment funds.  Those investments in
non-marketable securities are carried at cost on the Company’s balance sheet as part of other investments and reviewed
for impairment on a periodic basis. As of June 30, 2011, the Company had other investments of $17,285,000.

As part of its investment strategies, the Company may assume short positions in marketable securities.  Short sales are
used by the Company to potentially offset normal market risks undertaken in the course of its investing
activities or to provide additional return opportunities.  As of June 30, 2011, the Company had obligations for
securities sold (equities short) of $674,000.

In addition, the Company may utilize margin for its marketable securities purchases through the use of standard
margin agreements with national brokerage firms.  The use of available leverage is guided by the business judgment
of management and is subject to any internal investment guidelines, which may be imposed by the Securities
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leverage could be viewed as risky and the market values of the portfolio may be subject to large fluctuations.  As of
June 30, 2011, the Company had a margin balance of $9,454,000 and incurred $547,000 and $435,000 in margin
interest expense during the year ended June 30, 2011 and 2010, respectively.
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As Chairman of the Securities Investment Committee, the Company’s President and Chief Executive officer, John V.
Winfield, directs the investment activity of the Company in public and private markets pursuant to authority granted
by the Board of Directors.  Mr. Winfield also serves as Chief Executive Officer and Chairman of Santa Fe and
Portsmouth and oversees the investment activity of those companies.  Depending on certain market conditions and
various risk factors, the Chief Executive Officer, his family, Santa Fe and Portsmouth may, at times, invest in the
same companies in which the Company invests.  The Company encourages such investments because it places
personal resources of the Chief Executive Officer and his family members, and the resources of Santa Fe and
Portsmouth, at risk in connection with investment decisions made on behalf of the Company.

Further information with respect to investment in marketable securities and other investments of the Company is set
forth in Management Discussion and Analysis of Financial Condition and Results of Operations section and Notes 6
and 7 of the Notes to Consolidated Financial Statements.

Seasonality

Hotel’s operations historically have been seasonal. Like most hotels in the San Francisco area, the Hotel generally
maintains higher occupancy and room rates during the first and second quarters of its fiscal year (July 1 through
December 31) than it does in the third and fourth quarters (January 1 through June 30). These seasonal patterns can be
expected to cause fluctuations in the quarterly revenues from the Hotel.

Competition - Hotel

The hotel industry is highly competitive. Competition is based on a number of factors, most notably convenience of
location, brand affiliation, price, range of services and guest amenities or accommodations offered and quality of
customer service. Competition is often specific to the individual market in which properties are located.

The Hotel is located in an area of intense competition from other hotels in the Financial District and San Francisco in
general. After being closed for more than seven months for a substantial renovation project in fiscal year 2006, it has
taken some time for the Hotel, now operating as a Hilton, to gain recognition as a totally upgraded and higher level
property after being under the Holiday Inn brand for almost 35 years.  The Hotel is also somewhat limited by having
only 15,000 square feet of meeting room space. Other hotels, with greater meeting room space, may have a
competitive advantage by being able to attract larger groups and small conventions. Increased competition from new
hotels, or hotels that have been recently undergone substantial renovation, could have an adverse effect on occupancy,
average daily rate (“ADR”) and room revenue per available room (“RevPar”) and put pressure on the Partnership to make
additional capital improvements to the Hotel to keep pace with the competition.

The Hotel’s target market is business travelers, leisure customers and tourists, and small to medium size groups. Since
the Hotel operates in an upper scale segment of the market, we also face increased competition from providers of less
expensive accommodations, such as limited service hotels, during periods of economic downturn when leisure and
business travelers become more sensitive to room rates. Like other hotels, we have experienced a decrease in some
higher rated corporate and business travel as many companies have cut their travel and entertainment budgets in
response to economic conditions.  As a result, there is added pressure on all hotels in the San Francisco market to
lower room rates in an effort to maintain occupancy levels during such periods. Although we have seen some signs of
recovery in the San Francisco market during the 2011 fiscal year, like all hotels, we will remain subject to the
uncertain domestic and global economic environment.

In this highly competitive market, management has continued to focus on ways to enhance the guest experience as
well as improve operating efficiencies. During the last two fiscal years, the Hotel has upgraded its guest rooms with
newer flat panel televisions systems that provide guests with greater entertainment options. The Hotel has also
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installed many energy saving controls and devices as part of its efforts to become greener and reduce operating costs.
Currently, we are working on a new executive lounge on the 26th floor of the Hotel that is expected to open in early
October 2011. We have also taken steps to improve out internet connectivity throughout the Hotel and will be
providing more technological amenities for our guests. Management will continue to explore new and innovative
ways to improve operations and to attract new guests to the Hotel at higher room rates.
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The Hotel is also subject to certain operating risks common to all of the hotel industry, which could adversely impact
performance. These risks include:

•Competition for guests and meetings from other hotels including competition and pricing pressure from internet
wholesalers and distributors;

• increases in operating costs, including wages, benefits, insurance, property taxes and energy, due to inflation and
other factors, which may not be offset in the future by increased room rates;

• labor strikes, disruptions or lock outs;

• dependence on demand from business and leisure travelers, which may fluctuate and is seasonal;

• increases in energy costs, cost of fuel, airline fares and other expenses related to travel, which may negatively affect
traveling;

• terrorism, terrorism alerts and warnings, wars and other military actions, pandemics or other medical events or
warnings which may result in decreases in business and leisure travel; and

•adverse effects of downturns and recessionary conditions in international, national and/or local economies and
market conditions.

Competition – Rental Properties

The ownership, operation and leasing of multifamily rental properties are highly competitive. The Company competes
with domestic and foreign financial institutions, other REITs, life insurance companies, pension trusts, trust funds,
partnerships and individual investors. In addition, The Company competes for tenants in markets primarily on the
basis of property location, rent charged, services provided and the design and condition of improvements. The
Company also competes with other quality apartment owned by public and private companies. The number of
competitive multifamily properties in a particular market could adversely affect the Company’s ability to lease its
multifamily properties, as well as the rents it is able to charge. In addition, other forms of residential properties,
including single family housing and town homes, provide housing alternatives to potential residents of quality
apartment communities or potential purchasers of for-sale condominium units. The Company competes for residents
in its apartment communities based on resident service and amenity offerings and the desirability of the Company’s
locations. Resident leases at the Company’s apartment communities are priced competitively based on market
conditions, supply and demand characteristics, and the quality and resident service offerings of its communities.

Environmental Matters

In connection with the ownership of the Hotel, the Company is subject to various federal, state and local laws,
ordinances and regulations relating to environmental protection. Under these laws, a current or previous owner or
operator of real estate may be liable for the costs of removal or remediation of certain hazardous or toxic substances
on, under or in such property. Such laws often impose liability without regard to whether the owner or operator knew
of, or was responsible for, the presence of hazardous or toxic substances.

Environmental consultants retained by the Partnership or its lenders conducted updated Phase I environmental site
assessments in fiscal year ended June 30, 2008 on the Hotel property. These Phase I assessments relied, in part, on
Phase I environmental assessments prepared in connection with the Partnership’s first mortgage loan obtained in July
2005. Phase I assessments are designed to evaluate the potential for environmental contam
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