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TCW Strategic Income Fund, Inc.

President�s Letter

David S. DeVito

President, Chief Executive Officer & Director
Dear Valued Shareholder,

TCW is pleased to present the 2016 semi-annual report for the TCW Strategic Income Fund (�TSI� or the �Fund�). TSI is a multi-asset class
closed-end fund managed by TCW Investment Management Company and is listed on the New York Stock Exchange under the symbol TSI. For
the first half of 2016, the stock price of the Fund realized a 5.22% return and the Fund�s net asset value (�NAV�) increased by 1.74% (i.e., returns
of the underlying assets). The TSI Custom Index gained 5.65% over the same six-month period. The Fund�s year-to-date price-based return
exceeded the NAV-based return, which narrowed the discount the share price traded with respect to the Fund�s NAV. The stock price discount to
NAV began the year at 9.6% and subsequently tightened to 6.7% by June 30, 2016, thus increasing the relative returns of the TSI shares as
compared with the returns of the underlying net asset valuation. Annualized price based performance for the trailing 3-Year period of 4.20%
trailed the Index, while annualized price based returns for the trailing 5-Year period and longer remained well ahead of the Fund�s benchmark.

Fund Performance

Annualized Total Return as of June 30, 2016

YTD 1 Year 3 Year 5 Year 10 Year
Since

3/1/06 (2)
Since

3/5/87 (3)
Price Based Return 5.22% 9.71% 4.20% 9.08% 11.59% 11.11% 8.31% 
NAV Based Return 1.74% 1.91% 5.20% 8.64% 10.37% 9.93% 8.74% 
Custom Benchmark (1) 5.65% 2.91% 5.63% 6.06% 6.42% 6.18% N/A

(1) Custom Benchmark Index: 15% S&P 500 with Income, 15% Merrill Lynch Convertible Index, 45% Barclays Capital Aggregate Bond Index, 25% Citi High
Yield Cash Pay Index. Past performance is no guarantee of future results. Current performance may be lower or higher than that quoted. The market value
and net asset value of the Fund�s shares will fluctuate with market conditions. Returns shown do not reflect the deduction of taxes that a shareholder would
pay on the Fund�s distributions. You should not draw any conclusions about the Fund�s performance from the amount of the quarterly distribution or from
the terms of the Fund�s distribution policy.

(2) The date on which the Fund�s investment objective changed to a multi-asset class fund. Prior to this date, the Fund primarily invested in convertible
securities.

(3) Inception date of the Fund.
Distributions by the Fund are based on the net investment income, with a stated goal of providing dependable, but not assured, quarterly
distributions out of the Fund�s accumulated net investment income and/or other sources. We believe this dividend policy is in the best interests of
the shareholders and the Fund. In the first half of 2016, the Fund made two quarterly distributions of $0.0487 and $0.0520 per share.

Leading up to late June�s �Brexit� referendum to decide the United Kingdom�s future in the European Union, complacency continued to prevail
across U.S. markets. While the S&P 500 equity index climbed higher, the corporate bond sector, especially high yield, outpaced stocks as the
appetite for risk appeared undiminished. Even after the Leave outcome surprised expectations for a narrow �Remain� victory, the initially extreme
volatility proved short-lived as markets quickly recovered, indicating confidence among investors that the Federal Reserve (Fed) and its fellow
global central banks would maintain the dovish policies that have supported asset prices with few interruptions since the 2008 financial crisis. To
wit, at its June meeting, the Fed lowered its estimate for the longer-run funds rate to 3% and halved projections of
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President�s Letter (Continued)

future rate increases from four to two hikes this year. Thus, the circumstances reflected a continuation of the first quarter�s theme of decoupled
fundamentals�economic and credit�and technicals, wherein a litany of weak indicators of the former were offset by the latter. And what were those
indicators? Notably, on the fundamental side, GDP growth remained at a sluggish pace with Q1�s latest posting at a 1.1% annualized rate, as
stunted productivity weighed on the pace of expansion. Further, May job creation came in at a six-year low and even a vastly improved June
report failed to lift the monthly average for the quarter above 150,000. Add in the corporate profit stagnation that has begun to exhibit late-cycle
signs of reversal and it remains difficult to see the underlying source of market optimism.

Immediately following the Brexit vote, the U.S. Treasury market experienced the greatest price impact, as flight-to-safety flows pushed the
10-Year yield below 1.4% briefly for the first time in history, exacerbating an already pronounced flattening trend across the yield curve.
Despite the somewhat surprising nature of the outcome, the rally in risk markets that started mid-February was not ultimately derailed through
the second quarter, as investor appetite for U.S. credit remained strong, fed by the overall search for yield. Investment grade credits
outperformed Treasuries by almost 100 basis points and produced total returns of 3.5%, notwithstanding record issuance this quarter and
deteriorating fundamentals. Meanwhile, high yield credits returned an impressive 5.5% for the quarter, supported by strong inflows and the
ongoing recovery in energy and commodity-related sectors as oil prices stabilized from their first quarter lows. Increased market volatility and
declining rates also did not inhibit returns to securitized products. Asset-backed securities (ABS) and commercial mortgage-backed securities
(CMBS) outperformed Treasuries by 50 and 37 basis points, respectively, on the back of solid demand for less volatile assets, while agency
residential mortgage-backed securities (MBS) performed in line with Treasuries over the quarter, given solid performance in April and May.
Also, from an off-Index perspective, non-agency MBS posted strong returns for the quarter, largely recovering from a weak start to the year. On
the basis of the strong U.S. Treasury performance and declining risk premiums, the Barclays Aggregate Index returned 2.2% for the quarter.

Performance for the Fund trailed the Custom Benchmark for the first half of 2016, largely due to the Fund�s defensive duration position given the
decline in U.S. Treasury rates since the start of the year. Performance was also held back by the relative underweight to high yield credit and
equities, which gained approximately 9% and 4%, respectively, year-to-date as commodity prices recovered from February lows and demand for
risk assets returned. As spreads widened early in the year, investment grade credit exposure moved to a relative overweight during the quarter,
which allowed the Fund a bit more participation in the credit market rally since February, though positioning remained underweight in
commodity-related sectors, which led among corporates. The emphasis on financials resulted in a small drag as the sector lagged Treasuries,
weighed down by insurers and banks which came under pressure due to concern about the low interest rate environment�s potential impact on
earnings and profitability. Meanwhile, the allocation among securitized products contributed, helping to offset some of the drag. Returns
benefitted from the allocation to non-agency MBS, which rebounded in the second quarter due to the rally in risk assets and continued
improvement in underlying fundamentals. ABS, which represents a relative overweight in the Fund, contributed modestly as the sector remained
fairly isolated from global volatility, particularly Federal Family Education Loan Program (FFELP) student loans, which tightened
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President�s Letter (Continued)

throughout the second quarter with some support coming from the release of Moody�s final (and less stringent than expected) rating
methodology. No downgrades have been announced, however, and the final decision on potential downgrades was pushed back by six months.
Further contributions came from the relative underweight to lagging agency MBS, while the small overweight to CMBS contributed on the
margin.

As for the outlook, the lateness in the credit cycle and potential for further convention-defying political behavior inform the view. This
anticipates episodic volatility and motivates a wariness of growing downside risks to the markets. Consequently, the Fund remains defensively
positioned and prepared for better risk-adjusted return opportunities as the credit cycle extends. The duration profile remains shorter than the
Index, while sector positioning is conservative and issue selection is focused on higher-quality credits with yields that we believe provide fair
value. The relative underweight to corporate credit was reduced opportunistically on spread widening in January, with additions focused on
�bendable� areas of the market�those which we believe have the resilience to withstand potential volatility. Corporate positioning remains focused
on U.S. financials given limited re-leveraging risk and reasonable yields, while exposure to industrial credit remains selective, favoring
asset-heavy companies with stable cash flows and strong balance sheets. High yield credit exposure in the Fund remains modest given relatively
low yields and a wariness of increasing defaults, though as this asset class unwinds and sentiment weakens, opportunities should arise.
Structured products continue to offer attractive risk-adjusted returns and protection, and therefore represent an overweight versus the Index.
Non-agency MBS remains compelling due to the available yield, potential for price upside, and solid fundamentals, though allocations will
likely drift lower as prices rise. Agency MBS continues to represent a relative underweight despite being higher quality and more liquid, as yield
compensation remains small historically and prepayment risk weighs on the market in this low rate environment. CMBS and ABS holdings are
focused on high quality collateral in the senior most parts of the capital structure, often with government guarantees, making them solid
defensive credits.

TSI�s equity exposure is currently implemented with long positions in S&P 500 Index futures that had a notional value representing 1.2% of the
Fund�s market value as of June 30, 2016. The position was gradually trimmed from year-end levels as equity valuations increased, though a
meaningful correction in equity prices might lead to an increase in the equity allocation.

Modest leverage can be utilized by the Fund through a Line of Credit facility, though the Fund does not currently use any of the available $70
million commitment. Leverage has been used when market opportunity was abundant and has been subsequently scaled back in response to a
market environment less conducive to risk taking. Additionally, the cash position in the Fund has been increased for partial protection and to
allow opportunistic investing in case of potential asset repricing.

We greatly appreciate your investment in the Fund and your continuing support of TCW. In the event that you have any additional questions or
comments, I invite you to visit our web site at www.tcw.com or call our shareholder services department at 1-866-227-8179.

Sincerely,

David S. DeVito

President, Chief Executive Officer and Director
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TCW Strategic Income Fund, Inc.

Schedule of Investments (Unaudited)

Principal
Amount Fixed Income Securities Value

Asset-Backed Securities (14.1% of Net Assets)
$ 1,150,000 A Voce CLO, Ltd., (14-1A-A1B), (144A), 2.088%, due 07/15/26 (1)(2) $ 1,136,245

777,891 AMUR Finance I LLC, (13-1), 10%, due 01/25/22 707,904
529,571 AMUR Finance I LLC, (13-2), 10%, due 03/20/24 471,333
565,000 BA Credit Card Trust, (07-A11-A11), 0.504%, due 12/15/19 (1) 563,882

1,150,000 Babson CLO, Ltd., (14-IA-A1), (144A), 2.124%, due 07/20/25 (1)(2) 1,145,073
851,052 Bayview Commercial Asset Trust, (03-2-A), (144A), 1.316%, due 12/25/33 (1)(2) 786,716
710,091 Bayview Commercial Asset Trust, (04-1-A), (144A), 0.806%, due 04/25/34 (1)(2) 651,945
680,845 Bayview Commercial Asset Trust, (04-2-A), (144A), 0.876%, due 08/25/34 (1)(2) 616,049
339,586 Bayview Commercial Asset Trust, (04-3-A1), (144A), 0.816%, due 01/25/35 (1)(2) 304,250
987,427 Bayview Commercial Asset Trust, (06-4A-A1), (144A), 0.676%, due 12/25/36 (1)(2) 813,452
473,981 Bayview Commercial Asset Trust, (07-3-A1), (144A), 0.686%, due 07/25/37 (1)(2) 392,621

2,200,000 Brazos Higher Education Authority, Inc., (10-1-A2), 1.862%, due 02/25/35 (1) 2,073,936
565,000 Chase Issuance Trust, (12-A2-A2), 0.704%, due 05/15/19 (1) 565,656
992,878 CIT Education Loan Trust, (07-1-A), (144A), 0.72%, due 03/25/42 (1)(2) 920,319

1,140,000 Dryden Senior Loan Fund, (15-37A A), (144A), 2.128%, due 04/15/27 (1)(2) 1,138,562
1,260,000 Education Loan Asset-Backed Trust I, (13-1-A2), (144A), 1.246%, due

04/26/32 (1)(2) 1,175,062
675,000 EFS Volunteer LLC, (10-1-A2), (144A), 1.488%, due 10/25/35 (1)(2) 653,912

1,500,000 EFS Volunteer No 2 LLC, (12-1-A2), (144A), 1.796%, due 03/25/36 (1)(2) 1,480,076
2,350,738 GCO Education Loan Funding Master Trust II, (06-2AR-A1RN), (144A), 1.096%,

due 08/27/46 (1)(2) 2,155,790
310,671 GE Business Loan Trust, (05-1A-A3), (144A), 0.684%, due 06/15/33 (1)(2) 286,363
647,069 GE Business Loan Trust, (05-2A-A), (144A), 0.674%, due 11/15/33 (1)(2) 617,302
351,625 Global SC Finance SRL, (14-1A-A2), (144A), 3.09%, due 07/17/29 (2) 334,463
342,334 Goal Capital Funding Trust, (06-1-B), 1.112%, due 08/25/42 (1) 305,323
518,200 Higher Education Funding I, (14-1-A), (144A), 1.712%, due 05/25/34 (1)(2) 510,027
331,897 Honda Auto Receivables Owner Trust, (14-2-A3), 0.77%, due 03/19/18 331,760
355,000 Honda Auto Receivables Owner Trust, (15-1-A3), 1.05%, due 10/15/18 355,369
270,000 ING Investment Management CLO, Ltd., (14-1A-A1), (144A), 2.133%, due 04/18/26 (1)(2) 269,769
542,250 Leaf II Receivables Funding LLC, (13-1-E2), (144A), 6%, due 09/15/21 (2) 538,292
168,021 National Collegiate Student Loan Trust, (06-3-A3), 0.596%, due 10/25/27 (1) 167,364
575,000 Nelnet Student Loan Trust, (14-4A-A2), (144A), 1.388%, due 11/25/43 (1)(2) 519,293
271,976 Nissan Auto Receivables Owner Trust, (13-C-A3), 0.67%, due 08/15/18 271,689

2,200,000 North Carolina State Education Assistance Authority, (11-1-A3), 1.156%, due 10/25/41 (1) 2,148,072
366,807 Peachtree Finance Co. LLC, (2005-B-A), (144A), 4.71%, due 04/15/48 (2) 373,020

1,000,000 Scholar Funding Trust, (12-B-A2), (144A), 1.554%, due 03/28/46 (1)(2) 964,561
496,315 SLC Student Loan Trust, (04-1-B), 0.916%, due 08/15/31 (1) 422,886
427,241 SLC Student Loan Trust, (05-2-B), 0.913%, due 03/15/40 (1) 360,516
604,836 SLC Student Loan Trust, (06-1-B), 0.843%, due 03/15/39 (1) 504,448

1,000,000 SLC Student Loan Trust, (06-2-A5), 0.733%, due 09/15/26 (1) 975,098
2,300,000 SLM Student Loan Trust, (03-11-A6), (144A), 1.383%, due 12/15/25 (1)(2) 2,219,030
522,167 SLM Student Loan Trust, (04-2-B), 1.108%, due 07/25/39 (1) 442,164
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550,969 SLM Student Loan Trust, (05-4-B), 0.818%, due 07/25/40 (1) 468,021
601,060 SLM Student Loan Trust, (05-9-B), 0.938%, due 01/25/41 (1) 468,947

1,400,000 SLM Student Loan Trust, (06-2-A6), 0.808%, due 01/25/41 (1) 1,238,830
1,400,000 SLM Student Loan Trust, (06-8-A6), 0.798%, due 01/25/41 (1) 1,210,173

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

June 30, 2016

Principal
Amount Fixed Income Securities Value

Asset-Backed Securities (Continued)
$ 183,674 SLM Student Loan Trust, (07-6-B), 1.488%, due 04/27/43 (1) $ 156,798

150,000 SLM Student Loan Trust, (07-7-B), 1.388%, due 10/27/70 (1) 118,836
115,098 SLM Student Loan Trust, (07-8-B), 1.638%, due 04/27/43 (1) 96,891
225,000 SLM Student Loan Trust, (08-2-B), 1.838%, due 01/25/83 (1) 188,867
225,000 SLM Student Loan Trust, (08-3-B), 1.838%, due 04/26/83 (1) 189,224
225,000 SLM Student Loan Trust, (08-4-B), 2.488%, due 04/25/29 (1) 205,650
225,000 SLM Student Loan Trust, (08-5-B), 2.488%, due 07/25/29 (1) 204,330
225,000 SLM Student Loan Trust, (08-6-B), 2.488%, due 07/26/83 (1) 207,428
225,000 SLM Student Loan Trust, (08-7-B), 2.488%, due 07/26/83 (1) 199,780
225,000 SLM Student Loan Trust, (08-8-B), 2.888%, due 10/25/29 (1) 215,023
225,000 SLM Student Loan Trust, (08-9-B), 2.888%, due 10/25/83 (1) 213,723
768,625 Structured Receivables Finance LLC, (10-A-B), (144A), 7.614%, due 01/16/46 (2) 902,084
451,018 Structured Receivables Finance LLC, (10-B-B), (144A), 7.97%, due

08/15/36 (2) 563,768
1,450,000 Student Loan Consolidation Center, (02-2-B2), (144A), 1.821%, due

07/01/42 (1)(2) 1,123,425
252,742 Toyota Auto Receivables Owner Trust, (14-A-A3), 0.67%, due 12/15/17 252,588
412,890 Vermont Student Assistance Corp., (12-1-A), 1.137%, due 07/28/34 (1) 402,214

Total Asset-Backed Securities (Cost: $45,810,747) 39,296,192

Collateralized Mortgage Obligations (55.7%)
Commercial Mortgage-Backed Securities � Agency (1.3%)

11,770,997 Federal Home Loan Mortgage Corp. Multifamily Structured Pass-Through Certificates,
(K702-X1), 1.451%, due 02/25/18(I/O) (1) 231,820

6,289,905 Federal Home Loan Mortgage Corp. Multifamily Structured Pass-Through Certificates,
(KP01-X), 3.077%, due 01/25/19(I/O) (1) 342,818

586,291 Federal Home Loan Mortgage Corp. Multifamily Structured Pass-Through Certificates,
(KSCT-A1), 3.194%, due 12/25/19 606,398

5,061,250 Federal Home Loan Mortgage Corp. Multifamily Structured Pass-Through Certificates,
(KSCT-AX), 1.249%, due 01/25/20(I/O) (1) 168,288

8,793,869 Federal National Mortgage Association, (11-M5-A2), 1.229%, due 07/25/21(ACES)(I/O) (1) 465,737
521,445 Federal National Mortgage Association, (12-M11-FA), 0.932%, due 08/25/19(ACES) (1) 521,716

18,020,704 Government National Mortgage Association, (09-114-IO), 0.156%, due 10/16/49(I/O) (1) 243,002
6,732,046 Government National Mortgage Association, (11-152-IO), 0.935%, due 08/16/51(I/O) (1) 229,664
7,736,046 Government National Mortgage Association, (14-125-IO), 1.033%, due 11/01/54(I/O) (1) 624,232

Total Commercial Mortgage-Backed Securities � Agency 3,433,675

Commercial Mortgage-Backed Securities � Non-Agency (1.4%)
260,000 BAMLL Commercial Mortgage Securities Trust, (14-520M-A), (144A), 4.184%, due 08/15/46

(1)(2) 291,516
8,227,462 597,597
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Citigroup Commercial Mortgage Trust, (12-GC8-XA), (144A), 2.316%, due 09/10/45(I/O)
(1)(2)(3)

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Schedule of Investments (Unaudited) (Continued)

Principal
Amount Fixed Income Securities Value

Commercial Mortgage-Backed Securities � Non-Agency (Continued)
$ 166,449 JPMorgan Chase Commercial Mortgage Securities Trust, (06-CB16-A4), 5.552%, due 05/12/45 $ 166,291

751,447 JPMorgan Chase Commercial Mortgage Securities Trust, (06-CB17-A4), 5.429%, due 12/12/43 755,760
248,629 JPMorgan Chase Commercial Mortgage Securities Trust, (10-CNTR-A1), (144A), 3.3%, due

08/05/32 (2) 255,307
640,000 JPMorgan Chase Commercial Mortgage Securities Trust, (10-CNTR-A2), (144A), 4.311%, due

08/05/32 (2) 691,552
17,657 JPMorgan Chase Commercial Mortgage Securities Trust, (11-C3-A2), (144A), 3.673%, due

02/15/46 (2) 17,708
1,100,000 Morgan Stanley Bank of America Merrill Lynch Trust, (13-C11-A2), 3.085%, due 08/15/46 1,136,994

Total Commercial Mortgage-Backed Securities � Non-Agency 3,912,725

Residential Mortgage-Backed Securities � Agency (1.9%)
203,925 Federal Home Loan Mortgage Corp., (1673-SD), 15.469%, due 02/15/24(I/F) (PAC) (1) 256,492
440,334 Federal Home Loan Mortgage Corp., (1760-ZD), 1.32%, due 02/15/24 (1) 431,724
223,234 Federal Home Loan Mortgage Corp., (2990-JK), 20.266%, due 03/15/35(I/F) (1) 326,104

3,919,739 Federal Home Loan Mortgage Corp., (3122-SG), 5.195%, due 03/15/36(I/O) (I/F) (TAC) (PAC)
(1) 741,208

1,230,239 Federal Home Loan Mortgage Corp., (3239-SI), 6.215%, due 11/15/36(I/O) (I/F) (PAC) (1) 215,425
523,777 Federal Home Loan Mortgage Corp., (3323-SA), 5.675%, due 05/15/37(I/O) (I/F) (1) 72,938
494,650 Federal Home Loan Mortgage Corp., (3459-JS), 5.815%, due 06/15/38(I/O) (I/F) (1) 85,517

2,494,417 Federal Home Loan Mortgage Corp., (4030-HS), 6.175%, due 04/15/42(I/O) (I/F) (1) 500,344
3,377,635 Federal National Mortgage Association, (04-53-QV), 1.59%, due 02/25/34(I/O) (I/F) (1) 100,037
451,902 Federal National Mortgage Association, (07-42-SE), 5.664%, due 05/25/37(I/O) (I/F) (1) 69,283

3,130,877 Federal National Mortgage Association, (07-48-SD), 5.654%, due 05/25/37(I/O) (I/F) (1) 592,944
633,229 Federal National Mortgage Association, (09-69-CS), 6.304%, due 09/25/39(I/O) (I/F) (1) 124,200

3,530,187 Government National Mortgage Association, (06-35-SA), 6.161%, due 07/20/36(I/O) (I/F) (1) 663,004
6,086,744 Government National Mortgage Association, (06-61-SA), 4.311%, due 11/20/36(I/O) (I/F)

(TAC) (1) 640,204
3,607,046 Government National Mortgage Association, (08-58-TS), 5.961%, due 05/20/38(I/O) (I/F)

(TAC) (1) 500,445

Total Residential Mortgage-Backed Securities � Agency 5,319,869

Residential Mortgage-Backed Securities � Non-Agency (51.1%)
614,188 ACE Securities Corp., (04-IN1-A1), 1.086%, due 05/25/34 (1) 548,661

1,950,048 ACE Securities Corp., (07-ASP1-A2C), 0.706%, due 03/25/37 (1) 1,173,964
1,475,794 Adjustable Rate Mortgage Trust, (05-4-6A22), 3.158%, due 08/25/35 (1) 444,621

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

June 30, 2016

Principal
Amount Fixed Income Securities Value

Residential Mortgage-Backed Securities � Non-Agency (Continued)
$ 821,575 Adjustable Rate Mortgage Trust, (06-1-2A1), 3.27%, due 03/25/36 (1)(4) $ 596,782

870,232 Asset-Backed Funding Certificates, (05-HE2-M2), 1.196%, due 06/25/35 (1) 865,154
1,600,000 Asset-Backed Funding Certificates, (07-NC1-A2), (144A), 0.746%, due 05/25/37 (1)(2) 1,147,323
1,500,000 Asset-Backed Securities Corp. Home Equity, (06-HE1-A4), 0.746%, due 01/25/36 (1) 1,325,025
3,000,000 Asset-Backed Securities Corp. Home Equity, (06-HE3-A5), 0.716%, due 03/25/36 (1) 2,306,677
1,100,140 Asset-Backed Securities Corp. Home Equity, (07-HE1-A1B), 0.596%, due 12/25/36 (1) 946,761
2,507,036 Asset-Backed Securities Corp. Home Equity, (07-HE1-A4), 0.586%, due 12/25/36 (1) 2,037,742
1,471,966 Banc of America Alternative Loan Trust, (05-10-1CB1), 0.846%, due 11/25/35 (1)(4) 1,120,119
867,448 Banc of America Funding Trust, (06-3-4A14), 6%, due 03/25/36 796,153
577,659 Banc of America Funding Trust, (06-3-5A3), 5.5%, due 03/25/36 (4) 539,086
226,425 BCAP LLC Trust, (09-RR4-1A1), (144A), 9.5%, due 06/26/37 (2) 237,681
103,098 BCAP LLC Trust, (10-RR11-3A2), (144A), 3.037%, due 06/27/36 (1)(2) 103,166
692,558 BCAP LLC Trust, (11-RR3-1A5), (144A), 3.154%, due 05/27/37 (1)(2) 688,811

1,231,602 BCAP LLC Trust, (11-RR3-5A3), (144A), 5.094%, due 11/27/37 (1)(2) 1,199,293
530,343 BCAP LLC Trust, (11-RR5-1A3), (144A), 2.588%, due 03/26/37 (1)(2) 522,740
856,858 BCAP LLC Trust, (15-RR4-1A1), (144A), 1.434%, due 09/11/38 (1)(2) 809,465
907,072 Bear Stearns Adjustable Rate Mortgage Trust, (03-7-9A), 2.762%, due 10/25/33 (1) 897,928
824,156 Bear Stearns Adjustable Rate Mortgage Trust, (05-9-A1), 2.66%, due 10/25/35 (1) 796,406
935,806 Bear Stearns Adjustable Rate Mortgage Trust, (07-4-22A1), 4.798%, due 06/25/47 (1)(4) 834,342
971,070 Bear Stearns Asset-Backed Securities Trust, (05-AC6-1A3), 5.5%, due 09/25/35 (1) 973,601
610,174 Bear Stearns Asset-Backed Securities Trust, (06-IM1-A1), 0.676%, due 04/25/36 (1) 569,588
455,990 Centex Home Equity Loan Trust, (05-A-AF5), 5.28%, due 01/25/35 477,146

3,084,215 Centex Home Equity Loan Trust, (06-A-AV4), 0.696%, due 06/25/36 (1) 2,901,695
978,312 CIM Trust, (15-4AG-A1), (144A), 2.438%, due 10/25/57 (1)(2) 949,806
791,231 Citigroup Mortgage Loan Trust, Inc., (05-11-A2A), 2.73%, due 10/25/35 (1) 778,005

2,564,846 Citigroup Mortgage Loan Trust, Inc., (05-8-1A1A), 2.894%, due 10/25/35 (1)(4) 2,151,835
1,059,062 Citigroup Mortgage Loan Trust, Inc., (06-WFH3-A4), 0.686%, due 10/25/36 (1) 1,043,024
1,571,762 CitiMortgage Alternative Loan Trust, (06-A3-1A7), 6%, due 07/25/36 (4) 1,441,001
902,535 CitiMortgage Alternative Loan Trust, (06-A5-1A8), 6%, due 10/25/36 (4) 793,256
278,391 Conseco Finance Securitizations Corp., (01-4-A4), 7.36%, due 08/01/32 299,644

1,872,541 Conseco Finance Securitizations Corp., (99-6-A1), (144A), 7.36%, due 06/01/30 (2) 1,355,044
1,200,000 Countryplace Manufactured Housing Contract Trust, (07-1-A4), (144A), 5.846%, due 07/15/37

(1)(2) 1,207,333
501,386 Countrywide Alternative Loan Trust, (05-20CB-4A1), 5.25%, due 07/25/20 (4) 487,634

1,051,293 Countrywide Asset-Backed Certificates, (07-13-2A1), 1.346%, due 10/25/47 (1) 883,608
1,637,789 Countrywide Home Loans, (04-HYB4-B1), 2.724%, due 09/20/34 (1)(4) 377,717
37,832,204 Countrywide Home Loans, (06-14-X), 0.238%, due 09/25/36(I/O) (1) 321,252
2,081,213 Countrywide Home Loans, (06-HYB2-1A1), 2.959%, due 04/20/36 (1) 1,636,746
656,983 Credit Suisse First Boston Mortgage Securities Corp., (04-AR5-11A2), 1.186%, due 06/25/34

(1) 633,951
1,813,108 Credit Suisse First Boston Mortgage Securities Corp., (05-12-1A1), 6.5%, due 01/25/36 1,334,988
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See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Schedule of Investments (Unaudited) (Continued)

Principal
Amount Fixed Income Securities Value

Residential Mortgage-Backed Securities � Non-Agency (Continued)
$ 1,290,000 Credit-Based Asset Servicing and Securitization LLC, (05-CB4-M2), 0.896%, due 07/25/35 (1) $ 1,204,796
1,745,852 Credit-Based Asset Servicing and Securitization LLC, (06-CB1-AF2), 3.389%, due 01/25/36 1,296,334
3,087,943 Credit-Based Asset Servicing and Securitization LLC, (06-CB2-AF2), 3.522%, due 12/25/36 2,188,219
1,604,743 Credit-Based Asset Servicing and Securitization LLC, (07-CB2-A2B), 4.49%, due 02/25/37 1,158,873
1,576,680 Credit-Based Asset Servicing and Securitization LLC, (07-CB2-A2C), 4.49%, due 02/25/37 1,138,456
1,745,927 Credit-Based Asset Servicing and Securitization LLC, (07-CB3-A3), 3.974%, due 03/25/37 1,027,229
1,206,819 CSMC Trust, (14-CIM1-A1), (144A), 2.188%, due 01/25/58 (1)(2) 1,208,489
2,851,130 Deutsche Alt-A Securities, Inc. Mortgage Loan Trust, (06-AB2-A2), 6.061%, due 06/25/36 (1)(4) 2,427,413
1,222,084 Deutsche Alt-A Securities, Inc. Mortgage Loan Trust, (06-AR6-A6), 0.636%, due 02/25/37 (1)(4) 916,852
359,284 DSLA Mortgage Loan Trust, (06-AR2-2A1A), 0.462%, due 10/19/36 (1) 291,816

1,291,289 First Franklin Mortgage Loan Asset-Backed Certificates, (06-FF13-A2C), 0.606%, due 10/25/36 (1) 868,967
1,819,509 First Franklin Mortgage Loan Asset-Backed Certificates, (06-FF18-A2D), 0.656%, due 12/25/37

(1) 1,115,448
927,796 First Horizon Alternative Mortgage Securities Trust, (05-AA10-2A1), 2.676%, due 12/25/35 (1)(4) 784,793
231,217 Green Tree, (08-MH1-A2), (144A), 8.97%, due 04/25/38 (1)(2) 234,141
98,270 Green Tree, (08-MH1-A3), (144A), 8.97%, due 04/25/38 (1)(2) 99,669
442,713 Green Tree Financial Corp., (96-6-M1), 7.95%, due 09/15/27 487,650
580,587 Green Tree Financial Corp., (96-7-M1), 7.7%, due 09/15/26 (1) 637,484
260,145 Green Tree Financial Corp., (97-3-A5), 7.14%, due 03/15/28 271,303
107,846 Green Tree Financial Corp., (97-3-A7), 7.64%, due 03/15/28 (1) 113,014
401,189 Green Tree Financial Corp., (98-3-A6), 6.76%, due 03/01/30 (1) 430,770
477,259 Green Tree Financial Corp., (98-4-A5), 6.18%, due 04/01/30 493,486
408,116 Green Tree Financial Corp., (98-4-A6), 6.53%, due 04/01/30 (1) 436,878
432,147 Green Tree Financial Corp., (98-4-A7), 6.87%, due 04/01/30 (1) 466,447

1,000,011 Greenpoint Manufactured Housing, (00-1-A4), 8.14%, due 03/20/30 (1) 1,071,236
1,922,520 GSAA Home Equity Trust, (06-13-AF6), 6.04%, due 07/25/36 1,150,226
758,414 GSC Capital Corp. Mortgage Trust, (06-2-A1), 0.626%, due 05/25/36 (1)(4) 522,941
622,515 GSR Mortgage Loan Trust, (05-AR3-6A1), 3.033%, due 05/25/35 (1) 561,387
609,006 HSI Asset Loan Obligation Trust, (07-2-2A12), 6%, due 09/25/37 558,996

1,000,000 HSI Asset Securitization Corp. Trust, (06-OPT2-2A4), 0.736%, due 01/25/36 (1) 988,347
918,082 Indymac INDX Mortgage Loan Trust, (04-AR6-5A1), 2.806%, due 10/25/34 (1) 883,138

1,086,409 Indymac INDX Mortgage Loan Trust, (05-AR19-A1), 3.028%, due 10/25/35 (1) 903,196
1,560,013 Indymac INDX Mortgage Loan Trust, (06-AR13-A4X), 3.156%, due 07/25/36(I/O) (1) 19,757
1,179,957 Indymac INDX Mortgage Loan Trust, (06-AR9-1A1), 3.215%, due 06/25/36 (1)(4) 865,692
1,826,363 Indymac INDX Mortgage Loan Trust, (07-AR5-2A1), 3.055%, due 05/25/37 (1)(4) 1,462,568

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

June 30, 2016

Principal
Amount Fixed Income Securities Value

Residential Mortgage-Backed Securities � Non-Agency (Continued)
$ 2,051,990 Indymac INDX Mortgage Loan Trust, (07-FLX2-A1C), 0.636%, due 04/25/37 (1) $ 1,393,912

171,632 Indymac Manufactured Housing Contract, (98-2-A4), 6.64%, due 08/25/29 (1) 171,002
1,190,918 JPMorgan Alternative Loan Trust, (06-A2-5A1), 2.931%, due 05/25/36 (1)(4) 816,244
1,200,000 JPMorgan Mortgage Acquisition Trust, (07-CH1-MV1), 0.668%, due 11/25/36 (1) 1,125,468
972,039 JPMorgan Mortgage Trust, (04-A6-5A1), 2.771%, due 12/25/34 (1) 931,986
235,907 JPMorgan Mortgage Trust, (07-S2-1A1), 5%, due 06/25/37 171,880
264,128 Lehman ABS Manufactured Housing Contract Trust, (01-B-A6), 6.467%, due 04/15/40 (1) 276,543

1,513,076 Lehman XS Trust, (06-10N-1A3A), 0.656%, due 07/25/46 (1)(4) 1,184,938
2,188,115 Lehman XS Trust, (06-12N-A31A), 0.646%, due 08/25/46 (1)(4) 1,680,013
1,700,000 Long Beach Mortgage Loan Trust, (04-4-M1), 1.346%, due 10/25/34 (1) 1,558,657
1,399,042 MASTR Alternative Loans Trust, (07-HF1-4A1), 7%, due 10/25/47 (4) 1,005,135
628,543 MASTR Asset-Backed Securities Trust, (06-NC1-A4), 0.746%, due 01/25/36 (1) 605,023

2,000,000 MASTR Asset-Backed Securities Trust, (07-HE1-A4), 0.726%, due 05/25/37 (1) 1,250,298
931,135 Merrill Lynch First Franklin Mortgage Loan Trust, (07-3-A2B), 0.576%, due 06/25/37 (1) 630,596

1,901,356 Merrill Lynch First Franklin Mortgage Loan Trust, (07-3-A2C), 0.626%, due 06/25/37 (1) 1,274,387
684,271 Merrill Lynch Mortgage-Backed Securities Trust, (07-2-1A1), 2.96%, due 08/25/36 (1) 632,726
516,407 Mid-State Trust, (04-1-B), 8.9%, due 08/15/37 593,074
516,407 Mid-State Trust, (04-1-M1), 6.497%, due 08/15/37 551,942
358,963 Mid-State Trust, (6-A1), 7.34%, due 07/01/35 383,759
321,631 Mid-State Trust, (6-A3), 7.54%, due 07/01/35 341,362
917,428 Morgan Stanley ABS Capital I, Inc. Trust, (03-NC6-M1), 1.646%, due 06/25/33 (1) 890,110
4,605 Morgan Stanley ABS Capital I, Inc. Trust, (05-HE3-M2), 1.226%, due 07/25/35 (1) 4,778

1,500,000 Morgan Stanley ABS Capital I, Inc. Trust, (05-HE3-M3), 1.241%, due 07/25/35 (1) 1,469,618
1,406,405 Morgan Stanley ABS Capital I, Inc. Trust, (06-HE3-A1), 0.586%, due 04/25/36 (1) 1,296,834
1,075,985 Morgan Stanley ABS Capital I, Inc. Trust, (07-15AR-4A1), 4.525%, due

11/25/37 (1) 772,612
1,426,977 Morgan Stanley Home Equity Loan Trust, (06-2-A4), 0.726%, due 02/25/36 (1) 1,336,815
956,835 MortgageIT Trust, (05-5-A1), 0.706%, due 12/25/35 (1) 853,226

3,000,000 Nationstar Home Equity Loan Trust, (07-B-2AV3), 0.696%, due 04/25/37 (1) 2,666,111
173,873 New Century Home Equity Loan Trust, (05-3-M1), 0.926%, due 07/25/35 (1) 174,070

1,438,534 New Century Home Equity Loan Trust, (05-B-A2D), 0.846%, due 10/25/35 (1) 1,353,253
1,700,000 New Century Home Equity Loan Trust, (06-C-A2D), 0.786%, due 12/25/35 (1) 1,455,953
1,901,576 Nomura Asset Acceptance Corp., (06-AR1-1A), 3.958%, due 02/25/36 (1) 1,431,408
2,054,901 Oakwood Mortgage Investors, Inc., (00-A-A4), 8.15%, due 09/15/29 (1) 1,449,682
1,154,116 Oakwood Mortgage Investors, Inc., (01-D-A3), 5.9%, due 09/15/22 (1) 954,390
668,670 Oakwood Mortgage Investors, Inc., (01-D-A4), 6.93%, due 09/15/31 (1) 602,360
455,322 Oakwood Mortgage Investors, Inc., (02-A-A3), 6.03%, due 05/15/24 (1) 479,792
524,271 Oakwood Mortgage Investors, Inc., (98-A-M), 6.825%, due 05/15/28 (1) 541,441
157,295 Oakwood Mortgage Investors, Inc., (98-D-A), 6.4%, due 01/15/29 158,851
472,554 Oakwood Mortgage Investors, Inc., (99-B-A4), 6.99%, due 12/15/26 500,855

1,313,449 Oakwood Mortgage Investors, Inc., (99-E-A1), 7.608%, due 03/15/30 (1) 1,169,881
418,206 Origen Manufactured Housing Contract Trust, (05-A-M1), 5.46%, due 06/15/36 (1) 442,391
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See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Schedule of Investments (Unaudited) (Continued)

Principal
Amount Fixed Income Securities Value

Residential Mortgage-Backed Securities � Non-Agency (Continued)
$ 720,629 Park Place Securities, Inc., (05-WHQ2-M1), 1.076%, due 05/25/35 (1) $ 718,922

611,000 Popular ABS Mortgage Pass-Through Trust, (05-6-A4), 4.255%, due 01/25/36 524,744
1,168,698 RALI Series Trust, (06-QS7-A2), 6%, due 06/25/36 (4) 984,836
1,140,000 RASC Series Trust, (05-KS11-M1), 0.846%, due 12/25/35 (1) 1,099,779
1,814,275 Residential Accredit Loans, Inc., (05-QA7-A1), 3.364%, due 07/25/35 (1)(4) 1,415,433
1,172,342 Residential Accredit Loans, Inc., (05-QA8-CB21), 3.39%, due 07/25/35 (1)(4) 948,841
1,363,616 Residential Accredit Loans, Inc., (06-QA10-A2), 0.626%, due 12/25/36 (1) 1,027,050
870,604 Residential Accredit Loans, Inc., (06-QS1-A3), 5.75%, due 01/25/36(PAC) (4) 751,323

20,780,294 Residential Accredit Loans, Inc., (06-QS11-AV), 0.343%, due
08/25/36(I/O) (1) 309,250

9,894,653 Residential Accredit Loans, Inc., (06-QS6-1AV), 0.754%, due
06/25/36(I/O) (1) 305,117

1,980,377 Residential Accredit Loans, Inc., (06-QS8-A3), 6%, due 08/25/36 (4) 1,655,738
24,043,199 Residential Accredit Loans, Inc., (07-QS2-AV), 0.322%, due 01/25/37(I/O) (1) 330,592
23,720,144 Residential Accredit Loans, Inc., (07-QS3-AV), 0.335%, due 02/25/37(I/O) (1) 362,996

573,879 Residential Accredit Loans, Inc., (07-QS6-A62), 5.5%, due 04/25/37(TAC) (4) 468,626
1,250,000 Residential Asset Mortgage Products, Inc., (06-RZ3-A3), 0.736%, due 08/25/36 (1) 1,160,943
1,303,805 Residential Asset Securitization Trust, (05-A15-4A1), 6%, due 02/25/36 (4) 1,009,624
3,801,398 Residential Asset Securitization Trust, (07-A5-AX), 6%, due 05/25/37(I/O) 748,621
59,953,165 Residential Funding Mortgage Securities, (06-S9-AV), 0.312%, due 09/25/36(I/O) (1) 658,448

121,120 Residential Funding Mortgage Securities II, (01-HI3-AI7), 7.56%, due 07/25/26 122,747
597,529 Restructured Asset Backed Securities Trust, (04-1A-A2), (144A), 5.7%, due 12/15/30 (2) 610,847

2,926,000 Saxon Asset Securities Trust, (07-3-2A4), 0.936%, due 09/25/47 (1) 1,672,678
4,614,000 Securitized Asset-Backed Receivables LLC Trust, (07-NC2-A2C), 0.666%, due 01/25/37 (1) 2,716,380
1,400,000 Soundview Home Loan Trust, (06-1-A4), 0.746%, due 02/25/36 (1) 1,284,396
1,500,000 Soundview Home Loan Trust, (06-EQ1-A4), 0.696%, due 10/25/36 (1) 1,060,250
614,114 Structured Adjustable Rate Mortgage Loan Trust, (05-20-1A1), 2.86%, due 10/25/35 (1) 457,947
771,869 Structured Adjustable Rate Mortgage Loan Trust, (07-9-2A1), 5.981%, due 10/25/47 (1) 615,293

1,175,000 Structured Asset Investment Loan Trust, (05-3-M2), 1.106%, due
04/25/35 (1) 1,159,063

1,000,000 Structured Asset Securities Corp., (05-WF4-M2), 0.876%, due 11/25/35 (1) 979,411
1,600,000 Structured Asset Securities Corp., (06-GEL4-A3), (144A), 0.746%, due 10/25/36 (1)(2) 1,475,994

33,516 UCFC Manufactured Housing Contract, (97-4-A4), 6.995%, due 04/15/29 (1) 33,389
201,992 Vanderbilt Acquisition Loan Trust, (02-1-A4), 6.57%, due 05/07/27 (1) 206,559
276,640 Vanderbilt Acquisition Loan Trust, (02-1-M1), 7.33%, due 05/07/32 (1) 298,410

2,792,261 WAMU Asset-Backed Certificates, (07-HE1-2A3), 0.596%, due 01/25/37 (1) 1,540,653
7,882,478 Wells Fargo Alternative Loan Trust, (07-PA2-2A2), 5.624%, due 06/25/37(I/O) (1) 1,313,041
730,000 Wells Fargo Home Equity Trust, (06-2-A3), 0.656%, due 01/25/37 (1) 560,075

1,405,664 Wells Fargo Home Equity Trust, (06-2-A4), 0.696%, due 07/25/36 (1) 1,369,566
904,825 Wells Fargo Mortgage-Backed Securities Trust, (06-AR10-5A1), 2.916%, due 07/25/36 (1)(4) 873,571
701,639 Wells Fargo Mortgage-Backed Securities Trust, (07-AR3-A4), 5.88%, due 04/25/37 (1)(4) 657,022
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366,926 Wells Fargo Mortgage-Backed Securities Trust, (08-1-4A1), 5.75%, due 02/25/38 385,035

Total Residential Mortgage-Backed Securities � Non-Agency 141,975,127

Total Collateralized Mortgage Obligations (Cost: $136,748,019) 154,641,396

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

June 30, 2016

Principal
Amount Fixed Income Securities Value

Corporate Bonds (18.5%)
Aerospace/Defense (0.1%)

$ 280,000 TransDigm, Inc., (144A), 6.375%, due 06/15/26 (2) $ 279,650

Airlines (1.4%)
365,687 America West Airlines, Inc. Pass-Through Certificates, (01-1), 7.1%, due 10/02/22(EETC) 393,333

1,055,525 Continental Airlines, Inc. Pass-Through Certificates, (00-2-A1), 7.707%, due 10/02/22(EETC) 1,147,554
457,823 Delta Air Lines, Inc. Pass-Through Certificates, (02-1G1), 6.718%, due 07/02/24(EETC) 522,491

1,000,000 JetBlue Airways Corp. Pass-Through Trust, (04-2-G2), 1.076%, due 05/15/18(EETC) (1) 997,125
609,485 US Airways Group, Inc. Pass-Through Certificates, (10-1A), 6.25%, due 10/22/24(EETC) 693,289

Total Airlines 3,753,792

Apparel (0.1%)
275,000 Hanesbrands, Inc., (144A), 4.875%, due 05/15/26 (2) 276,203

Auto Manufacturers (0.2%)
450,000 Ford Motor Credit Co. LLC, 3.336%, due 03/18/21 467,667
200,000 General Motors Financial Co., Inc., 3.2%, due 07/06/21 199,507

Total Auto Manufacturers 667,174

Banks (4.3%)
1,000,000 Bank of America Corp., 3.875%, due 08/01/25 1,062,845
300,000 Barclays PLC (United Kingdom), 4.375%, due 01/12/26 303,220
500,000 Capital One NA, 2.4%, due 09/05/19 508,041

2,000,000 Citigroup, Inc., 1.212%, due 08/25/36 (1) 1,343,314
500,000 Discover Bank / Greenwood DE, 2%, due 02/21/18 502,117

2,400,000 JPMorgan Chase Capital XXI, 1.587%, due 01/15/87 (1) 1,824,000
1,000,000 JPMorgan Chase Capital XXIII, 1.626%, due 05/15/77 (1) 752,500
650,000 Lloyds Bank PLC (United Kingdom), (144A), 5.8%, due 01/13/20 (2) 727,489

2,110,000 Lloyds Banking Group PLC (United Kingdom), 4.65%, due 03/24/26 2,131,792
908,000 Macquarie Bank, Ltd. (Australia), (144A), 6.625%, due 04/07/21 (2) 1,050,756
400,000 Morgan Stanley, 3.875%, due 04/29/24 428,891
520,000 Royal Bank of Scotland Group PLC (United Kingdom), 6.125%, due 12/15/22 543,404
300,000 UBS Group Funding Jersey, Ltd., (144A), 4.125%, due 09/24/25 (2) 311,610
450,000 Wells Fargo & Co., 3%, due 04/22/26 458,167

Total Banks 11,948,146

Beverages (0.5%)
211,000 Anheuser-Busch InBev Finance, Inc., 3.65%, due 02/01/26 225,839
389,000 Anheuser-Busch InBev Finance, Inc., 4.9%, due 02/01/46 457,380
263,000 Constellation Brands, Inc., 6%, due 05/01/22 295,218
275,000 DS Services of America, Inc., (144A), 10%, due 09/01/21 (2) 310,062
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See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Schedule of Investments (Unaudited) (Continued)

Principal
Amount Fixed Income Securities Value

Biotechnology (0.4%)
$ 500,000 Biogen, Inc., 5.2%, due 09/15/45 $ 564,137
500,000 Celgene Corp., 4.625%, due 05/15/44 522,098

Total Biotechnology 1,086,235

Computers (0.4%)
670,000 Apple, Inc., 4.65%, due 02/23/46 759,613
280,000 Diamond 1 Finance Corp. / Diamond 2 Finance Corp., (144A), 6.02%, due 06/15/26 (2) 292,432

Total Computers 1,052,045

Diversified Financial Services (0.4%)
250,000 International Lease Finance Corp., (144A), 7.125%, due 09/01/18 (2) 274,687
740,325 Pipeline Funding Co. LLC, (144A), 7.5%, due 01/15/30 (2) 817,404

Total Diversified Financial Services 1,092,091

Electric (1.3%)
700,000 Cleco Corporate Holdings LLC, (144A), 3.743%, due 05/01/26 (2) 721,072
550,000 Dominion Resources, Inc., 4.104%, due 04/01/21 569,447
124,000 Dynegy, Inc., 5.875%, due 06/01/23 109,740
750,000 FirstEnergy Transmission LLC, (144A), 4.35%, due 01/15/25 (2) 799,655
910,965 Mirant Mid-Atlantic, LLC Pass-Through Certificates, Series C, 10.06%, due 12/30/28(EETC) 876,804
500,000 Puget Energy, Inc., 6%, due 09/01/21 582,572

Total Electric 3,659,290

Engineering & Construction (0.3%)
700,000 Heathrow Funding, Ltd. (United Kingdom), (144A), 4.875%, due 07/15/23 (2) 772,005

Entertainment (0.1%)
275,000 Churchill Downs, Inc., (144A), 5.375%, due 12/15/21 (2) 286,687

Environmental Control (0.0%)
135,000 Clean Harbors, Inc., 5.125%, due 06/01/21 138,456

Food Service (0.0%)
130,000 Aramark Services, Inc., (144A), 5.125%, due 01/15/24 (2) 132,925

Healthcare-Services (0.8%)
275,000 Centene Escrow Corp., (144A), 5.625%, due 02/15/21 (2) 287,375
300,000 DaVita HealthCare Partners, Inc., 5%, due 05/01/25 299,265
260,000 Fresenius Medical Care US Finance, Inc., (144A), 5.75%, due 02/15/21 (2) 289,900
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550,000 HCA, Inc., 5.875%, due 03/15/22 599,500
650,000 Tenet Healthcare Corp., 4.153%, due 06/15/20 (1) 645,125

Total Healthcare-Services 2,121,165

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

June 30, 2016

Principal
Amount Fixed Income Securities Value

Insurance (0.4%)
$ 500,000 Farmers Exchange Capital, (144A), 7.05%, due 07/15/28 (2) $ 607,974

600,000 MetLife, Inc., 6.4%, due 12/15/66 640,500

Total Insurance 1,248,474

Lodging (0.1%)
202,000 Hilton Worldwide Finance LLC / Hilton Worldwide Finance Corp., 5.625%, due 10/15/21 209,214

Media (1.0%)
200,000 Altice Financing S.A. (Luxembourg), (144A), 7.5%, due 05/15/26 (2) 196,500
300,000 Altice US Finance I Corp. (Luxembourg), (144A), 5.375%, due 07/15/23 (2) 298,875
150,000 CBS Corp., 4%, due 01/15/26 160,463
200,000 CCO Holdings LLC / CCO Holdings Capital Corp., (144A), 5.75%, due 02/15/26 (2) 206,500
800,000 Charter Communications Operating LLC / Charter Communications Operating Capital, (144A),

4.464%, due 07/23/22 (2) 860,520
150,000 Charter Communications Operating LLC / Charter Communications Operating Capital, (144A),

6.484%, due 10/23/45 (2) 179,798
150,000 DISH DBS Corp., 5.125%, due 05/01/20 153,375
275,000 Neptune Finco Corp., (144A), 6.625%, due 10/15/25 (2) 290,812
432,000 Virgin Media Secured Finance PLC (United Kingdom), (144A), 5.375%, due 04/15/21 (2) 441,180

Total Media 2,788,023

Miscellaneous Manufacturers (0.6%)
2,000,000 General Electric Capital Corp., 1.106%, due 08/15/36 (1) 1,681,296

Packaging & Containers (0.1%)
280,000 Ardagh Packaging Finance PLC / Ardagh Holdings USA, Inc. (Ireland), (144A), 3.653%, due

12/15/19 (1)(2) 281,750

Pharmaceuticals (1.2%)
417,000 AbbVie, Inc., 3.2%, due 05/14/26 421,751

1,000,000 Actavis Funding SCS (Luxembourg), 3.8%, due 03/15/25 1,043,708
500,000 AstraZeneca PLC (United Kingdom), 3.375%, due 11/16/25 523,659
300,000 Baxalta, Inc., 2.875%, due 06/23/20 305,163
200,000 Grifols Worldwide Operations, Ltd. (Ireland), 5.25%, due 04/01/22 203,500
280,000 Quintiles Transnational Corp., (144A), 4.875%, due 05/15/23 (2) 286,125
135,000 Valeant Pharmaceuticals International, Inc. (Canada), (144A), 5.625%, due 12/01/21 (2) 112,050
350,000 Valeant Pharmaceuticals International, Inc. (Canada), (144A), 5.875%, due 05/15/23 (2) 284,375
150,000 Valeant Pharmaceuticals International, Inc. (Canada), (144A), 6.125%, due 04/15/25 (2) 121,125

Total Pharmaceuticals 3,301,456

Edgar Filing: TCW STRATEGIC INCOME FUND INC - Form N-CSRS

26



See accompanying notes to financial statements.

13

Edgar Filing: TCW STRATEGIC INCOME FUND INC - Form N-CSRS

27



TCW Strategic Income Fund, Inc.

Schedule of Investments (Unaudited) (Continued)

Principal
Amount Fixed Income Securities Value

Pipelines (1.1%)
$ 700,000 Boardwalk Pipelines LP, 5.875%, due 11/15/16 $ 709,755

50,000 Enbridge Energy Partners LP, 5.875%, due 10/15/25 55,176
250,000 Energy Transfer Partners LP, 3.654%, due 11/01/66 (1) 146,550
490,000 Energy Transfer Partners LP, 6.125%, due 02/15/17 502,573
200,000 Regency Energy Partners LP / Regency Energy Finance Corp., 5.875%, due 03/01/22 214,502

1,500,000 Sabine Pass LNG, LP, (144A), 7.5%, due 11/30/16 (2) 1,528,125

Total Pipelines 3,156,681

Real Estate (0.5%)
1,375,000 Post Apartment Homes, LP, 4.75%, due 10/15/17 1,419,891

REIT (1.2%)
135,000 DuPont Fabros Technology LP, 5.875%, due 09/15/21 141,750
750,000 Education Realty Operating Partnership LP, 4.6%, due 12/01/24 770,136
630,000 HCP, Inc., 4.25%, due 11/15/23 655,138
700,000 Healthcare Realty Trust, Inc., 5.75%, due 01/15/21 786,848
950,000 SL Green Realty Corp., 5%, due 08/15/18 996,687

Total REIT 3,350,559

Retail (0.4%)
755,000 Walgreens Boots Alliance, Inc., 3.45%, due 06/01/26 776,625
225,000 Walgreens Boots Alliance, Inc., 4.8%, due 11/18/44 241,640

Total Retail 1,018,265

Semiconductors (0.1%)
200,000 NXP BV / NXP Funding LLC (Netherlands), (144A), 4.125%, due 06/01/21 (2) 203,500

Software (0.4%)
400,000 First Data Corp., (144A), 5%, due 01/15/24 (2) 402,500
125,000 MSCI, Inc., (144A), 5.75%, due 08/15/25 (2) 130,312
560,000 Oracle Corp., 2.4%, due 09/15/23 561,668

Total Software 1,094,480

Telecommunications (1.1%)
400,000 AT&T, Inc., 4.3%, due 12/15/42 387,460
675,000 AT&T, Inc., 4.75%, due 05/15/46 694,551
250,000 Level 3 Financing, Inc., 5.625%, due 02/01/23 253,282
75,000 Sprint Communications, Inc., (144A), 9%, due 11/15/18 (2) 79,922
135,000 T-Mobile USA, Inc., 6.5%, due 01/15/24 142,594
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250,000 T-Mobile USA, Inc., 6.625%, due 11/15/20 259,062
125,000 T-Mobile USA, Inc., 6.731%, due 04/28/22 131,762
400,000 Verizon Communications, Inc., 4.522%, due 09/15/48 418,316
500,000 Verizon Communications, Inc., 5.85%, due 09/15/35 606,908

Total Telecommunications 2,973,857

Total Corporate Bonds (Cost: $49,288,592) 51,281,809

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

June 30, 2016

Principal
Amount Fixed Income Securities Value

Municipal Bonds (1.2%)
$ 1,000,000 California State, Build America Bonds, 7.95%, due 03/01/36 $ 1,215,690

1,000,000 City of New York, New York, Build America Bonds, 6.646%, due 12/01/31 1,204,220
800,000 New York City Water and Sewer System, Build America Bonds, 6.491%, due 06/15/42 920,256

Total Municipal Bonds (Cost: $3,245,258) 3,340,166

U.S. Treasury Securities (4.3%)
105,000 U.S. Treasury Bond, 2.5%, due 05/15/46 109,421

1,000,000 U.S. Treasury Note, 0.438%, due 10/31/17 (1) 1,000,866
2,000,000 U.S. Treasury Note, 0.5%, due 01/31/17 2,000,996
8,400,000 U.S. Treasury Note, 0.625%, due 08/31/17 8,409,675
555,000 U.S. Treasury Note, 1.625%, due 05/15/26 561,808

Total U.S. Treasury Securities (Cost: $12,038,171) 12,082,766

Total Fixed Income Securities (Cost: $ 247,130,787) (93.8%) 260,642,329

Number of
Shares Common Stock

Electric (0.0%)
11,293 Mach Gen, LLC (3)(5) 31,056

REIT (1.0%)
134,886 American Capital Agency Corp. 2,673,440

Total Common Stock (Cost: $ 2,910,069) (1.0%) 2,704,496

Money Market Investments
2,296,395 State Street Institutional U.S. Government Money Market Fund � Premier Class, 0.25%

(6) 2,296,395

Total Money Market Investments (Cost: $ 2,296,395) (0.8%) 2,296,395

Principal
Amount Short Term Investment

Discount Notes (2.6%)
$ 4,530,000 Federal Home Loan Bank, 0.457%, due 10/03/16 (7) 4,525,860

2,660,000 Federal National Mortgage Association, 0.447%, due 10/17/16 (7) 2,657,207

Total Discount Notes (Cost: $7,181,166) 7,183,067

Foreign Government Bonds (2.2%)
JPY   200,000,000 Japan Treasury Bill, 0%, due 09/05/16 (8) 1,950,348
JPY   430,000,000 Japan Treasury Bill, 0%, due 09/20/16 (8) 4,193,705
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Total Foreign Government Bonds (Cost: $5,948,392) 6,144,053

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Schedule of Investments (Unaudited) (Continued)

Principal
Amount Short Term Investment Value

U.S. Treasury Security (Cost: $524,905) (0.2%)
$ 525,000 U.S. Treasury Bill, 0.17%, due 07/21/16 (7)(9) $ 524,948

Total Short-Term Investments (Cost: $13,654,463) (5.0%) 13,852,068

TOTAL INVESTMENTS (Cost: $265,991,714) (100.6%) 279,495,288
LIABILITIES IN EXCESS OF OTHER ASSETS (-0.6%) (1,610,999) 

NET ASSETS (100.0%) $ 277,884,289

Futures Contracts � Exchange Traded

Number of
Contracts Type

Expiration
Date

Notional
Contract
Value

Net
Unrealized

(Depreciation)
BUY        

32      S&P 500 E-Mini Index Futures 09/16/16 $ 3,344,320 $ (17,819) 

$ 3,344,320 $ (17,819) 

SELL        
56      10-Year U.S. Treasury Note Futures 09/21/16 $ 7,447,125 $ (200,931) 
6      U.S. Ultra Long Bond Futures 09/21/16 1,118,250 (74,685) 

$ 8,565,375 $ (275,616) 

Forward Currency Contracts � OTC

Counterparty
Contracts to
Deliver

Units of
Currency

Settlement
Date

In Exchange for
U.S. Dollars

Contracts at
Value

Unrealized
(Depreciation)

Citibank N.A. JPY 280,000,000 07/21/16 $ 2,688,799 $ 2,730,648 $ (41,849) 
Bank of America JPY 200,000,000 09/06/16 1,844,823 1,953,288 (108,465) 
Bank of America JPY 150,000,000 09/20/16 1,421,828 1,465,919 (44,091) 

$ 5,955,450 $ 6,149,855 $ (194,405) 

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

June 30, 2016

Notes to Schedule of Investments:

(1) Floating or variable rate security. The interest shown reflects the rate in effect at June 30, 2016.
(2) Security exempt from registration under Rule 144A of the Securities Act of 1933, as amended. These securities may be resold, normally only

to qualified institutional buyers. At June 30, 2016, the value of these securities amounted to $50,436,806 or 18.2% of net assets. These
securities are determined to be liquid by the Advisor, unless otherwise noted, under procedures established by and under the general
supervision of the Fund�s Board of Directors.

(3) Restricted security (Note 8).
(4) A portion of the principal balance has been written-off during the period due to defaults in the underlying loans.
(5) Non-income producing security.
(6) Rate disclosed is the 7-day net yield as of June 30, 2016.
(7) Rate shown represents yield-to-maturity.
(8) Security is not accruing interest.
(9) All or a portion of this security is held as collateral for open futures contracts.
JPY -Japanese Yen.
ABS -Asset-Backed Securities.
ACES -Alternative Credit Enhancement Securities.
CLO -Collateralized Loan Obligation.
EETC -Enhanced Equipment Trust Certificate.
I/F - InverseFloating rate security whose interest rate moves in the opposite direction of prevailing interest rates.
I/O - InterestOnly Security.
OTC - Over the Counter.
PAC - PlannedAmortization Class.
TAC - TargetAmortization Class.

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Investments by Industry (Unaudited) June 30, 2016

Industry
Percentage of
Net Assets

Residential Mortgage-Backed Securities � Non-Agency 51.1% 
Asset-Backed Securities 14.1
Banks 4.3
U.S. Treasury Securities 4.3
REIT 2.2
Residential Mortgage-Backed Securities � Agency 1.9
Airlines 1.4
Commercial Mortgage-Backed Securities � Non-Agency 1.4
Commercial Mortgage-Backed Securities � Agency 1.3
Electric 1.3
Municipal Bonds 1.2
Pharmaceuticals 1.2
Pipelines 1.1
Telecommunications 1.1
Media 1.0
Healthcare-Services 0.8
Miscellaneous Manufacturers 0.6
Beverages 0.5
Real Estate 0.5
Biotechnology 0.4
Computers 0.4
Diversified Financial Services 0.4
Insurance 0.4
Retail 0.4
Software 0.4
Engineering & Construction 0.3
Auto Manufacturers 0.2
Aerospace/Defense 0.1
Apparel 0.1
Entertainment 0.1
Lodging 0.1
Packaging & Containers 0.1
Semiconductors 0.1
Environmental Control 0.0* 
Food Service 0.0* 
Money Market Investments 0.8
Short-Term Investments 5.0

Total 100.6% 

* Value rounds to less than 0.1% of net assets

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Statement of Assets and Liabilities (Unaudited) June 30, 2016

ASSETS:
Investments, at Value (Cost: $265,991,714) $ 279,495,288
Cash 186,742
Interest and Dividends Receivable 1,330,046
Receivable for Securities Sold 592,719
Other assets 58,836
Receivable for Variation Margin on Open Financial Futures Contracts 47,252

Total Assets 281,710,883

LIABILITIES:
Distributions Payable 2,479,722
Payables for Securities Purchased 894,754
Unrealized Depreciation on Forward Foreign Currency Contracts 194,405
Accrued Investment Advisory Fees 135,080
Accrued Other Expenses 99,576
Accrued Directors� Fees and Expenses 13,228
Commitment Fee Payable on Open Line of Credit 9,829

Total Liabilities 3,826,594

NET ASSETS $ 277,884,289

NET ASSETS CONSIST OF:
Common Stock, par value $0.01 per share (75,000,000 shares authorized,
47,686,957 shares issued and outstanding) $ 476,870
Paid-in Capital 268,963,513
Accumulated Net Realized Loss on Investments, Futures Contracts and Foreign Currency (3,989,172) 
Distributions in Excess of Net Investment Income (582,656) 
Net Unrealized Appreciation on Investments, Futures Contracts and Foreign Currency 13,015,734

NET ASSETS $   277,884,289

NET ASSET VALUE PER SHARE $ 5.83

MARKET PRICE PER SHARE $ 5.44

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Statement of Operations (Unaudited) Six Months Ended June 30, 2016

INVESTMENT INCOME:
Income
Interest $ 6,992,076
Dividends 161,863

Total Investment Income 7,153,939

Expenses
Investment Advisory Fees 815,181
Proxy Expense 91,880
Audit and Tax Service Fees 66,806
Directors� Fees and Expenses 46,495
Insurance Expense 28,239
Listing Fees 24,148
Legal Fees 23,472
Transfer Agent Fees 23,242
Printing and Distribution Costs 21,090
Commitment Fee on Open Line of Credit 17,694
Custodian Fees 13,953
Accounting Fees 13,056
Administration Fees 7,816
Miscellaneous Expense 5,853

Total Expenses 1,198,925

Net Investment Income 5,955,014

NET REALIZED GAIN AND CHANGE IN UNREALIZED
DEPRECIATION ON INVESTMENTS, FUTURES CONTRACTS AND FOREIGN CURRENCY:
Net Realized Gain on:
Investments 504,771
Foreign Currency 3,074
Futures Contracts 71,618
Change in Unrealized Depreciation on:
Investments (1,341,549) 
Foreign Currency (194,405) 
Futures Contracts (244,221) 

Net Realized Gain and Change in Unrealized Depreciation on Investments,
Futures Contracts and Foreign Currency (1,200,712) 

INCREASE IN NET ASSETS FROM OPERATIONS $   4,754,302

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Statements of Changes in Net Assets

Six Months Ended
June 30, 2016
(Unaudited)

Year Ended
December 31, 2015

OPERATIONS:
Net Investment Income $ 5,955,014 $ 10,488,828
Net Realized Gain on Investments, Futures Contracts, Written Options and Foreign Currency 579,463 2,172,921
Change in Unrealized Depreciation on Investments, Futures
Contracts, Written Options and Foreign Currency (1,780,175) (8,321,847) 

Increase in Net Assets Resulting from Operations 4,754,302 4,339,902

DISTRIBUTIONS TO SHAREHOLDERS:
From Net Investment Income (4,802,077) (10,243,159) 

Total Decrease in Net Assets (47,775) (5,903,257) 

NET ASSETS:
Beginning of Period 277,932,064 283,835,321

End of Period $ 277,884,289 $ 277,932,064

Distributions in Excess of Net Investment Income $ (582,656) $ (1,735,593) 

See accompanying notes to financial statements.
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TCW Strategic Income Fund, Inc.

Notes to Financial Statements (Unaudited)

Note 1 � Organization

TCW Strategic Income Fund, Inc. (the �Fund�) was incorporated in Maryland on January 13, 1987 as a diversified, closed-end investment
management company and is registered under the Investment Company Act of 1940, as amended (the �1940 Act�), and is traded on the New York
Stock Exchange under the symbol TSI. The Fund commenced operations on March 5, 1987. The Fund�s investment objective is to seek a total
return comprised of current income and capital appreciation by investing in wide range of securities such as convertible securities, marketable
equity securities, investment-grade debt securities, high-yield debt securities, securities issued or guaranteed by the U.S. Government, its
agencies and instrumentalities (�U.S. Government Securities�), repurchase agreements, mortgage related securities, asset-backed securities, money
market securities, other securities and derivative instruments without limit believed by the Fund�s investment advisor to be consistent with the
Fund�s investment objective. TCW Investment Management Company (the �Advisor�) is the investment advisor to the Fund and is registered under
the Investment Advisers Act of 1940, as amended.

Note 2 � Significant Accounting Policies

The following is a summary of significant accounting policies, which are in conformity with accounting principles generally accepted in the
United States of America (�GAAP�) and which are consistently followed by the Fund in the preparation of its financial statements. The Fund is
considered an investment company under the Financial Accounting Standards Board (�FASB�) Accounting Standards Codification (�ASC�)
No. 946, Financial Services � Investment Companies.

Principles of Accounting:    The Fund uses the accrual method of accounting for financial reporting purposes.

Security Valuation:    Securities traded on national exchanges are valued at the last reported sales price. Securities traded on the NASDAQ
Stock Market (�NASDAQ�) are valued using the NASDAQ Official Closing Price, which may not be the last reported sales price. Other securities,
including short-term investments and forward currency contracts which are traded on the over-the-counter (�OTC�) market, are valued at the mean
of the current bid and asked prices as furnished by independent pricing services or by dealer quotations. S&P 500 Index futures contracts are
valued at the first sale price after 4 p.m. ET on the Chicago Mercantile Exchange. The U.S. treasury note futures contracts are valued at the
official settlement price of the exchange where they are traded.

Securities for which market quotations are not readily available, including circumstances under which it is determined by the Advisor that prices
received are not reflective of a security�s market value, are valued by the Advisor in good faith under procedures established by and under the
general supervision of the Fund�s Board of Directors (the �Board� and each member thereof, a �Director� and collectively, the �Directors�).

Fair value is defined as the price that a fund would receive upon selling an investment in a timely transaction to an independent buyer in the
principal or most advantageous market for the investment. In accordance with the authoritative guidance on fair value measurements and
disclosures under GAAP, the Fund discloses investments in a three-tier hierarchy. This hierarchy is utilized to establish classification of fair
value measurements based on inputs. Inputs that go into fair value measurement refer broadly to the assumptions that market participants would
use in pricing the asset or liability, including assumptions about risk. Inputs may be observable or unobservable. Observable inputs are inputs
that reflect the assumptions market participants would use in pricing the asset or liability developed based on market data obtained from sources
independent of the reporting entity. Unobservable inputs are inputs that reflect the
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TCW Strategic Income Fund, Inc.

June 30, 2016

Note 2 � Significant Accounting Policies (Continued)

reporting entity�s own assumptions about the inputs market participants would use in pricing the asset or liability developed based on the best
information available in the circumstances.

The three-tier hierarchy of inputs is summarized in the three broad levels listed below.

Level 1 � quoted prices in active markets for identical investments

Level 2 � other significant observable inputs (including quoted prices for similar investments, interest rates, prepayment speeds, credit risk, etc.)

Level 3 � significant unobservable inputs (including the Fund�s own assumptions in determining the fair value of investments)

Changes in valuation techniques may result in transfers in or out of an investment�s assigned level within the hierarchy. The inputs or
methodology used for valuing investments are not necessarily an indication of the risk associated with investing in those investments and the
determination of the significance of a particular input to the fair value measurement in its entirety requires judgment and consideration of factors
specific to each security.

The availability of observable inputs can vary from security to security and is affected by a wide variety of factors, including, for example, the
type of security, whether the security is new and not yet established in the marketplace, the liquidity of markets, and other characteristics
particular to the security. To the extent that valuation is based on models or inputs that are less observable or unobservable in the market, the
determination of fair value requires more judgment. Accordingly, the degree of judgment exercised in determining fair value is greatest for
instruments categorized in Level 3.

In periods of market dislocation, the observability of prices and inputs may be reduced for many instruments. This condition, as well as changes
related to liquidity of investments, could cause a security to be reclassified between Level 1, Level 2, or Level 3.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such cases, for disclosure
purposes the level in the fair value hierarchy within which the fair value measurement falls in its entirety is determined based on the lowest level
input that is significant to the fair value measurement.

Fair Value Measurements:    A description of the valuation techniques applied to the Fund�s major categories of assets and liabilities measured
at fair value on a recurring basis is as follows:

Asset-backed securities (�ABS�) and mortgage-backed securities (�MBS�).    The fair value of ABS and MBS is estimated based on models
that consider the estimated cash flows of each debt tranche of the issuer, establish a benchmark yield, and develop an estimated tranche specific
spread to the benchmark yield based on the unique attributes of the tranche including, but not limited to, the prepayment speed assumptions and
attributes of the collateral. To the extent the inputs are observable and timely, the values would be categorized in Level 2 of the fair value
hierarchy; otherwise, they would be categorized in Level 3.

Corporate bonds.    The fair value of corporate bonds is estimated using recently executed transactions, market price quotations (where
observable), bond spreads, or credit default swap spreads adjusted for any basis difference between cash and derivative instruments. Corporate
bonds are generally categorized in Level 2 of the fair value hierarchy.
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TCW Strategic Income Fund, Inc.

Notes to Financial Statements (Unaudited) (Continued)

Note 2 � Significant Accounting Policies (Continued)

Equity securities.    Equity securities are generally valued based on quoted prices from the applicable exchange. To the extent these securities are
actively traded and valuation adjustments are not applied, they are categorized in Level 1 of the fair value hierarchy. Restricted securities issued
by publicly held companies are generally categorized in Level 2 of the fair value hierarchy; if the discount is applied and significant, they are
categorized in Level 3. Restricted securities held in non-public entities are included in Level 3 of the fair value hierarchy because they trade
infrequently, and therefore, the inputs are unobservable.

Foreign currency contracts.    The fair value of foreign currency contracts are derived from indices, reference rates, and other inputs or a
combination of these factors. To the extent that these factors can be observed, foreign currency contracts are categorized in Level 2 of the fair
value hierarchy.

Futures contracts.    Futures contracts are generally valued at the settlement price established at the close of business each day by the exchange
on which they are traded. As such, they are categorized in Level 1.

Government and agency securities.    Government and agency securities are normally valued using a model that incorporates market observable
data such as reported sales of similar securities, broker quotes, yields, bids, offers, quoted market prices, and reference data. Accordingly,
government and agency securities are normally categorized in Level 1 or 2 of the fair value hierarchy depending on the liquidity and
transparency of the market.

Money market funds.    Money market funds are open-end mutual funds that invest in short-term debt securities. To the extent that these funds
are valued based upon the reported net asset value, they are categorized in Level 1 of the fair value hierarchy.

Municipal bonds.    Municipal bonds are fair valued based on pricing models that take into account, among other factors, information received
from market makers and broker-dealers, current trades, bid wants lists, offerings, market movements, the callability of the bond, state of
issuance, benchmark yield curves, and bond insurance. To the extent that these inputs are observable and timely, the fair values of municipal
bonds would be categorized in Level 2; otherwise, the fair values would be categorized in Level 3.

Restricted securities.    Restricted securities, including illiquid Rule 144A securities, issued by non-public entities are included in Level 3 of the
fair value hierarchy because they trade infrequently, and therefore, the inputs are unobservable. Any other restricted securities valued similar to
publicly traded securities may be categorized in Level 2 or 3 of the fair value hierarchy depending on whether a discount is applied and
significant to the fair value.

Short-term investments.    Short-term investments are valued using market price quotations, and are reflected in Level 2 of the fair value
hierarchy.

The following is a summary of the inputs used as of June 30, 2016 in valuing the Fund�s investments:

Description

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

Fixed Income Securities
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Asset-Backed Securities $ � $ 38,116,955 $ 1,179,237 $ 39,296,192
Collateralized Mortgage Obligations
Commercial Mortgage-Backed Securities � Agency � 3,433,675 � 3,433,675
Commercial Mortgage-Backed Securities � Non-Agency � 3,315,128 597,597 3,912,725
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TCW Strategic Income Fund, Inc.

June 30, 2016

Note 2 � Significant Accounting Policies (Continued)

Description

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

Residential
Mortgage-Backed
Securities � Agency $ � $ 5,319,869 $ � $ 5,319,869
Residential
Mortgage-Backed
Securities �
Non-Agency � 137,606,053 4,369,074 141,975,127

Total
Collateralized
Mortgage
Obligations � 149,674,725 4,966,671 154,641,396

Corporate Bonds* � 51,281,809 � 51,281,809
Municipal Bonds � 3,340,166 � 3,340,166
U.S. Treasury
Securities 12,082,766 � � 12,082,766

Total Fixed
Income Securities 12,082,766 242,413,655 6,145,908 260,642,329

Common Stock* 2,673,440 � 31,056The reconciliation of the basic and diluted earnings per common share for the three and nine months ended September 30, 2012 and 2011 follows:
Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011

Loss from continuing operations prior to adjustments $ (2,671,580 ) $ (5,454,082 ) $ (9,510,000 ) $ (17,383,223 )
Add: Net loss attributable to noncontrolling interest in Operating Partnership 4,397,555 6,982,733 9,121,238 21,648,009
Less: Preferred dividends (1,675,194 ) (1,675,195 ) (5,025,583 ) (5,025,569 )

Net income attributable to noncontrolling interest in properties (127,684 ) (88,216 ) (345,990 ) (207,050 )
Loss from continuing operations $ (76,903 ) $ (234,760 ) $ (5,760,335 ) $ (967,833 )

Net income from discontinued operations $ (30,772 ) $ 63,786 $ 5,537,000 $ 437,776

Net loss available to common shareholders $ (107,675 ) $ (170,974 ) $ (223,335 ) $ (530,057 )

Net loss from continuing operations attributable to Parent Company per common share, basic and diluted $ (0.06 ) $ (0.17 ) $ (4.10 ) $ (0.69 )
Net income (loss) from discontinued operations attributable to Parent Company per common share, basic and diluted $ (0.02 ) $ 0.05 $ 3.94 $ 0.31
Net loss available to common shareholders per common share, basic and diluted $ (0.08 ) $ (0.12 ) $ (0.16 ) $ (0.38 )
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Weighted average number of common shares outstanding, basic and diluted 1,406,196 1,406,196 1,406,196 1,406,196

Dividend declared per common share $ — $ — $ — $ —

For the nine months ended September 30, 2012 and 2011, the Company did not have any common stock equivalents; therefore basic and dilutive earnings per share were the same.
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9.     COMMITMENTS AND CONTINGENCIES

The Company is party to certain legal actions arising in the ordinary course of its business, such as those relating to tenant issues.  All such proceedings taken together are not expected to have a material adverse effect on the Company.  While the resolution of these matters cannot be predicted with certainty, management believes that the final outcome of such legal proceedings and claims will not have a material adverse effect on the Company’s liquidity, financial position or results of operations.

The Company has commitments to three joint venture multifamily development projects as of September 30, 2012 and December 31, 2011.  The first project is to construct a 231-unit mid-rise multifamily apartment building in Denver, Colorado. The Company has a 91.075% interest in the joint venture and has made a commitment to invest $8,000,000 to the project.  As of September 30, 2012, the Company has made capital contributions totaling approximately $6,717,000.  The second project is to construct a 603-unit mid-rise multifamily apartment building in Washington, D.C.  The Company has a 30% interest in the joint venture and has made a commitment to invest $14,520,000 to the project.  As of September 30, 2012, the Company has invested 100% of its total committed capital amount. The third project is to construct a 154-unit apartment building in Walnut Creek, California. The Company will own a 98% interest in the project once fully committed and its total commitment to the venture is approximately $16,873,000. As of September 30, 2012, the Company has made capital contributions totaling $607,141.

The Company may be obligated to pay the CEO loans as discussed in Note 5 - Mortgage Notes Payable of the Notes to Consolidated Financial Statements. As of September 30, 2012, there were no advances of loan proceeds on the CEO loan.

10.    NONCONTROLLING INTEREST IN OPERATING PARTNERSHIP

The following table sets forth the calculation of noncontrolling common interest in the Operating Partnership for the three and nine months ended September 30, 2012 and 2011:
Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011

Net loss $ (2,702,352 ) $ (5,390,296 ) $ (3,973,000 ) $ (16,945,447 )
Adjust: Noncontrolling common interest in properties (127,684 ) (88,216 ) (345,990 ) (207,050 )
Loss before noncontrolling interest in Operating Partnership (2,830,036 ) (5,478,512 ) (4,318,990 ) (17,152,497 )
Preferred dividend (1,675,194 ) (1,675,195 ) (5,025,583 ) (5,025,569 )
Loss available to common equity (4,505,230 ) (7,153,707 ) (9,344,573 ) (22,178,066 )
Common Operating Partnership units of noncontrolling interest 97.61 % 97.61 % 97.61 % 97.61 %
Noncontrolling common interest in Operating Partnership $ (4,397,555 ) $ (6,982,733 ) $ (9,121,238 ) $ (21,648,009 )

The following table sets forth summaries of the items affecting the noncontrolling common interest in the Operating Partnership:
For the nine months ended
September 30,
2012 2011

Balance at beginning of period $ (76,785,818 ) $ (65,806,083 )
Noncontrolling common interest in Operating Partnership (9,121,238 ) (21,648,009 )
Balance at end of period $ (85,907,056 ) $ (87,454,092 )

As of September 30, 2012 and December 31, 2011, the noncontrolling interest in the Operating Partnership consisted of 5,242,223 Operating Partnership units held by parties other than the Company.
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11.    RELATED PARTY TRANSACTIONS

Amounts accrued or paid to the Company’s affiliates are as follows:
Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011

Property management fees $ 886,392 $ 833,191 $ 2,612,471 $ 2,456,538
Expense reimbursements 53,325 53,325 159,975 159,975
Salary reimbursements 2,410,538 2,607,826 7,414,115 7,419,430
Asset management fees 412,315 412,314 1,236,945 1,236,944
Incentive advisory fee 173,217 319,074 1,973,195 706,740
Acquisition fees — — — 420,000
Construction management fees 73,018 134,130 114,105 200,513
Development fees 69,705 69,705 209,115 139,410
Interest on revolving credit facility 31,745 441,459 146,653 1,078,747
Commitment fee on revolving credit facility — 12,750 — 133,750
Total $ 4,110,255 $ 4,883,774 $ 13,866,574 $ 13,952,047

Amounts due to affiliates of $2,779,809 and $1,245,147 are included in “Due to affiliates, net” at September 30, 2012 and December 31, 2011, respectively, and represent intercompany development fees, expense reimbursements, asset management fees and shared services.

Amounts due to affiliates of $5,845,999 and $4,405,705 are included in “Due to affiliates, net” at September 30, 2012 and December 31, 2011, respectively, in the accompanying Consolidated Balance Sheets.

Amounts due from affiliates of $3,066,190 and $3,160,558 are included in “Due to affiliates, net” at September 30, 2012 and December 31, 2011, respectively, in the accompanying Consolidated Balance Sheets.

The Company pays property management fees to an affiliate, Berkshire Advisor, for property management services.  The fees are payable at a rate of 4% of gross income. The Company incurred $2,612,471 and $2,456,538 of property management fees in the nine-month periods ended September 30, 2012 and 2011, respectively.

The Company pays Berkshire Advisor a fixed annual asset management fee equal to 0.40%, up to a maximum of $1,600,000 in any calendar year, of the purchase price of real estate properties owned by the Company, as adjusted from time to time to reflect the then current fair market value of the properties.  Annual asset management fees earned by the affiliate in excess of the $1,600,000 maximum payable by the Company represent fees attributable to and paid by the noncontrolling partners in the properties.  As discussed below, in addition to the fixed fee, effective January 1, 2010, the Company may also pay Berkshire Advisor an Incentive Advisory Fee based on increases in value of the Company that would not be subject to the $1,600,000 maximum.  The Company also reimburses affiliates for certain expenses incurred in connection with the operation of the properties, including administrative expenses and salary reimbursements.

On November 12, 2009, the Audit Committee of the Company approved an Amendment to the Advisory Services Agreement with Berkshire Advisor which included an Incentive Advisory Fee component to the existing asset management fees payable to the Advisor. The Amendment, which was effective January 1, 2010, provides for the Incentive Advisory Fee which is based on the increase in fair value of the Company, as calculated and approved by management, over the base value established as of December 31, 2009 ("Base Value").  The Company is required to accrue Incentive Advisory Fees payable to the Advisor up to 12% of the increase in fair value of the Company above the established Base Value.  The Company has recorded $1,973,195 and $706,740 of Incentive Advisory Fees during the nine months ended September 30, 2012 and 2011, respectively. As of September 30, 2012 and December 31, 2011, the accrued liability of $5,494,356 and $3,904,280, respectively, was included in "Due to affiliate incentive advisory fees" on the Consolidated Balance Sheets.  Payments from the plan will approximate the amounts the Advisor pays to its employees. Payments to employees by the Advisor pursuant to the plan are generally paid over a four-year period in quarterly installments. Additional limits have been placed on the total amount of payments that can be made by the Company in any given year, with interest accruing at the rate of 7% on any payments due but not yet paid.  The Company made $383,119 and $0 of Incentive Advisory Fee payments during the nine months ended September 30, 2012 and 2011, respectively.
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The Company pays acquisition fees to an affiliate, Berkshire Advisor, for acquisition services.  These fees are payable upon the closing of an acquisition of real property.  The fee is equal to 1% of the purchase price of any new property acquired directly or indirectly by the Company.  The purchase price is defined as the capitalized basis of an asset under GAAP, including renovations or new construction costs, or other items paid or received that would be considered an adjustment to basis.  The purchase price does not include acquisition fees and capital costs of a recurring nature.  During the nine months ended September 30, 2011, the Company paid a fee on the acquisition of Estancia Townhomes in the amount of $420,000, which was charged to Operating expenses pursuant to the Company’s adoption of ASC 805-10 as of January 1, 2009.  The Company did not make any acquisitions in the nine-month period ended September 30, 2012.

The Company pays a construction management fee to an affiliate, Berkshire Advisor, for services related to the management and oversight of renovation and rehabilitation projects at its properties.  The Company paid or accrued $114,105 and $200,513 in construction management fees for the nine months ended September 30, 2012 and 2011, respectively.  The fees are capitalized as part of the project cost in the year they are incurred.

The Company pays development fees to an affiliate, Berkshire Residential Development ("BRD"), for property development services.  As of September 30, 2012, the Company has one property, 2020 Lawrence, under development which is managed by BRD and has incurred fees totaling $418,230 since the inception of the project, of which $209,115 and $139,410 were incurred during the nine months ended September 30, 2012 and 2011, respectively.  The fees were based on the project’s development/construction costs.  

During the nine months ended September 30, 2012 and 2011, the Company borrowed $1,691,000 and $33,375,000, respectively, under the revolving credit facility and repaid $7,349,422 and $0 of advances, respectively, during the same periods.  The Company incurred interest of $146,653 and $1,078,747 related to the facility during the nine months ended September 30, 2012 and 2011, respectively, of which $146,653 and $525,980, respectively, were capitalized pursuant to ASC 835-20, during the same periods. The Company paid $0 and $133,750 of commitment fees during the nine months ended September 30, 2012 and 2011, respectively. There was $2,691,000 and $8,349,422 outstanding as of September 30, 2012 and December 31, 2011, respectively, under the facility.  

Related party arrangements are approved by the independent directors of the Company and are evidenced by a written agreement between the Company and the affiliated entity providing the services.

12.    LEGAL PROCEEDINGS

The Company is party to certain legal actions arising in the ordinary course of its business, such as those relating to tenant issues.  All such proceedings taken together are not expected to have a material adverse effect on the Company.  While the resolution of these matters cannot be predicted with certainty, management believes that the final outcome of such legal proceedings and claims will not have a material adverse effect on the Company’s liquidity, financial position or results of operations. The Company is not aware of any proceedings contemplated by governmental authorities.

13.    PROFORMA CONDENSED FINANCIAL INFORMATION

During the nine months ended September 30, 2012 and 2011, the Company did not acquire any properties deemed to be individually significant in accordance with Regulation S-X, Rule 3-14 “Special Instructions for Real Estate Operations to be Acquired”.

14.    SUBSEQUENT EVENTS

On October 11, 2012, the Operating Partnership entered into a purchase and sale agreement with an unaffiliated party for the sale of the Arrowhead and Moorings apartment communities located in suburb of Chicago, Illinois, for a total sales price of $37,000,000. The Company anticipates closing to occur by year end 2012.

On November 5, 2012, the Operating Partnership completed the sale of Silver Hill and Arboretum multifamily apartment communities located in Newport News, Virginia, to an unaffiliated buyer, for a total sales price of $25,425,000.
On November 6, 2012, the Company repaid the outstanding balance under the revolving credit facility available from an affiliate of $2,691,000 and reduced the outstanding balance to $0.
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On November 6, 2012, the Board authorized the general partner of the Operating Partnership to make a special distribution of $15,000,000 from the proceeds of the sale of the Silver Hill and Arboretum properties to common general and common limited partners, which was paid on November 7, 2012. On the same day, in respect of the special distribution to the common general partner, the Board declared a common dividend of $0.254943 per share on the Company's Class B common stock. Concurrently with the Operating Partnership distributions, the common dividend was paid from the special distribution proceeds of the common general partner.  
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS OF BERKSHIRE INCOME REALTY, INC. 

You should read the following discussion in conjunction with the consolidated financial statements of Berkshire Income Realty, Inc. (the “Company”) and their related notes and other financial information included in this report. For further information please refer to the Company’s consolidated financial statements and footnotes thereto included in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2011.

Forward Looking Statements

The statements contained in this report, including information with respect to our future business plans, constitute “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 (the “Exchange Act”).  For this purpose, any statements contained herein that are not statements of historical fact may be deemed to be forward-looking statements, subject to a number of risks and uncertainties that could cause actual results to differ significantly from those described in this report.  These forward-looking statements include statements regarding, among other things, our business strategy and operations, future expansion plans, future prospects, financial position, anticipated revenues or losses and projected costs, and objectives of management.  Without limiting the foregoing, the words “may,” “will,” “should,” “could,” “expects,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,” “potential” or “continue” or the negative of such terms and other comparable terminology are intended to identify forward-looking statements.  There are a number of important factors that could cause our results to differ materially from those indicated by such forward-looking statements.  These factors include, but are not limited to, changes in economic conditions generally and the real estate and bond markets specifically, legislative/regulatory changes (including changes to laws governing the taxation of real estate investment trusts (“REITs”)), possible sales of assets, the acquisition restrictions placed on the Company by an affiliated entity Berkshire Multifamily Equity Fund, LP (“BMEF”), availability of capital, interest rates and interest rate spreads, changes in GAAP and policies and guidelines applicable to REITs, those factors set forth in Part I, Item 1A - Risk Factors of the Company’s Annual Report on Form 10-K for the year ended December 31, 2011, as filed with the Securities and Exchange Commission (the “SEC”) and other risks and uncertainties as may be detailed from time to time in our public announcements and our reports filed with the SEC.

The foregoing risks are not exhaustive.  Other sections of this report may include additional factors that could adversely affect our business and financial performance.  Moreover, we operate in a competitive and rapidly changing environment.  New risk factors emerge from time to time and it is not possible for management to predict all such risks factors, nor can it assess the impact of all such risk factors on our business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements.  Given these risks and uncertainties, undue reliance should not be placed on forward-looking statements as a prediction of actual results.

As used herein, the terms “we”, “us” or the “Company” refer to Berkshire Income Realty, Inc., a Maryland corporation, incorporated on July 19, 2002.  The Company is in the business of acquiring, owning, operating, developing and renovating multifamily apartment communities.  Berkshire Property Advisors, L.L.C. (“Berkshire Advisor” or “Advisor”) is an affiliated entity we have contracted with to make decisions relating to the day-to-day management and operation of our business, subject to the oversight of the Company’s Board.  Refer to Part III, Item 13 - Certain Relationships and Related Transactions and Director Independence and Part IV, Item 15 - Notes to the Consolidated Financial Statements, Note 14 - Related Party Transactions of the Company’s Annual Report on Form 10-K for the year ended December 31, 2011, as filed with the SEC, for additional information about the Advisor.

Overview

The Company is engaged primarily in the acquisition, ownership, operation, development and rehabilitation of multifamily apartment communities in the Baltimore/Washington D.C., Southeast, Southwest, Northwest, Midwest and Western areas of the United States. We conduct substantially all of our business and own, either directly or through subsidiaries, substantially all of our assets through the Operating Partnership, a Delaware limited partnership.  The Company’s wholly owned subsidiary, BIR GP, L.L.C., a Delaware limited liability company, is the sole general partner of the Operating Partnership.

As of November 13, 2012, the Company owns 100% of the preferred limited partner units of the Operating Partnership, whose terms mirror the terms of the Company’s Series A 9% Cumulative Redeemable Preferred Stock and, through BIR GP, L.L.C., owns 100% of the general partner interest of the Operating Partnership, which represents approximately 2.39% of the common economic interest of the Operating Partnership.
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Our general and limited partner interests in the Operating Partnership entitle us to share in cash distributions from, and in the profits and losses of, the Operating Partnership in proportion to our percentage interest therein. The other partners of the Operating Partnership are affiliates who contributed their direct or indirect interests in certain properties to the Operating Partnership in exchange for common units of limited partnership interest in the Operating Partnership.

Our highlights of the nine months ended September 30, 2012 included the following:

On March 23, 2012, the Operating Partnership completed the sale of the Riverbirch property, a 210-unit multifamily apartment community located in Charlotte, North Carolina, to an unaffiliated buyer. The sale price of the property was $14,200,000 and is subject to normal operating prorations and adjustments as provided for in the purchase and sale agreement. The proceeds were used to reduce the outstanding balance of the revolving credit facility and other general uses.

On March 23, 2012, the Company repaid $7,349,422 of principal on the revolving credit facility available from an affiliate. The repayment was made from proceeds resulting from the sale of the Riverbirch property.

On July 5, 2012 and August 24, 2012, the Company borrowed $1,228,000 and $463,000, respectively, pursuant to the revolving credit facility available from an affiliate. The proceeds were used to fund capital obligations of the ongoing 2020 Lawrence and Walnut Creek development projects. The outstanding balance after the current borrowings was $2,691,000.

On August 27, 2012, the Company entered into a purchase and sale agreement with an unaffiliated party for the sale of the Silver Hill and Arboretum apartment communities located in Newport News, Virginia for a total sales price of $25,425,000. The Company completed the sale of these properties on November 5, 2012.

General

The Company detailed a number of significant trends and specific factors affecting the real estate industry in general and the Company’s business in particular in Part II, Item 7 – “Management’s Discussion and Analysis of Financial Condition and Results of Operations” of our Annual Report on Form 10-K for the year ended December 31, 2011.  The Company believes those trends and factors continue to be relevant to the Company’s performance and financial condition.

Liquidity and Capital Resources

Cash and Cash Flows

As of September 30, 2012 and December 31, 2011, the Company had $7,067,186 and $9,645,420 of cash and cash equivalents, respectively.  Cash provided and used by the Company for three- and nine-month periods ended September 30, 2012 and 2011 are as follows:
Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011

Cash provided by operating activities $ 5,785,750 $ 4,418,002 $ 17,081,317 $ 11,798,321
Cash used in investing activities (10,645,963 ) (5,355,570 ) (19,150,963 ) (77,770,167 )
Cash provided by (used in) financing activities 5,131,407 1,223,318 (508,588 ) 63,678,809

During the nine months ended September 30, 2012, cash decreased by $2,578,234.  The overall decrease was due primarily to capital expenditures of $33,065,794 related to renovation and development related activities of $28,274,993 and recurring capital expenditures of $4,790,801, and the Company's regular quarterly distributions to its preferred shareholders totaling $5,025,583, in addition to $1,685,796 of distributions attributable to the common shareholders. The decrease was partially offset by $17,081,317 of cash inflows from operations and proceeds from the sale of the Riverbirch property of $13,929,990, of which $7,349,422 was used to reduce the outstanding balance of the revolving credit facility and $5,506,728 was used for the prepayment on the mortgage notes payable on the Riverbirch property.

The Company’s principal liquidity demands are expected to be distributions to our preferred and common shareholders and Operating Partnership unitholders based on availability of cash and approval of the Board, capital improvements, rehabilitation projects and repairs and maintenance for the properties, debt repayment, ongoing development projects and acquisition and development of additional properties within the investment restrictions placed on it by BMEF. 
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The Company intends to meet its short-term liquidity requirements through net cash flows provided by operating activities and advances from the revolving credit facility.  The Company considers its ability to generate cash to be adequate to meet all operating requirements and make distributions to its shareholders in accordance with the provisions of the Internal Revenue Code of 1986, as amended, applicable to REITs.  Funds required to make distributions to our preferred and common shareholders and Operating Partnership unitholders that are not provided by operating activities will be supplemented by property debt financing and refinancing activities.

The Company intends to meet its long-term liquidity requirements through property debt financing and refinancing, noting that possible interest rate increases resulting from current economic conditions could negatively impact the Company’s ability to refinance existing debt at acceptable rates.  As of September 30, 2012, approximately $129,037,000 of principal, or 25.9% of the Company’s outstanding mortgage debt, is due to be repaid within the next three years.  During that three-year period, principal of $55,995,000 and $62,069,000 relates to loans that are due to mature and be repaid in full in 2013 and 2014, respectively.  All other payments of principal during the three-year period are monthly payments in accordance with the loan amortization schedules.  The Company expects to fund any maturing mortgages through refinancing of such mortgages. Additionally, the Company may seek to expand its purchasing power through the use of venture relationships with other companies with liquidity.

As of September 30, 2012, the Company has fixed interest rate mortgage financing on all properties in the portfolio.

On June 12, 2012, Zocalo, the Managing Member of JV 2020 Lawrence, entered into a financing agreement with the State of Colorado, through the Colorado Energy Office ("CEO"), for $1,250,000 (the "Loan") to be used for inclusion of energy efficient components in the construction of JV 2020 Lawrence's multifamily apartment building (the "Project"). Zocalo has pledged all if its membership interests, both currently owned and subsequently acquired, in JV 2020 Lawrence as collateral for the loan with CEO. Pursuant to an authorizing resolution adopted by the members of JV 2020 Lawrence, the Managing Member will advance the proceeds of the CEO loan, as received from time to time, to JV 2020 Lawrence for application to the Project. Such advances to JV 2020 Lawrence will not be considered contributions of capital to JV 2020 Lawrence. Also, the Managing Member is authorized and directed to cause JV 2020 Lawrence to repay such advances, including principal and interest, made by the Managing Member at such times as required by the Loan. Any payments pursuant to the authorizing resolution shall be payable only from surplus cash of the Project as defined by HUD in the governing regulatory agreement of the primary financing on the project as describe above. If surplus cash is not available to satisfy the Managing Member's payment obligations under the CEO Loan, then either Zocalo or BIR 2020 may issue a funding notice, pursuant to the JV 2020 Lawrence LLC Agreement, for payment obligation amounts due and payable.

The Company has a $20,000,000 revolving credit facility in place with an affiliate of the Company.  The credit facility does not have a stated maturity date but is subject to a 60-day notice of termination provision by which the lender can affect a termination of the commitment. As of September 30, 2012 and December 31, 2011, there was $2,691,000 and $8,349,422 outstanding on the facility, respectively. An amendment to the original agreement provided for an “Amendment Period” during which, including changes to other provisions, the available credit was increased to $40,000,000 from $20,000,000. The Amendment Period expired on July 31, 2012 and reverted back to the original credit amount of $20,000,000.

Capital Expenditures

The Company incurred $1,400,369 and $1,178,042 in recurring capital expenditures during the three months ended September 30, 2012 and 2011, respectively, and incurred $4,790,801 and $2,805,267 in recurring capital expenditures during the nine months ended September 30, 2012 and 2011, respectively.  Recurring capital expenditures typically include items such as appliances, carpeting, flooring, HVAC equipment, kitchen and bath cabinets, site improvements and various exterior building improvements.

The Company incurred $8,664,252 and $5,585,664 in renovation and development related capital expenditures during the three months ended September 30, 2012 and 2011, respectively, and incurred $28,274,993 and $9,045,982 in renovation and development related capital expenditures during the nine months ended September 30, 2012 and 2011, respectively.  Renovation related capital expenditures generally include capital expenditures of a significant non-recurring nature, including construction management fees payable to an affiliate of the Company, where the Company expects to see a financial return on the expenditure or where the Company believes the expenditure preserves the status of a property within its sub-market. Costs directly associated with the development of properties are capitalized. Additionally, the Company capitalizes interest, real estate taxes, insurance and project management/development fees. Management uses judgment to determine when a development project commences and capitalization begins and when a development project is substantially complete and capitalization ceases. Generally, most capitalization begins during the pre-construction period, defined as activities that are necessary to start the development of the property. A development is generally considered substantially complete after major construction has ended and the property is available for occupancy. For properties that are built in phases, capitalization generally ceases on each phase when it is considered substantially complete and ready for use. Costs will continue to be capitalized only on those phases under development.
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On February 10, 2011, the Operating Partnership, through its subsidiary, BIR 2020 Lawrence, L.L.C., entered into an agreement to acquire approximately 90% of the ownership interests in a development project to build a 231-unit multifamily mid-rise community in Denver, Colorado. As of September 30, 2012, the project development costs incurred were approximately $46,203,000 of the total budgeted costs of approximately $55,500,000, of which $45,500,000 million is being funded by HUD-insured financing. The Company's total capital committed to the venture is $8,000,000. As of September 30, 2012, the Company has made capital contributions of $6,717,000, or 84.0%, of the total commitment. As of September 30, 2012, the development is on time and expected to be within budget.

On March 2, 2011, the Operating Partnership, through its investment in NoMa JV, acquired a 30% interest in a development project to build a 603-unit multifamily apartment community in Washington, D.C. As of September 30, 2012, the project development costs incurred were approximately $102,628,000 of the total budgeted costs of approximately $143,400,000. The Company had invested 100% of its total committed capital amount of $14,520,000 in NoMa JV as of September 30, 2012. As of September 30, 2012, the development is on time and expected to be within budget.

On December 12, 2011, the Company executed a limited liability company agreement with an unrelated entity for the development of a 154-unit apartment building in Walnut Creek, California, which is currently in the entitlement phase. Once fully committed, the Company's ownership percentage will be 98%. As of September 30, 2012, the project development costs incurred were approximately $1,291,000 of the total budgeted costs of approximately $48,000,000. Total capital committed to the venture is $16,873,000. As of September 30, 2012, the Company has made capital contributions of $607,141, or 3.6% of the total commitment. As of September 30, 2012, the development is currently 16 months behind schedule and is still anticipated to be substantially within budget.

The following table presents a summary of the development projects, in which the Company holds direct or indirect fee simple interests:

Development Project Anticipated Total # of Units Anticipated Average Apt Size (Sq Ft)
Anticipated Rentable Building Size
(Sq Ft)
(1)

Budgeted Costs (in millions)

Costs Incurred
to-date
September 30, 2012
(in millions)

Anticipated Completion Date

2020 Lawrence 231 843 203,729 $ 55.5 $ 46.2 Q1 2013
NoMa 603 770 465,724 143.4 102.6 Q2 2013
Walnut Creek 154 854 145,550 48.0 1.3 Q2 2015
Total / Average 988 822 815,003 $ 246.9 $ 150.1

(1)Includes retail space of 9,101 Sq Ft at 2020 Lawrence, 1,250 Sq Ft at NoMa and 14,000 Sq Ft at Walnut Creek.

Pursuant to terms of the mortgage debt on certain properties in the Company’s portfolio, lenders require the Company to fund repair or replacement escrow accounts.  The funds in the escrow accounts are disbursed to the Company upon completion of the required repairs or renovations activities.  The Company is required to provide to the lender documentation evidencing the completion of the repairs, and in some cases, such repairs are subject to inspection by the lender.

The Company’s capital budgets for 2012 anticipate spending approximately $7,922,000 for ongoing capital needs.  As of September 30, 2012, the Company has not committed to any new significant rehabilitation projects.

Discussion of acquisitions for the nine months ended September 30, 2012 

The Company did not acquire any properties during the nine-month period ended September 30, 2012.

Discussion of dispositions for the nine months ended September 30, 2012 

On March 23, 2012, the Operating Partnership completed the sale of the Riverbirch property, a 210-unit multifamily apartment community located in Charlotte, North Carolina, to an unaffiliated buyer. The sale price of the property was $14,200,000 and is subject to normal operating prorations and adjustments as provided for in the purchase and sale agreement. The proceeds were used to reduce the outstanding balance of the revolving credit facility and other general uses.
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Declaration of Dividends and Distributions

On March 25, 2003, the Board declared a dividend at an annual rate of 9% on the stated liquidation preference of $25 per share of the outstanding Preferred Shares which is payable quarterly in arrears, on February 15, May 15, August 15, and November 15 of each year to shareholders of record in the amount of $0.5625 per share, per quarter.  For the nine months ended September 30, 2012 and 2011, the Company’s aggregate dividends on the Preferred Shares totaled $5,025,583 and $5,025,569, respectively, of which $837,607 was payable and included on the Consolidated Balance Sheets in "Dividends and distributions payable" as of September 30, 2012 and December 31, 2011.

During the nine months ended September 30, 2012, the Company made tax payments of $351,800 on behalf of the common shareholders as required by the taxing authorities of the jurisdictions in which the Company owns and operates properties in addition to $1,300,000 of tax distributions related to the sale of Glo. The payments were treated as distributions attributable to the common shareholders and are reflected in the Consolidated Statements of Changes in Deficit.

During the nine months ended September 30, 2012 and 2011, the Board did not authorize the general partner of the Operating Partnership to distribute quarterly distributions to common general and common limited partners or a common dividend on the Company’s Class B Common Stock.

The Company’s policy to provide for common distributions is based on available cash and Board approval.

Leasing Activities

The table below presents leasing activities information which includes the volume of new and renewed leases with average rents for each and the impact of rent concessions for all properties, including those acquired or disposed of during the period.
Nine months ended Nine months ended
September 30, 2012 September 30, 2011

# of Units Average Apt Size
(Sq Ft)

Average Monthly Rent Rate
per Apt Impact of Average Rent Concessions # of Units Average Apt Size

(Sq Ft)
Average Monthly Rent Rate
per Apt Impact of Average Rent Concessions

New leases 2,387 955 $ 1,072 $ 24 2,580 946 $ 1,051 $ 22
Renewed leases 2,480 953 1,100 — 3,051 947 1,039 2

Results of Operations and Financial Condition

During the nine months ended September 30, 2012, the Company’s portfolio (the “Total Property Portfolio”), which consists of all properties owned, acquired or placed in service during the period ended September 30, 2012, was decreased by the sale of the Riverbirch property.  As a result of changes in the composition of the property holdings in the Total Property Portfolio over the nine-month periods ended September 30, 2012 and September 30, 2011, the Company does not believe that its period-to-period financial data are comparable.  Therefore, the comparison of operating results for the nine months ended September 30, 2012 and 2011 which reflects the changes attributable to the properties owned by the Company throughout each period is also presented (the “Same Property Portfolio”).

“Net Operating Income” (“NOI”) falls within the definition of a “non-GAAP financial measure” as stated in Item 10(e) of Regulation S-K promulgated by the SEC and should not be considered as an alternative to net income (loss), the most directly comparable financial measure of our performance calculated and presented in accordance with GAAP.  The Company believes NOI is a measure of operating results that is useful to investors to analyze the performance of a real estate company because it provides a direct measure of the operating results of the Company’s multifamily apartment communities. The Company also believes it is a useful measure to facilitate the comparison of operating performance among competitors.  The calculation of NOI requires classification of income statement items between operating and non-operating expenses, where operating items include only those items of revenue and expense which are directly related to the income producing activities of the properties.  We believe that to achieve a more complete understanding of the Company’s performance, NOI should be compared with our reported net income (loss).  Management uses NOI to evaluate the operating results of properties without reflecting the effect of capital decisions such as the issuance of mortgage debt and investments in capital items; in turn, these capital decisions have an impact on interest expense and depreciation and amortization.
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The most directly comparable financial measure of the Company’s NOI, calculated and presented in accordance with GAAP, is net loss, shown on the consolidated statement of operations.  For the three months ended September 30, 2012 and 2011, net loss was $(2,702,352) and $(5,390,296), respectively. For the nine months ended September 30, 2012 and 2011, net loss was $(3,973,000) and $(16,945,447), respectively. A reconciliation of the Company’s NOI to net loss for the three-month and nine-month periods ended September 30, 2012 and 2011 is presented as part of the following tables.

Comparison of the three months ended September 30, 2012 to the three months ended September 30, 2011 

The table below reflects selected operating information for the Same Property Portfolio.  The Same Property Portfolio consists of the 24 properties acquired or placed in service on or prior to January 1, 2011 and owned through September 30, 2012.
Same Property Portfolio
Three months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Revenue:
Rental $ 19,026,476 $ 18,258,129 $ 768,347 4.21  %
Utility reimbursement and other 1,739,270 1,616,738 122,532 7.58  %
Total revenue 20,765,746 19,874,867 890,879 4.48  %

Operating Expenses:
Operating 5,088,789 5,159,762 (70,973 ) (1.38 )%
Maintenance 1,525,633 1,485,508 40,125 2.70  %
Real estate taxes 1,741,062 1,773,518 (32,456 ) (1.83 )%
Management fees 830,717 761,005 69,712 9.16  %
Total operating expenses 9,186,201 9,179,793 6,408 0.07  %

Net Operating Income 11,579,545 10,695,074 884,471 8.27  %

Non-operating expenses:
Depreciation 6,239,640 6,910,993 (671,353 ) (9.71 )%
Interest, inclusive of amortization of deferred financing fees 6,417,370 6,489,000 (71,630 ) (1.10 )%
Total non-operating expenses 12,657,010 13,399,993 (742,983 ) (5.54 )%

Net loss $ (1,077,465 ) $ (2,704,919 ) $ 1,627,454 60.17  %
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Comparison of the three months ended September 30, 2012 to the three months ended September 30, 2011 
Total Property Portfolio
Three months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Revenue:
Rental $ 20,206,463 $ 19,340,273 $ 866,190 4.48  %
Utility reimbursement and other 1,790,926 1,655,704 135,222 8.17  %
Total revenue 21,997,389 20,995,977 1,001,412 4.77  %

Operating Expenses:
Operating 5,613,721 5,591,808 21,913 0.39  %
Maintenance 1,581,412 1,540,424 40,988 2.66  %
Real estate taxes 2,011,232 2,034,067 (22,835 ) (1.12 )%
General and administrative 321,690 311,500 10,190 3.27  %
Management fees 1,298,707 1,229,277 69,430 5.65  %
Incentive advisory fees 173,217 319,074 (145,857 ) (45.71 )%
Total operating expenses 10,999,979 11,026,150 (26,171 ) (0.24 )%

Net Operating Income 10,997,410 9,969,827 1,027,583 10.31  %

Non-operating expenses:
Depreciation 6,769,117 7,423,920 (654,803 ) (8.82 )%
Interest, inclusive of amortization of deferred financing fees 6,230,659 7,102,022 (871,363 ) (12.27 )%
Amortization of acquired in-place leases and tenant relationships 16,104 95,950 (79,846 ) (83.22 )%
Total non-operating expenses 13,015,880 14,621,892 (1,606,012 ) (10.98 )%

Loss before net loss in equity method investments (2,018,470 ) (4,652,065 ) 2,633,595 56.61  %

Net loss in equity method investments (653,110 ) (802,017 ) 148,907 18.57  %

Discontinued operations (30,772 ) 63,786 (94,558 ) (148.24 )%

Net loss $ (2,702,352 ) $ (5,390,296 ) $ 2,687,944 49.87  %
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Comparison of the three months ended September 30, 2012 to the three months ended September 30, 2011
(Same Property Portfolio)

Revenue

Rental Revenue

Rental revenue of the Same Property Portfolio increased for the three-month period ended September 30, 2012 in comparison to the same period of 2011.  The increase in rental revenue is mainly attributable to increase in rental rates offset by a slight decrease in average occupancy. Average monthly rental rates for the three-month period ended September 30, 2012 of $1,067 per apartment unit increased by 4.40% over the comparable 2011 period rental rates of $1,022, contributing to an increase of $848,000 in rental revenue. Average physical occupancy for the three months ended September 30, 2012 for Same Property Portfolio was 95.30%, slightly down from the 95.75% average for the comparable period in 2011, contributing to $79,600 decrease in rental revenue. Market conditions remain stable in the majority of the sub-markets in which the Company owns and operates apartments. The Company continues to benefit from its focus on resident retention in the Same Property Portfolio. Improving economic conditions and the continued strength in the apartment markets has allowed the Company to implement rent increases at properties in strong markets while retaining high levels of quality tenants throughout the portfolio.

Utility reimbursement and other revenue

Same Property Portfolio utility reimbursement and other revenues increased for the three months ended September 30, 2012 as compared to the three months ended September 30, 2011, due primarily to the continued expansion in the use of utility bill back programs, increased fees charged to tenants and potential tenants, including pet fees, redecorating fees, late fees and other similar revenue items. Utility reimbursement revenue is revenue from residents generated from utility bill back programs. Other revenue consists primarily of income from operation of laundry facilities, late charges, administrative fees, garage and parking rentals, cable revenue, pet charges and miscellaneous charges to residents. The table below breaks out these two components:
Same Property Portfolio
Three months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Utility reimbursement and other
Utility reimbursement $ 878,748 $ 803,299 $ 75,449 9.39 %
Other 860,522 813,439 47,083 5.79 %
Total Utility reimbursement and other $ 1,739,270 $ 1,616,738 $ 122,532 7.58 %

Operating Expenses

Operating

Operating expenses include property payroll and related benefits, utilities (water & sewer, electricity, heating), insurance and property-related general and operating expenses (legal and professional fees, business taxes & licenses, dues/subscriptions, telephone and cable expenses, postage, bank fees and charges, equipment rental, and other miscellaneous expenses.) Overall operating expenses decreased in the three months ended September 30, 2012 as compared to the same period of 2011, mainly attributable to lower payroll expenses due to decreases in group insurance and lower utilities attributable mainly to lower electricity due to a cooler summer in 2012.
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The table below breaks out the major components of this line item:
Same Property Portfolio
Three months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Operating
Payroll $ 2,068,878 $ 2,143,074 $ (74,196 ) (3.46 )%
Utilities 1,571,115 1,618,229 (47,114 ) (2.91 )%
Insurance 442,617 411,160 31,457 7.65  %
Property-related G&A 529,291 520,636 8,655 1.66  %
Leasing 243,203 251,813 (8,610 ) (3.42 )%
Advertising 200,424 187,135 13,289 7.10  %
Other 33,261 27,715 5,546 20.01  %
Total Operating $ 5,088,789 $ 5,159,762 $ (70,973 ) (1.38 )%

Maintenance

Maintenance expenses mainly include expenses related to maintenance and repair of pool services, landscaping, supplies, cleaning and other miscellaneous repair expense. Maintenance expenses increased in the three months ended September 30, 2012 as compared to the same period of 2011, mainly due to landscaping and other expenses offset by savings in repairs and painting. The increase in other expenses is a result of clean-up and repair costs related to rain storms in Maryland that caused damage in early July at various of the Company's properties located in the affected region. Management continues to employ a proactive maintenance rehabilitation strategy at its apartment communities and considers the strategy an effective program that preserves, and in some cases increases, its occupancy levels through improved consumer appeal of the apartment communities, from both an interior and exterior perspective.

The table below breaks out the major components of this line item:
Same Property Portfolio
Three months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Maintenance
Pool service $ 108,672 $ 106,238 $ 2,434 2.29  %
Exterminating 44,531 51,608 (7,077 ) (13.71 )%
Landscaping 255,175 235,455 19,720 8.38  %
Supplies 17,920 14,333 3,587 25.03  %
Cleaning 261,459 258,825 2,634 1.02  %
Painting 300,046 313,245 (13,199 ) (4.21 )%
Repairs 368,802 450,569 (81,767 ) (18.15 )%
Other 169,028 55,235 113,793 206.02  %
Total Maintenance $ 1,525,633 $ 1,485,508 $ 40,125 2.70  %

Real Estate Taxes

Real estate taxes decreased for the three months ended September 30, 2012 from the comparable period of 2011.  The Company continually scrutinizes the assessed values of its properties and avails itself of arbitration or similar forums made available by the taxing authority for increases in assessed value that the Company considers to be unreasonable.  The Company has been successful in achieving tax abatements for certain of its properties based on challenges made to the assessed values.  Going forward, the Company anticipates a general upward trend in real estate tax expense as local and state taxing agencies continue to place significant reliance on property tax revenue.
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Management Fees

Management fees of the Same Property Portfolio increased for the three months ended September 30, 2012 compared to the three months ended September 30, 2011 as a result of an increase in the revenue stream of the properties managed by an affiliate of the Company.

Non-Operating Expenses

Depreciation

Depreciation expense of the Same Property Portfolio decreased for the three months ended September 30, 2012 as compared to the same period of the prior year.  The decrease is a result of assets that have been fully depreciated, partially offset by the additions to the basis of fixed assets in the portfolio driven by normal recurring capital spending activities over the remaining properties in the Same Property Portfolio.

Interest, inclusive of amortization of deferred financing fees

Interest expense for the three months ended September 30, 2012 decreased over the comparable period of 2011 primarily due to reduced principal balances at most properties as a result of mortgage principal amortization.

Comparison of the three months ended September 30, 2012 to the three months ended September 30, 2011 
(Total Property Portfolio)

In general, changes in revenues, total operating expenses and in total non-operating expenses of the Total Property Portfolio for the three months ended September 30, 2012 as compared to the three months ended September 30, 2011 are due mainly, in addition to the reasons discussed with respect to the Same Property Portfolio, to the fluctuations in the actual properties owned during the comparative periods, as the GLO property was sold during the fourth quarter of 2011 and the Riverbirch property was sold during the first quarter of 2012.   The decrease in total operating expenses was also attributable to a decrease in incentive advisory fees. (Refer to Related Party Transactions on page 18 for further discussion.) Additionally, the decrease in total non-operating expenses was also attributable to lower interest expenses incurred as a result of reduced revolving credit balance outstanding during the three months ended September 30, 2012 when compared to the same period ended September 30, 2011.
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Comparison of the nine months ended September 30, 2012 to the nine months ended September 30, 2011 

The table below reflects selected operating information for the Same Property Portfolio.  The Same Property Portfolio consists of the 24 properties acquired or placed in service on or prior to January 1, 2011 and owned through September 30, 2012.
Same Property Portfolio
Nine months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Revenue:
Rental $ 56,532,846 $ 54,248,308 $ 2,284,538 4.21  %
Utility reimbursement and other 5,174,834 4,736,621 438,213 9.25  %
Total revenue 61,707,680 58,984,929 2,722,751 4.62  %

Operating Expenses:
Operating 15,204,970 15,152,682 52,288 0.35  %
Maintenance 4,097,887 4,031,138 66,749 1.66  %
Real estate taxes 5,330,935 5,472,826 (141,891 ) (2.59 )%
Management fees 2,453,539 2,257,948 195,591 8.66  %
Total operating expenses 27,087,331 26,914,594 172,737 0.64  %

Net Operating Income 34,620,349 32,070,335 2,550,014 7.95  %

Non-operating expenses:
Depreciation 19,270,266 21,017,355 (1,747,089 ) (8.31 )%
Interest, inclusive of amortization of deferred financing fees 19,179,565 19,361,202 (181,637 ) (0.94 )%
Total non-operating expenses 38,449,831 40,378,557 (1,928,726 ) (4.78 )%

Net loss $ (3,829,482 ) $ (8,308,222 ) $ 4,478,740 53.91  %
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Comparison of the nine months ended September 30, 2012 to the nine months ended September 30, 2011 
Total Property Portfolio
Nine months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Revenue:
Rental $ 59,912,660 $ 57,042,054 $ 2,870,606 5.03  %
Utility reimbursement and other 5,319,990 4,844,548 475,442 9.81  %
Total revenue 65,232,650 61,886,602 3,346,048 5.41  %

Operating Expenses:
Operating 16,564,374 16,911,084 (346,710 ) (2.05 )%
Maintenance 4,248,516 4,158,187 90,329 2.17  %
Real estate taxes 6,172,981 5,921,199 251,782 4.25  %
General and administrative 1,159,853 1,336,714 (176,861 ) (13.23 )%
Management fees 3,837,944 3,645,135 192,809 5.29  %
Incentive advisory fees 1,973,195 706,740 1,266,455 179.20  %
Total operating expenses 33,956,863 32,679,059 1,277,804 3.91  %

Net Operating Income 31,275,787 29,207,543 2,068,244 7.08  %

Non-operating expenses:
Depreciation 20,851,711 22,354,424 (1,502,713 ) (6.72 )%
Interest, inclusive of amortization of deferred financing fees 19,636,029 21,124,847 (1,488,818 ) (7.05 )%
Amortization of acquired in-place leases and tenant relationships 52,176 476,900 (424,724 ) (89.06 )%
Total non-operating expenses 40,539,916 43,956,171 (3,416,255 ) (7.77 )%

Loss before net loss in equity method investments (9,264,129 ) (14,748,628 ) 5,484,499 37.19  %

Net loss in equity method investments (245,871 ) (2,634,595 ) 2,388,724 90.67  %

Discontinued operations 5,537,000 437,776 5,099,224 1,164.80  %

Net loss $ (3,973,000 ) $ (16,945,447 ) $ 12,972,447 76.55  %
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Comparison of the nine months ended September 30, 2012 to the nine months ended September 30, 2011
(Same Property Portfolio)

Revenue

Rental Revenue

Rental revenue of the Same Property Portfolio increased for the nine-month period ended September 30, 2012 in comparison to the same period of 2011.  The increase in rental revenue is mainly attributable to increase in rental rates offset by a slight decrease in average occupancy. Average monthly rental rates for the nine-month period ended September 30, 2012 of $1,056 per apartment unit increased by 4.86% over the 2011 rental rates of $1,007 for the same period, contributing to an increase of $2,785,500 in rental revenue. Average physical occupancy for the nine months ended September 30, 2012 for Same Property Portfolio was 95.43%, slightly down from the 96.10% average for the comparable period in 2011, contributing to $501,000 decrease in rental revenue. Market conditions remain stable in the majority of the sub-markets in which the Company owns and operates apartments. The Company continues to benefit from its focus on resident retention in the Same Property Portfolio. Improving economic conditions and the continued strength in the apartment markets has allowed the Company to implement rent increases at properties in strong markets while retaining high levels of quality tenants throughout the portfolio.

Utility reimbursement and other revenue

Same Property Portfolio utility reimbursement and other revenues increased for the nine months ended September 30, 2012 as compared to the nine months ended September 30, 2011, due primarily to the continued expansion in the use of utility bill back programs, increased fees charged to tenants and potential tenants, including pet fees, redecorating fees, late fees and other similar revenue items. The table below breaks out the two major components of utility reimbursement and other revenue:
Same Property Portfolio
Nine months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Utility reimbursement and other
Utility reimbursement $ 2,609,503 $ 2,398,360 $ 211,143 8.80 %
Other 2,565,331 2,338,261 227,070 9.71 %
Total Utility reimbursement and other $ 5,174,834 $ 4,736,621 $ 438,213 9.25 %

Operating Expenses

Operating

Overall operating expenses increased in the nine months ended September 30, 2012 as compared to the same period of 2011. Higher payroll expenses due to bonus payments and group insurance and increased state income taxes related to municipal taxes at a property, were partially offset by savings in utilities including gas and electricity as a result of the cooler Summer and mild Winter. The following table breaks out the major components of this line item:
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Same Property Portfolio
Nine months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Operating
Payroll $ 6,353,787 $ 6,114,909 $ 238,878 3.91  %
Utilities 4,512,681 4,940,990 (428,309 ) (8.67 )%
Insurance 1,297,027 1,292,330 4,697 0.36  %
Property-related G&A 1,779,043 1,530,532 248,511 16.24  %
Leasing 667,220 637,393 29,827 4.68  %
Advertising 595,212 555,721 39,491 7.11  %
Other — 80,807 (80,807 ) (100.00 )%
Total Operating $ 15,204,970 $ 15,152,682 $ 52,288 0.35  %

Maintenance

Maintenance expenses increased in the nine months ended September 30, 2012 as compared to the same period of 2011, mainly due to higher operating costs in activities such as painting, cleaning and landscaping, partially offset by savings in snow removal costs due to the mild winter and reduced spending in repairs. The increase in other expenses is a result of clean-up and repair costs related to rain storms in Maryland that caused damage in early July at various of the Company's properties located in the affected region. Management continues to employ a proactive maintenance rehabilitation strategy at its apartment communities and considers the strategy an effective program that preserves, and in some cases increases, its occupancy levels through improved consumer appeal of the apartment communities, from both an interior and exterior perspective.

The table below breaks out the major components of this line item:
Same Property Portfolio
Nine months ended September 30,

2012 2011 Increase/
(Decrease)

%
Change

Maintenance
Pool service $ 298,827 $ 294,657 $ 4,170 1.42  %
Exterminating 144,913 142,836 2,077 1.45  %
Landscaping 743,660 701,395 42,265 6.03  %
Supplies 50,124 44,667 5,457 12.22  %
Cleaning 672,034 639,877 32,157 5.03  %
Snow removal 44,249 103,351 (59,102 ) (57.19 )%
Painting 758,033 699,540 58,493 8.36  %
Repairs 869,409 1,004,234 (134,825 ) (13.43 )%
Other 516,638 400,581 116,057 28.97  %
Total Maintenance $ 4,097,887 $ 4,031,138 $ 66,749 1.66  %

Real Estate Taxes

Real estate taxes decreased for the nine months ended September 30, 2012 from the comparable period of 2011.  The Company continually scrutinizes the assessed values of its properties and avails itself of arbitration or similar forums made available by the taxing authority for increases in assessed value that the Company considers to be unreasonable.  The Company has been successful in achieving tax abatements for certain of its properties based on challenges made to the assessed values.  Going forward, the Company anticipates a general upward trend in real estate tax expense as local and state taxing agencies continue to place significant reliance on property tax revenue.
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Management Fees

Management fees of the Same Property Portfolio increased for the nine months ended September 30, 2012 compared to the nine months ended September 30, 2011 as a result of an increase in the revenue stream of the properties managed by an affiliate of the Company.

Non-Operating Expenses

Depreciation

Depreciation expense of the Same Property Portfolio decreased for the nine months ended September 30, 2012 as compared to the same period of the prior year.  The decrease is a result of assets that have been fully depreciated, partially offset by the additions to the basis of fixed assets in the portfolio driven by normal recurring capital spending activities over the remaining properties in the Same Property Portfolio.

Interest, inclusive of amortization of deferred financing fees

Interest expense for the nine months ended September 30, 2012 decreased over the comparable period of 2011 primarily due to reduced principal balances at most properties as a result of mortgage principal amortization.

Comparison of the nine months ended September 30, 2012 to the nine months ended September 30, 2011 
(Total Property Portfolio)

In general, changes in revenues, total operating expenses and in non-operating expenses of the Total Property Portfolio for the nine months ended September 30, 2012 as compared to the nine months ended September 30, 2011 are due mainly, in addition to the reasons discussed with respect to the Same Property Portfolio, to the fluctuations in the actual properties owned during the comparative periods, as Estancia was acquired during the first quarter of 2011, GLO was sold during the fourth quarter of 2011 and Riverbirch was sold during the first quarter of 2012.  The increase in total operating expenses was also attributable to increased incentive advisory fees, partially offset by transaction costs of $620,779 associated with the acquisition of the Estancia Townhomes expensed pursuant to the guidance of ASC 805-10, which were included in Operating expenses during the nine-month period ended September 30, 2011 for which there was no comparative expense in 2012. (Refer to Related Party Transactions on page 18 for further discussion.) The decrease in total non-operating expenses was also attributable to lower interest expenses incurred as a result of reduced revolving credit balance outstanding during the nine months ended September 30, 2012 when compared to the same period ended September 30, 2011.
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Funds From Operations

The Company follows the revised definition of Funds from Operations (“FFO”) adopted by the Board of Governors of the National Association of Real Estate Investment Trusts (“NAREIT”).  Management considers FFO to be an appropriate measure of performance of an equity REIT.  We calculate FFO by adjusting net income (loss) (computed in accordance with GAAP, including non-recurring items), for gains (or losses) from sales of properties, impairments, real estate related depreciation and amortization, and adjustment for unconsolidated partnerships and ventures.  Management believes that in order to facilitate a clear understanding of the historical operating results of the Company, FFO should be considered in conjunction with net income as presented in the consolidated financial statements included elsewhere herein. Management considers FFO to be a useful measure for reviewing the comparative operating and financial performance of the Company because, by excluding gains and losses related to sales of previously depreciated operating real estate assets and excluding real estate asset depreciation and amortization (which can vary among owners of identical assets in similar condition based on historical cost accounting and useful life estimates), FFO can help one compare the operating performance of a company’s real estate between periods or as compared to different companies.

The Company’s calculation of FFO may not be directly comparable to FFO reported by other REITs or similar real estate companies that have not adopted the term in accordance with the current NAREIT definition or that interpret the current NAREIT definition differently.  FFO is not a GAAP financial measure and should not be considered as an alternative to net income (loss), the most directly comparable financial measure of our performance calculated and presented in accordance with GAAP, as an indication of our performance.  FFO does not represent cash generated from operating activities determined in accordance with GAAP and is not a measure of liquidity or an indicator of our ability to make cash distributions.  We believe that to further understand our performance, FFO should be compared with our reported net income (loss) and considered in addition to cash flows in accordance with GAAP, as presented in our consolidated financial statements.

The following table presents a reconciliation of net loss to FFO for the three and nine months ended September 30, 2012 and 2011:
Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011

Net loss $ (2,702,352 ) $ (5,390,296 ) $ (3,973,000 ) $ (16,945,447 )
Add:
Depreciation of real property 6,086,677 6,602,044 18,799,193 19,931,403
Depreciation of real property included in results of discontinued operations — 393,388 121,438 990,435
Amortization of acquired in-place leases and tenant relationships 16,104 95,950 52,176 476,900
Amortization of acquired in-place leases and tenant relationships included in discontinued operations — — — 8,916
Equity in loss of Multifamily Venture Limited Partnership 588,242 768,597 73,472 2,554,451
Equity in loss of Multifamily Limited Liability Company 64,868 33,420 172,399 80,144
Funds from operations of Multifamily Venture Limited Partnership and Multifamily Limited Liability Company, net of impairments 315,832 365,905 893,487 928,266
Less:
Equity in income of Multifamily Venture Limited Partnership — — — —
Noncontrolling interest in properties share of funds from operations (343,313 ) (341,416 ) (1,008,269 ) (953,804 )
Gain on disposition of real estate assets — — (6,622,210 ) —
Funds from Operations $ 4,026,058 $ 2,527,592 $ 8,508,686 $ 7,071,264
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FFO for the three months ended September 30, 2012 increased as compared to the FFO for the three months ended September 30, 2011. FFO for the nine months ended September 30, 2012 increased as compared to the nine-month period ended September 30, 2011.  The increase in FFO is due primarily to increased revenue and lower interest expenses as a result of reduced revolving credit facility balance outstanding partially offset by higher incentive advisory fees and losses from discontinued operations recorded during the nine months ended September 30, 2012 compared to the same period ended September 30, 2011. Also, offsetting the increases were transaction costs of $620,779 for the acquisition of Estancia incurred during the nine months ended September 30, 2011 for which there was no comparative expense recorded in 2012.

Environmental Issues

There are no recorded amounts resulting from environmental liabilities because there are no known contingencies with respect to environmental liabilities. The Company obtains environmental audits through various sources, including lender evaluations and acquisition due diligence, for each of its properties at various intervals throughout a property’s useful life. The Company has not been advised by any third party as to the existence of, nor has it identified on its own, any material liability for site restoration or other costs that may be incurred with respect to any of its properties.

Inflation and Economic Conditions

Substantially all of the leases at our properties are for a term of one year or less, which enables the Company to seek increased rents for new leases or upon renewal of existing leases.  These short-term leases minimize the potential adverse effect of inflation on rental income, although residents may leave without penalty at the end of their lease terms and may do so if rents are increased significantly.

Though the United States' economy continues to be challenged by the high unemployment rate, slow but reasonably steady growth is still seen in many parts of the economy. The multifamily sector continues to exhibit strong fundamentals and improved performance on a national basis, evidenced by improved occupancy levels and increases in effective rents. These improvements are due, in large part, to favorable supply and demand dynamics, as construction of new apartment units and single family homes has decreased significantly, home ownership has declined, and the home buying market has weakened due to stricter mortgage qualification standards and declining home values.

Credit worthy borrowers in the multifamily sector continue to be able to access capital through Fannie Mae and Freddie Mac and other sources, at historically attractive rates. Though there is no assurance that under existing or future regulatory restrictions this source of capital, unique to multifamily borrowers, will continue to be available.

The Company continues to believe that projected demographic trends will favor the multifamily sector, driven primarily by the continued flow of echo boomers (children of baby boomers, age 20 to 29), the fastest growing segment of the population, and an increasing number of immigrants who are often renters by necessity. In many cases, the current economic climate has delayed many would-be residents from entering the rental market and instead choosing to remain at home or to share rental units instead of renting their own space. This trend may be creating a backlog of potential residents who will enter the market as the economy begins to rebound and unemployment rates begin to trend back to historical norms. The Company's properties are generally located in markets where zoning restrictions, scarcity of land and high construction costs create significant barriers to new development. The Company believes it is well positioned to manage its portfolio through the remainder of this economic downturn and is prepared to take advantage of opportunities that present themselves during such times.

Item 3.     QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company’s mortgage notes are fixed rate instruments; therefore, the Company’s outstanding mortgage debt is not sensitive to changes in the capital market except upon maturity.  The Company’s revolving credit facility is a variable rate arrangement tied to LIBOR and is therefore sensitive to changes in the capital market.  The table below provides information about the Company’s financial instruments, specifically debt obligations.
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The table presents principal cash flows, interest payments and related weighted average interest rates by expected maturity dates for the mortgage notes payable as of September 30, 2012.
2012 2013 2014 2015 2016 Thereafter Total

Fixed Rate Debt $ 1,317,813 $ 61,218,843 $ 66,500,609 $ 63,563,853 $ 73,428,249 $ 231,810,674 $ 497,840,041
Interest Payments (2) 4,580,055 27,586,980 23,375,387 18,364,678 16,246,652 92,020,640 182,174,392
Average Interest Rate(1)(2) 5.42 % 5.05 % 5.48 % 5.66 % 5.66 % 5.71 % 5.59 %

(1)The Company's mortgage notes are fixed rate instruments; therefore, the Company's outstanding mortgage debt is not sensitive to changes in the capital market except upon maturity.

(2)Interest payments represent amounts expected to be incurred on outstanding debt as of September 30, 2012. Average interest rate represents weighted average of stated interest rates on the mortgage debt as applied to the principal balance payable in the respective period.

Item 4.    CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Based on their evaluation, as required by the Securities Exchange Act Rules 13a-15(b) and 15d-15(b), the Company’s principal executive officer and principal financial officer have concluded that the Company’s disclosure controls and procedures (as defined in Securities Exchange Act Rules 13a-15(e) and 15d-15(e)) were effective as of September 30, 2012 to ensure that information required to be disclosed by the Company in reports that it files or submits under the Securities Exchange Act is recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange Commission rules and forms and were effective as of September 30, 2012 to ensure that information required to be disclosed by the Company in the reports that it files or submits under the Securities Exchange Act is accumulated and communicated to the Company’s management, including its principal executive and principal financial officers, or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) under the Exchange Act) identified in connection with the evaluation required by paragraph (d) of the Securities Exchange Act Rules 13a-15 or 15d-15 that occurred during the fiscal quarter ended September 30, 2012, that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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Part II    OTHER INFORMATION

Item 1.    LEGAL PROCEEDINGS

- None

Item 1A.    RISK FACTORS

Please read the risk factors disclosed in our Annual Report on Form 10-K for the Company’s fiscal year ended December 31, 2011 as filed with the SEC on March 30, 2012. As of September 30, 2012, there have been no material changes to the risk factors as presented therein.  Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely affect our financial condition and/or operating results.

Item 2.    UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

- None

Item 3.    DEFAULTS UPON SENIOR SECURITIES

- None

Item 4.    MINE SAFETY DISCLOSURES

- Not applicable

Item 5.    OTHER INFORMATION

- None

Item 6.    EXHIBITS

31.1Certification of Principal Executive Officer Pursuant of 18 U.S.C. Section 1350, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2Certification of Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1Certification of Principal Executive Officer Pursuant of 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2Certification of Principal Financial Officer Pursuant of 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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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.

BERKSHIRE INCOME REALTY, INC.
November 14, 2012 /s/ David C. Quade

David C. Quade
President and Principal Executive Officer

November 14, 2012 /s/ Christopher M. Nichols
Christopher M. Nichols
Senior Vice President and Principal Financial Officer
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