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PART I
FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements.
HINESREAL ESTATE INVESTMENT TRUST, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

September 30, December 31,
2008 2007
(In thousands, except per share
amounts)
ASSETS
Investment property, net $ 2,267,561 $ 1,798,924
Investments in unconsolidated entities 330,404 361,157
Cash and cash equivalents 184,659 152,443
Restricted cash 7,830 3,463
Distributions receivable 7,281 6,890
Tenant and other receivables 47,124 28,518
Intangible |ease assets, net 372,731 296,766
Deferred leasing costs, net 42,859 34,954
Deferred financing costs, net 7,758 7,638
Other assets 3,903 12,870
TOTAL ASSETS $ 3272110 $ 2,703,623
LIABILITIESAND SHAREHOLDERS EQUITY
Liabilities:
Accounts payable and accrued expenses $ 90,454 $ 66,267
Dueto affiliates 4,746 8,968
Intangible lease liabilities, net 118,279 79,465
Other liabilities 16,885 17,128
Interest rate swap contracts 41,388 30,194
Participation interest liability 38,732 26,771
Distributions payable 31,773 24,923
Notes payable 1,510,018 1,216,631
Total liabilities 1,852,275 1,470,347
Commitments and contingencies (Note 9)
Shareholders’ equity:
Preferred shares, $.001 par value; 500,000 preferred shares authorized, none issued or outstanding as of September

30, 2008 and December 31, 2007 — —
Common shares, $.001 par value; 1,500,000 common shares authorized as of September 30, 2008 and December 31,

2007; 195,136 and 159,409 common shares issued and outstanding as of September 30, 2008 and December 31,

2007, respectively 195 159
Additional paid-in capital 1,611,088 1,358,523
Accumulated deficit (198,236) (137,915)
Accumulated other comprehensive income 6,788 12,509
Total shareholders' equity 1,419,835 1,233,276
TOTAL LIABILITIESAND SHAREHOLDERS EQUITY $ 3272110 $ 2,703,623

See notes to the condensed consolidated financial statements.




HINESREAL ESTATE INVESTMENT TRUST, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
For the Three and Nine Months Ended September 30, 2008 and 2007

(UNAUDITED)

Three Months Ended September  Nine Months Ended September

30, 30,
2008 2007 2008 2007
(In thousands, except per share amounts)

Revenues:
Rental revenue $ 81938 $ 45536 $ 225016 $ 110,142
Other revenue 6,964 4,151 19,240 7,498

Total revenues 88,902 49,687 244,256 117,640
Expenses:
Property operating expenses 23,849 13,906 63,974 30,739
Real property taxes 11,477 7,430 33,099 18,149
Property management fees 1,891 1,135 5,263 2,797
Depreciation and amortization 32,888 20,187 90,485 44,828
Asset management and acquisition fees 6,229 10,883 23,923 22,014
Organizational and offering expenses 34 1,614 3,647 5,115
General and administrative expenses 1,545 839 4,637 2,989

Total expenses 77,913 55,994 225,028 126,631
Income (loss) befor e other income (expenses), income tax expense and income

allocated to minority interests 10,989 (6,307) 19,228 (8,991)
Other income (expenses):
Equity in losses of unconsolidated entities, net (2,263) (5,029) (6,379) (6,922)
Loss on derivative instruments, net (10,530) (21,252) (11,194) (5,405)
Gain (loss) on foreign currency transactions — — 2 134
Interest expense (22,153) (12,146) (61,105) (31,979)
Interest income 903 1,317 2,513 4,178
L ossbeforeincometax expense and income allocated to minority interests (23,054) (43,417) (56,939) (48,985)
Provision for income taxes (726) (247) (1,191) (580)
Income allocated to minority interests (816) (286) (2,191) (680)
Net loss $ (24,5%) $ (43950) $ (60,321) $ (50,245)
Basic and diluted loss per common share:
Loss per common share $ (013) $ 031) $ 034) $ (0.43)
Weighted average number of common shares outstanding 192,012 143,386 178,613 116,037

See notes to the condensed consolidated financial statements.




HINESREAL ESTATE INVESTMENT TRUST, INC.

CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS EQUITY

BALANCE,

January 1, 2008

I ssuance of common shares

Redemption of common shares

Distributions declared

Selling commissions and deal er manager
fees

Other offering costs

Shares tendered for redemption

Comprehensive loss:

Net loss

Other comprehensive loss — Foreign
currency translation adjustment

Total comprehensive loss

BALANCE,

September 30, 2008

For the Nine Months Ended September 30, 2008
(UNAUDITED)

Accumulated
Additional Other
Common Paid-In Accumulated  Comprehensive  Shareholders
Shares Amount Capital Deficit Income Equity
(In thousands)

159,409 $ 159 $ 1,358523 $ (137,915) $ 12509 $ 1,233,276
39,469 40 413,758 — — 413,798
(3,742) (4) (35,827) — — (35,831)

— — (84,920) — — (84,920)
— — (32,316) — — (32,316)
— — (4,206) — — (4,206)
— — (3,924) — — (3,924)
— — — (60,321) —

— — — — (5,721)

— — — — — (66,042)

195136 $ 195 §$ 1,611,088 $ (198,236) $ 6,788 $ 1,419,835

See notes to the condensed consolidated financial statements.




HINESREAL ESTATE INVESTMENT TRUST, INC.
CONDENSED CONSOLIDATED STATEMENTSOF CASH FLOWS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2008 and 2007

(UNAUDITED)

CASH FLOWSFROM OPERATING ACTIVITIES:

Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization

Non-cash compensation expense

Equity in losses of unconsolidated entities

Distributions received from unconsolidated entities
Income allocated to minority interests

Accrual of organizational and offering expenses

Loss (gain) on foreign currency transactions

Loss on derivative instruments, net

Net change in operating accounts

Net cash provided by operating activities

CASH FLOWSFROM INVESTING ACTIVITIES:
Investment in unconsolidated entities

Distributions received from unconsolidated entitiesin excess of equity in earnings
Investmentsin property

Investments in master leases

Master lease rent receipts

Settlement of foreign currency hedge

Increasein restricted cash

Increase in acquired lease intangibles, net

Net cash used in investing activities

CASH FLOWSFROM FINANCING ACTIVITIES:
Decreasein other ligbilities

Proceeds from issuance of common stock

Redemption of common shares

Payments of selling commissions and dealer manager fees
Payments of organizational and offering expenses
Distributions paid to shareholders and minority interests
Proceeds from notes payable

Payments on notes payable

Additionsto deferred financing costs

Payments related to interest rate swap contracts

Net cash provided by financing activities

Effect of exchange rate changes on cash

Net changein cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

See notes to the condensed consolidated financial statements

Nine Months Ended September

30,
2008 2007

(In thousands)
$ (60,321) $ (50,245)
91,314 46,139
22 19
6,379 6,922
1,663 —
2,191 680
3,647 5,115
2 (134)
11,194 5,405
(23,141) 1,877
32,950 15,778
— (86,851)
20,042 17,880
(423,601) (837,173)
(1,917) (6,968)
5,760 3,919
— 939
(4,463) (3,535)
(97,910) (72,091)
(502,089) (983,880)
(1,372) (1,735)
369,368 696,143
(35,831) (4,569)
(32,976) (62,077)
(10,084) (15,366)
(36,572) (18,862)
520,000 792,415
(269,444) (389,664)
(1,460) (5,440)
— (731)
501,630 990,114
(275) 671
32,216 22,683
152,443 23,022
$ 184,659 $ 45,705




HINESREAL ESTATE INVESTMENT TRUST, INC.

NOTESTO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the Three and Nine Months Ended September 30, 2008 and 2007
(UNAUDITED)

1. Organization

The accompanying interim unaudited condensed consolidated financial information has been prepared according to the rules and regulations
of the Securities and Exchange Commission. Certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of America (“ GAAP”) have been condensed or omitted according to
such rules and regulations. For further information, refer to the financial statements and footnotes for the year ended December 31, 2007
included in Hines Real Estate Investment Trust, Inc.’s Annual Report on Form 10-K. In the opinion of management, all adjustments and eliminations,
consisting only of normal recurring adjustments, necessary to present fairly and in conformity with GAAP the financial position of Hines Real Estate
Investment Trust, Inc. as of September 30, 2008 and December 31, 2007, and the results of operations for the three and nine months ended September
30, 2008 and 2007, and cash flows for nine months ended September 30, 2008 and 2007 have been included. The results of operations for such
interim periods are not necessarily indicative of the results for the full year.

Hines Real Estate Investment Trust, Inc., aMaryland corporation (“Hines REIT” and, together with its consolidated subsidiaries, the “Company”),
was formed on August 5, 2003 under the General Corporation Law of the state of Maryland for the purpose of engaging in the business of investing in
and owning interestsin real estate. Beginning with its taxable year ended December 31, 2004, the Company operated and intends to continue to operate
inamanner to qualify asareal estate investment trust (“REIT”) for federal income tax purposes. The Company is structured as an umbrella partnership
REIT under which substantially all of the Company’s current and future businessis and will be conducted through its majority-owned subsidiary,
Hines REIT Properties, L.P. (the “ Operating Partnership”). Hines REIT is the sole general partner of the Operating Partnership. Subject to certain
restrictions and limitations, the business of the Company is managed by Hines Advisors Limited Partnership (the “ Advisor”), an affiliate of Hines
Interests Limited Partnership (“Hines"), pursuant to the advisory agreement the Company entered into with the Advisor.

Public Offerings

Hines REIT commenced itsinitial public offering on June 18, 2004 through which it raised $527.5 million. The Company commenced its second
public offering on June 19, 2006 through which it raised approximately $1.5 billion of gross proceeds prior to its expiration on June 30, 2008.

The Company commenced its third public offering (the “ Third Offering”) on July 1, 2008 pursuant to which it is offering up to $3.5 billion in shares
of common stock including $500.0 million in shares of common stock under its dividend reinvestment plan. As of September 30, 2008, Hines REIT had
raised $75.1 million in proceeds through the Third Offering. In addition, from October 1 through November 10, 2008, Hines REIT received gross offering
proceeds of approximately $50.4 million from the sale of 4.8 million common shares.

Hines REIT contributes all net proceeds from its public offerings to the Operating Partnership in exchange for partnership unitsin the Operating
Partnership. As of September 30, 2008 and December 31, 2007, Hines REIT owned a 97.4% and 97.6%, respectively, general partner interest in the
Operating Partnership, respectively.

Minority Interests

Hines 2005 VS| LP, an affiliate of Hines, owned a 0.6% and 0.7% interest in the Operating Partnership as of September 30, 2008 and December 31,
2007, respectively. In addition, another affiliate of Hines, HALP Associates Limited Partnership (“HALP") owned a2.0% and 1.7% interest in the
Operating Partnership as of September 30, 2008 and December 31, 2007, respectively, through a profitsinterest (the “ Participation Interest”). See Note 6
for additional information regarding the Participation Interest.

Investment Property

As of September 30, 2008, the Company held direct and indirect investmentsin 46 properties. These properties consisted of 43 office properties
located throughout the United States, one industrial property located in Dallas, Texas, one mixed-use office and retail property located in Toronto,
Ontario, and a50% interest in an industrial property located in Rio de Janeiro, Brazil. The Company’sinterestsin 25 of these properties are owned
indirectly through itsinvestment in Hines US Core Office Fund LP (the “ Core Fund”). As of September 30, 2008 and December 31, 2007, the Company
owned an approximate 28.7% and 32.0% non-managing general partner interest in the Core Fund, respectively. See Note 3 for further discussion.
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2. Summary of Significant Accounting Policies
Use of Estimates

The preparation of the consolidated financial statements requires the Company to make estimates and judgments that affect the reported amounts
of assets, liabilities and contingencies as of the date of the financial statements and the reported amounts of revenues and expenses during the
reporting periods. The Company eval uates its assumptions and estimates on an ongoing basis. The Company bases its estimates on historical
experience and on various other assumptions that the Company believes to be reasonable under the circumstances. Additionally, application of the
Company’s accounting policies involves exercising judgments regarding assumptions as to future uncertainties. Actual results may differ from these
estimates under different assumptions or conditions.

Basis of Presentation

The consolidated financial statements of the Company included in this quarterly report include the accounts of Hines REIT, the Operating
Partnership (over which Hines REIT exercises financial and operating control) and the Operating Partnership’s wholly-owned subsidiaries (see Note 3),
aswell asthe related amounts of minority interest. All intercompany balances and transactions were eliminated in consolidation.

The Company eval uates the need to consolidate joint ventures based on standards set forth in Financial Accounting Standards Board (“FASB”)
Interpretation No. 46R, Consolidation of Variable Interest Entities (“FIN 46R") and American Institute of Certified Public Accountants’ Statement of
Position 78-9, Accounting for Investmentsin Real Estate Ventures (“ SOP 78-9”) , as amended by Emerging Issues Task Force Issue No. 04-5,
Investor’s Accounting for an Investment in a Limited Partnership When the Investor Isthe Sole General Partner and the Limited Partners Have
Certain Rights. In accordance with this accounting literature, the Company consolidates joint ventures that are determined to be variable interest
entitiesfor which it is the primary beneficiary. The Company also consolidatesjoint ventures that are not determined to be variable interest entities, but
for which it exercises control over major operating decisions through substantive participation rights, such as approval of budgets, selection of
property managers, asset management, investment activity and changesin financing.

Reportable Segments

Statement No. 131, Disclosures about Segments of an Enterprise and Related Information, establishes standards for reporting financial and
descriptive information about an enterprise' s reportable segments. The Company’sinvestmentsin real estate are geographically diversified and
management eval uates operating performance at an individual property level. The Company has determined it has two reportable segments: one with
activitiesrelated to investing in office properties and one with activities related to investing in industrial properties. The office properties segment
consists of 19 office properties owned directly by the Company aswell as 25 office properties owned indirectly through the Company’ sinvestment in
the Core Fund. The industrial segment consists of one directly-owned industrial property located in Dallas, Texas and the Company’sinterest in one
indirectly-owned industrial property located in Rio de Janeiro, Brazil.

The Company acquired its wholly-owned industrial property located in Dallas, Texas, in May 2008. Total assetsrelated to this property were $44.7
million as of September 30, 2008 out of the Company’ s total assets of $3.3 billion. In addition, the Company recorded revenues of $1.6 million and net
income of approximately $600,000 related to this property out of the Company’stotal revenues of $244.3 million and net loss of $60.3 million for the
nine-months ended September 30, 2008.

The Company’sindirect investments are accounted for using the equity method of accounting for investments. As such, the activities of these
investments are reflected in investments from unconsolidated entities in the condensed consolidated balance sheets and equity in losses of
unconsolidated entities in the condensed consolidated statements of operations. See “Investmentsin Unconsolidated Entities” in Note 3 for additional
information regarding the Company’ sindirect investments.

Comprehensive Loss

The Company reports comprehensive loss in its condensed consolidated statements of shareholders' equity. Comprehensive loss was $66.0
million for the nine months ended September 30, 2008 resulting from the Company’s net loss of $60.3 million and loss from foreign currency translation
adjustment of $5.7 million.

International Operations

The Canadian dollar isthe functional currency of the Company’s subsidiaries operating in Toronto, Ontario and the Brazilian real isthe functional
currency of the Company’ s subsidiary operating in Rio de Janeiro, Brazil. The Company’s foreign subsidiaries have translated their financial statements
into U.S. dollarsfor reporting purposes. Assets and liabilities are translated at the exchange rate in effect as of the balance sheet date. The Company
translates income statement accounts using the average exchange rate for the period and significant nonrecurring transactions using the rate on the
transaction date. As described above, these translation gains or losses are included in accumul ated other comprehensive income as a separate
component of shareholders’ equity.

The Company’ sinternational subsidiaries may have transactions denominated in currencies other than their functional currency. In these
instances, transactions are remeasured into the functional currency using the exchange rate in effect on the date of the transaction. These gains or
losses are included in the Company’s results of operations.

The Company or its subsidiaries also record gains or losses in the Company’s results of operations when a transaction with athird party,
denominated in a currency other than the entity’ s functional currency, is settled and the functional currency cash flows realized are more or less than
expected based upon the exchange rate in effect when the transaction was initiated.
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Investment Property and Lease Intangibles

Real estate assets owned directly by the Company are stated at cost |ess accumul ated depreciation. Depreciation is computed using the straight-
line method. The estimated useful lives for computing depreciation are generally 10 years for furniture and fixtures, 15-20 yearsfor electrical and
mechanical installations and 40 years for buildings. Major replacements that extend the useful life of the assets are capitalized. Maintenance and repair
costs are expensed asincurred.

Real estate assets are reviewed for impairment if events or changes in circumstances indicate that the carrying amount of the individual property
may not be recoverable. In such an event, acomparison will be made of the current and projected operating cash flows of each property on an
undiscounted basis to the carrying amount of such property. Such carrying amount would be adjusted, if necessary, to estimated fair values to reflect
impairment in the value of the asset. At September 30, 2008, management believes no such impairment has occurred.

Acquisitions of properties are accounted for utilizing the purchase method and, accordingly, the results of operations of acquired properties are
included in the Company’ s results of operations from their respective dates of acquisition. Estimates of future cash flows and other valuation
technigues that the Company believes are similar to those used by independent appraisers are used to allocate the purchase price of acquired property
between land, buildings and improvements, equipment and identifiable intangible assets and liabilities such as amounts related to in-place leases,
acquired above- and below-market leases, tenant relationships, asset retirement obligations and mortgage notes payable. Initial valuations are subject
to change until such information isfinalized, no later than 12 months from the acquisition date.

The estimated fair value of acquired in-place |eases are the costs the Company would have incurred to | ease the properties to the occupancy level
of the properties at the date of acquisition. Such estimates include the fair value of leasing commissions, legal costs and other direct costs that would
beincurred to | ease the properties to such occupancy levels. Additionally, the Company evaluates the time period over which such occupancy levels
would be achieved. Such evaluation includes an estimate of the net market-based rental revenues and net operating costs (primarily consisting of real
estate taxes, insurance and utilities) that would be incurred during the lease-up period. Acquired in-place leases as of the date of acquisition are
amortized over the remaining lease terms.

Acquired above-and below-market lease values are recorded based on the present value (using an interest rate that reflects the risks associated
with the lease acquired) of the difference between the contractual amounts to be paid pursuant to the in-place leases and management’s estimate of fair
market value lease rates for the corresponding in-place leases. The capitalized above- and bel ow-market |ease values are amortized as adjustments to
rental revenue over the remaining terms of the respective leases, which includes periods covered by bargain renewal options. Should atenant terminate
its lease, the unamortized portion of thein-place lease value is charged to amortization expense and the unamortized portion of out-of-market lease
valueischarged to rental revenue.

Acquired above- and below-market ground lease values are recorded based on the difference between the present value (using an interest rate that
reflects the risks associated with the lease acquired) of the contractual amounts to be paid pursuant to the ground leases and management’ s estimate of
fair market value of land under the ground leases. The capitalized above- and bel ow-market lease val ues are amortized as adjustments to ground lease
expense over the lease term.

Management estimates the fair value of assumed mortgage notes payabl e based upon indications of current market pricing for similar types of debt
with similar maturities. Assumed mortgage notes payable areinitially recorded at their estimated fair value as of the assumption date, and the difference
between such estimated fair value and the note’s outstanding principal balance is amortized over the life of the mortgage note payable.

Cash and Cash Equivalents

The Company considers all short-term, highly liquid investments that are readily convertible to cash with an original maturity of three months or
less at the time of purchase to be cash equivalents.

Restricted Cash

As of September 30, 2008 and December 31, 2007, the Company had restricted cash of $7.8 million and $3.5 million, respectively, related to escrow
accounts required by certain of the Company’s mortgage agreements.

Deferred Leasing Costs

Direct leasing costs, primarily consisting of third-party leasing commissions and tenant inducements, are capitalized and amortized over the life of
the related lease. Tenant inducement amortization is recorded as an offset to rental revenue and the amortization of other direct leasing costsis
recorded in amortization expense.

The Company considers a number of different factorsto evaluate whether it or the lesseeis the owner of the tenant improvements for accounting
purposes. These factorsinclude: 1) whether the lease stipulates how and on what atenant improvement allowance may be spent; 2) whether the tenant
or landlord retains legal title to the improvements; 3) the uniqueness of the improvements; 4) the expected economic life of the tenant improvements
relative to the term of the lease; and 5) who constructs or directs the construction of the improvements.

The determination of who owns the tenant improvements for accounting purposesis subject to significant judgment. In making that determination,
the Company considers all of the above factors. No one factor, however, necessarily establishes any determination.
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Tenant inducement amortization was $2.7 million and $1.4 million for the nine months ended September 30, 2008 and 2007, respectively, and was
recorded as an offset to rental revenue. In addition, the Company recorded approximately $1.1 million and $468,000 as amortization expense related to
other direct leasing costs for the nine months ended September 30, 2008 and 2007, respectively.

Tenant inducement amortization was approximately $1.1 million and $493,000 for the three months ended September 30, 2008 and 2007, respectively,
and was recorded as an offset to rental revenue. In addition, the Company recorded approximately $432,000 and $188,000 as amortization expense
related to other direct leasing costs for the three months ended September 30, 2008 and 2007, respectively.

On December 8, 2006, Norwegian Cruise Line (NCL) signed alease renewal for its spacein Airport Corporate Center, an office property located in
Miami, Florida. In connection with this renewal, the Company committed to funding $11.0 million of construction costs related to NCL's expansion and
refurbishment of its space, to be paid in future periods, beginning in the first quarter of 2008. As of September 30, 2008, $7.1 million of this commitment
remained unfunded and was recorded in accounts payable and accrued expenses in the accompanying balance sheet accordingly.

On March 13, 2008, the Company acquired the Raytheon/DirecTV Buildings, atwo-building office complex located in El Segundo, California. In
connection with this acquisition, the Company assumed acommitment to fund $11.5 million of construction costs to the Raytheon Corporation. As a of
September 30, 2008, $8.0 million of this commitment remained unfunded and was recorded in accounts payable and accrued expensesin the
accompanying balance sheet accordingly.

Derivative Instruments

During the years ended December 31, 2007 and 2006, the Company entered into several forward interest rate swap transactions with HSH
Nordbank AG, New Y ork Branch (“HSH Nordbank”). These swap transactions were entered into as economic hedges against the variability of future
interest rates on the Company’s variable interest rate borrowings with HSH Nordbank. The Company has not designated any of these contracts as
cash flow hedges for accounting purposes. The valuation of the interest rate swaps is determined using widely accepted valuation techniques
including discounted cash flow analysis on the expected cash flows of each derivative. This analysis reflects the contractual terms of the derivatives,
including the period to maturity, and uses observable market-based inputs, including interest rate curves. The fair values of interest rate swaps are
determined using the market standard methodology of netting the discounted future fixed cash receipts (or payments) and the discounted expected
variable cash payments (or receipts). The variable cash payments (or receipts) are based on an expectation of futureinterest rates (forward curves)
derived from observable market interest rate curves. The interest rate swaps have been recorded at their estimated fair value in the accompanying
condensed consolidated balance sheets as of September 30, 2008 and December 31, 2007. See Note 10 for additional discussion regarding fair value. See
Item 3. Quantitative and Qualitative Disclosures About Market Risk included elsewhere in this Quarterly Report on Form 10-Q for additional
information regarding the risk of counterparty non-performance.

In addition, the Company entered into aforeign currency contract in February 2007 related to the acquisition of Atrium on Bay, a mixed-use office
and retail property located in Toronto, Ontario. The contract was entered into as an economic hedge against the variability of the foreign currency
exchange rate related to the Company’s equity investment and was settled at the close of this acquisition on February 26, 2007.

The table bel ow contains additional information regarding the Company’s derivative instruments (all amounts are in thousands):

Gain
(Loss) on
Increase Foreign Derivative
(Decrease) in Transaction Currency Instrument,
Description Fair Value Fees Gain (Loss) net
Quarter Ended September 30, 2008 $ (10,530) — — 3 (10,530)
Quarter Ended September 30, 2007 $ (21,252) — — 3 (21,252)
Nine Months Ended September 30, 2008 $ (11,294) — —  $ (11,294)
Nine Months Ended September 30, 2007 $ (5613) $ (731) $ 939 $ (5,405)

Deferred Financing Costs

Deferred financing costs consist of direct costsincurred in obtaining debt financing (see Note 4). These costs are being amortized into interest
expense on a straight-line basis, which approximates the effective interest method, over the terms of the obligations. For the nine months ended
September 30, 2008 and 2007, approximately $1.2 million and $874,000, respectively, was amortized into interest expense in the accompanying condensed
consolidated statements of operations. For the three months ended September 30, 2008 and 2007, approximately $446,000 and $311,000, respectively,
was amortized into interest expense in the accompanying condensed consolidated statements of operations.

Other Assets

Other assets includes the following (in thousands):

September
30, 2008 December 31, 2007
Property acquisition escrow deposit $ — $ 10,000
Prepaid insurance 1,757 1,056
M ortgage |oan deposits — 904
Other 2,146 910

Total $ 3903 $ 12,870







Organizational and Offering Costs
Second Offering

The Company’s second public offering (the “ Second Offering”) commenced on June 19, 2006 and was terminated on June 30, 2008. Certain
organizational and offering costs associated with the Second Offering have been paid by the Advisor on the Company’s behalf. Pursuant to the terms
of the advisory agreement in effect for the Second Offering, the Company was obligated to reimburse the Advisor in an amount equal to the amount of
actual organizational and offering costsincurred, so long as such costs, together with selling commissions and deal er manager fees, did not exceed
15% of gross proceeds from the Second Offering. As of September 30, 2008 and December 31, 2007, the Advisor had incurred on the Company’ s behal f
organizational and offering costsin connection with the Second Offering of $37.0 million and $29.1 million, respectively (of which $15.6 million and
$12.1 million, respectively, relatesto the Advisor or its affiliates). As of September 30, 2008, approximately $29,000 of these costs remained unpaid and
were included in due to affiliates in the condensed consolidated balance sheet.

The Advisor incurred $3.6 million and $5.1 million of internal offering costs, which have been expensed in the accompanying condensed
consolidated statements of operations for the nine months ended September 30, 2008 and 2007, respectively. In addition, $4.2 million of third-party
offering costs have been offset against net proceeds of the Second Offering within additional paid-in capital for the nine months ended September 30,
2008.

The Advisor incurred approximately $34,000 and $1.6 million of internal offering costs, which have been expensed in the accompanying condensed
consolidated statements of operations for the three months ended September 30, 2008 and 2007, respectively.

Third Offering

As mentioned above, the Second Offering was terminated on June 30, 2008 and the Third Offering commenced on July 1, 2008. During the nine
months ended September 30, 2008, the Advisor incurred $5.9 million of organizational and offering costs related to the Third Offering. Pursuant to the
terms of the Advisory Agreement in effect for the Third Offering, the Company is not obligated to reimburse the Advisor for organizational and offering
costsrelated to the Third Offering. Additionally, the Advisor is not a shareholder of the Company. Accordingly, no such amounts have been recorded
in the accompanying condensed consolidated financial statements. See Note 11 for additional information regarding the Third Offering.

Revenue Recognition

The Company recognizes rental revenue on a straight-line basis over thelife of the lease including rent holidays, if any. Straight-line rent
receivable in the amount of $25.4 million and $12.7 million as of September 30, 2008 and December 31, 2007, respectively, consisted of the difference
between the tenants’ rents calculated on a straight-line basis from the date of acquisition or lease commencement over the remaining terms of the
related leases and the tenants’ actual rents due under the lease agreements and isincluded in tenant and other receivablesin the accompanying
condensed consolidated bal ance sheets. Revenues associated with tenant reimbursements are recognized in the period in which the expenses are
incurred based upon the tenant |ease provisions. Revenues relating to |ease termination fees are generally recognized at the time that atenant’sright to
occupy the space is terminated and when the Company has satisfied all obligations under the agreement.

Stock-based Compensation

Under the terms of the Employee and Director Incentive Share Plan, the Company grants each independent member of its board of directors 1,000
restricted shares of common stock on the date of their election or re-election to the board. The restricted shares granted each year fully vest upon
completion of each director’s annual term. In accordance with the provisions of Statement No. 123, Accounting for Stock-Based Compensation (as
amended), the Company recognizes the expense related to these shares over the vesting period. For the three and nine months ended September 30,
2008 and 2007, amortization of stock compensation expense recorded by the Company was insignificant.

Income Taxes

Hines REIT made an election to be taxed asa REIT under Sections 856 through 860 of the Internal Revenue Code of 1986, as amended (the
“Code"), beginning with its taxable year ended December 31, 2004. In addition, as of September 30, 2008 and 2007 the Company owned an investment in
the Core Fund, which hasinvested in properties through other entities that have elected to be taxed as REITs. Hines REIT's management believes that
the Company and the applicable entities in the Core Fund are organized and operate in such amanner asto qualify for treatment as REITs and intend to
operate in the foreseeable future in such amanner so that they will remain qualified as REITs for federal income tax purposes. Accordingly, no
provision has been made for U.S. federal income taxes for the nine months ended September 30, 2008 and 2007 in the accompanying condensed
consolidated financial statements. Income tax expense recorded by the Company is primarily comprised of a provision for Canadian income taxesand a
provision for the Texas margin tax, both of which are discussed below.

In connection with the operation of Atrium on Bay, an office property located in Toronto, Ontario, the Company has recorded an income tax
provision for Canadian income taxes of approximately $816,000 and $552,000 for the nine months ended September 30, 2008 and 2007, respectively, in
accordance with Canadian tax laws and regulations. In addition, the Company has also recorded a provision for Canadian income taxes of approximately
$561,000 and $236,000 for the three months ended September 30, 2008 and 2007.
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The Company also recorded an income tax provision for the Texas margin tax related to its properties located in Texas. Asaresult, the Company
recorded approximately $175,000 and $380,000, respectively, for the three and nine months ended September 30, 2008. The related income tax expense
was insignificant for the three and nine months ended September 30, 2007.

Asof September 30, 2008, the Company had no significant temporary differences, tax credits, or net operating loss carry-forwards.
Redemption of Common Stock

The Company has adopted Statement No. 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity
(“SFAS No. 150"), which requires, among other things, that financial instruments that represent a mandatory obligation of the Company to repurchase
shares be classified as liabilities and reported at settlement value. As such, SFAS No. 150 is not applicable until such shares are tendered for
redemption by the holder and the redemption of shares is approved. At such time, the Company will reclassify such obligations out of equity to a
liability based upon their respective settlement values. As of September 30, 2008, shares tendered for redemption and approved by the Board of
Directors and not yet redeemed of $3.9 million are included in accounts payable and accrued expenses in the accompanying condensed consolidated
balance sheet. This represents approximately 405,000 shares tendered for redemption and approved by the Board of Directors, but not yet redeemed as
of September 30, 2008.

Per Share Data

L oss per common share is calculated by dividing the net loss for each period by the weighted average number of common shares outstanding
during such period. Loss per common share on a basic and diluted basis is the same because the Company has no potentially dilutive common shares
outstanding.

Reclassifications

The Company has revised the presentation of investment property to exclude the value associated with leases in place at the time an investment
property is acquired as shown in the condensed consolidated balance sheet to be consistent with amajority of othersin theindustry. Asaresult,
certain reclassifications have been made to the 2007 condensed consolidated bal ance sheet and the condensed consolidated statement of cash flows
for the nine months ended September 30, 2007 to be consistent with the 2008 presentation. Specifically, $253.0 million of net book value of in-place
|eases has been reclassified from investment property to intangible |ease assets as of December 31, 2007 in the condensed consolidated balance sheet
and $109.0 million was reclassified from investmentsin property to increase in acquired lease intangibles, net, in the condensed consolidated statement
of cash flows for the nine months ended September 30, 2007. Management believes this change in presentation is appropriate given the practices of
many of the Company’sindustry peers, although it does not believe this change is necessary for the fair presentation of the Company’sfinancial
statements.

Recent Accounting Pronouncements

In December 2007, the FASB issued Statement No. 141 (Revised 2007), Business Combinations (“ SFAS No. 141R"). SFAS No. 141R will significantly
change the accounting for business combinations. Under SFAS No. 141R, an acquiring entity will be required to recognize all the assets acquired and
liabilities assumed in atransaction at the acquisition-date fair value with limited exceptions. SFAS No. 141R will change the accounting treatment for
certain specific acquisition-related itemsincluding: (1) expensing acquisition related costs asincurred; (2) valuing noncontrolling interests at fair value
at the acquisition date; and (3) expensing restructuring costs associated with an acquired business. SFAS No. 141R also includes a substantial number
of new disclosure requirements. SFAS No. 141R isto be applied prospectively to business combinations for which the acquisition date is on or after
January 1, 2009. Management expects SFAS No. 141R will have asignificant impact in future periods to the extent that real estate acquisitions are
significant. For example, the Company acquired four properties for $590.1 million during the nine months ended September 30, 2008. The Company
capitalized approximately $925,000 in acquisition-related expenses during this period that would have been expensed under FAS 141R.

In December 2007, the FASB issued Statement No. 160, Noncontrolling Interestsin Consolidated Financial Statements (“SFAS No. 160"). SFAS
No. 160 establishes requirements for ownership interestsin subsidiaries held by parties other than the Company (sometimes called “ minority interests”)
be clearly identified, presented, and disclosed in the consolidated statement of financial position within equity, but separate from the parent’s equity.
All changesin the parent’s ownership interests are required to be accounted for consistently as equity transactions and any noncontrolling equity
investments in deconsolidated subsidiaries must be measured initially at fair value. SFAS No. 160 is effective, on a prospective basis, for fiscal years
beginning after December 15, 2008. However, presentation and disclosure requirements must be retrospectively applied to comparative financial
statements. Management is currently assessing the impact of SFAS No. 160 on the Company’s consolidated financial statements.

In March 2008, the FASB issued Statement No. 161, Disclosures about Derivative I nstruments and Hedging Activities—an amendment to FASB
Statement No. 133 (“SFASNo. 161"). This statement contains disclosure reguirements regarding an entity’s derivative instruments and hedging
activities such as: (i) how and why they are used; (ii) how they are accounted for and (iii) how they affect an entity’sfinancial statements. SFAS
No. 161 iseffectivefor financia statementsissued for fiscal years and interim periods beginning after November 15, 2008. The Company does not
expect the adoption of SFAS No. 161 to have amaterial impact on its consolidated financial statements.
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In May 2008, the FASB issued Statement No. 162, The Hierarchy of Generally Accepted Accounting Principles (* SFASNo. 162"). This statement
identifies the sources of accounting principles and the framework for selecting the principles used in the preparation of financial statements of
nongovernmental entitiesthat are presented in conformity with generally accepted accounting principlesin the United States. The issuance of SFAS
No. 162 is not expected to have a significant impact on the Company’s consolidated financial statements.

In October 2008, the FASB issued Staff Position No. 157-3 Determining the Fair Value of a Financial Asset When the Market for That Asset is Not
Active (“FSP 157-3"). FSP 157-3 clarifies the application of FASB Statement No. 157, Fair Value Measurements, in amarket that is not active and
provides an exampleto illustrate key considerationsin determining the fair value of afinancial asset when the market for that financial asset is not
active. FSP 157-3 was effective upon issuance, including prior periods for which financial statements have not been issued. The issuance of FSP 157-3
did not have a significant impact on the Company’s consolidated financial statements.

3. Investment Property and Lease I ntangibles
Investment property consisted of the following as of September 30, 2008 and December 31, 2007 (in thousands):

September 30, December 31,

2008 2007
Buildings and improvements $ 1883445 $ 1481541
Less: accumulated depreciation (65,069) (32,395)
Buildings and improvements, net 1,818,376 1,449,146
Land 449,185 349,778
Investment property, net $ 2267561 $ 1,798,924

Direct Investments

Properties that are wholly owned by the Operating Partnership are referred to as “ direct investments.” As of December 31, 2007, the Company
owned direct investmentsin 16 properties through itsinterest in the Operating Partnership.

On May 1, 2008, the Company acquired: Williams Tower, a 64-story office building with an adjacent parking garage located in the Galleria/West
Loop submarket of Houston, Texas; an interest in a 2.8-acre park and waterwall adjacent to Williams Tower; and a2.3-acre land parcel located across
the street from Williams Tower on Post Oak Blvd. The balance of the interest in the park and waterwall is owned by an affiliate of Hines.

Thetotal purchase price for Williams Tower was $271.9 million, including the contract purchase price of $271.5 million and transaction costs of
approximately $0.4 million, and was funded using proceeds from the Company’s public offering and proceeds from its revolving line of credit.

The following table summarizes the estimated fair values of the assets and liabilities acquired for Williams Tower (in thousands):

Total
Buildingsand Intangible Intangible Purchase
Property Land Improvements LeaseAssets LeaseLiabilities Price
Williams Tower $ 57,777 $ 185,184 $ 58880 $ (29,987) $ 271,854

In addition, the Company acquired the following properties during the nine months ended September 30, 2008:

Contract Purchase

City Property Date Acquired Price
(in millions)
Kansas City, Missouri 2555 Grand February 2008 $ 155.8
El Segundo, California Raytheon/DirecTV Buildings March 2008 $ 120.0
Dadlas, Texas 4050/4055 Corporate Drive May 2008 $ 42.8
As of September 30, 2008, the cost basis and accumul ated amortization related to lease intangibles was as follows (in thousands):
L ease I ntangibles
Out-of-Market Out-of-Market

In-Place L eases L ease Assets L easeLiabilities
Cost $ 420,712 $ 69255  $ 142,364
Less: accumulated amortization (98,219) (19,017) (24,085)
Net $ 322,493 $ 50238 $ 118,279
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As of December 31, 2007, the cost basis and accumul ated amortization related to lease intangibles was as follows (in thousands):

L ease I ntangibles

Out-of-Market Out-of-Market
In-Place L eases L ease Assets LeaseLiabilities
Cost $ 302,530 $ 52,450 $ 91,455
Less: accumul ated amortization (49,564) (8,650) (11,990)
Net $ 252,966 $ 43,800 $ 79,465

Amortization expense was $56.4 million and $23.0 million for in-place leases for the nine months ended September 30, 2008 and 2007, respectively,
and amortization of out-of-market leases, net, was an increase to rental revenue of $3.9 million and $1.6 million, respectively. Amortization expense was
$21.1 million and $8.2 million for in-place leases for the three months ended September 30, 2008 and 2007, respectively. Amortization of out-of-market
leases, net, was an increase to rental revenue of approximately $765,000 and $925,000 for the three months ended September 30, 2008 and 2007,
respectively.

Anticipated amortization of in-place, out-of-market |eases, net and out-of-market ground leases for the period from October 1 through December 31,
2008 and for each of the years ended December 31, 2009 through 2012 is as follows (in thousands):

In- Out-of-Market
Place L eases L eases, net
October 1 through December 31, 2008 $ 18223 $ (478)
2009 57,987 (13,888)
2010 48,586 (12,607)
2011 41,814 (11,632)
2012 32,623 (10,515)

In connection with its direct investments, the Company has entered into |ease agreements with tenants for space. As of September 30, 2008, the
approximate fixed future minimum rentals for the period from October 1 through December 31, 2008, and each of the years ending December 31, 2009
through 2012 and thereafter are as follows (in thousands):

Fixed Future

Minimum Rentals

October 1 through December 31, 2008 $ 57,764
2009 213,122
2010 193,106
2011 177,838
2012 153,219
Thereafter 602,687
Totd §  1ar7m

Pursuant to the | ease agreements with certain tenants in one of its buildings, the Company receives fees for the provision of various
telecommunication-related services and the use of certain related facilities. The fixed future minimum rental s expected to be received for such services
for the period from October 1, 2008 through December 31, 2008 are approximately $712,000. In addition, the fixed future minimum rentals expected to be
received for such services for each of the years ended December 31, 2009 through December 31, 2012 and thereafter are $2.6 million, $2.3 million, $2.0
million, $1.5 million and $1.6 million, respectively. The Company has outsourced the provision of these services to atenant in the same building, to
whom it pays fees for the provision of such services. The fixed future minimum payments for such services for the period from October 1, 2008 through
December 31, 2008 are approximately $230,000. In addition, the fixed future minimum payments for such services for each of the years ended December
31, 2009 through December 31, 2012 and thereafter are approximately $907,000, $749,000, $535,000, $372,000 and $282,000, respectively.

During the nine months ended September 30, 2008 and 2007, no tenant | eased space representing more than 10% of the total rental revenue of the
Company.

One of the Company’s propertiesis subject to aground lease, which expires on March 31, 2032. Although the lease provides for increasesin
payments over the term of the lease, ground rent expense accrues on a straight-line basis. The fixed future minimum rentalsto be paid under the
ground lease for the period from October 1, 2008 through December 31, 2008 are approximately $101,000. In addition, the fixed future minimum rentals for
each of the years ended December 31, 2009 through December 31, 2012 and thereafter are approximately $412,000, $420,000, $428,000, $437,000 and $10.3
million, respectively. Ground lease expense for the nine months ended September 30, 2008 was approximately $422,000.
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Investments in Unconsolidated Entities

The Company ownsindirect interestsin real estate through itsinvestmentsin the Core Fund and HCB Il River LLC. The carrying values of its
investmentsin these entities as of September 30, 2008 and December 31, 2007 are as follows (in thousands):

September 30, December 31,

2008 2007
Investment in the Core Fund $ 302,358 $ 330,441
Investment in HCB |l River LLC 28,046 30,716

Total investmentsin unconsolidated entities $ 330404 $ 361,157

The equity in losses of the Company’s unconsolidated entities for the nine months ended September 30, 2008 and 2007 was as follows (in thousands):

Nine Months Nine Months
Ended Ended
September 30, September
2008 30, 2007
Equity in losses of the Core Fund $ (8042) $ (6,864)
Equity in earnings (losses) of HCB Il River LLC 1,663 (58)
Net equity in losses of unconsolidated entities $ (6379 $ (6,922

The equity in losses of the Company’s unconsolidated entities for the three months ended September 30, 2008 and 2007 was as follows (in
thousands):

ThreeMonths ThreeMonths

Ended Ended
September 30,  September 30,
2008 2007
Equity in losses of the Core Fund $ (2957) $ (4,971)
Equity in earnings (losses) of HCB Il River LLC 694 (58)
Net equity in losses of unconsolidated entities $ (2263) $ (5,029

The table below presents the activity of the Company’s unconsolidated entities for the nine months ended September 30, 2008 (in thousands):

CoreFund HCB Il River LLC Total
Balance as of December 31, 2007 $ 330,441 $ 30,716 $ 361,157
Distributions (20,041) (2,055) (22,096)
Net Income (8,042) 1,633 (6,379)
Effect of Exchange Rate — (2,278) (2,278)
Balance as of September 30, 2008 $ 302,358 $ 28,046 $ 330,404
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Investment in the Core Fund

The Core Fund is a partnership organized in August 2003 by Hinesto invest in existing office propertiesin the United States that Hines believes
are desirable long-term holdings. The Core Fund owns interestsin real estate assets through certain limited liability companies and limited partnerships
which have mortgage financing in place. As of September 30, 2008 and December 31, 2007, respectively, the Company owned a 28.7% and 32.0% non-
managing general partnership interest in the Core Fund, which held ownership interestsin 25 and 24 properties across the United States.

Condensed consolidated financial information of the Core Fund as of September 30, 2008 and December 31, 2007 and for the nine months ended
September 30, 2008 and 2007 is summarized below (in thousands):

ASSETS
September

30, 2008 December 31, 2007
Cash $ 101,248 $ 112,211
Property, net 3,944,087 3,481,975
Other assets 361,032 351,577
Total Assets $ 4,406,367 $ 3,945,763

LIABILITIESAND PARTNERS CAPITAL
Debt $ 2,6328% $ 2,313,895
Other liahilities 257,783 264,705
Minority interest 507,727 426,128
Partners’ capital 1,007,963 941,035
Total Liabilities and Partners’ Capital $ 4406367 $ 3945763
OPERATIONS
NineMonths NineMonths
Ended Ended
September September
30, 2008 30, 2007

Revenues, other income and interest income $ 387,148 $ 312,566
Operating expenses (166,724) (132,222)
Interest expense (103,400) (75,779)
Depreciation and amortization (144,360) (131,770)
L oss allocated to minority interest 1,150 6,231
Net Loss $ (26,186y $ (20,974

During the nine months ended September 30, 2008 and 2007, no tenant | eased space representing more than 10% of the total rental revenue of the
Core Fund.
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4. Debt Financing

Thefollowing table includes all of the Company’s outstanding notes payable as of September 30, 2008 and December 31, 2007 (in thousands,

except interest rates):

Principal Principal
Outstanding at Outstanding at
Interest September 30, December

Description Origination Date Maturity Date Rate 2008 31, 2007

SECURED MORTGAGE DEBT

Wells Fargo Bank, N.A. — Airport Corporate Center 1/31/2006 3/11/2009 4.775% 90,649(4) 90,039

Metropolitan Life Insurance Company — 1515 S. Street 4/18/2006 5/1/2011 5.680% 45,000 45,000

Capmark Finance, Inc. — Atrium on Bay 2/26/2007 2/26/2017 5.330% 183,084(3) 193,686

The Prudential Insurance Company of

America— One Wilshire 10/25/2007 11/1/2012 5.980% 159,500 159,500

IXIS Real Estate Capital Inc. — Raytheon/

%
DirecTV Buildings 3/13/2008 12/5/2016 5.675(6) 52,664 —

New York State Teachers Retirement %

System — 2555 Grand 4/24/2008 5/1/2013 5.375(7) 86,000 —

New York State Teachers Retirement %

System — Williams Tower 5/29/2008 6/1/2013 5.500(8) 165,000 —

HSH POOLED MORTGAGE FACILITY

HSH Nordbank — Citymark, 321 North Clark, 1900 and %

2000 Alameda 8/1/2006 8/1/2016 5.8575(2) 185,000 185,000
%

HSH Nordbank — 3400 Data Drive, Watergate Tower 1V 1/23/2007 1/12/2017 5.2505(2) 98,000 98,000
%

HSH Nordbank — Daytona and Laguna Buildings 5/2/2007 5/2/2017 5.3550(2) 119,000 119,000
%

HSH Nordbank — 3 Huntington Quadrangle 7/19/2007 7/19/2017 5.9800(2) 48,000 48,000
%

HSH Nordbank — Seattle Design Center / 5th and Bell 8/14/2007 8/14/2017 6.0300(2) 70,000 70,000

MET LIFE SECURED MORTGAGE FACILITY

Met Life— JPMorgan Chase Tower/Minneapolis 12/20/2007 1/1/2013 5.700% 205,000 205,000

Office/Flex Portfolio
OTHER NOTESPAYABLE
Key Bank National Association — Revolving Credit
Facility 9/9/2005 10/31/2009 Variable (1) — —
Atrium Note Payable 9/1/2004 10/1/2011 7.390% 3,121(5) 3,406
$ 1510018 $ 1,216,631

Q) The revolving credit facility with KeyBank National Association (“KeyBank”) provides a maximum aggregate borrowing capacity of
$250.0 million. Borrowings under the revolving credit facility are at variable interest rates based on LIBOR plus 125 to 200 basis points based on
prescribed leverage ratios.

2 The Company entered into an interest rate swap agreement which effectively fixed the interest rate of this borrowing at the specified rate. See
Item 3. Quantitative and Qualitative Disclosures About Market Risk included elsewhere in this Quarterly Report on Form 10-Q for additional
information regarding the risk of counterparty non-performance.

(3) The Company entered into mortgage financing in connection with its acquisition of Atrium on Bay. The mortgage agreement provides for an
interest only loan with a principal amount of $190.0 million Canadian dollars. This amount was translated to U.S. dollars at arate of $0.9636 as of
September 30, 2008.

(4) Thismortgage is an interest-only loan in the principal amount of $91.0 million, which the Company assumed in connection with its acquisition
of Airport Corporate Center. At the time of acquisition, the fair value of this mortgage was estimated to be $88.5 million, resulting in a premium
of $2.5 million. The premium is being amortized over the term of the mortgage.

(5) Note with Citicorp Vendor Finance Ltd. Related to installation of certain equipment at Atrium on Bay. Thisamount was translated to U.S. dollars
at arate of $0.9636 as of September 30, 2008.

(6) The Company assumed a mortgage note in the principal amount of $54.2 million in connection with its acquisition of the Raytheon/DirecTV

Buildings. The mortgage agreement provides for monthly payments of principal and interest. This mortgage agreement contains customary
events of default with corresponding grace periods, including payment defaults, cross-defaults to other agreements and bankruptcy-rel ated
defaults, and customary covenants, including limitations on liens and indebtedness and maintenance of certain financial ratios. At the time of
acquisition, the fair value of this mortgage was estimated to be $52.9 million, resulting in a premium of $1.3 million. The premium isbeing
amortized over the term of the mortgage.
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7 The Company entered into aloan with the New Y ork State Teachers' Retirement System (“NY STRS") in the principal amount of $86.0 million
secured by itsinterest in 2555 Grand. The loan agreement provides for monthly payments of interest and a principal payment due upon debt
maturity. Thisloan agreement contains customary events of default with corresponding grace periods, including payment defaults, cross-
defaults to other agreements and bankruptcy-related defaults, and customary covenants, including limitations on liens and indebtedness and
maintenance of certain financial ratios.

(8) The Company entered into aloan with NY STRSin the principal amount of $165.0 million secured by itsinterest in Williams Tower. The loan
agreement provides for monthly payments of interest and a principal payment due upon debt maturity. Thisloan agreement contains customary
events of default with corresponding grace periods, including payment defaults, cross-defaults to other agreements and bankruptcy-rel ated
defaults, and customary covenants, including limitations on liens and indebtedness and maintenance of certain financial ratios.

The Company is contractually obligated to make principal payments on its outstanding notes payable for the period from October 1, 2008 through
December 31, 2008, for each of the years ended December 31, 2009 through December 31, 2012 and for the period thereafter of approximately $218,000,
$91.9 million, $953,000, $48.7 million, $160.4 million and $1.2 billion.

The Company is not aware of any instances of noncompliance with financial covenants as of September 30, 2008.

5. Distributions

The Company began declaring distributions (as authorized by its board of directors) in November 2004, after the Company commenced business
operations. From July 1, 2006 through April 30, 2008, the Company declared daily distributions (as authorized by the Company’s board of directors)
equal to $0.00170959 per share, per day and the Company increased the dividend rate to $0.00175233 per share, per day for the months of May through
November 2008. The distributions declared were authorized and set by the Company’s board of directors at alevel the board believed to be appropriate
based upon the board’s evaluation of its assets, historical and projected levels of cash flow and results of operations, additional capital and debt
anticipated to be raised or incurred and invested in the future, the historical and projected timing between receiving offering proceeds and investing
such proceedsin real estate investments, and general market conditions and trends. The Company has declared the daily distributions on a monthly
basis and aggregated and paid such distributions quarterly. The Company intends to continue this distribution policy for so long asits board of
directors decides this policy isin the best interests of its shareholders. The Company has declared the following aggregate distributions to its
shareholders and minority interests for each quarter during the year ended December 31, 2007 and the nine months ended September 30, 2008 (in
thousands):

Total Distribution for the Quarter Ended Date Paid Total Distribution
September 30, 2008 October 1, 2008 $ 31,773
June 30, 2008 July 1, 2008 $ 29,002
March 31, 2008 April 15, 2008 $ 26,337
December 31, 2007 January 16, 2008 $ 24,923
September 30, 2007 October 15, 2007 $ 23,059
June 30, 2007 July 20, 2007 $ 18,418
March 31, 2007 April 16, 2007 $ 14,012

6. Related Party Transactions
Dueto Affiliates

Dueto affiliatesincludes the following (in thousands):

September
30,2008 December 31, 2007
Organizational and offering costs related to the Second Offering $ 29 $ 2,260
Dealer manager fees and selling commissions — 605
Asset management, acquisition fees and property-level fees and reimbursements 4,253 5,319
Other 464 784
Total $ 4746 $ 8,968

Advisory Agreement

Pursuant to the advisory agreement in effect for the Second Offering, the Company was required to pay fees and expense reimbursements (in
addition to the reimbursement of organizational and offering costs described in Note 2 above). On July 1, 2008, the Company executed a new advisory
agreement related to the Third Offering. The fees specified by the Third Offering advisory agreement are comparable with those of the previous
advisory agreement with the exception of changes to the acquisition fee cal culation, the addition of the debt financing fee and elimination of the
requirement to reimburse organizational and offering costs (See Note 2 above).
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Acquisition Fees — Effective July 1, 2008 the Company will pay an acquisition fee to the Advisor for servicesrelated to the due diligence,
selection and acquisition of direct or indirect real estate investments. The acquisition feeis payable following the closing of each acquisition up to an
aggregate of $2.0 billion of gross real estate investmentsin an amount equal to 2.5% of (i) the purchase price of real estate investments acquired
directly by the Company, including any debt attributable to such investments or (ii) when the Company makes an investment indirectly through
another entity, such investment’s pro rata share of the gross asset value of real estate investments held by that entity. In addition, the Company will
pay an acquisition fee to the Advisor, with respect to investments made after theinitial $2.0 billion of gross real estate investments, equal to 0.50% of
the amounts set forth in (i) and (ii). Pursuant to prior advisory agreementsin effect before July 1, 2008, the Company paid an amount equal to 0.50% of
(i) the purchase price of real estate investments acquired directly by the Company, including any debt attributable to such investments, or (ii) when the
Company made an investment indirectly through another entity, such investment’s pro rata share of the gross asset value of thereal estate
investments held by that entity.

The Advisor earned cash acquisition fees totaling $3.0 million and $5.3 million for the nine months ended September 30, 2008 and 2007,
respectively, which have been recorded as an expense in the accompanying condensed consolidated statements of operations. The Advisor earned no
cash acquisition fees for the three months ended September 30, 2008. The Advisor earned cash acquisition fees totaling $3.1 million for the three
months ended September 30, 2007 which have been recorded as an expense in the accompanying condensed consolidated statements of
operations. See discussion of the Participation Interest below for additional information concerning acquisition fees. As of September 30, 2008
and December 31, 2007, the Company had no liabilities for incurred and unpaid acquisition fees.

Asset Management Fees — The Company paid asset management fees to the Advisor for services related to managing, operating, directing and
supervising the operations and administration of the Company and its assets. The asset management fee earned by the Advisor monthly in an amount
equal to 0.0625% multiplied by the net equity capital the Company hasinvested in real estate investments as of the end of the applicable month. The
Advisor earned cash asset management fees totaling $8.9 million and $5.7 million during the nine months ended September 30, 2008 and 2007,
respectively, which have been recorded as an expense in the accompanying condensed consolidated statements of operations. The Advisor earned
cash asset management fees totaling $3.1 million and $2.4 million during the three months ended September 30, 2008 and 2007, respectively, which have
been recorded as an expense in the accompanying condensed consolidated statements of operations. See discussion of the Participation I nterest
below for additional information concerning asset management fees. As of September 30, 2008 and December 31, 2007, the Company had liabilities for
incurred and unpaid asset management fees of $1.0 million and $2.5 million, respectively, which have been included in due to affiliatesin the
accompanying condensed consolidated balance sheets.

Debt Financing Fee — The Company will pay the Advisor afinancing fee equal to 1.0% of the amount (i) obtained under any property loan or (ii)
made available to the Company under any other debt financing. Asthe Company incurs the financing fees payable to the Advisor, these feeswill be
deferred and amortized into interest expense using a straight-line method, which approximates the effective interest method over the life of the related
debt. No financing fees were incurred by the Company as of September 30, 2008.

Dealer Manager Agreement

The Company retained HRES, an affiliate of the Advisor, to serve as dealer manager for the Initial Offering and the Second Offering. The dealer
manager agreement for the Second Offering provided that HRES earned selling commissions equal to 7.0% of the gross proceeds from sales of common
stock, all of which was reallowed to participating broker dealers, and earned no selling commissions related to shares issued pursuant to the dividend
reinvestment plan. It also provided that HRES earned a deal er manager fee equal to up to 2.2% of gross proceeds from the sales of common stock other
than issuances pursuant to the dividend reinvestment plan, a portion of which was reallowed to participating broker dealers.

On June 30, 2008, the Company executed a new dealer manager agreement with HRES to serve as a dealer manager for the Third Offering. The terms
of the new deal er manager agreement for the Third Offering are comparable with those of the previous deal er manager agreement asit relatesto the
selling commissions and dealer manager fee earned by HRES. However, the new dealer manager agreement extends the definition of shares exempted
from selling commissions and the dealer manager fee to include shares purchased by certain investors that have an agreement with alicensed broker-
dealer, investment advisor or bank trust department pursuant to which the investor pays a fee based on assets under management or asimilar fee.

HRES earned selling commissions of $24.3 million and earned deal er manager fees of $8.0 million for the nine months ended September 30, 2008,
which have been offset against additional paid-in capital in the accompanying condensed consolidated statement of shareholders' equity.

Property Management and Leasing Agreements

The Company has entered into property management and | easing agreements with Hines to manage the leasing and operations of propertiesin
which it directly invests. As compensation for its services, Hines receives the following:

* A property management fee equal to the lesser of 2.5% of the annual gross revenues received from the properties or the amount of property
management fees recoverable from tenants of the property under the leases. The Company incurred property management fees of $5.2 million
and $2.6 million for the nine months ended September 30, 2008 and 2007, respectively, and $1.8 million and $1.1 million for the three months
ended September 30, 2008 and 2007, respectively. As of September 30, 2008 and December 31, 2007, the Company had liabilities for incurred
and unpaid property management fees of approximately $418,000 and $260,000, respectively, which have been included in due to affiliatesin
the accompanying condensed consolidated balance sheets.
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*  Aleasing fee of 1.5% of grossrevenues payable over the term of each executed lease, including any lease renewal, extension, expansion or
similar event and certain construction management and re-devel opment construction management fees, in the event Hines renders such
services. The Company incurred leasing, construction management or redevel opment fees of $2.6 million and $1.1 million during the nine
months ended September 30, 2008 and 2007, respectively, and approximately $621,000 and $462,000 during the three months ended September
30, 2008 and 2007, respectively. As of September 30, 2008 and December 31, 2007, the Company had arelated liability of approximately $1.1
million and $654,000, respectively, which isincluded in due to affiliates in the accompanying condensed consolidated balance sheets.

*  The Company generally will be required to reimburse Hines for certain operating costs incurred in providing property management and leasing
services pursuant to the property management and leasing agreements. Included in this reimbursement of operating costs are the cost of
personnel and overhead expenses related to such personnel who are located at the property as well as off-site personnel located in Hines'
headquarters and regional offices, to the extent the same relate to or support the performance of Hines' duties under the agreement. However,
the reimbursable cost of these off-site personnel and overhead expenses are limited to the lesser of the amount that is recovered from the
tenants under their leases and/or alimit cal culated based on the rentable square feet covered by the agreement. The Company incurred
reimbursable expenses of $11.3 million and $5.8 million for the nine months ended September 30, 2008 and 2007, respectively, and $4.1 million
and $2.5 million for the three months ended September 30, 2008 and 2007, respectively. As of September 30, 2008 and December 31, 2007, the
Company had related liabilities of $1.7 million which were included in due to affiliates in the accompanying condensed consolidated balance
sheets.

On May 1, 2008, the Company acquired Williams Tower, a 64-story office building located in Houston, Texas. Williams Tower is managed by Hines.
In addition, the Company is headquartered in Williams Tower and Hines and its affiliates |ease 9% of the rentable area of Williams Tower. The
Company recorded approximately $1.0 million and $1.7 million, respectively, in revenue related to space leased by Hines for the three and nine-months
ended September 30, 2008.

The Participation Interest

Pursuant to the Amended and Restated Agreement of Limited Partnership of the Operating Partnership, HALP owns a profitsinterest in the
Operating Partnership (the “ Participation Interest”). The percentage interest in the Operating Partnership attributabl e to the Participation Interest was
2.0% and 1.7% as of September 30, 2008 and December 31, 2007, respectively. The Participation Interest entitles HALP to receive distributions from the
Operating Partnership based upon its percentage interest in the Operating Partnership at the time of distribution.

Asthe percentage interest of the Participation Interest is adjusted, the val ue attributable to such adjustment related to acquisition fees and asset
management feesis charged against earnings and recorded as a liability until such time as the Participation Interest is repurchased for cash or
converted into common shares of Hines REIT. Thisliability totaled $38.7 million and $26.8 million as of September 30, 2008 and December 31, 2007,
respectively, and isincluded in the participation interest liability in the accompanying condensed consolidated balance sheets. The related expense for
asset management and acquisition fees of $12.0 million and $11.0 million for the nine months ended September 30, 2008 and 2007, respectively, is
included in asset management and acquisition fees in the accompanying condensed consolidated statements of operations. For the three months
ended September 30, 2008 and 2007, respectively, the Company recorded $3.1 million and $5.4 million of asset management and acquisition fessrelated
to the Participation Interest.

7. Changesin Assetsand Liabilities

The effect of changesin asset and liability accounts on cash flows from operating activities for the nine months ended September 30, 2008 and
2007 isasfollows (in thousands):

2008 2007

Changesin assets and liabilities:

Increase in other assets $ (459 $ (940)
Increase in tenant and other receivables (18,338) (11,556)
Additionsto deferred leasing costs (15,880) (6,300)
Increase in accounts payable and accrued expenses 3,562 6,043
Increasein participation interest liability 11,962 11,007
(Decrease) increase in other liabilities (2,845) 1,876
Increase (decrease) in due to affiliates (1,243) 1,747
Changesin assets and liabilities $ (23,141) $ 1,877
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8. Supplemental Cash Flow Disclosures

Supplemental cash flow disclosures for the nine months ended September 30, 2008 and 2007 are as follows (in thousands):

2008 2007

Supplemental Disclosure of Cash Flow Information

Cash paid for interest $ 57525 $ 31,722
Cash paid for income taxes $ 444 % —
Supplemental Schedule of Non-Cash Activities

Unpaid selling commissions and deal er manager fees $ — 3 784
Deferred offering costs offset against additional paid-in-capital $ 4206 $ 6,889
Distributions declared and unpaid $ 31,773 $ 23,059
Distributions receivable $ 7281 $ 7,481
Distributions reinvested $ 43690 $ 24,849
Stock subscriptions $ 718 % —
Non-cash net liabilities acquired upon acquisition of property $ 2099 $ 11,831
Accrual of deferred financing costs $ — 3 132
Assumption of mortgage upon acquisition of property $ 52930 $ —
Accrued additions to deferred leasing costs $ 5080 $ 12,038
Accrued additions to investment property $ 563 $ 1,360

9. Commitments and Contingencies

The Company is 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 amaterial adverse effect on the Company’s consolidated financial statements.

10. Fair Value Disclosures

On January 1, 2008 the Company adopted Statement No. 157, Fair Value Measurements ("SFAS No. 157"). The standard definesfair value,
establishes aframework for measuring fair value and al so expands disclosures about fair value measurements. The discussion below presents
information about the three-level fair value hierarchy described in SFAS No. 157 and the valuation techniques utilized by the Company to determine the
fair value of itsinterest rate swaps.

In general, fair values determined by Level 1 inputs utilize quoted prices (unadjusted) in active markets for identical assets or liahilities we have
the ability to access. Fair values determined by Level 2 inputs utilize inputs other than quoted pricesincluded in Level 1 that are observable for the
asset or liability, either directly or indirectly. Level 2 inputsinclude quoted prices for similar assets and liabilities in active markets and inputs other than
quoted prices observable for the asset or liability, such asinterest rates and yield curves observable at commonly quoted intervals. Level 3inputsare
unobservable inputs for the asset or liability, and include situations where there islittle, if any, market activity for the asset or liability. In instancesin
which the inputs used to measure fair value may fall into different levels of thefair value hierarchy, the level in the fair value hierarchy within which the
fair value measurement in its entirety has been determined is based on the lowest level input significant to the fair value measurement in its entirety.
Our assessment of the significance of a particular input to the fair value measurement in its entirety requires judgment, and considers factors specific to
the asset or liability.

Asof September 30, 2008, the Company recorded aliability of $41.4 million related to the fair value of itsinterest rate swap contracts in accordance
with SFAS No. 157. Thefair value of these derivative instruments was determined using pricing models. Pricing models take into account the contract
termsaswell as other inputs where applicable, such asinterest rate yield curves. Although we have determined the majority of the inputs used to value
our derivativesfall within Level 2 of the fair value hierarchy, the credit val uation adjustments associated with our derivatives utilize Level 3 inputs, such
as estimates of current credit spreads to evaluate the likelihood of default by us and our counterparty, HSH Nordbank. In adjusting the fair value of its
derivative contracts for the effect of nonperformance risk, we have considered the impact of netting and any applicable credit enhancements, such as
collateral postings, thresholds and guarantees. However, as of September 30, 2008, we have assessed the significance of the impact of the credit
valuation adjustments on the overall valuation of our derivative positions and have determined that the credit valuation adjustments are not significant
to the overall valuation of our derivatives. As aresult, we have determined our derivative valuationsin their entirety are classified in Level 2 of thefair
value hierarchy.

To obtain fair values, observable market prices are used if available. In some instances, observable market prices are not readily available for
certain financial instruments and fair value is determined using present value or other techniques appropriate for a particular financial instrument. These
techniques involve some degree of judgment and as aresult are not necessarily indicative of the amounts the Company would realizein acurrent
market exchange. The use of different assumptions or estimation techniques may have a material effect on the estimated fair value amounts.
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11. Subsequent Events
Denver Industrial/Flex Portfolio

On October 3, 2008, the Company entered into a contract to acquire the Denver Industrial/Flex Portfolio (* Denver Industrial/Flex Portfolio”), a
group of industrial/flex buildings located throughout southeast Denver, Colorado. The Denver Industrial/Flex Portfolio consists of 484,737 square feet
of rentable areathat is 94% leased. The contract purchase price of the Denver Industrial/Flex Portfolio is expected to be $66.5 million, exclusive of
transaction costs, financing fees and working capital reserves. In connection with this acquisition, the Company is assuming three loans totaling $35.8
million. Thisacquisition is expected to be completed during the fourth quarter of 2008. There can be no assurance that this transaction will be
completed.

Weingarten Grocery-Anchored Portfolio

On November 13, 2008, the Company acquired a 70% interest in ajoint venture with Weingarten Reality Investors (NY SE:WRI)

(“Weingarten”). Concurrently, the joint venture entered into an agreement to acquire a portfolio of grocery-anchored retail centers owned by
Weingarten (the “Weingarten Portfolio”) for approximately $271.4 million. The Weingarten Portfolio includes 12 retail properties anchored by grocery
storeslocated in Texas, Georgia, Tennessee, Florida and North Carolinaand consists of approximately 1.5 million square feet of rentable areathat is
96% leased. Theinitial closing included eight properties for approximately $205.1 million. The Company funded its portion (approximately $49.7 million)
of equity required for theinitial closing with proceeds from its public offerings. In addition to its 30% share of the joint venture equity, Weingarten
provided $134.0 million of debt financing in the form of 6% preferred equity. $100.0 million of the preferred equity will be redeemed once thejoint
venture closes on its third-party debt financing, which is currently expected to occur before December 31, 2008. The closing of the remaining four
properties will be consummated upon the finalization of their respective loan assumptions. Weingarten will continue to manage the propertiesfor the
joint venture.

Shareholder Redemptions

For the months of September and October 2008, in accordance with its share redemption plan, Hines REIT redeemed 1.3 million common shares and
made corresponding payments (on October 1 and November 3, 2008, respectively) totaling $12.8 million to shareholders who had requested these
redemptions. The shares redeemed were cancelled and will have the status of authorized, but unissued shares. The Company recorded a $3.9 million
liahility for the shares redeemed in October. See Note 2 — Redemption of Common Stock for additional information.
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Item 2. Management’'s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our unaudited
condensed consolidated financial statements, the notes thereto, and the other unaudited financial data included elsewherein this Form 10-Q. The
following discussion should also be read in conjunction with our audited consolidated financial statements, and the notes thereto, and
“ Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in our Annual Report on Form 10-K for
the year ended December 31, 2007.

Cautionary Note Regarding Forward-Looking Statements

This Form 10-Q includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E
of the Securities Exchange Act of 1934, as amended. Such statements include statements concerning future financial performance and distributions,
future debt and financing levels, acquisitions and investment objectives, paymentsto our advisor, Hines Advisors Limited Partnership (the “Advisor”),
and its affiliates and other plans and objectives of management for future operations or economic performance, or assumptions or forecasts related
thereto aswell as all other statements that are not historical statements. These statements are only predictions. We caution that forward-looking
statements are not guarantees. Actual events or our investments and results of operations could differ materially from those expressed or implied in
forward-looking statements. Forward-looking statements are typically identified by the use of terms such as “may,” “should,” “expect,” “could,”
“intend,” “plan,” “anticipate,” “estimate,” “believe,” “continue,” “predict,” “potential” or the negative of such terms and other comparable
terminology.

The forward-looking statementsincluded in this Form 10-Q are based on our current expectations, plans, estimates, assumptions and beliefs that
involve numerous risks and uncertainties. Assumptions relating to the foregoing involve judgments with respect to, among other things, future
economic, competitive and market conditions and future business decisions, all of which are difficult or impossible to predict accurately and many of
which are beyond our control. Any of the assumptions underlying forward-looking statements could be inaccurate. To the extent that our assumptions
differ from actual results, our ability to meet such forward-looking statements, including our ability to generate positive cash flow from operations, pay
distributions to our shareholders and maintain the value of the real estate propertiesin which we hold an interest, may be significantly hindered.

The following are some of the risks and uncertainties, although not all of the risks and uncertainties, which could cause actual resultsto differ
materially from those presented in certain forward-looking statements:

*  Our ability to invest offering and dividend reinvestment plan proceeds to acquire properties or other investmentsin atimely manner and at
appropriate amounts that provide acceptable returns;

*  Thepotential need to fund tenant improvements, lease-up costs or other capital expenditures, aswell asincreasesin property operating
expenses and costs of compliance with environmental matters or discovery of previously undetected environmentally hazardous or other
undetected adverse conditions at our properties;

. Risks associated with debt;

*  Competition for tenants and real estate investment opportunities, including competition with affiliates of Hines Interests Limited Partnership
(“Hines");

. Risks associated with adverse changes in general economic or local market conditions, including terrorist attacks and other acts of violence,
which may affect the marketsin which we and our tenants operate;

. Catastrophic events, such as hurricanes, earthquakes and terrorist attacks; and our ability to secure adequate insurance at reasonable and
appropriate rates;

. Risks associated with the currency exchange rate related to our international investments;

. Thefailure of any bank in which we deposit our funds could reduce the amount of cash we have available to pay distributions and make
additional investments.

*  Changesin governmental, tax, real estate and zoning laws and regulations and the related costs of compliance and increases in our
administrative operating expenses, including expenses associated with operating as a public company;

. Risksrelating to our investment in Hines US Core Office Fund LP (the “ Core Fund”), such asits reliance on Hines for its operations and
investments, and our potential liability for Core Fund obligations;
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. The lack of liquidity associated with our assets;

*  Ourreliance on our Advisor, Hines and affiliates of Hines for our day-to-day operations and the selection of real estate investments, and our
Advisor’'s ability to attract and retain high-quality personnel who can provide service at alevel acceptable to us;

. Risks associated with conflicts of interests that result from our relationship with our Advisor and Hines, as well as conflicts of interests certain
of our officers and directors face relating to the positions they hold with other entities; and

. Our ability to continue to qualify asareal estate investment trust (“REIT”) for federal income tax purposes.

Theserisks are more fully discussed in, and all forward-looking statements should be read in light of, all of the factors discussed in Part I,
“Item 1A. Risk Factors’ in our Annual Report on Form 10-K for the year ended December 31, 2007.

Y ou are cautioned not to place undue reliance on any forward-looking statementsincluded in this Form 10-Q. All forward-looking statements are
made as of the date of this Form 10-Q and the risk that actual resultswill differ materially from the expectations expressed in this Form 10-Q may
increase with the passage of time. In light of the significant uncertainties inherent in the forward-looking statementsincluded in this Form 10-Q, the
inclusion of such forward-looking statements should not be regarded as a representation by us or any other person that the objectives and plans set
forth in this Form 10-Q will be achieved. All subsequent written and oral forward-looking statements attributabl e to us or persons acting on our behalf
are expressly qualified in their entirety by reference to these risks and uncertainties. Each forward-looking statement speaks only as of the date of the
particular statement, and we do not undertake to update any forward-looking statement.

Executive Summary

Hines Real Estate Investment Trust, Inc. (“HinesREIT” and, together with its consolidated subsidiaries, “we”, “us” or the “Company”) and its
subsidiary, Hines REIT Properties, L.P. (the “ Operating Partnership”) were formed in August 2003 for the purpose of investing in and owning interests
inreal estate. We haveinvested and continue to invest in real estate to satisfy our primary investment objectives, including preserving invested
capital, paying regular cash distributions and achieving modest capital appreciation of our assets over the long term. We make investments directly
through entities wholly owned by the Operating Partnership, or indirectly through other entities, such as through our investment in the Core Fund. As
of September 30, 2008, we had direct and indirect interestsin 46 properties. These properties consist of 43 office properties located throughout the
United States, one mixed-use office and retail property in Toronto, Ontario, oneindustrial property in Dallas, Texas and an interest in an industrial
property in Rio de Janeiro, Brazil.

Our principal targeted assets are office properties that have quality construction, desirable locations and quality tenants. We expect to continue to
focus primarily on investmentsin institutional-quality office propertieslocated in the United States (whether as direct investments or asindirect
investments through the Core Fund or otherwise). However, we also intend to continue to pursue other real estate investments that we believe will
satisfy our long-term primary objectives of preserving invested capital and achieving modest capital appreciation over the long term, in addition to
providing regular cash distributions to our shareholders. To achieve these objectives, weintend to invest in properties which will be diversified by
location, |ease expirations and tenant industries. In the future, our investments may include additional investments outside of the United States,
investments in non-office properties, non-core or development investments, oans, ground leases and investments in other joint ventures.

In order to provide capital for these investments, we sold shares to the public through our initial public offering (the “Initial Offering”) and our
second public offering (the “ Second Offering”), the latter of which terminated on June 30, 2008. On July 1, 2008, we commenced our third public
offering (the “ Third Offering”) pursuant to which we are offering a maximum of $3.5 billion in common shares. We intend to continue raising significant
amounts of capital through our Third Offering prior to its expiration on July 1, 2010.

Market Update

Thefinancial markets are experiencing significant volatility, driven by continued fallout from the credit crisis and overall weakening global
economy. Economic indicatorsin the U.S. continue to point toward arecession, though many economists disagree about forecasts regarding its
potential length or depth. Regardless, we expect that the current downturn will have an adverse effect on real estate market fundamentals, including
tenant demand, overall occupancies, leasing velocity and rental rates, and will lead to increased subletting and tenant defaults. We expect that this will
have anegative impact on our future income and cash flow earned, which support our distributions paid to shareholders, as well as the values of our
real estate investments. We are proactively managing our portfolio in an effort to minimize the negative impacts during thistime. Aswith most
commercial real estate, our portfolio of assetsis not immune to aweakening economy; however, due to the quality and diversification of our portfolio,
we believe that our portfolio isrelatively well positioned to limit the negative impact from this down cycle.

To date, our portfolio has not experienced significant direct effects resulting from the eventsin the financial markets. As of September 30, 2008, our
portfolio was 93% leased to adiverse tenant base over avariety of industries, with approximately 19% leased to approximately 250 different companies
in the financial and insurance industries and approximately 17% leased to approximately 130 different companiesin the legal industry. Our portfolio has
no exposure to AlG or Lehman Brothers and limited exposure to certain troubled individual tenantsin the finance and insurance industries, including
Bear Stearns and Washington Mutual. Included in our portfolio at September 30, 2008 are several tenants who have sought bankruptcy protection.

L eases to these tenants comprise approximately 0.5% of the |easable square feet in our portfolio based on our effective ownership interestsin our
properties. We believe we have recorded adequate reserves against receivables from these tenantsin our financial statements as of September 30, 2008
included elsewhere in this Form 10-Q. We continue to be concerned about the ultimate impact of eventsin the financial markets on our tenantsin the
finance, insurance and legal industries, and we are monitoring them and managing potential adverse impact to our portfolio.

We have not invested in debt securities such as collateralized debt obligations (CDO’s), and therefore do not have exposure to the impact current
market conditions may have on those securities.
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The capital and debt markets affecting commercial real estate have also continued to deteriorate. Financial institutions and lenders have become
capital constrained, and lenders and credit rating agencies have tightened underwriting standards. Asaresult, debt capital has become more expensive
and difficult to obtain. We have managed our portfolio to date in an effort to minimize our exposure to volatility in the debt capital markets. We have
done this by using moderate levels of long-term fixed-rate debt and minimizing our exposure to short-term variable rate debt which ismore likely to be
impacted by market volatility. Our portfolio was 54% leveraged as of September 30, 2008, with 98% of our debt in the form of long-term, fixed-rate
mortgages (some of which are effectively fixed through the use of interest rate swaps). We have aminimal amount of debt ($90.6 million) whichis
maturing in 2009, and thus have limited exposure to the potential negative impacts of attempting to refinance assetsin the current debt markets. While
we expect to be able to refinance this debt under acceptable terms, if we are unable to do so, we may use borrowings under our revolving credit facility,
proceeds from our Third Offering or, if necessary, cash flow from operationsto retire thisinstrument at maturity.

Values of commercial real estate assets and debt instruments have been impacted by the events described above. Values of assets have declined
from the values achieved over the last 24 months. It is uncertain how much of the declines are attributable to the current illiquidity and volatility in the
markets, the prospects of arecession and itsimpact on real estate or alonger-term repricing of real estate assets. Whilereal estate values have
declined in recent months, existing, low-rate debt has seen the opposite trend. Asdebt isless available and more expensive, existing long-term
attractively-priced debt hasincreased in value. Depending on how the markets perform over the next several months, these events could result in a
declinein the value of our existing real estate portfolio. The value of our real estate is one of many factors considered in determining our share price,
and we cannot assure you that our share price will not decrease in the future.

Looking forward, we expect to continue to raise capital to pursue new investment opportunities and maintain sufficient liquidity to meet our
operating needs. We believe that the current market environment will result in increased cap rates and decreased pricing of commercial real estate
assets. Thisshould result in investment opportunities which generate higher returns than assets acquired 12 — 24 months ago. We are actively
pursuing investment opportunities as we believe that during thistime of asevere lack of debt and capital, the current distressin the market may allow
us access to attractive real estate investment opportunities.

We continue to manage our strong lending relationships with banks, insurance companies, pension funds and othersthat generally provide debt
capital for commercial rea estate transactions. During thefirst half of 2008, we were able to secure nearly $300 million of attractive mortgage financing
for our acquisitions. Although debt capital is scarcer and more expensive than it was during the last several years, we expect that it will continue to be
availableto usdueto our financial strength and the quality of the assets we acquire. Aswe pursue new investment opportunities, we will continue to
factor into such opportunities the current avail ability and price of debt capital. Notwithstanding the above, depending on market conditions and other
factors, we may choose not to borrow to finance future new acquisitions or to place new debt on our existing portfolio or assets.

Although we cannot predict how the financial markets and broader economy will transform from where they are today, we are actively managing

our well-diversified portfolio of quality real estate assets. Our sponsor, advisor and property manager have significant experience through several real
estate and economic cycles, and thus we believe we are well-positioned to manage through these difficult and uncertain times.
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The following table provides summary information regarding the properties in which the Operating Partnership owned interests as of September 30,

2008:
Direct Investments

Our

Effective

Leasable Percent Owner ship

Property City Square Feet Q)
321 North Clark Chicago, Illinois 885,664 99% 100%
JPMorgan Chase Tower Dallas, Texas 1,247,923 88% 100%
Citymark Dallas, Texas 220,079 100% 100%
4050/4055 Corporate Drive Dadlas, Texas 643,429 100% 100%
Raytheon/DirectTV Buildings El Segundo, Cdlifornia 550,579 100% 100%
Watergate Tower 1V Emeryville, California 344,433 100% 100%
Williams Tower Houston, Texas 1,480,623 93% 100%
2555 Grand Kansas City, Missouri 595,607 100% 100%
One Wilshire Los Angeles, California 661,553 99% 100%
3 Huntington Quadrangle Melville, New Y ork 407,731 88% 100%
Airport Corporate Center Miami, Florida 1,021,397 90% 100%
Minneapolis Office/Flex Portfolio Minneapolis, Minnesota 766,240 84% 100%
3400 Data Drive Rancho Cordova, California 149,703 100% 100%
Daytona Buildings Redmond, Washington 251,313 100% 100%
LagunaBuildings Redmond, Washington 464,701 100% 100%
1515 S Street Sacramento, California 348,881 100% 100%
1900 and 2000 Alameda San Mateo, California 253,141 94% 100%
Seattle Design Center Seattle, Washington 390,684 89% 100%
5th and Bell Seattle, Washington 197,135 100% 100%
Atrium on Bay Toronto, Ontario 1,071,517 98% 100%
Total for Directly-Owned Properties 11,952,333 95%
Indirect | nvestments
Core Fund Investments
One Atlantic Center Atlanta, Georgia 1,100,312 81% 23.27%
The Carillon Building Charlotte, North Carolina 470,942 97% 23.271%
Charlotte Plaza Charlotte, North Carolina 625,026 96% 23.27%
One North Wacker Chicago, Illinois 1,373,754 98% 23.27%
Three First National Plaza Chicago, Illinois 1,420,056 93% 18.62%
333 West Wacker Chicago, Illinois 845,210 94% 18.57%
One Shell Plaza Houston, Texas 1,230,395 100% 11.64%
Two Shell Plaza Houston, Texas 565,467 97% 11.64%
425 Lexington Avenue New Y ork, New York 700,034 100% 11.67%
499 Park Avenue New York, New York 288,722 100% 11.67%
600 L exington Avenue New Y ork, New York 284,701 97% 11.67%
Renaissance Square Phoenix, Arizona 965,508 89% 23.27%
Riverfront Plaza Richmond, Virginia 951,421 100% 23.27%
Johnson Ranch Corporate Center Roseville, Cdifornia 179,990 67% 18.57%
Roseville Corporate Center Roseville, Caifornia 111,418 94% 18.57%
Summit at Douglas Ridge Roseville, Cdifornia 185,128 78% 18.57%
Olympus Corporate Center Roseville, California 191,494 57% 18.57%
Douglas Corporate Center Roseville, California 214,606 81% 18.57%
Wells Fargo Center Sacramento, California 502,365 97% 18.57%
525 B Street San Diego, California 446,737 85% 23.271%
The KPMG Building San Francisco, California 379,328 100% 23.27%
101 Second Street San Francisco, Cdlifornia 388,370 91% 23.27%
720 Olive Way Seattle, Washington 300,710 94% 18.57%
1200 19th Street Washington, D.C. 328,154 (2) 28% 11.67%
Warner Center Woodland Hills, California 808,274 89% 18.57%
Total for Core Fund Properties 14,858,122 91%
Other
Distribution Park Rio Rio de Janeiro, Brazil 693,115 100% 50%
Total for All Properties 27,503,570 93%
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Q) This percentage shows the effective ownership of the Operating Partnership in the propertieslisted. On September 30, 2008, Hines REIT
owned a97.4% interest in the Operating Partnership asits sole general partner. Affiliates of Hines owned the remaining 2.6% interest in the
Operating Partnership. As of September 30, 2008, we owned interestsin 25 Core Fund investments through our interest in the Core Fund, in
which we owned an approximate 28.7% non-managing general partner interest as of September 30, 2008. The Core Fund does not own 100% of
these buildings; its ownership interest in its buildings ranges from 40.5% to 81.0%. In addition, we owned a 50% interest in Distribution Park
Rio through ajoint venture with an affiliate of Hines.

2 This square footage amount includes three floors being added to the building, which are currently under construction. The constructionis
expected to be completed in 2009.

Critical Accounting Policies

Each of our critical accounting policiesinvolves the use of estimates that require management to make assumptions that are subjective in nature. In
addition to the policies set forth bel ow, please see “Note 2 — Summary of Significant Accounting Policies” in our unaudited condensed consolidated
financial statementsincluded elsewherein this Form 10-Q for a description of some of these policies. Management relies on its experience, collects
historical and current market data, and analyzes these assumptionsin order to arrive at what it believes to be reasonable estimates. Under different
conditions or assumptions, materially different amounts could be reported related to the accounting policies described below. |n addition, application
of these accounting policiesinvolves the exercise of judgments regarding assumptions as to future uncertainties. Actual results could materially differ
from these estimates.

Investment Property and Lease Intangibles

Real estate assets that we own directly are stated at cost |ess accumul ated depreciation. Depreciation is computed using the straight-line method.
The estimated useful lives for computing depreciation are generally 10 yearsfor furniture and fixtures, 15-20 yearsfor electrical and mechanical
installations and 40 years for buildings. Major replacements that extend the useful life of the assets are capitalized. Maintenance and repair costs are
expensed asincurred.

Real estate assets are reviewed for impairment if events or changes in circumstances indicate that the carrying amount of the individual property
may not be recoverable. In such an event, a comparison will be made of the current and projected operating cash flows of each property on an
undiscounted basis to the carrying amount of such property. Such carrying amount would be adjusted, if necessary, to estimated fair values to reflect
impairment in the value of the asset. At September 30, 2008, we believe no such impairment has occurred. However, given the current economic
conditions, there can be no assurances about future periods.

Acquisitions of properties are accounted for utilizing the purchase method and, accordingly, the results of operations of acquired properties are
included in our results of operations from their respective dates of acquisition. Estimates of future cash flows and other valuation techniques that we
believe are similar to those used by independent appraisers are used to allocate the purchase price of acquired property between land, buildings and
improvements, equipment and identifiable intangible assets and liabilities such as amounts related to in-place | eases, acquired above- and bel ow-market
|eases, tenant relationships, asset retirement obligations and mortgage notes payable. Initial valuations are subject to change until such information is
finalized, no later than 12 months from the acquisition date.

The estimated fair value of acquired in-place | eases are the costs we would have incurred to | ease the properties to the occupancy level of the
properties at the date of acquisition. Such estimates include the fair value of leasing commissions, legal costs and other direct costs that would be
incurred to lease the properties to such occupancy levels. Additionally, we evaluate the time period over which such occupancy levelswould be
achieved. Such evaluation includes an estimate of the net market-based rental revenues and net operating costs (primarily consisting of real estate
taxes, insurance and utilities) that would be incurred during the lease-up period. Acquired in-place leases as of the date of acquisition are amortized
over the remaining lease terms.

Acquired above-and below-market |ease values are recorded based on the present value (using an interest rate that reflects the risks associated
with the lease acquired) of the difference between the contractual amounts to be paid pursuant to the in-place leases and management’s estimate of fair
market value lease rates for the corresponding in-place leases. The capitalized above- and bel ow-market |ease values are amortized as adjustments to
rental revenue over the remaining terms of the respective |eases, which includes periods covered by bargain renewal options. Should atenant terminate
its lease, the unamortized portion of thein-place lease value is charged to amortization expense and the unamortized portion of out-of-market lease
valueischarged to rental revenue.

Acquired above- and below-market ground lease values are recorded based on the difference between the present value (using an interest rate that
reflects the risks associated with the lease acquired) of the contractual amounts to be paid pursuant to the ground leases and management’ s estimate of
fair market value of land under the ground leases. The capitalized above- and bel ow-market |ease values are amortized as adjustments to ground lease
expense over the lease term.

We estimate the fair value of assumed mortgage notes payabl e based upon indications of current market pricing for similar types of debt with
similar maturities. Assumed mortgage notes payable are initially recorded at their estimated fair value as of the assumption date, and the difference
between such estimated fair value and the note’s outstanding principal balance is amortized over thelife of the mortgage note payable.
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Deferred Leasing Costs

Direct leasing costs, primarily consisting of third-party |easing commissions and tenant inducements, are capitalized and amortized over the life of
the related lease. Tenant inducement amortization is recorded as an offset to rental revenue and the amortization of other direct leasing costsis
recorded in amortization expense.

We consider anumber of different factorsto evaluate whether we or the lessee isthe owner of the tenant improvements for accounting purposes.
These factorsinclude: 1) whether the |ease stipulates how and on what atenant improvement allowance may be spent; 2) whether the tenant or
landlord retains legal title to the improvements; 3) the uniqueness of the improvements; 4) the expected economic life of the tenant improvements
relative to the term of the lease; and 5) who constructs or directs the construction of the improvements.

The determination of who owns the tenant improvements for accounting purposesis subject to significant judgment. In making that determination,
we consider all of the above factors. No one factor, however, necessarily establishes any determination.

Organizational and Offering Costs

Certain organizational and offering costs related to our Initial Offering and Second Offering have been paid by our Advisor on our behalf.
Organizational and offering costs incurred by our Advisor have been analyzed and segregated between those which are organizational in nature, those
which are offering-rel ated salaries and other general and administrative expenses of the Advisor and its affiliates, and those which qualify as offering
expenses in accordance with Staff Accounting Bulletin (“SAB”) Topic 5.A, Miscellaneous Accounting — Expenses of Offering. Organizational costs
are expensed as incurred in accordance with Statement of Position 98-5, Reporting on the Costs of Start-up Activities. Offering-related salaries and
other general and administrative expenses of the Advisor and its affiliates are expensed as incurred, and third-party offering expenses are taken asa
reduction against the net proceeds of the offerings within additional paid-in capital in accordance with SAB Topic 5.A. In addition to the offering costs
paid to the Advisor, selling commissions and dealer manager fees are paid to Hines Real Estate Securities, Inc. (“HRES” or the “ Dealer Manager”). Such
costs are netted against the net offering proceeds within additional paid-in capital aswell.

On July 1, 2008, we entered into a new advisory agreement in connection with our Third Offering. Pursuant to the terms of the new advisory
agreement, we are not obligated to reimburse the Advisor for organizational and offering costs related to the Third Offering. Additionally, the Advisor
isnot a shareholder of Hines REIT. Accordingly, no amounts of organizational and offering costs incurred by the Advisor in connection with the Third
Offering during the nine months ended September 30, 2008 have been recorded in the accompanying consolidated financial statements.

Revenue Recognition and Valuation of Receivables

We recognize minimum rent revenues on a straight-line basis over the terms of tenant leases, including rent holidays, if any. Revenues associated
with tenant reimbursements are recognized in the period in which the expenses are incurred based upon the tenant’s |ease provision. Revenues rel ating
to lease termination fees are recognized at the time that the tenant’ s right to occupy the space is terminated and when we have satisfied all obligations
under the lease. To the extent our leases provide for rental increases at specified intervals, we will record areceivable for rent not yet due under the
lease terms. Accordingly, our management must determine, in itsjudgment, to what extent the unbilled rent receivable applicable to each specific tenant
iscollectible. We review unbilled rent receivables on aquarterly basis and take into consideration the tenant’s payment history, the financial condition
of the tenant, business conditionsin the industry in which the tenant operates and economic conditionsin the areain which the property islocated. In
the event that the collectability of unbilled rent with respect to any given tenant isin doubt, we would be required to record an increasein our
allowance for doubtful accounts or record a direct write-off of the specific rent receivable, which would have an adverse effect on our net income for
the year in which the reserveisincreased or the direct writeoff isrecorded and would decrease our total assets and shareholders’ equity.

Derivative Instruments

During the years ended December 31, 2007 and 2006, we entered into several forward interest rate swap transactions with HSH Nordbank AG,
New York Branch (“HSH Nordbank”). These swap transactions were entered into as economic hedges against the variability of future interest rates on
the Company’s variable interest rate borrowings with HSH Nordbank. We have not designated any of these contracts as cash flow hedges for
accounting purposes. The valuation of the interest rate swaps is determined using widely accepted valuation techniques including discounted cash
flow analysis on the expected cash flows of each derivative. This analysis reflects the contractual terms of the derivatives, including the period to
maturity, and uses observable market-based inputs, including interest rate curves. The fair values of interest rate swaps are determined using the
market standard methodology of netting the discounted future fixed cash receipts (or payments) and the discounted expected variable cash payments
(or receipts). The variable cash payments (or receipts) are based on an expectation of futureinterest rates (forward curves) derived from observable
market interest rate curves.

Theinterest rate swaps have been recorded at their estimated fair value in the accompanying consolidated balance sheets as of September 30, 2008
and December 31, 2007. Changesin the fair value of the interest rate swaps have been recorded in the accompanying condensed consolidated
statements of operations for the three and nine months ended September 30, 2008. We mark the interest rate swaps to their estimated fair value as of
each bal ance sheet date, and the changesin fair value are reflected in our consolidated statements of operations.

We entered into aforeign currency contract in February 2007 related to the acquisition of Atrium on Bay, amixed-use office and retail property
located in Toronto, Ontario. The contract was entered into as an economic hedge against the variability of the foreign currency exchange rate related to
our equity investment and was settled at the close of this acquisition on February 26, 2007.
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Treatment of Management Compensation, Expense Reimbursements and Operating Partner ship Participation I nterest

We outsource management of our operations to the Advisor and certain other affiliates of Hines. Feesrelated to these services are accounted for
based on the nature of the service and the relevant accounting literature. Fees for services performed that represent period costs of the Company are
expensed as incurred. Such feesinclude acquisition fees and asset management fees paid to the Advisor and property management fees paid to Hines.
I'n addition to cash payments for acquisition fees and asset management fees paid to the Advisor, an affiliate of the Advisor hasreceived a
participation interest, which represents a profits interest in the Operating Partnership related to these services. Asthe percentage interest of the
participation interest is adjusted, the value attributabl e to such adjustment is charged against earnings, and the participation interest will be recorded as
aliability until it is repurchased for cash or converted into common shares of the Company. The conversion and redemption features of the
participation interest are accounted for in accordance with the guidance in Emerging I ssues Task Force (“EITF") publication 95-7, | mplementation
Issues Related to the Treatment of Minority Interestsin Certain Real Estate Investment Trusts. Redemptions for cash will be accounted for asa
reduction to the liability discussed above to the extent of such liability, with any additional amounts recorded as a reduction to equity. Conversions
into common shares of the Company will be recorded as an increase to the outstanding common shares and additional paid-in capital accountsand a
corresponding reduction in the liability discussed above. Redemptions and conversions of the participation interest will result in acorresponding
reduction in the percentage attributable to the participation interest and will have no impact on the cal culation of subsequent increasesin the
participation interest.

Hines may perform construction management services for us for both re-development activities and tenant construction. These fees are considered
incremental to the construction effort and will be capitalized asincurred in accordance with Statement No. 67, Accounting for Costs and Initial Rental
Operations of Real Estate Projects. These costs will be capitalized to the associated real estate project asincurred. Costs related to tenant
construction will be depreciated over the estimated useful life. Costs related to redevelopment activities will be depreciated over the estimated useful
life of the associated project. Leasing activities are generally performed by Hines on our behalf. Leasing fees are capitalized and amortized over the life
of therelated lease in accordance with the provisions of Statement No. 91, Accounting for Nonrefundable Fees and Costs Associated with Originating
or Acquiring Loans and Initial Direct Costs of Leases. Subject to the terms of the Third Offering, we will pay our Advisor afinancing fee for all
property related loans and any other debt financing we obtain. These feeswill be deferred and amortized into interest expense using the straight-line
method, which approximates the effective interest method, over thelife of the related debt. To date no debt financing fee has been paid to our Advisor.

Income Taxes

We elected to be taxed asa REIT under Sections 856 through 860 of the Internal Revenue Code beginning with our taxable year ended December
31, 2004. In addition, we hold an investment in the Core Fund, which hasinvested in properties through a structure that includes entities that have
elected to be taxed as REITs. In order to qualify asaREIT, an entity must meet certain organizational and operational requirements, including a
requirement to distribute at least 90% of its annual ordinary taxable income to shareholders. REITs are generally not subject to federal income tax on
taxable income that they distribute to their shareholders. It is our intention to adhere to these requirements and maintain our REIT status, aswell asto
ensure that the applicable entitiesin the Core Fund structure also maintain their REIT status. As such, no provision for U.S. federal income taxes has
been included in the accompanying consolidated financial statements. AsaREIT and indirectly through our investment in the Core Fund, we still may
be subject to certain state, local and foreign taxes on our income and property and to federal income and excise taxes on our undistributed taxable
income. In addition, we are and will indirectly be required to pay federal and state income tax on the net taxable income, if any, from the activities
conducted through the taxable REIT subsidiary of the Core Fund.

In connection with the operation of Atrium on Bay, an office property located in Toronto, Ontario, we have recorded an income tax provision for
Canadian income taxes of approximately $816,000 and $552,000 for the nine months ended September 30, 2008 and 2007, respectively, in accordance with
Canadian tax laws and regulations. In addition, the Company has also recorded a provision for Canadian income taxes of approximately $561,000 and
$236,000 for the three months ended September 30, 2008 and 2007, respectively.

We also recorded an income tax provision for the Texas Margin Tax related to our properties|ocated in Texas. Asaresult, we recorded
approximately $175,000 and $380,000, respectively, for the three and nine months ended September 30, 2008. The related income tax expense was
insignificant for the three and nine months ended September 30, 2007.

As of September 30, 2008, we had no significant temporary differences, tax credits, or net operating loss carry-forwards.
International Operations

The Canadian dollar isthe functional currency of our subsidiaries operating in Toronto, Ontario and the Brazilian real isthe functional currency of
our subsidiary operating in Rio de Janeiro, Brazil. Our foreign subsidiaries have translated their financial statementsinto U.S. dollarsfor reporting
purposes. Assets and liabilities are translated at the exchange rate in effect as of the balance sheet date. We translate income statement accounts using
the average exchange rate for the period and significant nonrecurring transactions using the rate on the transaction date. These gains or losses are
included in accumulated other comprehensive income as a separate component of shareholders' equity.

Our international subsidiaries may have transactions denominated in currencies other than their functional currency. Intheseinstances,
transactions are remeasured into the functional currency using the exchange rate in effect on the date of the transaction. These gains or losses are
included in our results of operations.

Our subsidiaries also record gains or lossesin results of operations when atransaction with athird party, denominated in a currency other than the
entity’sfunctional currency, is settled and the functional currency cash flows realized are more or less than expected based upon the exchangeratein
effect when the transaction was initiated.
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Financial Condition, Liquidity and Capital Resour ces
General
Our principal cash requirements are for property acquisitions, property-level operating expenses, capital improvements, debt service, certain

organizational and offering expenses, corporate-level general and administrative expenses and distributions. We have three primary sources of capital
for meeting our cash requirements:

. proceeds from our public offerings, including our dividend reinvestment plan;
. debt financings, including secured or unsecured facilities; and
. cash flow generated by our real estate investments and operations.

For the nine months ended September 30, 2008, our cash needs for acquisitions have been met primarily by proceeds from our public equity
offerings and debt financing while our operating cash needs have primarily been met through cash flow generated by our properties and investments.
We believe that our current capital resources and cash flow from operations are sufficient to meet our liquidity needs for the foreseeable future.

Weintend to continue making real estate investments using proceeds from our public offerings and funds available to us under our credit facilities
and other permanent debt. We intend to refinance mortgage debt expiring in the near term with new mortgage financing or our revolving credit facility.
We also intend to continue to pay distributions to our shareholders on aquarterly basis.

We have experienced and may continue to experience, delays between raising capital and acquiring real estate investments. Given the current state
of the economy and state of the real estate markets, there are fewer quality assets being sold than were sold in the last few years. Wetemporarily
invest unused proceeds from our public offering ininvestmentsthat typically yield lower returns when compared to our real estate investments, which
may put downward pressure on our distributionsin future periods.

Cash Flows from Operating Activities

Our direct investmentsin real estate assets generate cash flow in the form of rental revenues, which are reduced by debt service, direct leasing
costs and property-level operating expenses. Property-level operating expenses consist primarily of salaries and wages of property management
personnel, utilities, cleaning, insurance, security and building maintenance costs, property management and leasing fees, and property taxes.
Additionally, we have incurred corporate-level debt service, general and administrative expenses, asset management and acquisition fees.

Net cash provided by operating activities was $33.0 million and $15.8 million for the nine months ended September 30, 2008 and 2007, respectively.
Theincreaseis primarily due to operating cash flows from acquisitions during the past year. Our operating net cash flows are primarily the result of the
net loss for the period partially offset by non-cash components of our net loss such as depreciation and amortization, equity in losses of
unconsolidated entities, loss on derivative instruments and changes in operating accounts.

Cash Flows from Investing Activities

During the nine months ended September 30, 2008, we had cash outflows of $521.5 million primarily related to our acquisition of four properties
(including $97.9 million of related |ease intangibles). During the nine months ended September 30, 2007, we made payments of $909.3 million related to
our acquisitions of seven properties (including $72.1 million of related lease intangibles) and $86.9 million related to our additional investmentsin the
Core Fund and our unconsolidated joint venture.

As of September 30, 2008, we owned an approximate 28.7% non-managing general partner interest in the Core Fund, compared to the approximate
32.0% interest we owned at September 30, 2007. During the nine months ended September 30, 2008 and 2007, we received distributions from the Core
Fund totaling $19.7 million and $17.9 million, respectively. Theincreasein distributionsis due to an increase in distributable cash flow from the Core
Fund as aresult of its acquisitions during the past year.

As of September 30, 2008, we owned an approximate 50% interest in HCB 11 River LLC, ajoint venture with an affiliate of Hines. During the nine
months ended September 30, 2008, respectively, we received distributions from HCB 11 River LLC totaling approximately $2.1 million, of which
approximately $391,000 was recorded in cash flows from investing activities as it exceeded our equity in earnings of the joint venture.

During the nine months ended September 30, 2008 and 2007, we had increases in restricted cash of $4.5 million and $3.5 million, respectively, related to
certain escrows required by our mortgage agreements.

During the nine months ended September 30, 2008, we had cash inflows of $3.8 million (net of payments) for master |eases entered into in connection
with certain of our acquisitions. During the nine months ended September 30, 2007, we had cash outflows of $3.0 million (net of receipts) for master
|eases entered into in connection with certain of our acquisitions.
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Cash Flows from Financing Activities
Public Offerings

We offer shares of our common stock for sale through continuous public offerings, which provides us with the ability to raise capital on an
ongoing basis. We raised $527.5 million in proceeds through our Initial Offering prior to its expiration on June 18, 2006. Weraised $1.5 billionin
proceeds through our Second Offering prior to its expiration on June 30, 2008.

We commenced our Third Offering on July 1, 2008, pursuant to which we are offering up to $3.5 billion in shares of common stock, including $500.0
million in shares of common stock under our dividend reinvestment plan. Asof September 30, 2008, we had raised $75.1 million in proceeds through the
Third Offering.

Payment of Offering and Other Costs and Expenses

In addition to making investmentsin accordance with our investment objectives, we used our capital resources to pay our Dealer Manager and our
Advisor for servicesthey provided to us during the various phases of our organization and operations. During the offering stage, we pay the Dealer
Manager selling commissions and deal er manager fees, and during the Second Offering we reimbursed the Advisor for organizational and offering
costs. See “Note 6 — Related Party Transactions” included elsewhere in this Form 10-Q for additional information regarding our advisory agreements
and Dealer Manager agreements. As previously noted above, we are not obligated to pay organizational and offering costs related to the Third
Offering, other than selling commissions and the dealer manager fee.

For the nine months ended September 30, 2008 and 2007, we paid the Dealer Manager selling commissions of $24.7 million and $46.8 million,
respectively, and dealer manager fees of $8.3 million and $15.3 million, respectively. All such selling commissions and a portion of such dealer manager
fees were reallowed by HRES to participating broker dealersfor their servicesin selling our shares. Commissions and deal er manager fees paid during
the nine months ended September 30, 2008 decreased, as compared to the nine months ended September 30, 2007, primarily as aresult of adecreasein
capital raised during the period.

During the nine months ended September 30, 2008 and 2007, the Advisor incurred internal organizational and offering costs related to the Second
Offering totaling approximately $3.6 million and $5.1 million, respectively, and third-party offering costs of approximately $4.2 million and $6.9 million,
respectively. During the nine months ended September 30, 2008 we made payments totaling $10.1 million for Second Offering organizational and
offering costs, of which $10.0 million were reimbursements made to our Advisor. During the nine months ended September 30, 2007 we made payments
totaling $15.4 million for Second Offering organizational and offering costs, of which $15.1 million were reimbursements made to our Advisor.

See “Critical Accounting Policies— Organizational and Offering Costs” above for additional information.
Debt Financings

We use debt financing from time to time for acquisitions and investments aswell as for property improvements, tenant improvements, leasing
commissions and other working capital needs. We may obtain financing at the time an asset is acquired or an investment is made or at such later time as
determined to be appropriate, depending on market conditions and other factors.

Subject to market conditions and other factors we may consider, we expect that our debt financing will generally bein the range of approximately
40— 60% of management’s estimate of the aggregate value of our real estate investments. The amount of debt we place on an individual property, or
the amount of debt incurred by an individual entity in which weinvest, however, may be less than 40% or more than 60% of the value of such property
or the value of the assets owed by such entity, depending on market conditions and other factors. In addition, depending on market conditions and
other factors, we may choose not to use debt financing for our operations or to acquire properties. Our articles of incorporation limit our borrowing to
300% of our net assets (equivalent to 75% of the cost of our assets) unless any excess borrowing is approved by a mgjority of our independent
directors and is disclosed to our shareholdersin our next quarterly report. As of September 30, 2008 and December 31, 2007, our debt financing was
approximately 54% of the aggregate value of our real estate investments (including our pro rata share of the Core Fund’sreal estate assets and related
debt).
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Thefollowing table includes all of our outstanding notes payable as of September 30, 2008 and December 31, 2007 (in thousands, except interest
rates):

Principal Principal
Outstanding at Outstanding at
Interest September 30, December 31,
Description Origination Date Maturity Date Rate 2008 2007
SECURED MORTGAGE DEBT
Wells Fargo Bank, N.A. — Airport Corporate Center 1/31/2006 3/11/2009 4.775% 90,649(4) 90,039
Metropolitan Life Insurance Company —

1515 S. Street 4/18/2006 5/1/2011 5.680% 45,000 45,000
Capmark Finance, Inc. — Atrium on Bay 2/26/2007 2/26/2017 5.330% 183,084(3) 193,686
The Prudential Insurance Company of

America— One Wilshire 10/25/2007 11/1/2012 5.980% 159,500 159,500
XIS Real Estate Capital Inc. — Raytheon/

%

DirecTV Buildings 3/13/2008 12/5/2016 5.675(6) 52,664 —
New York State Teachers' Retirement %

System — 2555 Grand 4/24/2008 5/1/2013 5.375(7) 86,000 —
New Y ork State Teachers Retirement %

System — Williams Tower 5/29/2008 6/1/2013 5.500(8) 165,000 —
HSH POOLED MORTGAGE FACILITY
HSH Nordbank — Citymark, 321 North Clark, 1900 and %

2000 Alameda 8/1/2006 8/1/2016 5.8575(2) 185,000 185,000
HSH Nordbank — 3400 Data Drive, Watergate Tower %

vV 1/23/2007 1/12/2017 5.2505(2) 98,000 98,000

%

HSH Nordbank — Daytona and Laguna Buildings 5/2/2007 5/2/2017 5.3550(2) 119,000 119,000
%

HSH Nordbank — 3 Huntington Quadrangle 7/19/2007 7/19/2017 5.9800(2) 48,000 48,000
%

HSH Nordbank — Seattle Design Center / 5th and Bell 8/14/2007 8/14/2017 6.0300(2) 70,000 70,000

MET LIFE SECURED MORTGAGE FACILITY

Met Life— JPMorgan Chase Tower/Minneapolis 12/20/2007 1/1/2013 5.700% 205,000 205,000

Office/Flex Portfolio
OTHER NOTESPAYABLE
Key Bank National Association — Revolving Credit Variable

Facility 9/9/2005 10/31/2009 (1) — —
Atrium Note Payable 9/1/2004 10/1/2011 7.390% 3,121(5) 3,406

$ 1510018 $ 1,216,631

Q) Therevolving credit facility with KeyBank National Association (“KeyBank”) provides a maximum aggregate borrowing capacity of
$250.0 million. Borrowings under the revolving credit facility are at variable interest rates based on LIBOR plus 125 to 200 basis points based on
prescribed leverage ratios.

2 We entered into an interest rate swap agreement which effectively fixed the interest rate of this borrowing at the specified rate. See Item 3.
Quantitative and Qualitative Disclosures About Market Risk included elsewherein this Quarterly Report on Form 10-Q for additional
information regarding the risk of counterparty non-performance.

3 We entered into mortgage financing in connection with our acquisition of Atrium on Bay. The mortgage agreement provides for an interest only
loan with aprincipal amount of $190.0 million Canadian dollars. This amount was translated to U.S. dollars at arate of $0.9636 as of September
30, 2008.

4 Thismortgageis an interest-only loan in the principal amount of $91.0 million, which we assumed in connection with our acquisition of
Airport Corporate Center. At the time of acquisition, thefair value of this mortgage was estimated to be $88.5 million, resulting in a premium of
$2.5 million. The premium is being amortized over the term of the mortgage.

(5 Note with Citicorp Vendor Finance Ltd. Related to installation of certain equipment at Atrium on Bay. Thisamount was translated to U.S. dollars
at arate of $0.9636 as of September 30, 2008.

(6) We assumed a mortgage note in the principal amount of $54.2 million in connection with our acquisition of the Raytheon/DirecTV Buildings.
The mortgage agreement provides for monthly payments of principal and interest. This mortgage agreement contains customary events of
default with corresponding grace periods, including payment defaults, cross-defaults to other agreements and bankruptcy-related defaults, and
customary covenants, including limitations on liens and indebtedness and maintenance of certain financial ratios. At the time of acquisition, the
fair value of this mortgage was estimated to be $52.9 million, resulting in a premium of $1.3 million. The premium is being amortized over the term
of the mortgage.
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7 We entered into aloan with the New Y ork State Teachers' Retirement System (“NY STRS”) in the principal amount of $86.0 million secured by
our interest in 2555 Grand. The loan agreement provides for monthly payments of interest and a principal payment due upon debt maturity. This
loan agreement contains customary events of default with corresponding grace periods, including payment defaults, cross-defaults to other
agreements and bankruptcy-related defaults, and customary covenants, including limitations on liens and indebtedness and maintenance of
certain financial ratios.

(8) We entered into aloan with NY STRSin the principal amount of $165.0 million secured by our interest in Williams Tower. The loan agreement
provides for monthly payments of interest and a principal payment due upon debt maturity. This|oan agreement contains customary events of
default with corresponding grace periods, including payment defaults, cross-defaults to other agreements and bankruptcy-related defaults, and
customary covenants, including limitations on liens and indebtedness and maintenance of certain financial ratios.

We are not aware of any instances of noncompliance with financial covenants as of September 30, 2008.
Advances from Affiliates

Certain costs and expenses associated with our organization and public offerings have been paid by our Advisor on our behalf. See “Financial
Condition, Liquidity and Capital Resources — Payment of Offering Costs and Other Expenses’ above for a discussion of our repayment of these costs
and expenses.

To the extent that our operating expensesin any four consecutive fiscal quarters exceed the greater of 2% of average invested assets or 25% of
Net Income (as defined in our Articles of Incorporation), our Advisor isrequired to reimburse us the amount by which the total operating expenses paid
or incurred exceed the greater of the 2% or 25% threshold, unless our independent directors determine that such excess wasjustified. For the quarter
ended September 30, 2008, we did not exceed thislimitation.

How Management Evaluates Distributionsto our Shareholders and Minority Interests

In order to meet the requirements for being treated as a REIT under the Internal Revenue Code of 1986 and to pay regular cash distributions to our
shareholders, which is one of our investment objectives, we have declared and intend to continue to declare distributions to shareholders (as
authorized by our board of directors) as of daily record dates and aggregate and pay such distributions quarterly.

From July 1, 2006 through April 30, 2008, we declared distributions (as authorized by our board of directors) equal to $0.00170959 per share, per
day. Weincreased the dividend rate to $0.00175233 per share, per day for the months of May through November 2008. The distributions declared were
authorized and set by our board of directors at alevel the board believed to be appropriate based upon the board’s eval uation of our assets, historical
and projected levels of cash flow and results of operations, additional capital and debt anticipated to be raised or incurred and invested in the future,
the historical and projected timing between receiving offering proceeds and investing such proceedsin real estate investments, and general market
conditions and trends.
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Adggregate distributions declared to our shareholders and minority interests related to the nine months ended September 30, 2008 were $87.1
million. The amount of our distributionsis based on funds generated by the operations of our real estate investments. The table below summarizes the
funds generated by the operations of our real estate investments for the nine months ended September 30, 2008, including items that management
considersin evaluating the performance of our real estate investments and determining the amount of distributions to sharehol ders and minority
interests, and areconciliation of such non-GAAP financial measture to our net loss for the period (in thousands):

Revenues $ 244,256
Expenses

Property operating expenses, real property taxes and property management fees (102,336)
Interest expense, net of interest income (58,592)
General and administrative expenses (4,637)
Cash asset management fees (8,943)
Other

Master |ease rents (1) 5,760
Non-cash components of revenues and expenses (2) (11,903)
Equity in losses of unconsolidated entities as adjusted for non-cash components (3) 24,239
Provision for income taxes (1,191)
Total 86,653

Reconciliation to Net Loss:

Depreciation and amortization (90,485)
L oss on derivative instruments and foreign currency transactions (4) (11,196)
Organizational and offering expenses (5) (3,647)
Acquisition fees (5) (3,018)
Participation Interest expense (6) (11,962)
Income allocated to minority interests (2,291)
Other non-cash components of net loss (7) (24,475)
Net Loss $ (60,321)

1) Includes master lease rent related to master |eases entered into in conjunction with certain asset acquisitions. In accordance with GAAP, these
rents are not included in rental revenue; however, we consider thisrent in determining the amount of distributions to our shareholders and
minority interests.

2) Includes non-cash components of revenue such as strai ght-line rent adjustments of $(12.8) million, amortization of lease incentives of $2.7
million and out-of-market |ease amortization of $(3.9) million aswell as non-cash components of expenses such as amortization of deferred
financing costs of $1.2 million and other non-cash components of approximately $820,000.

3) Represents net equity in losses of our unconsolidated entities of $6.4 million offset by approximately $30.6 million of depreciation and
amorti zation and other non-cash components such as those described in Note 2 above.

4) These amounts represent non-cash components of net loss that we do not consider in determining the amount of distributionsto our
shareholders and minority interests.

5) Organizational and offering expenses and acquisition fees paid to our Advisor are expensed in our condensed consolidated statement of
operations. We fund such costs with proceeds from our offering and acquisition-related indebtedness and do not consider these expensesin
the evaluation of the performance of our real estate investments and in determining the amount of distributions to our shareholders and
minority interests.

6) Thisrepresents the non-cash component of the acquisition and asset management fee, which we do not consider in determining the amount
of distributionsto our shareholders and minority interests. See “ Critical Accounting Policies — Treatment of Management Compensation,
Expense Reimbursements and Operating Partnership Participation Interest” for additional information.

7) Thisincludesthe master |ease rents as described in Note 1 above, the non-cash components of revenues and expenses described in Note 2
above as well as the non-cash components adjusting the equity in losses of our unconsolidated entities as described in Note 3 above.

In conjunction with our condensed consolidated financial statements, we believe thisanalysis provides our shareholders with a clear description
of how our management eval uates the performance of our real estate investments and determines the amount of distributions to our shareholders and
minority interests. For the nine months ended September, 30, 2008, funds generated from the operations of our real estate investments
were approximately $459,000 |ess than our distributions; therefore, we used operating cash flows in excess of distributions from prior periodsto fund
this amount.
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Results of Operations
Property-level Operating Results

We owned 20 properties directly that were 95% leased as of September 30, 2008 compared to 15 properties that were 93% |leased as of
September 30, 2007. The following table presents the property-level revenues and expenses for the three and nine months ended September 30,
2008, as compared to the same periodsin 2007. Same-store properties for the nine months ended September 30, 2008 include all properties owned as
of January 1, 2007 aswell as the Laguna Buildings, which were acquired on January 3, 2007. Revenues and expenses for properties acquired after
January 3, 2007 areincluded in “Recent Acquisitions.” Same-store properties for the three months ended September 30, 2008 and 2007 include all
properties owned as of July 1, 2007. All amounts are in thousands, except for percentages:

Three Months Ended
September 30, Change

2008 2007 $ %
Property revenues
Same-store properties $ 42315 $ 40526 $ 1,789 4.4%
Recent acquisitions 46,587 9,161 37,426 408.6%
Total property revenues $ 88902 $ 49687 $ 39,215 78.9%
Property expenses (1)
Same-store properties $ 32429 $ 35179 $ (2,750) (7.8)%
Recent acquisitions 37,676 7,479 30,197 403.7%

Total property expenses $ 70,105 $ 42,658 $ 27,447 64.3%

Nine M onths Ended September

30, Change
2008 2007 $ %

Property revenues
Same-store properties $ 85269 $ 83968 $ 1,301 1.5%
Recent acquisitions 158,987 33,672 125,315 372.2%
Total property revenues $ 244256 $ 117640 $ 126,616 107.6%
Property expenses (1)
Same-store properties $ 65,107 $ 68,09 $ (2,992 (4.9%
Recent acquisitions 127,714 28,414 99,300 349.5%

Total property expenses $ 192,821 $ 96,513 $ 96,308 99.8%

(1) Property expensesinclude property operating expenses, real property taxes, property management fees, depreciation and amortization of real
estate assets.

Asindicated above, revenues and expenses from our same-store properties remained fairly constant with aslight trend upward between both
periods presented as compared to those from our recent acquisitions. Specifically, the margin of property revenuesin excess of property expenses for
same-store properties increased from 13.2% to 23.4% for the three months ended September 30, 2008 as compared to the same period in 2007. In
addition, the margin of property revenuesin excess of property expenses for same-store propertiesincreased from 18.9% to 23.6% for the nine months
ended September 30, 2008 as compared to the same period in 2007. The primary reason for these increased margins is decreased amortization of
intangible |ease assets at one of our properties as aresult of atenant’slease expiration.

Otherwise, increases in total revenues and property-level expenses between the periods presented are primarily the result of acquisitions made. We
expect to continue raising capital through our public offerings and to utilize these proceeds in the acquisitions of additional properties. Asaresult of
these future potential acquisitions and our recent acquisitions having less than afull period of operations, our results of operationsfor the three and
nine months ended September 30, 2008 are not indicative of what we expect our results of operationsto be in future periods.
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Our Interest in the Core Fund

Asof September 30, 2008, we owned a 28.7% non-managing general partner interest in the Core Fund, which held interestsin 25 properties that
were 91% leased. By comparison, we owned a 32.0% interest in the Core Fund as of September 30, 2007, which held interestsin 23 properties that were
92% leased.

Our equity inlosses related to our investment in the Core Fund for the nine months ended September 30, 2008 and 2007 was $8.0 million and $6.9
million, respectively. Theincreaseisrelated to the net loss of the Core Fund, which increased to $26.2 million from $21.0 million, primarily as aresult of
depreciation and amortization resulting from recent acquisitions.

Our equity in losses related to our investment in the Core Fund for the three months ended September 30, 2008 and 2007 was $3.0 million and $5.0
million, respectively. The decreaseisrelated to the net loss of the Core Fund, which decreased to $9.9 million from $15.4 million, primarily as aresult of
accelerated depreciation resulting from a property commencing a redevelopment in 2007. See “ Financial Condition, Liquidity and Capital Resources—
Cash Flows from Investing Activities” for additional information regarding our distributions received from the Core Fund.

Our InterestinHCB Il River LLC

As of September 30, 2008, we owned a 50% non-managing interest in HCB |1 River LLC. Our equity in earnings related to our investment in HCB 11
River LLC for the three and nine months ended September 30, 2008 was approximately $694,000 and $1.7 million, respectively. For the three and nine
months ended September 30, 2008, HCB I River LLC had net income of $1.4 million and $3.3 million, respectively, on revenues of $2.2 million and $6.3
million, respectively.

Our equity in losses related to our investment in HCB |1 River LLC for the three and nine months ended September 30, 2007 was approximately
$58,000. For the three and nine months ended September 30, 2007, HCB |1 River LLC had anet loss of $145,000, on revenues of $1.6 million.

Asset Management and Acquisition Fees

Asset management fees earned by our Advisor for the nine months ended September 30, 2008 and 2007 were $17.9 million and $11.3 million,
respectively. Asset management fees for the three months ended September 30, 2008 and 2007 were $6.2 million and $4.8 million, respectively. The
increases in asset management fees reflect the fact that we have alarger portfolio of assets under management. Average net equity invested in real
estate for the nine months ended September 30, 2008 and 2007 was $1.6 billion and $1.0 billion, respectively. Average net equity invested in real estate
for the three months ended September 30, 2008 and 2007 was $1.7 billion and $1.3 billion, respectively.

Acquisition fees for the nine months ended September 30, 2008 and 2007 were $6.0 million and $10.7 million, respectively. There were no acquisition
feesincurred during the three months ended September 30, 2008 since no acquisitions were completed during that period. Acquisition fees for the three
months ended September 30, 2007 were $6.1 million.

These amounts include both the cash portion of the fees payable to our Advisor aswell asthe corresponding increase in the Participation Interest.
See “Note 6 — Related Party Transactions” in our unaudited condensed consolidated financial statementsincluded elsewhere in this Form 10-Q for a
description of the Participation Interest.

General and Administrative Expenses

General and administrative expenses were $4.6 million and $3.0 million, respectively, for the nine months ended September 30, 2008 and 2007 and
approximately $1.5 million and $839,000, respectively, for the three months ended September 30, 2008 and 2007. These costsinclude legal and
accounting fees, insurance costs, costs and expenses associated with our board of directors and other administrative expenses. Certain of these costs
are variable and may increase in the future as we continue to raise capital and make additional real estate investments. Theincreasesin general and
administrative expenses during the periods are primarily due to increased audit fees, increased costs of shareholder communications and transfer agent
fees resulting from growth in our shareholder base and additional costsrelated to compliance with the Sarbanes-Oxley Act of 2002.

Gain/Loss on Derivative Instruments

During the years ended December 31, 2007 and 2006, we entered into several forward interest rate swap transactions with HSH Nordbank. These
swap transactions were entered into as economic hedges against the variability of future interest rates on our variable interest rate borrowings with
HSH Nordbank. We have not designated any of these contracts as cash flow hedges for accounting purposes. The interest rate swaps have been
recorded at their estimated fair value in the accompanying consolidated balance sheets as of September 30, 2008 and December 31, 2007. See Item 3.
Quantitative and Qualitative Disclosures About Market Risk included elsewhere in this Quarterly Report on Form 10-Q for additional information
regarding the risk of counterparty non-performance.

In addition, on February 8, 2007, we entered into aforeign currency contract related to the acquisition of Atrium on Bay, an office property located
in Toronto, Ontario. The contract was entered into as an economic hedge against the variability of the foreign currency exchange rate related to our
equity investment and was settled at the close of this acquisition on February 26, 2007, as described above.
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The table below contains additional information regarding our derivative instruments (all amounts are in thousands):

Gain
(Loss) on
Increase Foreign Derivative
(Decrease) in Transaction Currency I nstruments,
Description Fair Value Fees Gain (L0ss) net
Quarter Ended September 30, 2008 $ (10,530) — — % (10,530)
Quarter Ended September 30, 2007 $ (21,252) — — % (21,252)
Nine Months Ended September 30, 2008 $ (11,194) — — (11,194)
Nine Months Ended September 30, 2007 $ (5613) $ (731) $ 939 $ (5,405)

See“ Critical Accounting Policies— Derivative Instruments’ for further discussion regarding the valuation of our derivatives.
Gain on Foreign Currency Transactions

During the nine months ended September 30, 2008 and 2007, certain of our subsidiaries which own Atrium on Bay, our property located in Toronto,
Ontario, had transactions denominated in currencies other than their functional currency (CAD). In these instances, transactions are remeasured into
the functional currency using the exchange rate in effect on the date of the transaction. We recorded aloss of approximately $2,000 in the
accompanying condensed consolidated statement of operations for the nine months ended September 30, 2008 as a result of such foreign currency
transactions. In addition, we recorded a gain of approximately $134,000 in the accompanying condensed consolidated statement of operations for the
nine months ended September 30, 2007 as aresult of such foreign currency transactions.

Interest Expense

Interest expense was $61.1 million and $32.0 million, respectively, for the nine months ended September 30, 2008 and 2007 and $22.2 million and
$12.1 million, respectively, for the three months ended September 30, 2008 and 2007. The increase in interest expense during the periodsis primarily due
to increased borrowings used to fund our acquisitions of directly-owned properties as our weighted-average interest rate has not changed
significantly. Average debt outstanding during the nine months ended September 30, 2008 and 2007 was $1.4 billion and $696.8 million, respectively.
Average debt outstanding during the three months ended September 30, 2008 and 2007 was $1.5 billion and $814.2 million, respectively.

Interest Income

Interest income was $2.5 million and $4.2 million, respectively, for the nine months ended September 30, 2008 and 2007 and approximately $903,000
and $1.3 million, respectively, for the three months ended September 30, 2008 and 2007. The decreasesin interest income are primarily due to a decrease
ininterest rates earned on cash held in short-term investments during delays between raising capital and acquiring real estate investments. These
decreases are slightly offset by property-level increasesin interest income as aresult of our recent acquisitions.

The average interest rate we earned on univested proceeds during the nine months ended September 30, 2008 and 2007, was 3.0% and 5.2%,
respectively. The average interest rate we earned on univested proceeds during the three months ended September 30, 2008 and 2007 was 2.6% and
5.2%, respectively.

Income Taxes

The provision for income taxes for the nine months ended September 30, 2008 and 2007 was approximately $1.2 million and $580,000,
respectively. The provision for income taxes for the three months ended September 30, 2008 and 2007 was approximately $726,000 and $247,000,
respectively. Income tax expense recorded by the Company is primarily comprised of aprovision for Canadian income taxes and a provision for the
Texas margin tax.

Income Allocated to Minority Interests
As of September 30, 2008 and 2007, Hines REIT owned a 97.4% and a 97.8% interest in the Operating Partnership, respectively, and affiliates of Hines
owned the remaining 2.6% and 2.2% interests, respectively. We allocated income of approximately $2.2 million and $680,000 to minority interests for the
nine months ended September 30, 2008 and 2007, respectively. In addition, we allocated income of approximately $816,000 and $286,000 to minority
interests for the three months ended September 30, 2008 and 2007, respectively.
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Related-Party Transactions and Agreements

We have entered into agreements with the Advisor, Dealer Manager and Hines or its affiliates, whereby we pay certain fees and reimbursements to
these entities, including acquisition fees, selling commissions, dealer manager fees, asset and property management fees, construction management
fees, reimbursement of certain organizational and offering costs, and reimbursement of certain operating costs. We also own Williams Tower, which is
managed by Hines. Hines and its affiliates |ease 9% of the rentable area of Williams Tower. See “ Note 6 — Related Party Transactions” in our
unaudited condensed consolidated financial statementsincluded el sewhere in this Form 10-Q for adiscussion of the various related-party transactions,
agreements and fees.

Off-Balance Sheet Arrangements

As of September 30, 2008 and December 31, 2007, we had no off-balance sheet arrangements that have or are reasonably likely to have acurrent or
future effect on our financial condition, changesin financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or
capital resources.

Subsequent Events
Denver Industrial/Flex Portfolio

On October 3, 2008, we entered into a contract to acquire the Denver Industrial/Flex Portfolio (“ Denver Industrial/Flex Portfolio”), a group of
industrial/flex buildings located throughout southeast Denver, Colorado. The Denver Industrial/Flex Portfolio consists of 484,737 square feet of
rentable areathat is 94% leased. The contract purchase price of the Denver Industrial/Flex Portfolio is expected to be $66.5 million, exclusive of
transaction costs, financing fees and working capital reserves. In connection with this acquisition, we are assuming three loans totaling $35.8 million.
Thisacquisition is expected to be completed during the fourth quarter of 2008. There can be no assurance that this transaction will be completed.

Weingarten Grocery-Anchored Portfolio

On November 13, 2008, we acquired a 70% interest in ajoint venture with Weingarten Reality Investors (NY SE:WRI)
(“Weingarten”). Concurrently, the joint venture entered into an agreement to acquire a portfolio of grocery-anchored retail centers owned by
Weingarten (the “Weingarten Portfolio”) for approximately $271.4 million. The Weingarten Portfolio includes 12 retail properties anchored by grocery
storeslocated in Texas, Georgia, Tennessee, Florida and North Carolina and consists of approximately 1.5 million square feet of rentable areathat is
96% leased. Theinitial closing included eight properties for approximately $205.1 million. We funded our portion (approximately $49.7 million) of equity
required for theinitial closing with proceeds from our public offerings. In addition to its 30% share of the joint venture equity, Weingarten provided
$134.0 million of debt financing in the form of 6% preferred equity. $100.0 million of the preferred equity will be redeemed once thejoint venture closes
onitsthird-party debt financing, which is currently expected to occur before December 31, 2008. The closing of the remaining four propertieswill be
consummated upon the finalization of their respective loan assumptions. Weingarten will continue to manage the properties for thejoint venture.

Shareholder Redemptions

For the months of September and October 2008, in accordance with our share redemption plan, we redeemed 1.3 million common shares and made
corresponding payments (on October 1 and November 3, 2008, respectively) totaling $12.8 million to shareholders who had requested these
redemptions. The shares redeemed were cancelled and will have the status of authorized, but unissued shares. We recorded a $3.9 million liability for
the shares redeemed in October. See “Note 2 — Redemption of Common Stock” included elsewherein this Form 10-Q for additional information.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Market risk includes risks relating to changes in interest rates, foreign currency exchange rates, commodity prices, equity prices and other market
changes that affect market sensitive instruments. We are exposed to both interest rate risk and foreign currency exchange rate risk.

As mentioned previously, debt capital has become |ess available and more expensive asfinancial institutions and lenders have become capital
constrained and lenders and credit rating agencies have tightened underwriting standards. As our existing debt is either fixed rate debt or floating rate
debt with afixed spread over LIBOR, we do not believe that our current portfolio is materially impacted by the current debt market environment.
However, should the reduced availability of debt and/or the increased cost of borrowings continue, either by increasesin the index rates or by
increasesin lender spreads, we will need to consider such factorsin the evaluation of future acquisitions. For example, during 2007, we borrowed
$893.2 million through various secured permanent financing vehicles at aweighted average interest rate of 5.62%. If, in the future, interest rates of these
secured permanent financing vehicles increase by 1.0% and we obtained the same level of financing asin 2007, we would incur additional interest
charges of $8.9 million annually. This may result in future acquisitions generating lower overall economic returns and potentially reducing future cash
flow available for distribution.

In addition, the state of the debt markets could have an impact on the overall amount of capital investing in real estate which may result in price
or value decreases of real estate assets. Although this may benefit us for future acquisitions, it could negatively impact the current value of our existing
assets.

We are also exposed to the effects of interest rate changes primarily through variable-rate debt, which we use to maintain liquidity and fund
expansion of our real estate investment portfolio and operations. Our interest rate risk management objectives are to monitor and manage the impact of
interest rate changes on earnings and cash flows, and to use derivative financial instruments such asinterest rate swaps and caps in order to mitigate
our interest rate risk on variable rate debt. We do not enter into derivative or interest rate transactions for speculative purposes. Please see “ Debt
Financings’ above for more information concerning the Company’s outstanding debt.

As of September 30, 2008, we had $520.0 million of debt outstanding under our HSH Credit Facility, which is a variable-rate pooled mortgage
facility. However, as aresult of the interest rate swap agreements entered into with HSH Nordbank, these borrowings effectively bear interest at fixed
rates ranging from 5.2505% to 6.0300%.

Derivative financial instruments expose usto credit risk in the event of non-performance by the counterparties under the terms of the interest
rate swap agreements. In the event of non-performance by our counterparty, we would be subject to the variability of interest rates on approximately
$520.0 million of variable rate debt to which our outstanding interest rate swaps rel ate.

We are exposed to foreign currency exchange rate variations resulting from our subsidiaries located in Toronto, Ontario and Rio de Janeiro,
Brazil. As of September 30, 2008, $6.8 million of accumulated other comprehensive income related to our international subsidiariesisincluded in our
consolidated statement of shareholders’ equity. Based on the Company’s current operational strategies, management does not believe that variations
in the foreign currency exchange rates pose a significant risk to our consolidated results of operations or financial position.

Item 4T. Controlsand Procedures.

In accordance with Exchange Act Rules 13a-15 and 15d-15, we carried out an evaluation, under the supervision and with the participation of
management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of our disclosure controls and procedures as of the
end of the period covered by thisreport. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure
controls and procedures were effective as of September 30, 2008, to provide reasonabl e assurance that information required to be disclosed in our
reportsfiled or submitted under the Exchange Act is (i) recorded, processed, summarized and reported within the time periods specified in the Securities
and Exchange Commission’srules and forms, and (ii) accumulated and communicated to our management, as appropriate to allow timely decisions
regarding required disclosure.

Other than those described below, no change occurred in our internal controls over financial reporting (as defined in Rule 13a-15(f) of the
Exchange Act) during the quarter ended September 30, 2008 that has materially affected, or is reasonably likely to materially affect, our internal controls
over financial reporting.

During the three months ended September 30, 2008, we continued the implementation of an upgrade to our financial and accounting systems and
anew enterprise-wide accounting and |ease management system for Hines. We anticipate thisimplementation will be completed by the end of 2008.
This new software has affected many aspects of our accounting and financial systems and procedures and has resulted in significant changes to our
internal controls. The implementation of these systems upgrades had a material impact on our internal control over financial reporting, but these
upgrades were not implemented in response to an identified significant control deficiency or material weakness. We believe that these changes have
improved and strengthened our overall system of internal control.

The Company’s property-level accounting has historically been performed as a decentralized function, with many of the associated accounting
controls performed at each property. Management has undertaken an initiative to evaluate full or partial centralization of property accounting to
identify potential opportunities for efficiencies and/or control enhancements. The processis currently in a pilot phase, with a select number of
properties having been converted or in the process of being converted to the centralized accounting environment. The company istaking the
necessary stepsto monitor and maintain appropriate internal controls during this period of change. These steps include deploying resources to
mitigateinternal control risks and performing additional verifications and testing to ensure dataintegrity.
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PART Il —OTHER INFORMATION

Item 1A. Risk Factors.

Thefailure of any bank in which we deposit our funds could reduce the amount of cash we have available to pay distributions and make

additional investments.

The Federal Deposit Insurance Corporation, or FDIC, only insures amounts up to $250,000 per depositor per insured bank. We currently have cash
and cash equivalents and restricted cash deposited in certain financial institutions in excess of federally insured levels. If any of the banking
institutions in which we have deposited funds ultimately fails, we may lose any amount of our deposits over $250,000. The loss of our deposits could
reduce the amount of cash we have available to distribute or invest and could result in adecline in the value of your investment.

We have no other material changes to the risk factors discussed in our Annual Report on Form 10-K for the year ended December 31, 2007.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

On August 25, 2008, weissued 1,000 sharesto George A. Davis, Thomas A. Hassard, Stanley D. Levy and Paul Murphy Jr. in conjunction with
their re-election to our board as independent directors. These restricted shares were issued pursuant to our Employee and Director Incentive Share Plan
and without registration under the Securities Act of 1933 (the “ Securities Act”) in reliance upon the exemption from registration contained in Section 4
(2) of the Securities Act. During the three months ended September 30, 2008, we did not sell or issue any other equity securities that were not registered

under the Securities Act.

The following table lists shares we redeemed under our share redemption plan during the period covered by thisreport.

Total Number
of
Shares Maximum
Purchased as Number of
Part of Sharesthat
Average Publicly May Yet
Price Announced be Purchased
Total Number of Paid per Plans Under the Plans
Period Shar es Pur chased Share or Programs  or Programs(1)
July 1, 2008 to July 30, 2008 666,815 9.68 666,315 11,700,193
August 1, 2008 to August 31, 2008 857,709 9.68 857,709 11,263,479
September 1, 2008 to September 30, 2008 421,454 9.68 421,454 11,176,363
Total 1,945,978 9.68 1,945,978

1) We may redeem shares under the program so long as the total number of shares redeemed during the calendar year does not exceed, as of the
date of the redemption, 10% of our shares outstanding on the same date during the prior year. Our share redemption plan has been in effect
since June 2004 and has no definitive expiration date. However, the plan may be suspended or terminated at the discretion of the board of

directors.

Item 4. Submission of Mattersto a VVote of Security Holders.

Our annual meeting of shareholderswas held on August 25, 2008. Management proposals 1 and 2 were approved. The results are asfollows:

Proposal 1

Thefollowing directors were re-elected at the meeting to serve aone-year term as directors:

For Against Authority Withheld or Abstained from Voting
Jeffrey C. Hines 88,541,972 — 2,082,001
C. Hastings Johnson 88,527,682 — 2,096,292
Charles M. Baughn 88,555,608 — 2,068,366
George A. Davis 88,525,521 — 2,098,453
Thomas A. Hassard 88,549,687 — 2,074,287
Stanley D. Levy 88,536,369 — 2,087,605
Paul B. Murphy Jr 88,532,308 — 2,091,666
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Proposal 2

Ratification of the appointment of Deloitte & Touche LLP asthe Company’sindependent registered public accounting firm for fiscal year 2008.

For Against Authority Withheld or Abstained from Voting
88,417,824 581,189 1,624,961
Item 6. Exhibits.

The exhibits required by thisitem are set forth on the Exhibit Index attached hereto.
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SIGNATURES

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

HINES REAL ESTATE INVESTMENT TRUST, INC.
November 14, 2008 By: /sy CHARLESN. HAZEN

Charles N. Hazen
President and Chief Executive Officer

November 14, 2008 By: /s/ SHERRI W. SCHUGART
Sherri W. Schugart
Chief Financial Officer
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EXHIBIT INDEX

Exhibit No. Description

3.1 —Second Amended and Restated Articles of Incorporation of Hines Real Estate Investment Trust, Inc. (filed as Exhibit 3.1 to the
registrant’s Current Report on Form 8-K on July 13, 2007 and incorporated by reference herein).

3.2 —Second Amended and Restated Bylaws of Hines Real Estate Investment Trust, Inc. (filed as Exhibit 3.1 to the registrant’s Current
Report on Form 8-K on August 3, 2006 and incorporated by reference herein).

101 —Advisory Agreement between Hines REIT Properties, L.P., Hines Advisors Limited Partnership and Hines Real Estate Investment
Trust, Inc. dated July 1, 2008 (filed as Exhibit 1.2 to the Registrant’s Current Report on Form 8-K on June 30, 2008, and
incorporated by reference herein).

3L.1* —Certification.

3L.2* —Certification.

32.1* —Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C., Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002. Pursuant to SEC Release 34-47551 this Exhibit is furnished to the SEC and shall not
be deemed to be “filed.”

Filed herewith
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