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Item 1. Reports to Stockholders.

The Report to Shareholders is attached herewith.
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FIAHERTY & CRUMRINE PREFERRED SECURITIES INCOME FUND
To the Shareholders of Flaherty & Crumrine Preferred Securities Income Fund ( FFC ):

The Fund turned in another strong quarter as preferred securities continued to benefit from a global search for yield, a benign economic
backdrop, and favorable market technicals. Total return' on net asset value ( NAV ) was 5.4% for the fiscal quartemd 13.2% for the first half of
the fiscal year. Total return on market price of Fund shares over the same periods was 11.3% and 16.3%, respectively.

The table below shows Fund returns over various measurement periods, and they continue to be very strong. The table includes performance of
two indices, Bloomberg Barclays U.S. Aggregate and S&P 500, as proxies for bond and stock markets, respectively. While neither is a
benchmark for Fund performance, they provide context for returns on broad asset categories.

TOTAL RETURN ON NET ASSET VALUE

FOR PERIODS ENDED MAY 31, 2017

Actual Returns Average Annualized Returns
Three Six One Three Five Ten Life of
Months  Months Year Years Years Years Fund®
Flaherty & Crumrine Preferred Securities Income
Fund 5.4% 13.2% 14.9% 9.7% 12.4% 9.2% 8.7%
Bloomberg Barclays U.S. Aggregate Index® 1.5% 2.5% 1.6% 2.5% 2.2% 4.5% 43%
S&P 500 Index® 2.6% 10.8% 17.5% 10.1% 15.4% 6.9% 9.7%

(1)  Since inception on January 29, 2003.
(2)  The Bloomberg Barclays U.S. Aggregate Index is an unmanaged index considered representative of the U.S. investment grade, fixed-rate bond market.
(3) The S&P 500 is a capitalization-weighted index of 500 common stocks. The index is designed to measure performance of the broad domestic economy
through changes in the aggregate market value of 500 stocks representing all major industries.
Current performance may be lower or higher than the quoted past performance, which cannot guarantee future results. In addition, NAV
performance will vary from market price performance, and you may have a taxable gain or loss when you sell your shares.

Flows into bond and stock markets have been impressive in 2017, and this demand coupled with limited supply continued to push prices higher.
As has been widely reported, stock-market volatility has reached near-record lows. Combined with low interest rates, this environment has been
very supportive of risk assets.

One of the best-performing segments of the portfolio has been fixed-to-float securities that trade at a discount to par value and are nearing (or
have entered) their floating rate period. For much of 2016, this segment lagged the broader market as investors were concerned about interest
rates remaining low forever. However, rate hikes by the Federal Reserve both flattened the yield curve and raised prospects for further monetary
tightening, narrowing the current and expected yield gap between floating-rate and fixed-rate

! Following the methodology required by the Securities and Exchange Commission, total return assumes dividend reinvestment.
2 March 1, 2017 May 31, 2017
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preferreds. Rather than a floating-rate security with a very low coupon, investors are hopeful these will now produce reasonable income with
low duration and this could lead to prices migrating back toward par value. Securities that were trading around 75% of par value are now up to
the low 90% range, with many nearing par value. As of May 31, 2017, the Fund had approximately 68% in fixed-to-float securities although
there is a broad mix of dates when coupons begin to float.

It is difficult to identify laggards in the portfolio over this period as most securities turned in positive performances but of course some did better
than others. Securities with higher fixed-rate coupons and shortening call protection produced great levels of income for many years. However,
given prices well above par value, it simply wasn t possible in the current interest-rate environment for their total returns to keep pace with the
discount securities mentioned above.

As a reminder, there is a direct inverse relationship in fixed-income securities (including preferreds) between price and yield, and higher prices
have led to lower yields on securities. The yield curve has flattened this year, and mid- to longer-term Treasury yields have remained low. At the
same time, yield spreads on preferreds (above comparable Treasury yields) have narrowed. This has resulted in excellent price gains and total
return for the Fund, but it also means portfolio yield has been coming down.

We maintain various levels of call protection across the portfolio to avoid concentrated exposure to any one interest-rate scenario, but in this
sustained low-rate environment, reinvestment rates are below most coupons currently in the portfolio. Additionally, while securities moving
from fixed to floating-rate have performed quite well this year, their floating-rate coupons are still well below their prior fixed-rate coupons.
Combined with higher leverage costs, the result is likely to be lower overall levels of income that can be distributed by the Fund. We encourage
you to read the topic that follows in this report for a more detailed discussion of monthly distributions to Fund Shareholders.

Lack of new-issue supply in the preferred market has been a leading factor behind market strength, as demand for preferreds must be satisfied
mostly in secondary markets. If preferreds were the only asset class moving higher, we might be more guarded about the magnitude of recent
price performance. However, broader bond and equity markets around the world have continued to show strength based on a supportive
economic and technical backdrop. Global interest rates remain low, economic growth is moderate in developed economies, and inflation
generally remains below target. We expect the path to higher U.S. interest rates will be gradual and likely accompanied by a flatter yield curve
over the near-term. Combined with excellent overall credit quality at issuers of preferreds, we expect returns on preferred securities to remain
competitive albeit generated more from coupon than additional price appreciation.

We encourage you to read the discussion topics that follow, as we dig deeper into subjects mentioned here as well as others of interest to
shareholders. In addition, visit the Fund s websitewww.preferredincome.com, for timely and important information.

Sincerely,
The Flaherty & Crumrine Portfolio Management Team

June 30, 2017
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DISCUSSION TOPICS

(Unaudited)
The Fund s Portfolio Results and Components of Total Return on NAV

The table below presents a breakdown of the components that comprise the Fund s total return on NAV over the recent six months. These
components include: (a) the total return on the Fund s portfolio of securities; (b) any returns from hedging the portfolio against significant
increases in long-term interest rates; (c) the impact of utilizing leverage to enhance returns to shareholders; and (d) the Fund s operating
expenses. When all of these components are added together, they comprise the total return on NAV.

Components of FFC s Total Return on NAV

for the Six Months Ended May 31, 2017!

Total Return on Unleveraged Securities Portfolio

(including principal change and income) 9.3%
Return from Interest Rate Hedging Strategy N/A
Impact of Leverage (including leverage expense) 4.3%
Expenses (excluding leverage expense) 0.4)%
I Actual, not annualized Total Return on NAV 13.2%

For the six months ended May 31, 2017 the BofA Merrill Lynch 8% Constrained Core West Preferred & Jr Subordinated Securities IndexSM
(P8JC)! returned 7.8%. This index reflects the various segments of the preferred securities market constituting the Fund s primary focus. Since
this index return excludes all expenses and the impact of leverage, it compares most directly to the top line in the Fund s performance table above
(Total Return on Unleveraged Securities Portfolio).

Total Return on Market Price of Fund Shares

While our focus is primarily on managing the Fund s investment portfolio, our shareholders actual return is comprised of the Fund s monthly
dividend payments plus changes in the market price of Fund shares. During the six-month period ending May 31, 2017, total return on market
price of Fund shares was 16.3%.

Historically, the preferred securities market has experienced price volatility consistent with those of other fixed-income securities. However,
since mid-2007 it has become clear that preferred-security valuations, including both the Fund s NAV and the market price of its shares, can
move dramatically when there is volatility in financial markets. The chart below contrasts the relative stability of the Fund s earlier period with
the more recent volatility in both its NAV and market price. Many fixed-income asset classes experienced increased volatility over this period.

I The BofA Merrill Lynch 8% Constrained Core West Preferred & Jr Subordinated Securities IndexSM (P8JC) includes U.S. dollar-denominated
investment-grade or below investment-grade, fixed rate, floating rate or fixed-to-floating rate, retail or institutionally structured preferred securities of U.S.
and foreign issuers with issuer concentration capped at 8%. All index returns include interest and dividend income, and, unlike the Fund s returns, are
unmanaged and do not reflect any expenses.
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In a more perfect world, the market price of Fund shares and its NAV, as shown in the above chart, would track more closely. If so, any
premium or discount (calculated as the difference between these two inputs and expressed as a percentage) would remain relatively close to zero.
However, as can be seen in the chart below, this often has not been the case.

Although divergence between NAV and market price of a closed-end fund is generally driven by supply/demand imbalances affecting its market
price, we can only speculate about why the relationship between the Fund s market price and NAV hasn t been closer.



Edgar Filing: Flaherty & Crumrine PREFERRED SECURITIES INCOME FUND INC - Form N-CSRS

Based on a closing price of $21.97 on June 30" and assuming its current monthly distribution of $0.128 does not change, the annualized yield on
market price of Fund shares is 7.0%. Of course, there can be no guarantee that the Fund s dividend will not change based on market conditions.

U.S. Economic and Credit Outlook

The U.S. economy continues to grow at a moderate pace. Inflation-adjusted gross domestic product (real GDP) rose by 1.4% in the first quarter
of 2017 and 2.1% over four quarters ending in March. Economists expect growth of 2.3% (Q4 to Q4) in 2017 overall.? That is slightly better
than the economy s 2% average growth pace since 2011 and in-line with our own view but it s disappointing to investors who anticipated
still-faster growth under a Trump administration.

So far, little progress has been made on Trump administration policies that might affect the U.S. economy, either positively or negatively. Some
regulatory burdens have been eased at the margin, but health-care reform, tax reform, fiscal stimulus, and trade and immigration policies remain
largely undecided. Political stasis reinforces our view that policy change will be limited and, therefore, likely to affect economic growth and
monetary policy only at the margin.

More positively, U.S. consumers remain in good shape. Employment rose by 1.6% and hourly wages were up 2.5% over 12 months ending in
May. Personal income and consumption were up 3.5% and 4.2%, respectively, over the same period, while inflation was subdued. Job growth is
likely to slow as the economy nears full employment (the unemployment rate was 4.3% in May), but higher wages and investment income
should keep income growth around its current pace. Housing is buoyant with home sales hovering near recovery highs. Real residential
investment rose 12.9% in the first quarter, and home prices have risen at a 5-6% rate. We expect personal consumption to hold at or a little
above its recent pace, and housing should remain a bright spot for at least several more years.

Business spending also picked up. Real business investment rose by 10.4% in the first quarter after languishing in 2016. We expect that growth
rate to ease since capacity is not yet strained, but business investment should at least keep pace with overall economic expansion.

Other segments of the U.S. economy, namely government consumption, inventories and net exports, will wax and wane from one quarter to the
next, but we don t expect them to drive medium-term economic growth. It s worth noting, however, that U.S. import and export volumes rose
impressively (up 6.5-7%) from 1Q2016 to 1Q2017, reflecting a quickening pace of global activity.

Inflation increased early in 2017, driven by higher labor costs, a rebound in energy prices on OPEC production cutbacks, and a weaker U.S.
dollar. However, energy prices sagged recently. As a result, the consumer price index peaked at 2.7% year-over-year (YoY) in March but slowed
to 1.9% YoY in May. Core CPI (excluding food and energy prices) also slowed from 2.2% to 1.7% YoY over the same period. We can t predict
where energy prices will go from here, but unless they rebound substantially, headline inflation is likely to remain low for the next several
quarters although wage pressures should gradually drive inflation toward the Federal Reserve s target.

Moderate but steady economic growth along with higher inflation earlier in the year prompted the Federal Reserve to tighten monetary policy,
raising its benchmark rate by 75 basis points (0.75%) since the start of the Fund s fiscal year. The Fed also outlined plans to gradually reduce the
size of its portfolio, something it probably will begin in the third quarter. Despite a 75 bp jump in short-term rates, the 30-year Treasury yield
actually fell from 3.07% to 2.84% over six months ending June 30. A flatter yield curve has implications for the Fund s dividends, which we
discuss in a separate topic below.

2 The Livingston Survey, June 16, 2017, Federal Reserve Bank of Philadelphia.
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Although higher rates are bad news for short-term borrowers, they have been very good news for financial institutions. Most banks today are

asset-sensitive , meaning their assets reprice more quickly than their liabilities. As short-term rates rose, bank earnings improved substantially.
Banks dramatically increased capital and liquidity since the financial crisis, but earnings had lagged. With earnings now picking up, it appears
that a long period of capital accumulation at U.S. banks is coming to a close. In June, the Federal Reserve concluded its annual review of
whether large banks have adequate capital and gave them a green light to return a greater share of earnings to shareholders through common
stock buybacks and dividends. As investors in preferred securities, we are heartened by stronger earnings but worry about capital erosion. We
believe banks (and their regulators) will balance capital returns with balance sheet strength, but it is something we will watch closely.

Looking beyond banks, credit fundamentals remain good in most other sectors. Energy companies have learned to live with lower prices for

their products, and higher domestic production has boosted prospects for pipeline companies. Like banks, property and casualty insurance
companies have benefitted from higher rates. However, life insurance companies, which purchase long-duration assets to match their long-term
liabilities, should do better if long-term rates move up a bit too. REITs generally demonstrate high occupancy and strong fixed-charge coverage,
although some retail-oriented REITS face rising vacancies. Utilities operate in a challenging environment of flat-to-lower demand for electricity
along with rising costs for transmission, distribution and various environmental and renewables mandates. They remain strong financially, but
leverage is creeping up. On balance, credit quality in the Fund s portfolio remains sound although a long period of improving credit fundamentals
appears to be transitioning to one of overall stability.

As we noted in our opening letter, preferred securities attracted strong demand in the first half of this fiscal year, pushing down both overall
preferred yields and their spreads to benchmark Treasuries. Although yields are materially lower, they are supported by a benign
macroeconomic environment and good credit quality. We believe preferred securities remain attractive relative to other fixed-income
alternatives, especially on an after-tax basis for taxable U.S. investors.

Monthly Distributions to Fund Shareholders

Over the past 18 months, the Federal Reserve has raised its target for the federal funds rate by a total of 1.00%, after seven years of near-zero
interest rates. A target rate of 1.25% is still accommodative and consistent with the Fed s go-slow approach. However, the Fed has hiked four
times this cycle and Federal Open Market Committee (FOMC) members are still projecting another possible increase later in 2017.

In response, short-term interest rates have continued to move higher to reflect actual and expected adjustments in the Fed s target. The Fund s cost
of leverage is linked to 3-month LIBOR, and the average cost of leverage was 1.0% for fiscal 2015, 1.4% for fiscal 2016, and the current rate
would be 2.2% if reset today (actual resets occur quarterly). In addition to increases in 3-month LIBOR, the spread payable by the Fund over this
rate also increased from 0.75% to 0.90% as of December 1, 2016. Although increased bank regulation has been a positive for credit quality and
investments in the portfolio, costs associated with stiffer regulation get passed on to clients of a bank and our leverage is bank-financed.

We have written many times about why the Fund continues to use leverage when short-term rates are moving higher and the implications of a
possible hedging program for the cost of leverage. Rather than repeat the discussion here, we would point readers to this topic in the

November 30, 2015 Annual Report, which can be found on the website at www.preferredincome.com.
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In addition to increased cost of leverage, the Fund experienced modest issuer redemptions in the investment portfolio, requiring reinvestment of
proceeds. In today s rate environment, reinvestment coupons are lower than coupons being redeemed. This reinvestment process puts pressure on
top-line earnings from the portfolio, again reducing distributable income.

These factors are incorporated into our dividend-setting process, and are also a normal part of the way credit markets function. Interest rates are
not static, and neither are credit spreads. The portfolio is designed to have a wide range of coupons, call protection, and security structures and
each aspect will change over time. We seek to maintain a level of call protection in the portfolio to stagger the impact of changes in interest rates
and credit spreads, but the portfolio will normally contain at least a portion subject to being called based on current market conditions. Leverage
is utilized in the Fund to increase income and returns to shareholders, and leverage remains beneficial to distributable income even though its
cost has increased.

The primary objective of the Fund is to produce high current income, and we believe the Fund will continue to meet that objective even though
distributable income may be reduced as we proceed through this economic cycle. Reductions are simply a reflection of changes in interest rates
and credit spreads that have cumulated over time, but relative to fixed-income alternatives, the level of income produced should remain
attractive. Fund shareholders have benefited from years of record-low interest rates and low leverage costs, but rates are beginning to come back
into balance as the economic outlook improves. We believe the Fund s strategy of investing in preferred securities and using leverage in an
efficient manner will continue to produce a competitive distribution rate for shareholders.

10
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Flaherty & Crumrine Preferred Securities Income Fund Incorporated

PORTFOLIO OVERVIEW

May 31, 2017 (Unaudited)

Fund Statistics

Net Asset Value $ 20.18

Market Price $ 21.60

Premium 7.04%

Yield on Market Price 7.11%

Common Stock Shares Outstanding 44,085,362

Moody s Ratings* % of Net Assets
A 1.3%
BBB 62.5%
BB 26.0%
Below BB 0.2%
Not Rated** 7.7%
Below Investment Grade™®** 23.5%

*  Ratings are from Moody s Investors Service, Inc. Not Rated securities are those with no ratings available from Moody s.
**  Does not include net other assets and liabilities of 2.3%.
*##% Below investment grade by all of Moody s, S&P, and Fitch.

Industry Categories % of Net Assets
Top 10 Holdings by Issuer % of Net Assets
PNC Financial Services Group 4.8%
JPMorgan Chase 4.7%
Wells Fargo & Company 4.3%
MetLife 4.3%
Liberty Mutual Group 3.6%
Citigroup 3.6%
Fifth Third Bancorp 3.3%
BNP Paribas 3.2%
Enbridge Energy Partners 2.9%
XL Group Limited 2.8%

11
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% of Net Assets**#*
Holdings Generating Qualified Dividend Income (QDI) for Individuals 57%
Holdings Generating Income Eligible for the Corporate Dividends Received Deduction (DRD) 44%

*##%* This does not reflect year-end results or actual tax categorization of Fund distributions. These percentages can, and do, change, perhaps significantly,
depending on market conditions. Investors should consult their tax advisor regarding their personal situation.

Net Assets includes assets attributable to the use of leverage.

12
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Flaherty & Crumrine Preferred Securities Income Fund Incorporated

PORTFOLIO OF INVESTMENTS

May 31, 2017 (Unaudited)

Shares/$ Par Value
Preferred Securities 92.1%
Banking 49.4%
5,420 Astoria Financial Corp., 6.50%, Series C $ 138,982%*
$ 5,103,000 Australia & New Zealand Banking Group Ltd., 6.75%, 144 A%**** 5,671,311%*2
Bank of America Corporation:
$ 6,310,000 8.00%, Series K 6,522,962+M
$ 10,000,000 8.125%, Series M 10,431,250%M
Barclays Bank PLC:
$ 2,855,000 7.875%, 144 A**** 3,109,495%*®
300,036 8.125%, Series 5 7,872,945%#(D2)
BNP Paribas:
$ 31,040,000 7.375%, 144 A**** 34,144,000%*(D)
$ 8,000,000 7.625%, 144 A% 8,782,496%*2
Capital One Financial Corporation:
58,600 6.00%, Series H 1,519,498*
34,000 6.20%, Series F 902,700%*
120,900 6.70%, Series D 3,306,917+
Citigroup, Inc.:
$ 2,000,000 5.875%, Series O 2,087,500*
981,500 6.875%, Series K 28,730,959+
572,357 7.125%, Series J 17,195,035*M
CoBank ACB:
38,420 6.125%, Series G, 144 A**** 3,851,605*
104,000 6.20%, Series H, 144 A**%#%* 10,985,000*
60,000 6.25%, Series F, 144 A**** 6,365,628+
$ 2,498,000 6.25%, Series 1, 144 A% *#% 2,769,935*
$ 35,100,000 Colonial BancGroup, 7.114%, 144 A*%*** 52,650
1,510,388 Fifth Third Bancorp, 6.625%, Series I 43,850,340*0
First Horizon National Corporation:
3,730 First Tennessee Bank, Adj. Rate, 3.75%), 144 A% 2,684,201*
8 FT Real Estate Securities Company, 9.50% 03/31/31, 144 A**** 10,390,000
50,000 First Republic Bank, 5.625%, Series C 1,289,125%*
Goldman Sachs Group:
$ 390,000 5.70%, Series L 403,163*
140,000 6.375%, Series K 4,082,400*1
HSBC PLC:
$ 4,400,000 HSBC Capital Funding LP, 10.176%, 144 A**%** 6,853,000V
$ 2,100,000 HSBC Holdings PLC, 6.00% 2,148,562+*2
$ 5,243,000 HSBC Holdings PLC, 6.875% 5,695,209%#(12)
520,574 HSBC Holdings PLC, 8.00%, Series 2 13,983,919**(H®
590,000 Huntington Bancshares, Inc., 6.25%, Series D 16,043,575%M

The accompanying notes are an integral part of the financial statements.

13



Edgar Filing: Flaherty & Crumrine PREFERRED SECURITIES INCOME FUND INC - Form N-CSRS

Flaherty & Crumrine Preferred Securities Income Fund Incorporated

PORTFOLIO OF INVESTMENTS (Continued)

May 31, 2017 (Unaudited)

Shares/$
Par

Preferred Securities
(Continued)
Banking
(Continued)
300,000 ING Groep
NV, 6.375%

Value

$7,722,000%*®

We may suffer adverse consequences as a result of our reliance on rental revenues for
our income. We earn income from renting our properties. Our operating costs do not
necessarily fluctuate in relation to changes in our rental revenue. This means our costs will not
necessarily decline even if our revenues do. Also, our operating costs may increase while our
revenues do not.

For new tenants or upon lease expiration for existing tenants, we generally must make
improvements and pay other tenant-related costs for which we may not receive increased rents.
We also make building-related capital improvements for which tenants may not reimburse us.

If our properties do not generate income sufficient to meet our operating expenses and
capital costs, we may have to borrow additional amounts to cover these costs. In such
circumstances, we would likely have lower profits or possibly incur losses. We may also find in
such circumstances that we are unable to borrow to cover such costs. Moreover, there may be less
or no cash available for distributions to our shareholders.

Adverse developments concerning some of our key tenants could have a negative
impact on our revenue. As of December 31, 2001, ten tenants accounted for 41.8% of our total
annualized rental revenue. Three of these tenants accounted for approximately 24.2% of our total
annualized rental revenue. Our largest tenant is the United States Federal government, two
agencies of which lease space in 14 of our office properties. These leases represented
approximately 12.1% of our total annualized rental revenue as of December 31, 2001. Generally,
these government leases provide for one-year terms or provide for early termination rights. The
government may terminate its leases if, among other reasons, the Congress of the United States
fails to provide funding. The Congress of the United States has appropriated funds for these leases
through September 2002. Our second largest tenant, AT&T Local Services, which combined with
its affiliates represented 6.4% of our total annualized rental revenue as of December 31, 2001,
occupies space in five of our properties. The third largest tenant, Unisys Corporation, represented
5.7% of our total annualized rental revenue as of December 31, 2001, occupying space in three of
our properties. If any of our three largest tenants fail to make rental payments to us, or if the
Federal government elects to terminate several of its leases and the space cannot be re-leased on
satisfactory terms, our financial performance and ability to make expected distributions to
shareholders would be materially adversely affected.

We rely on the ability of our tenants to pay rent, and would be harmed by their
inability to do so. Our performance depends on the ability of our tenants to fulfill their lease
obligations by paying their rental payments in a timely manner. As previously discussed, we also
rely on a few major tenants for a large percentage of our total rental revenue. If one of our major
tenants or a number of our smaller tenants were to experience financial difficulties, including
bankruptcy, insolvency or general downturn of business, our financial performance and ability to
make expected distributions to shareholders could be materially adversely affected.

14
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Our properties are located mainly in the Mid-Atlantic region, and we may therefore
suffer economic harm as a result of adverse conditions in that region. All of our properties
are located in the Mid-Atlantic region of the United States, and as of December 31, 2001, our
properties located in the B/W Corridor accounted for 65.1% of our annualized rental revenue.
Consequently, we do not

S-7

have a broad geographic distribution of our properties. As a result, a decline in the real estate
market or economic conditions generally in the Mid-Atlantic region, and particularly in the B/W
Corridor, could have a materially adverse effect on our operations and financial position.

We would suffer economic harm if we are unable to renew our leases on favorable
terms. When leases expire for our properties, our tenants may not renew or may renew on terms
less favorable to us than the terms of the original lease. As of December 31, 2001, our percentage
of total annualized rental revenue subject to scheduled lease expirations for the next five calendar

years were:

2002 13.6%
2003 10.9%
2004 12.6%
2005 11.2%
2006 9.4%

Our government leases generally provide for early termination rights; the percentages
reported above assume no exercise of such early termination rights.

If a tenant leaves, we can expect to incur a vacancy for some period of time as well as higher
capital costs than if a tenant renews. In either case, our financial performance and ability to make
expected distributions to our shareholders could be adversely affected.

We may not be able to compete successfully with other entities that operate in our
industry. The commercial real estate market is highly competitive. Numerous commercial
properties compete for tenants with our properties, and our competitors are building additional
properties in the markets in which our properties are located. Some of these competing properties
may be newer or have more desirable locations than our properties. If the market does not absorb
newly constructed space, market vacancies will increase and market rents may decline. As a
result, we may have difficulty leasing space at our properties and we may be forced to lower the
rents we charge on new leases to compete effectively, which would adversely affect our financial
performance.

Our business strategy includes the acquisition of properties, which may be hindered by
various circumstances. We compete for the purchase of commercial property with many
entities, including other publicly traded commercial REITs. Many of our competitors have
substantially greater financial resources than ours. In addition, our competitors may be willing to
accept lower returns on their investments. If our competitors prevent us from buying the
properties that we have targeted for acquisition, we may not be able to meet our property
acquisition and development goals. We may incur costs on unsuccessful acquisitions that we will
not be able to recover. The operating performance of our property acquisitions may also fall short
of our expectations, which could adversely affect our financial performance.

We may be unable to execute on our plans to develop and construct additional
properties. Although the majority of our investments are in currently leased properties, we also
develop and construct properties, including some which are not fully pre-leased. When we
develop and construct properties, we run the risks that actual costs will exceed our budgets, that
we will experience construction or development delays and that projected leasing will not occur,
all of which could adversely affect our financial performance and ability to make expected
distributions to our shareholders. In addition, we generally do not obtain construction financing
commitments until the development stage of a project is complete and construction is about to
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commence. We may find that we are unable to obtain financing needed to continue with the
construction activities for such projects.

We may suffer economic harm as a result of the actions of our joint venture
partners. We invest in certain entities where we are not the exclusive investor or principal

decision maker. Aside from our
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inability to unilaterally control the operations of these joint ventures, our investments entail the
additional risks that: (i) the other parties to these investments may not fulfill their financial
obligations as investors; and (ii) the other parties to these investments may take actions that are
inconsistent with our objectives.

We are subject to possible environmental liabilities. We are subject to various Federal,
state and local environmental laws. These laws can impose liability on property owners or
operators for the costs of removal or remediation of hazardous substances released on a property,
even if the property owner was not responsible for the release of the hazardous substances. Costs
resulting from environmental liability could be substantial. The presence of hazardous substances
on our properties may also adversely affect occupancy and our ability to sell or borrow against
those properties. In addition to the costs of government claims under environmental laws, private
plaintiffs may bring claims for personal injury or similar reasons. Various laws also impose
liability for the costs of removal or remediation of hazardous substances at the disposal or
treatment facility. Anyone who arranges for the disposal or treatment of hazardous substances at
such a facility is potentially liable under such laws. These laws often impose liability whether or
not the facility is or ever was owned or operated by such person.

Real estate investments are illiquid, and we may not be able to sell our properties
quickly when we determine it is appropriate to do so. Equity real estate investments like our
properties are relatively difficult to sell and convert to cash quickly, especially if market
conditions are depressed. Such illiquidity will tend to limit our ability to vary our portfolio of
properties promptly in response to changes in economic or other conditions. The Internal Revenue
Code imposes certain penalties on a REIT that sells property held for less than four years. In
addition, for certain of our properties that we acquired by issuing units in our operating
partnership, we are restricted from entering into transactions (such as the sale or refinancing of
the acquired property) that will result in a taxable gain to the sellers without the consent of the
sellers. Due to all of these factors, we may be unable to sell a property at an advantageous time.

We are subject to other possible liabilities that would adversely affect our financial
position and cash flows. Our properties may be subject to other risks related to current or
future laws including laws benefiting disabled persons, and other state or local zoning,
construction or other regulations. These laws may require significant property modifications in
the future for which we may not have budgeted and could result in fines being levied against us.
In addition, although we believe that we adequately insure our properties, we are subject to the
risk that our insurance may not cover all of the costs to restore a property that is damaged by a
fire or other catastrophic events, including acts of war. The occurrence of any of these events
could adversely impact our financial position, cash flows and ability to make distributions to our
shareholders.

As a result of the September 11, 2001 terrorist attacks, we may be subject to increased
costs of insurance and limitations on coverage. Our portfolio of properties is insured for
losses under our property, casualty and umbrella insurance policies through September 2002. Due
largely to the terrorist attacks on September 11, 2001, the insurance industry is reportedly
changing its risk assessment approach and cost structure. In addition, the fact that agencies of the
United States government are tenants in a number of our buildings increases the risk profile of
those buildings and other buildings that we own near those buildings. These changes in the
insurance industry may increase the cost of insuring our properties, may decrease the scope of
insurance coverage and may adversely affect our operating results.
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We may suffer adverse effects as a result of the indebtedness that we carry and the
terms and covenants that relate to this debt. Our strategy is to operate with higher debt levels
than most other REITs. However, these high debt levels could make it difficult to obtain
additional financing when required and could also make us more vulnerable to an economic
downturn. Most of our properties have been mortgaged to collateralize indebtedness. In addition,
we will rely on borrowings to fund some or all of the costs of new property acquisitions,
construction and development activities and other items. Our organizational documents do not
limit the amount of indebtedness that we may incur.

As of September 30, 2001, our total outstanding debt was $508.7 million. Our debt to total
market capitalization ratio was 52.3% based upon the closing per share market price for the
common shares of $10.90 on September 30, 2001. Total market capitalization is the sum of total
debt plus the value of all outstanding common shares and common units at such market price and
the total preferred shares and preferred units at their liquidation value.

Payments of principal and interest on our debt may leave us with insufficient cash to operate
our properties or pay distributions to our shareholders required to maintain our qualification as a
REIT. We are also subject to the risks that:

we may not be able to refinance our existing indebtedness, or refinance on
terms as favorable as the terms of our existing indebtedness;

certain debt agreements of our operating partnership could restrict the ability
of our operating partnership to make cash distributions to us, which could
result in reduced distributions to our shareholders or the need to incur
additional debt to fund these distributions; and

if we are unable to pay our debt service on time or are unable to comply with
restrictive financial covenants appearing in certain of our mortgage loans, our
lenders could foreclose on our properties securing such debt and in some
cases other properties and assets which we own.

A number of our loans are cross-collateralized, which means that separate groups of
properties from our portfolio secure each of these loans. More importantly, almost all of our loans
are cross-defaulted, which means that failure to pay interest or principal on any of our loans will
create a default on certain of our other loans. Any foreclosure of our properties would result in
loss of income and asset value which would negatively affect our financial condition and results
of operations. In addition, if we are in default and the value of the properties securing a loan is
less than the loan balance, the lender may require payment from our other assets.

As of September 30, 2001, approximately 35.5% of our total debt had adjustable interest
rates. If short term interest rates were to rise, our debt service payments would increase, which
would lower our net income and could decrease our distributions to our shareholders. As of
September 30, 2001, we had three interest rate caps with Bear Stearns Capital Markets, Inc. and
one interest rate swap agreement with Deutsche Banc Alex. Brown to reduce the impact of
interest rate changes. Decreases in interest rates would result in increased interest payments due
under the interest rate swap agreement and could result in the Company's management
recognizing a loss and remitting a payment to unwind the agreement.

S-10
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We must refinance our mortgage debt in the future. As of September 30, 2001, our scheduled
debt payments over the next five calendar years, including maturities, are as follows:

Amount
Year (In thousands)
2001 $ 92,351M
2002 44,453
2003 39,062?
2004 49,692
2005 22,649

@
Includes $90.9 million that was repaid in October 2001.

)
Includes $13.4 million in maturities in July 2002 that may be extended for one-year terms, subject
to certain conditions. Also includes a $9.0 million maturity in December 2002 that may be
extended for a one-year period, subject to certain conditions.

3

Includes an $11.0 million maturity in April 2003 that may be extended for a one-year term, subject
to certain conditions.

Our operations likely will not generate enough cash flow to repay some or all of this debt
without additional borrowings or new equity investment. If we cannot refinance our debt, extend
the debt due dates, or raise additional equity prior to the date when our debt matures, we would
default on our existing debt, which could have a material adverse effect on our business.

We may be unable to continue to make shareholder distributions at expected levels.

We intend to make regular quarterly cash distributions to our shareholders. However,
distribution levels depend on a number of factors, some of which are beyond our control.

Our loan agreements contain provisions that could restrict future distributions. Our ability to
sustain our current distribution level also will be dependent, in part, on other matters including:

continued property occupancy and profitability of tenants;

the amount of future capital expenditures and expenses relating to our
properties;

the level of leasing activity and future rental rates;

the strength of the commercial real estate market;

competition;

the costs of compliance with environmental and other laws;

our corporate overhead levels;
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the amount of uninsured losses; and

our decisions whether to reinvest rather than distribute available cash.

In addition, we can make distributions to the holders of our common shares only after we
make preferential distributions relating to our 5.5% Series A Convertible Preferred Share, which
Constellation owned as of the date of this prospectus and has advised us that it intends to convert
into a common share upon closing of this offering, and to the holders of our 10% Series B
Cumulative Redeemable Preferred Shares, 4% Series D Cumulative Convertible Redeemable
Preferred Shares, 10.25% Series E Cumulative Redeemable Preferred Shares and 9.875% Series F
Cumulative Redeemable Preferred Shares. We also would have to make prior distributions to
third party holders of the Series C Preferred Units in our operating partnership.

Our ownership limits are important factors. Our charter limits ownership of our
common shares by any single shareholder to 9.8% of the number of the outstanding common
shares or 9.8% of the value of the outstanding common shares. We call these restrictions the
"Ownership Limit." Our charter allows our board of trustees to exempt shareholders from the
Ownership Limit, and our board of

trustees previously has exempted Constellation and the foreign trust owning all of our Series D
Preferred Shares from the Ownership Limit.

Our charter provides other potential defenses. Subject to the requirements of the
NYSE, our board of trustees has the authority without shareholder approval to issue additional of
our securities on terms that could delay, defer or prevent our change in control. In addition, our
board of trustees has the authority to reclassify any of our unissued common shares into preferred
shares. Our board of trustees may issue preferred shares with such preferences, rights, powers and
restrictions as our board of trustees may determine.

Our board of trustees is divided into three classes of trustees. The term of one class of
the trustees will expire each year, at which time a successor class is elected for a three-year term.
Such staggered three-year terms make it more difficult for a third party to acquire control of us.

The Maryland business statutes also impose potential restrictions on a change of
control of our company. Various Maryland laws may have the effect of discouraging offers to
acquire us, even if the acquisition would be advantageous to shareholders. Our Bylaws exempt us
from such laws, but our board of trustees can change our Bylaws at any time to make these
provisions applicable to us.

Our failure to qualify as a REIT would have adverse tax consequences. We believe
that since 1992 we have qualified for taxation as a REIT for Federal income tax purposes. We
plan to continue to meet the requirements for taxation as a REIT. Many of these requirements,
however, are highly technical and complex. The determination that we are a REIT requires an
analysis of various factual matters and circumstances that may not be totally within our control.
For example, to qualify as a REIT, at least 95% of our gross income must come from certain
sources that are itemized in the REIT tax laws. We are also required to distribute to shareholders
at least 90% of our REIT taxable income, excluding capital gains. The fact that we hold most of
our assets through our operating partnership and its subsidiaries further complicates the
application of the REIT requirements. Even a technical or inadvertent mistake could jeopardize
our REIT status. Furthermore, Congress and the IRS might make changes to the tax laws and
regulations, and the courts might issue new rulings that make it more difficult, or impossible for
us to remain qualified as a REIT.
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If we fail to qualify as a REIT, we would be subject to Federal income tax at regular
corporate rates. Also, unless the IRS granted us relief under certain statutory provisions, we
would remain disqualified as a REIT for four years following the year we first fail to qualify. If
we fail to qualify as a REIT, we would have to pay significant income taxes and would therefore
have less money available for investments or for distributions to our shareholders. This would
likely have a significant adverse effect on the value of our securities and would impair our ability
to raise capital. In addition, we would no longer be required to make any distributions to our
shareholders.

We have certain distribution requirements. As a REIT, we must distribute 90% of our
annual taxable income, which limits the amount of cash we have available for other business
purposes, including amounts to fund our growth. Also, it is possible that because of the
differences between the time we actually receive revenue or pay expenses and the period we
report those items for distribution purposes, we may have to borrow funds on a short-term basis to
meet the 90% distribution requirement.

A number of factors could cause our security prices to decline. As is the case with any
publicly-traded securities, certain factors outside of our control could influence the value of our
common and preferred shares. These conditions include, but are not limited to: market perception
of REITs in general; market perception of office REITs; market perception of REITS relative to
other investment opportunities; the level of institutional investor interest in our company; general
economic and business

S-12

conditions; interest rates; and market perception of our financial condition, performance,
dividends and growth potential.

The average daily trading volume of our common shares during 2001 was approximately
24,000 shares and the average trading volume of our publicly-traded preferred shares is generally
insignificant. As a result, relatively small volumes of transactions could have a pronounced affect
on the market price of such shares.

We are dependent on external sources of capital for future growth. As a REIT, we
must distribute 90% of our annual taxable income. Due to these requirements, we will not be able
to fund our acquisitions, construction and development activities using cash flow from operations.
Our ability to fund these activities is dependent on our ability to access capital funded by third
parties. Such capital could be in the form of new loans, equity issuances of common shares,
preferred shares, common units, preferred units or joint venture funding. Such capital may not be
available on favorable terms or at all. Moreover, additional debt financing may substantially
increase our leverage and additional equity offerings may result in substantial dilution of our
shareholders' interests. Our inability to obtain capital when needed could have a material adverse
effect on our ability to expand our business.

Certain of our officers and trustees have potential conflicts of interest. Certain of our
officers and members of our board of trustees own partnership units in Corporate Office
Properties, L.P., our operating partnership. These individuals may have personal interests that
conflict with the interests of our shareholders. For example, if our operating partnership sells or
refinances certain of the properties that these officers or trustees contributed to the operating
partnership, they could suffer adverse tax consequences. Their personal interest could conflict
with our interests if such a sale or refinancing would be advantageous to us. We cannot assure
you, however, that these policies will be successful in eliminating the influence of such conflicts,
and if they are not successful, decisions could be made that might fail to reflect fully the interests
of all of our shareholders.

We are dependent on our key personnel, and the loss of any key personnel could have
an adverse effect on our operations. We are dependent on the efforts of our trustees and
executive officers, including Jay Shidler, our Chairman of the Board of Trustees, Clay Hamlin,
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our Chief Executive Officer, and Rand Griffin, our President. The loss of any of their services
could have an adverse effect on our operations. Although certain of our officers have entered into
employment agreements with us, we cannot assure you that they will remain employed with us.

We may change our policies without shareholder approval, which could adversely
affect our financial condition, results of operations, market price of our common shares or
ability to pay distributions. Our board of trustees determines all of our policies, including our
investment, financing and distribution policies. Although our board of trustees has no current
plans to do so, it may amend or revise these policies at any time without a vote of our
shareholders. Policy changes could adversely affect our financial condition, results of operations,
the market price of the common shares or our ability to pay dividends or distributions.
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CAPITALIZATION

The following table sets forth our capitalization as of September 30, 2001: (i) on a historical
basis; (ii) as adjusted for our acquisition of Washington Technology Park on November 30, 2001
(the "Acquisition"); and (iii) as further adjusted assuming the sale of 800,000 common shares by
us and the application of the net proceeds from such sale as described under "Use of Proceeds."
The information set forth in the following table should be read in conjunction with the
consolidated financial statements and notes thereto in our Annual Report on Form 10-K for the
year ended December 31, 2000, and our Quarterly Reports on Form 10-Q for the periods ended
September 30, 2001, June 30, 2001 and March 31, 2001, each of which are incorporated by
reference herein:

As of September 30, 2001

As Adjusted As Further
for the Adjusted for this
Historical Acquisition® Offering®

(In thousands)

Mortgage and other loans payable $ 508,715 $ 565,793 $ 556,608

Minority interests:
Series C Preferred Units 24,367 24,367 24,367
Common Units 80,720 80,720 80,720
Other consolidated partnerships 231 231 231

Total 105,318 105,318 105,318

Shareholders' equity:
5.5% Series A Convertible Preferred Shares
($0.01 par value;
40,693 authorized, one share issued and
outstanding on a historical, as adjusted and as
further adjusted basis)®
10.0% Series B Cumulative Redeemable
Preferred Shares
($0.01 par value; 1,725,000 shares authorized,
1,250,000 shares issued and outstanding on a
historical, as adjusted and as further adjusted
basis) 13 13 13
4.0% Series D Cumulative Convertible 5 5 5
Redeemable Preferred Shares ($0.01 par value;
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As of September 30, 20011

544,000 shares authorized, issued and

outstanding on a historical, as adjusted and as

further adjusted basis)

10.25% Series E Cumulative Redeemable

Preferred Shares

($0.01 par value; 1,265,000 shares authorized,

1,150,000 issued and outstanding on a historical,

as adjusted and as further adjusted basis) 11 11 11
9.875% Series F Cumulative Redeemable

Preferred Shares

($0.01 par value; 1,425,000 shares authorized,

1,425,000 issued and outstanding on a historical,

as adjusted and as further adjusted basis) 14 14 14
Common Shares ($0.01 par value; 45,000,000

authorized, 20,756,647 shares issued and

outstanding on a historical and as adjusted basis

and 21,556,647 outstanding on an as further

adjusted basis)®® 208 208 216
Additional paid-in capital 284,834 284,834 294,011
Cumulative dividends in excess of net income (13,618) (13,618) (13,618)
Value of unearned restricted Common Share grants (3,229) (3,229) (3,229)

Treasury Shares, at cost (166,600 shares on a
historical, as adjusted

and as further adjusted basis) (1,415) (1,415) (1,415)

Accumulated other comprehensive loss 2,574) 2,574) 2,574)
Total shareholders' equity 264,249 264,249 273,434

Total capitalization $ 878,282 $ 935,360 $ 935,360

(Footnotes on following page)
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(Footnotes for preceding page)
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“
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This table does not give effect to transactions subsequent to September 30, 2001. Subsequent to
such date, we closed a $36,000 mortgage which bears interest at LIBOR plus 1.75% and matures
in November 2003, unless extended for a one-year period subject to certain conditions. In addition,
we repaid our existing term credit facility of $90,954 upon its maturity in October 2001 with
proceeds from our Credit Facility.

In connection with the Acquisition, we closed a $25,000 mortgage, bearing interest at LIBOR plus
1.75% and maturing in November 2002. We also borrowed $32,078 under our Credit Facility.

Excludes 945,828 common shares that may be issued by the Company upon exercise of the
underwriters' over-allotment option and one additional common share to be issued upon the
conversion of the Series A Preferred Share.

As of the date of this prospectus, Constellation owned our outstanding Series A Preferred Share.
Constellation has advised us that it intends to convert this Series A Preferred Share into one
common share immediately upon the closing of this offering.

Excludes (i) 13,224,832 common shares that may be received under certain circumstances upon

conversion or redemption of the Series A Preferred Share, the outstanding Series D Preferred
Shares and common and preferred units and (ii) 3,774,751 common shares underlying options
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issued under our option plan and incentive plan outstanding as of January 31, 2002.
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USE OF PROCEEDS

We will not receive any of the proceeds from the sale of common shares by Constellation.
We intend to contribute the proceeds from the sale of common shares by us, expected to be
approximately $ million after payment of our pro rata expenses and underwriting discounts and
commissions related to the sale of common shares by us, or approximately $ million if the
underwriter's over-allotment option is exercised in full, to our operating partnership to repay
certain indebtedness under our Credit Facility, to meet our working capital needs and for general
operating purposes. An affiliate of McDonald Investments Inc., one of the underwriters in this
offering, is a participating lender under our Credit Facility. At September 30, 2001, there was
approximately $17.7 million of outstanding indebtedness under our Credit Facility, bearing
interest at a weighted average interest rate of 5.08% and maturing in March 2004.

PRICE RANGE OF COMMON SHARES AND DIVIDEND HISTORY

Our common shares are listed on the NYSE under the symbol "OFC." The following table
sets forth the high and low sales prices per share of our common shares for the periods indicated
as reported on the NYSE and the common dividends per share paid by us with respect to the
periods noted.

Calendar Period High Low Dividend
1999:
First Quarter $ 831 $ 638 $ 0.18
Second Quarter $ 869 $ 588 $ 0.18
Third Quarter $ 900 $ 7.00 $ 0.19
Fourth Quarter $ 825 $§ 7.06 $ 0.19
2000:
First Quarter $ 838 $§ 750 $ 0.19
Second Quarter $ 925 % 8.00 $ 0.19
Third Quarter $10.13 $ 875 $ 0.20
Fourth Quarter $ 1000 $ 894 $ 0.20
2001:
First Quarter $ 998 $ 9.03 $ 020
Second Quarter $ 1060 $ 936 $ 020
Third Quarter $ 1150 $ 986 $ 0.21
Fourth Quarter $ 1271 $ 1075 $ 0.21
2002:
First Quarter (through February 13, $ 13.00 $ 11.95 N/A
2002)

On February 13, 2002, the last reported sale price of our common shares on the NYSE was
$12.48 per share. The number of record holders of our common shares as of February 12, 2002
was 240. We believe that a larger number of beneficial owners hold our common shares in
depositary or nominee form.
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THE COMPANY
History

Our predecessor company, Royale Investments, Inc., was formed in 1988 to own and acquire
retail properties, and subsequently became an externally advised REIT. In October 1997, Royale
Investments, Inc., as part of a series of transactions, acquired the Mid-Atlantic suburban office
operations of The Shidler Group, a nationally recognized private real estate investment company.
As a result of these transactions, we relocated our headquarters from Minneapolis, Minnesota to
Philadelphia, Pennsylvania and became internally administered. At that time, Jay Shidler became
our Chairman of the Board and Clay Hamlin became our Chief Executive Officer. In
January 1998, we changed our name to Corporate Office Properties Trust, Inc. and in
March 1998, we reformed as a Maryland real estate investment trust and changed our name to
Corporate Office Properties Trust.

Our reformation as a Maryland real estate investment trust completed the conversion of The
Shidler Group's privately-owned Mid-Atlantic suburban office operations into a public REIT
operating format. This transformation resulted from our vision and desire to create a
growth-oriented real estate company focused on suburban office properties.

In April 1998, we completed a public offering which generated approximately $72.7 million
of net proceeds from the issuance of 7,500,000 common shares. In connection with this offering,
we listed our common shares on the NYSE and began trading under the symbol "OFC."

In September 1998, we acquired the property portfolio and management operations of
Constellation and other affiliates of Constellation Energy Group, Inc. Constellation's portfolio
consisted principally of (i) 12 suburban office properties totaling approximately 1.2 million
rentable square feet, predominantly located in the B/W Corridor and (ii) options to purchase an
aggregate 91 acres of land that can support, if and when developed, approximately 1.7 million
rentable square feet of new office development. The consideration paid in the acquisition of the
Constellation portfolio was valued at approximately $186.8 million, and involved the issuance to
Constellation of 7,030,793 common shares, valued at $10.50 per common share, and 984,308
5.5% Series A Convertible Preferred Shares, valued at $25.00 per share. In addition, we added
several key executive officers, including Randall Griffin as our President and Chief Operating
Officer and Roger Waesche as a Senior Vice President, and two Constellation nominees to our
Board of Trustees. In September 2000, Constellation converted 984,307 Series A Convertible
Preferred Shares into 1,845,378 common shares. As of December 31, 2001, Constellation owned
a total of 8,876,171 common shares and one Series A Preferred Share, representing 26.2% of our
equity on a fully-diluted basis. Constellation intends to sell all of these shares in this offering.

From the time of our acquisition of the Constellation portfolio through December 31, 2001,
we have continued to strategically expand our portfolio and enhance our market presence,
predominately in the B/W Corridor market, through our acquisition and development program.
During this period, we invested a total of approximately $469.8 million in acquiring 56
wholly-owned properties and developing eight properties aggregating approximately 4.1 million
rentable square feet. In addition, we invested approximately $3.6 million in two joint ventures
owning a total of two suburban office properties aggregating 135,428 rentable square feet. We
also invested approximately $11.7 million in five joint ventures that own 53 acres of land. We
also have options to acquire an additional 61 acres, which can support approximately 480,000
rentable square feet of new office development. As of December 31, 2001, we owned 98
suburban office properties in select Mid-Atlantic regions, including the two operating properties
owned through joint ventures, totaling approximately 7.8 million rentable square feet.

We are a fully-integrated and self-managed real estate company with approximately 170
employees focused on the ownership, management, leasing, acquisition and development of
suburban office
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properties. Our executive offices are located at 8815 Centre Park Drive, Suite 400, Columbia,
Maryland 21045 and our telephone number is (410) 730-9092.

Corporate Objectives and Strategies

Our primary objectives are to achieve sustainable long-term growth in funds from operations
per share and to maximize long-term shareholder value. We seek to achieve these objectives
through focusing on the ownership, management, leasing, acquisition and development of
suburban office properties. Important elements of our strategy include:

Geographic Focus. We focus on operating in select, demographically strong and growing
submarkets, primarily within the Mid-Atlantic region. By concentrating our operations in this
region and other selected regions, we believe that we have achieved the critical mass necessary to
maximize management efficiencies, operating synergies and competitive advantages through our
acquisition, property management and development programs. By focusing within selected
regions where our management has extensive experience and market knowledge, we believe that
we can achieve regional prominence that will lead to better operating results.

Office Park Focus. We focus on owning and operating properties located in established
suburban corporate office parks. We believe the suburban office park environment generally
attracts longer-term tenants, including high-quality corporations seeking to attract and retain
quality work forces, because these parks are typically situated along major transportation routes
with easy access to support services, amenities and residential communities.

Corporate Tenants. To enhance the stability of our cash flow, we typically structure our
leases with terms ranging from three to ten years. We focus on leasing to large, high-quality
corporations with significant space requirements. We believe this strategy enables us to establish
long-term relationships with quality tenants and, coupled with our geographic and submarket
focus, enhances our ability to become the low-cost provider and the landlord of choice in our
targeted markets.

Acquisition Strategies. We actively pursue the acquisition of suburban office properties
through a three-part acquisition strategy. This strategy includes targeting: (i) entity acquisitions of
significant portfolios along with their management to establish prominent ownership positions in
new neighboring regions and enhance our management infrastructure; (ii) portfolio purchases to
enhance our existing submarket positions as well as enter selective new neighboring regions; and
(iii) opportunistic acquisitions of individual properties in our existing regions. We seek to make
acquisitions at attractive yields and below replacement costs. We also seek to increase cash flow
and enhance the underlying value of each acquisition through repositioning the properties and
capitalizing on existing below market leases and expansion opportunities.

Property Development Strategies. We balance our acquisition program through selective
development and expansion of suburban office properties as market conditions and leasing
opportunities support favorable risk-adjusted returns. We pursue development opportunities
principally in response to the needs of existing and prospective new tenants. We develop sites that
are in close proximity to our existing properties. We believe developing such sites enhances our
ability to effectively meet tenant needs and efficiently provide critical tenant services.

Tenant Services. We seek to capitalize on our geographic focus and critical mass of
properties in our core regions by providing high level, comprehensive services to our tenants. We
conduct our tenant services activities through our subsidiary, COMI. We believe that providing
such services is an integral part of our ability to achieve consistently high levels of tenant
satisfaction and retention.

Internal Growth Strategies. We aggressively manage our portfolio to maximize the
operating performance of each property through: (i) proactive property management and leasing,
(i1) achieving
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operating efficiencies through increasing economies of scale, (iii) renewing tenant leases and
re-tenanting at increased rents where market conditions permit, and (iv) expanding our tenant and
real estate service capabilities. These strategies are designed to promote tenant satisfaction,
resulting in higher tenant retention and the attraction of new tenants.

Financing Policy

We pursue a capitalization strategy aimed at maintaining a flexible capital structure in order
to facilitate consistent growth and performance through all real estate and economic market
conditions. Key components of our policy include:

Debt Strategy. We primarily utilize property-level mortgage debt as opposed to corporate
unsecured debt. We believe the commercial mortgage debt market is a more mature and generally
a more stable market for real estate companies, which provides us with greater access to capital
on a more consistent basis and, generally, on more favorable terms. Additionally, we seek to
utilize long-term, fixed-rate debt, which we believe enhances the stability of our cash flow. On a
consolidated basis, we seek to maintain a minimum debt service coverage ratio of 1.6x, which we
believe is generally consistent with the current minimum investment grade requirement for
mortgages securing commercial real estate. We believe this ratio is appropriate for a seasoned
portfolio of suburban office buildings. However, despite our current intention to maintain this
policy, we are not obligated to do so and we may change this policy without shareholder consent.

Equity Strategy. We seek to maximize the benefits of our operating partnership
organizational structure by emphasizing the issuance of our operating partnership units as an
equity source to finance our property acquisition program. This strategy provides prospective
property sellers the ability to defer taxable gains by receiving our units in lieu of cash and reduces
the need for us to access the equity and debt markets.

S-19

Property Summary Data

The following table provides certain information regarding our portfolio as of December 31,

2001:
Total
Rental
Revenue
per
Property Year Rentable Total Occupied Major Tenants
and Built/ Square Rental Square (10% or more of
Location Submarket Renovated Feet Occupancy® Revenue?® Foot(?@3) Rentable Square Feet)
B/W Corridor:@
2730 BWI 1990 240,336 100.0% $ 5,106,330 $21.25 U.S. Department of
Hercules Airport Defense (100%)
Road
Annapolis
Junction,
MD
132 National BWI 2000 118,456 100.0 2,492,159 21.04 Ameritrade Holding
Business Airport Corp. (53%);
Parkway Computer Sciences
Annapolis Corp. (47%)
Junction,
MD
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Total
Rental
Revenue
per

Property Year  Rentable Total Occupied Major Tenants
and Built/ Square Rental Square  (10% or more of
Location Submarket Renovated Feet Occupancy® Revenue? Foot?@) Rentable Square Feet)
2721 BWI 2000 117,890 100.0 2,763,515 23.44 General Dynamics
Technology Airport Govt. Corp. (78%);
Drive First Service Networks,
Annapolis Inc. (22%)
Junction,
MD
1306 BWI 1990 114,046 97.5 2,372,718 21.34 PricewaterhouseCoopers
Concourse Airport (33%);
Drive Qwest Communications
Linthicum, (21%); .
MD AT&T Local Services

(13%)
870-880 BWI 1981 97,161 100.0 1,638,933  16.87 Arbros
Elkridge Airport Communications, Inc.
Landing (94%)
Road
Linthicum,
MD
900 Elkridge BWI 1982 97,139 100.0 1,804,660 18.58 First Annapolis
Landing Airport Consulting (51%);
Road Booz Allen & Hamilton
Linthicum, (38%)
MD
1199 BWI 1988 96,636 0.0
Winterson Airport
Road
Linthicum,
MD
920 Elkridge BWI 1982 96,566 100.0 1,346,798 13.95 Ciena Corporation
Landing Airport (100%)
Road
Linthicum,
MD
134 National BWI 1999 93,482 100.0 1,963,139  21.00 Booz Allen & Hamilton
Business Airport (74%);
Parkway Panacya, Inc. (26%)
Annapolis
Junction,
MD
2701 BWI 2001 91,643 100.0 2,275,644 24.83 Northrop Grumman
Technology Airport Systems (67%);
Drive® Titan Systems
Annapolis Corporation (33%)
Junction,
MD
133 National BWI 1997 88,666 100.0 556,341 6.27 Mentor Technologies
Business Airport (67%)©);
Parkway Applied Signal
Annapolis Technology, Inc. (33%)
Junction,
MD
141 National BWI 1990 86,964 100.0 1,604,458 18.45 ITT Industries (46%);
Business Airport Getronics Govt.
Parkway () Solutions (20%);
Annapolis Harris Data Services
Junction, Corp. (14%)
MD

1998 86,863 100.0 1,782,097 20.52
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Total
Rental
Revenue
per

Property Year  Rentable Total Occupied Major Tenants
and Built/ Square Rental Square  (10% or more of
Location Submarket Renovated Feet Occupancy Revenue® Foot?@®) Rentable Square Feet)
135 National BWI First American Credit
Business Airport Management Solutions
Parkway (82%)
Annapolis
Junction,
MD
1302 BWI 1996 84,607 98.0 1,819,520 21.96 Lucent Technologies
Concourse Airport 31%);
Drive Aetna US Healthcare
Linthicum, (23%;
MD American Express

Travel Related Services,

Inc. (13%)
7467 Ridge BWI 1990 73,756 100.0 1,489,957 20.20 Travelers Casualty &
Road Airport Surety (49%);
Hanover, Pro Object (32%)
MD
881 Elkridge BWI 1986 73,572 100.0 1,214,479 16.51 U.S. Department of
Landing Airport Defense (100%)
Road
Linthicum,
MD
7240 BWI 1985 73,500 73.8 1,037,063 19.11 Deloitte & Touche
Parkway Airport USA, LLP 21%);
Drive International Paper
Hanover, (12%)
MD
1099 BWI 1988 70,938 90.9 1,159,543  17.99 Preferred Health
Winterson Airport Network (62%)
Road
Linthicum,
MD
131 National BWI 1990 68,906 100.0 1,405,760  20.40 e.spire Communications
Business Airport (48%);
Parkway Conquest Info.
Annapolis Technologies, Inc.
Junction, (23%);
MD U.S. Department of

Defense (15%);

Intel Corporation (12%)
1190 BWI 1987 68,567 100.0 1,405,732 20.50 Commercial Credit
Winterson Airport Corp. (65%);
Road U.S. Department of
L, Defense (15%);
MD Motorola, Inc. (14%)
849 BWI 1988 68,397 87.1 1,182,311 19.85 Raytheon E-Systems,
International Airport Inc. (11%);
Drive U.S. Department of
Linthicum, Defense (11%);
MD Dames & Moore (10%)
911 Elkridge BWI 1985 68,296 100.0 1,184,567 17.34 U.S. Department of
Landing Airport Defense (100%)
Road
Linthicum,
MD
1201 BWI 1985 67,903 100.0 750,307 11.05 Ciena Corporation
Winterson Airport (100%)
Road
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Total
Rental
Revenue
per
Property Year Rentable Total Occupied Major Tenants
and Built/ Square Rental Square  (10% or more of
Location Submarket Renovated Feet Occupancy Revenue® Foot?@®) Rentable Square Feet)
Linthicum,
MD
999 BWI 2000 67,351 100.0 1,529,722 22.71 RAG American Coal
Corporate Airport Holding (71%);
Boulevard Ciena Corporation
Linthicum, (29%)
MD
7318 BWI 1984 59,204 100.0 806,103 13.62 U.S. Department of
Parkway Airport Defense (100%)
Drive
Hanover,
MD
900 BWI 1986 57,140 100.0 657,928 11.51 Ciena Corporation
International Airport (100%)
Drive
Linthicum,
MD
S-20
930 BWI Airport 1986 57,140 100.0 624,336 10.93 Ciena Corporation
International (100%)
Drive
Linthicum, MD
901 Elkridge BWI Airport 1984 56,847 75.6 639,659 14.89 State of Maryland
Landing Road (59%);
Linthicum, MD Institute for
Operations
Research and
Management
Sciences (13%)
891 Elkridge BWI Airport 1984 56,489 86.4 883,119 18.10 Medaphis Services
Landing Road Corp. (52%);
Linthicum, MD Metropolitan Life
Ins. Co. (26%)
921 Elkridge BWI Airport 1983 54,057 100.0 878,591 16.25 Aerotek, Inc.
Landing Road (100%)
Linthicum, MD
939 Elkridge BWI Airport 1983 53,031 100.0 889,376 16.77 First Service
Landing Road Networks, Inc.
Linthicum, MD (Sl
Agency Holding
Company (34%);
U.S. Department
of Defense (23%)
938 Elkridge BWI Airport 1984 52,988  100.0 913,248 17.23 U.S. Department
Landing Road of Defense (100%)
Linthicum, MD
940 Elkridge BWI Airport 1984 51,704 100.0 777,432 15.04 Cadmus Journal
Landing Road Services (100%)
Linthicum, MD
800 BWI Airport 1988 50,979  100.0 915,687 17.96 Raytheon
International E-Systems, Inc.
Drive (100%)
Linthicum, MD
1340 Ashton BWI Airport 1989 46,400 100.0 651,514 14.04 Lockheed Martin
Road Corp. (100%)

Hanover, MD
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7321 Parkway
Drive
Hanover, MD

1334 Ashton
Road

Hanover, MD

1331 Ashton
Road

Hanover, MD
1350 Dorsey
Road
Hanover, MD

1344 Ashton
Road

Hanover, MD

1341 Ashton
Road

Hanover, MD

1343 Ashton
Road

Hanover, MD
1615-1629
Thames Street

Baltimore, MD

7200 Riverwood
Columbia, MD

9140 Rt. 108
Columbia, MD

6940 Columbia
Gateway Drive

Columbia, MD

6950 Columbia
Gateway Drive

Columbia, MD
7067 Columbia
Gateway Drive

Columbia, MD

6750 Alexander
Bell Drive

BWI Airport

BWI Airport

BWI Airport

BWI Airport

BWI Airport

BWI Airport

BWI Airport

Downtown
Baltimore
City

Howard
County
Perimeter
Howard
County
Perimeter
Howard
County
Perimeter

Howard
County
Perimeter

Howard
County
Perimeter

Howard
County
Perimeter

1984 39,822

1989 37,565

1989 29,936

1989 19,992

1989 16,865

1989 15,841

1989 9,962

1989 103,683

1986 160,000

1974/1985 150,000

1999 108,737

1998 107,778

2001 82,953

2001 78,460

100.0

96.8

100.0

95.1

100.0

100.0

100.0

98.7

100.0

100.0

89.9

100.0

100.0

699,063

671,047

438,916

307,776

401,245

261,950

131,885

1,868,236

2,950,549

1,870,364

2,214,119

2,328,130

1,708,437

1,694,637
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17.55 U.S. Department
of Defense (100%)

18.46 Science
Applications Int'l.
(60%);

Parsons
Transportation
Group (37%)

14.66 Booz Allen &
Hamilton (71%);
Aerosol
Monitoring (29%)

16.19 Aerotek, Inc.
(23%);

Noodles, Inc. (14);
Hunan Pagoda
(12%);

Johnson Controls,
Inc. (11%);
Corestaff Support
Services, Inc.
(10%)

23.79 Titan Systems
(28%);

Student Travel
Services (23%);
AMP Corporation
(16%);

Dialysis Corp. of
America (14%);
Citizens National
Bank (12%)

16.54 Supertots
Childcare, Inc.
(71%);

The Devereux
Foundation (29%)

13.24 Nauticus
Corporation
(100%)

18.25 Johns Hopkins
University (39%);
Community of
Science (18%);
Listas (14%)

18.44 U.S. Department
of Defense (100%)

12.47 Bookham
Technology, Inc.
(100%)

22.66 Magellan
Behavioral Health,
Inc. (39%);
Response Services
Center (26%);
Peregrine Remedy,
Inc, (14%)

21.60 Magellan
Behavioral Health,
Inc. (100%)

20.60 Community First
Financial (50%);
Corvis
Corporation (50%)

24.83 Sun Microsystems,
Inc. (45%);

The Coca-Cola
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Company (35%)

6700 Alexander Howard 1988 75,635 100.0 1,516,188 20.05 General Physics
Bell Drive County Corp. (43%);
Columbia, MD Perimeter Arbitron, Inc.
(26%);
HR Tech, LLC
(16%)
6740 Alexander Howard 1992 61,957 88.0 1,349,047 24.74 Johns Hopkins
Bell Drive County University (68%);
Columbia, MD Perimeter Advanced Career
Technologies, Inc.
(20%)
8815 Centre Howard 1987 53,782 100.0 1,296,977 24.12 COMI (25%);
Park Drive County Lipman, Frizzell
Columbia, MD Perimeter and Mitchell
(16%);
Reap,
Inc./REMAX
(16%);
CRM (13%);
Citistreet
Associates, LLC
(10%)
S-21
6716 Alexander Howard 1990 52,002 100.0 1,090,737  20.97 Sun Microsystems,
Bell Drive County Inc. (49%);
Columbia, MD Perimeter Rational Software
Corp. (15%);
Tuchenhagen North
America, LLC
(11%);
Lurgi Lentjes North
America, Inc. (10%)
7700 Montpelier Howard 2001 43,785 100.0 723,766  16.53 Johns Hopkins
Road® County University (100%)
Laurel, MD Perimeter
7065 Columbia Howard 2000 38,560 100.0 612,718 15.89 Corvis Operations,
Gateway Drive County Inc. (100%)
Columbia, MD Perimeter
6760 Alexander Howard 1991 37,248 100.0 744,065 19.98 Tality, LP (65%)
Bell Drive County
Columbia, MD Perimeter
7063 Columbia Howard 2000 36,936 100.0 575,832 15.59 Corvis Operations,
Gateway Drive County Inc. (100%)
Columbia, MD Perimeter
6708 Alexander Howard 1988 35,040 100.0 594,716  16.97 State Farm Mutual
Bell Drive County Auto Ins. Co. (100%)
Columbia, MD Perimeter
7061 Columbia Howard 2000 29,604 100.0 652,787  22.05 Manekin, LLC
Gateway Drive County (83%);
Columbia, MD Perimeter Visualtek Solutions,
Inc. (17%)
14502 Greenview Laurel 1988 71,873 100.0 1,396,093  19.42 iSky (20%);
Drive Greenman-Pedersen,
Laurel, MD Inc. (18%);
LCC Telecom
Management (11%)
14504 Greenview Laurel 1985 69,194 90.3 1,189,499 19.03 Great West Life &
Drive Annuity (17%);
Laurel, MD Moore USA (11%);
Light Wave
Communications
(10%)
6009-6011 Oxon Southern 1990 181,768 100.0 3,564,092 19.61 U.S. Dept. of
Hill Road Prince Treasury (69%);
Oxon Hill, MD George's NRL Federal Credit
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9690 Deereco Road

Timonium, MD

375 W. Padonia
Road

Timonium, MD

Subtotal/Average

Blue
Bell/Philadelphia:
753 Jolly Road

Blue Bell, PA
785 Jolly Road

Blue Bell, PA
760 Jolly Road

Blue Bell, PA
751 Jolly Road

Blue Bell, PA

Subtotal/Average

Greater
Harrisburg:
2605 Interstate
Drive

Harrisburg, PA
6345 Flank Drive

Harrisburg, PA

6340 Flank Drive

Harrisburg, PA
2601 Market Place

Harrisburg, PA

6400 Flank Drive
Harrisburg, PA

6360 Flank Drive
Harrisburg, PA

County
Suburban 1988
North
Baltimore
County
Suburban 1986
North
Baltimore
County
Blue Bell  1960/92-94
Blue Bell  1970/1996
Blue Bell  1974/1994
Blue Bell  1966/1991
East Shore 1990
East Shore 1989
East Shore 1988
East Shore 1989
East Shore 1992
East Shore 1988

133,737

100,804

4,791,139

419,472

219,065

208,854

112,958

960,349

81,187

69,443

68,200

67,743

52,439

46,500
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Union (10%)
92.1 2,696,730 21.89 Fireman's Fund
Insurance (24%);
GoPin, Inc. (10%)
100.0 1,628,281 16.15 Deutsche Bank Alex.

Brown (84%);
Riparius Corporation
(13%)

95.7% $85,700,628 $ 18.69

100.0% $3,718,006 $ 8.86 Unisys (100%)
100.0 2,236,636  10.21 Unisys with 100%
sublease to Merck
100.0 2,724,401  13.04 Unisys (100%)
100.0 1,001,207 8.86 Unisys (100%)

100.0% $ 9,680,250 $ 10.08

93.5% $1,222,673 $ 16.11 Commonwealth of

Penna. (88%)

100.0 15.58 Allstate Insurance
(30%);
First Health Services
(24%);
Coventry Health
Care (18%);
LWN Enterprises
(15%)

10.51 Lancaster Lebanon
(73%)

17.67 Duke Energy
Operating Co. (26%);
Ernst & Young, LLP
(26%);

Penn State Geisinger
Systems (11%);
Groundwater
Sciences Corp.
(11%)

14.45 Pennsylvania
Coalition Against
Domestic Violence
(51%);

The REM
Organization (27%);
Liberty Business
Information (16%)

13.94 Ikon Office
Solutions, Inc.
(22%);

Computer
Applications (20%);
Sentage/Muth &
Mumma (15%);
Health Spectrum

1,081,704

72.9 522,460

74.0 885,763

100.0 757,843

97.7 633,268
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Medical (15%)
6385 Flank Drive  East Shore 1995 32,800 89.6 437,038 14.88 Cowles Enthusiast
Harrisburg, PA Media (34%);
Coventry Mgmt.
Services (26%);
Pitney Bowes, Inc.
(11%);
Orion Consulting,
Inc. (11%)
S-22
6405 Flank East Shore 1991 32,000 100.0 459,951 14.37 Cowles Enthusiast
Drive Media (100%)
Harrisburg, PA
6380 Flank East Shore 1991 32,000 80.0 324,053 12.66 Myers & Stauffer
Drive (17%);
Harrisburg, PA Verizon Network
Integration Corp.
(14%);
Lorom America,
Inc. (14%);
Lancaster
Lebanon, Int.
(13%);
Critical Care
Systems, Inc.
(13%);
U-Conn
Technology USA
(10%)
95 Shannon East Shore 1999 21,976 100.0 349,176 15.89 New World Pasta
Road (100%)
Harrisburg, PA
75 Shannon East Shore 1999 20,887 100.0 351,938 16.85 McCormick,
Road Taylor & Assoc.
Harrisburg, PA (100%)
6375 Flank East Shore 2000 19,783 100.0 325,875 16.47 Orion Capital
Drive Companies (71%);
Harrisburg, PA McCormick,
Taylor & Assoc.
(29%)
85 Shannon East Shore 1999 12,863 100.0 204,380 15.89 New World Pasta
Road (100%)
Harrisburg, PA
5035 Ritter West Shore 1988 56,556 100.0 770,397 13.62 Commonwealth of
Road Penna. (83%)
Mechanicsburg,
PA
5070 Ritter West Shore 1989 32,309 77.5 406,536 16.23 Maryland Casualty
Road Building A Co. (62%);
Mechanicsburg, Commonwealth of
PA Penna. (15%)
5070 Ritter West Shore 1989 28,000 100.0 353,890 12.64 Vale National
Road Building B Training Center
Mechanicsburg, (63%); i
PA Pennsylvania
Trauma Systems
Foundation (18%);
Paytime, Inc.
(13%)
Subtotal/Average 674,686 91.2% $ 9,086,945 $ 14.77

Northern/Central New Jersey:
431 Ridge Road Exit
8A Cranbury

1958/1998 170,000

100.0%

$3,601,040 $  21.18 AT&T Local

Services (100%)
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Dayton, NJ
429 Ridge Road

Dayton, NJ
68 Culver Road

Dayton, NJ
437 Ridge Road

Dayton, NJ
104 Interchange
Plaza

Cranbury, NJ

101 Interchange
Plaza

Cranbury, NJ

47 Commerce

Cranbury, NJ
7 Centre Drive

Jamesburg, NJ

8 Centre Drive

Jamesburg, NJ

2 Centre Drive

Jamesburg, NJ
4301 Route 1

Monmouth
Junction, NJ

695 Rt. 46
Fairfield, NJ

710 Rt. 46
Fuairfield, NJ

Subtotal/Average

Exit 1966/1996
8A Cranbury
Exit 2000
8A Cranbury
Exit 1962/1996
8A Cranbury
Exit 1990
8A Cranbury
Exit 1985
8A Cranbury
Exit 1992/1998
8A Cranbury
Exit 1989
8A Cranbury
Exit 1986
8A Cranbury
Exit 1989
8A Cranbury
Monmouth 1986
Junction
Wayne 1990
Wayne 1985

142,385

57,280

30,000

47,677

43,621

41,398

19,466

16,199

16,132

61,300

157,394

101,120

903,972

100.0 2,763,333
100.0 1,221,782
100.0 564,120
100.0 1,094,494
100.0 988,309
100.0 526,593
100.0 435,736
100.0 361,216
100.0 402,411
100.0 1,238,541

95.7 3,187,121

69.1 1,452,883

95.8% $17,837,579 $
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19.41 AT&T Local
Services (100%)

21.33 AT&T Local
Services (100%)

18.80 AT&T Local
Services (100%)

22.96 Turner
Construction Co.
(35%);

Utica Mutual
Insurance Co.
(15%);

Laborer's
International
Union (13%);
Lanier Worldwide
(12%)

22.66 Ford Motor Credit
Co. 21%);

CSX
Transportation,
Inc. (18%);
Arquest, Inc.
(16%);

Middlesex County
Improve. Auth.
(13%);

Trans Union
Corporation (11%)

12.72 Somfy Systems,
Inc. (100%)

22.38 Compugen, Inc.
(29%);

Systems Freight
(22%)

22.30 Sonova Networks
Corp. (55%);
Medical World
Communications
(45%)

24.94 Fleet National
Bank (100%)

20.20 Guest Supply, Inc.
(47%);
eCOM Server
(16%);

Tkon Office
Solutions (14%);
Foster & Adoptive
Family Svcs.
(10%)

21.16 ADT Security
Services, Inc.
(26%);

The Museum
Company (16%);
Chase Manhattan
(15%);

Dean Witter
Reynolds (13%)

20.79 Ericsson, Inc.
(13%)

20.60
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Northern Virginia:

S-23
15000 Dulles South 1989 470,406 99.6% $ 9,427,404 $ 20.13 Dyncorp
Conference Information
Center Drive Systems, LLC
Chantilly, VA (52%);
General
Dynamics Govt.
Corp. (13%);
Genuity, Inc.
(13%)
Subtotal/Average 470,406 99.6% $ 9,427,404 $ 20.13
Total/Average 7,800,552 96.1% $131,732,806 $ 17.58
I I
@
This percentage is based upon all signed leases and tenants occupancy as of December 31, 2001.
@)
Total rental revenue is the monthly contractual base rent as of December 31, 2001 multiplied by
12, plus the estimated annualized expense reimbursements under existing leases.
3
This total rent per occupied square foot is the property's total rental revenue divided by that
property's occupied square feet as of December 31, 2001.
@
The B/W Corridor encompasses mostly Anne Arundel and Howard Counties. Included in this
region are six properties located outside of these counties, including three properties in suburban
Washington, D.C., two properties in Timonium, Maryland, and one property in Baltimore,
Maryland.
©)
We hold a 50% interest in the joint venture that owns this property. Another 26,357 rentable
square feet will be delivered upon completion of tenant improvements.
(6)
This tenant declared bankruptcy in November 2001. We have not included any rental revenue
since we did not receive any payments from this tenant in December 2001, and we anticipate
termination of the lease.
)
A tenant occupying 2,175 rentable square feet in this property remits only eleven months of rental
revenue annually under the terms of its lease. Accordingly, the monthly contractual base rent as of
December 31, 2001 was multiplied by eleven.
(®

We hold an 80% interest in the joint venture that owns this property.
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Major Tenants

The following table provides certain information regarding our 20 largest tenants, on a total
rental revenue basis, as of December 31, 2001:

Percentage
Total of Total Percentage  Wtd. Avg.
Number Occupied Occupied Total of Total Remaining
of Square Square Rental Rental Lease
Tenant Leases Feet Feet Revenue® Revenue® Term(?
(In
thousands) (In years)
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Percentage
Total of Total Percentage = Wtd. Avg.
Number Occupied Occupied Total of Total Remaining
of Square Square Rental Rental Lease

Tenant Leases Feet Feet Revenue Revenue® Term(®
Agencies of the
U.S. Government(3) 20 869,758 11.6% $16,004 12.1% 4.6
AT&T Local
Services® 6 414,970 5.5 8,487 6.4 6.8
Unisys® 3 741,284 9.9 7,444 5.7 7.5
Dyncorp
Information
Systems, LLC 1 244,522 33 5,033 3.8 9.0
Ciena
Corporation(® 5 298,482 4.0 3,816 2.9 3.4
General Dynamics
Government Corp. 3 161,657 2.2 3,609 2.7 7.3
Magellan
Behavioral Health,
Inc. 2 150,622 2.0 3,308 2.5 2.1
Booz Allen &
Hamilton 3 127919 1.7 2,525 1.9 35
Johns Hopkins
University™® 5 125,720 1.7 2,496 1.9 4.5
Commonwealth of
Pennsylvania® 9 177,813 2.4 2,385 1.8 6.6
Merck & Co.,
Inc.® 1 219,065 2.9 2,237 1.7 7.5
Corvis Operations,
Inc. 3 116,775 1.6 1,980 1.5 5.2
Bookham
Technology, Inc. 1 150,000 2.0 1,870 1.4 6.1
Northrop Grumman
Systems 1 61,250 0.8 1,554 1.2 6.8
Genuity, Inc. 1 59,173 0.8 1,538 1.2 24
Arbros
Communications,
Inc. 1 91,534 1.2 1,533 1.2 9.3
First American
Credit Management
Solutions, Inc. 1 70,982 0.9 1,410 1.1 6.9
Sun Microsystems,
Inc. 2 60,730 0.8 1,403 1.1 4.0
Deutsche Banc
Alex. Brown 1 84,354 1.1 1,327 1.0 24
Ameritrade
Holding
Corporation 1 63,224 0.8 1,318 1.0 8.5
Subtotal/Weighted
Average 70 4,289,834 57.2% 71,277 54.1% 5.8
All Remaining
Tenants 376 3,204,300 42.8% 60,456 45.9% 3.1
Total/Weighted
Average 446 7,494,134 100.0%  $131,733 100.0% 4.5

Lo ________§B ]| I B
Y]

Total rental revenue is the monthly contractual base rent as of December 31, 2001 multiplied by
12, plus the estimated annualized expense reimbursements under existing leases.

2)
Based on total rental revenue.

3)
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“
(O]

©)

Many of our government leases are subject to certain early termination provisions that are
customary to government leases. The weighted average remaining lease term was computed
assuming no exercise of such early termination rights.

Includes affiliated organizations or agencies.

Merck & Co., Inc. subleases 219,065 rentable square feet of the 960,349 rentable square feet
leased by Unisys.

In addition to the 298,482 square feet directly leased, Ciena Corporation also subleases 107,064
rentable square feet from various tenants in our portfolio over different lease terms.
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Lease Expirations

The following table provides certain information regarding the expiration of our leases as of

December 31, 2001:
Total Rental
Revenue of
Percentage Expiring

Number Square  of Total Total Rental Percentage of Leases
of Footage Occupied Revenue of Total Rental Per Occupied

Year of Lease Leases of Leases Square Expiring Revenue Square

Expiration(V Expiring Expiring Feet Leases® Expiring® Foot?

(In
thousands)

Other® 8 48,694 0.6% $32 0.0% $0.64
2002 98 994,175 13.3 17,978 13.6 18.08
2003 95 833,099 11.1 14,319 10.9 17.19
2004 71 828,934 11.1 16,569 12.6 19.99
2005 63 744,854 9.9 14,779 11.2 19.84
2006 54 652,783 8.7 12,366 9.4 18.94
2007 16 454,641 6.1 7,530 5.7 16.56
2008 11 767,559 10.2 14,557 11.1 18.97
2009 13 1,222,057 16.3 14,736 11.2 12.06
2010 12 710,381 9.5 14,509 11.0 20.42
2011 4 165,443 22 3,211 2.4 19.41
2012 1 71,514 1.0 1,147 9 16.05

Total/Weighted 446 7,494,134 100.0% $131,733 100.0% $18.11

Average

I B L~ ]}
(1)

2

3)

Many of our government leases are subject to certain early termination provisions that are
customary to government leases. The year of lease expiration was computed assuming no such
early termination rights.

Total rental revenue is the monthly contractual base rent as of December 31, 2001 multiplied by
12, plus the estimated annualized expense reimbursements under existing leases.

Other consists of amenities, including cafeterias, concierge offices and property management
space.

Recurring Capital Expenditures
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The following table summarizes our recurring capital expenditures, principally associated
with re-tenanting and releasing, for our office properties for the year ended December 31, 2001:

Total recurring capital expenditures (in thousands) $5,429
Average rentable square feet 7,079,717
Recurring capital expenditures per rentable square $0.77
foot

Historical Leasing Activity

The following table provides certain information regarding our office leasing activity for the
year ended December 31, 2001:

End of period occupancy 96.1%
Retention ratio (% based on square feet renewed) 72.5%
Increase in base rent-straight-line” 18.5%

(O]
Base rent-straight-line is defined as the contractual rent to be received over the entire lease term
divided by the number of periods in the lease term.
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Mortgage and Other Indebtedness

The following table provides certain information regarding our mortgage and other
indebtedness as of September 30, 2001:

Outstanding
Debt Interest Rate Maturity Date
(In
thousands)

Deutsche Bank Term Credit Facility $ 90,954 LIBOR+1.75% October 2001 (1)
Teachers Insurance and Annuity Association of
America 81,025 6.89  November 2008
Teachers Insurance and Annuity Association of
America 58,369 7.72 October 2006
Mutual of New York Life Insurance Company 27,073 7.79 August 2004
Transamerica Life Insurance and Annuity
Company 26,504 7.18 August 2009
State Farm Life Insurance Company 25,831 7.90 April 2008
Transamerica Occidental Life Insurance Company 21,074 7.30 May 2008
Allstate Life Insurance Company 20,921 6.93 July 2008
Deutsche Bank Revolving Credit Facility 17,700 LIBOR + 1.75 March 2004 (2)
Transamerica Life Insurance and Annuity
Company 17,430 8.30 October 2005
Keybank National Association 16,215 LIBOR + 1.75 March 2002  @3)
Allstate Life Insurance Company 15,980 7.14  September 2007
Mercantile-Safe Deposit and Trust Company 15,750 Prime February 2003
IDS Life Insurance Company 13,511 7.90 March 2008
Allfirst Bank 11,000 LIBOR + 1.75 April 2003 (@)
Bank of America 8,952 LIBOR + 1.75  December 2002 (5
Teachers Insurance and Annuity Association of
America 7,891 8.35 October 2006
Provident Bank of Maryland 6,900 LIBOR + 1.75 July 2002 (6)
Fleet Bank 6,716 LIBOR + 1.75  February 2003 (7
Allfirst Bank 6,500 LIBOR + 1.75 July 2002 (8)
Aegon USA Realty Advisors, Inc. 5,911 8.29 May 2007
Citibank Federal Savings Bank 4,981 6.93 July 2008
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Outstanding
Debt Interest Rate Maturity Date

Individual Lender 1,527 8.00 May 2007

$ 508,715

1
Loan was repaid in October 2001 using proceeds from our Credit Facility.

@
On November 30, 2001, we borrowed $32,078 to fund part of our $58,968 purchase of a 470,000
square foot property in Northern Virginia. In addition, we closed a $25,000 mortgage, bearing
LIBOR plus 2.0% interest and maturing in November 2002.

3
May be extended for a six-month period, subject to certain conditions. In addition, we borrowed
$8,785 under this loan in October 2001.

“
Loan commitment is $12,000. Loan may be extended for a one-year period, subject to certain
conditions.

(©))
Total construction loan commitment of $15,750. Loan may be extended for a one-year period,
subject to certain conditions.

(6)
Loan commitment of $11,855. Loan may be extended for a one-year period, subject to certain
conditions.

@)
In November 2001, this loan was repaid with the proceeds of a $36,000 mortgage, bearing LIBOR
plus 1.75% and maturing in November 2003. This loan may be extended for a one-year period,
subject to certain conditions.

®)
May be extended for a one-year period, subject to certain conditions.
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MANAGEMENT

Name Age Office

Jay H. Shidler 55  Chairman of the Board of Trustees

Clay W. Hamlin, III 56  Chief Executive Officer and Trustee

Thomas F. Brady 52 Trustee

Betsy Z. Cohen 60  Trustee

Robert L. Denton 49  Trustee

Steven D. Kesler 50  Trustee

Kenneth S. Sweet, Jr. 69  Trustee

Kenneth D. Wethe 60  Trustee

Randall M. Griffin 57  President and Chief Operating Officer

Roger A. Waesche, Jr. 47  Senior Vice President and Chief

Financial Officer
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Name Age Office

John H. Gurley 62  Secretary, Senior Vice President and
General Counsel

Michael D. Kaiser 50  Corporate Realty Management, LLC
President
Dwight S. Taylor 57  Corporate Development Services,

LLC President

Jay H. Shidler has been Chairman of our Board of Trustees since October 1997. Mr. Shidler
is the founder and Managing Partner of The Shidler Group, a nationally recognized real estate
investment company. Mr. Shidler has over 27 years of experience in real estate investment and
has been directly involved in the acquisition and management of over 1,000 properties in 40 states
and Canada totaling over $4 billion in aggregate value. Mr. Shidler is a founder and Chairman of
the Board of Directors of First Industrial Realty Trust, Inc. and was a founder, former director and
co-Chairman of TriNet Corporate Realty Trust, Inc. (now a subsidiary of iStar Financial, Inc.).

Clay W. Hamlin, III has been one of our Trustees and our Chief Executive Officer since
October 1997. He was our President from October 1997 until September 1998. From May 1989
until joining us, Mr. Hamlin was the Managing Partner of The Shidler Group's Mid-Atlantic
region, where he acquired, managed and leased over four million square feet of commercial
property. He has been active in the real estate business for 28 years. Mr. Hamlin is also a
founding shareholder of First Industrial Realty Trust, Inc.

Thomas F. Brady has been one of our Trustees since January 2002. Mr. Brady is Vice
President-Corporate Strategy & Development at Constellation Energy Group, Inc. ("CEG"). In
this role, Mr. Brady is responsible for setting corporate strategy and managing the development of
enabling options to assure delivery of CEG's strategic objectives. Mr. Brady serves as a director
of Baltimore Gas and Electric Company and other subsidiaries of CEG. He is Chairman of CEG's
two retail energy service companies (BGE Home Products & Services, Inc. and Constellation
Energy Source, Inc.), its investment and real estate subsidiaries, as well as its international
division. Mr. Brady also serves on the Board of Governors of The National Aquarium in
Baltimore and as a Director of Baltimore County Leadership and Villa Julie College.

Betsy Z. Cohen has been one of our Trustees since May 1999. Mrs. Cohen is Chairman,
Chief Executive Officer and Trustee of RAIT Investment Trust, a real estate investment trust. She
also serves as Chief Executive Officer of TheBancorp.com, Inc. and as a Director of The Maine
Merchant Bank, LLC and of Aetna, Inc. From 1999 to 2000, Mrs. Cohen also served as a Director
of Hudson United
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Bancorp, a holding company, the successor to JeffBanks, Inc. where she had been Chairman and
Chief Executive Officer since its inception in 1981 and was formerly Director of First Union
Corp. of Virginia and its predecessor, Dominion Bankshares, Inc.

Robert L. Denton has been one of our Trustees since May 1999. Mr. Denton joined The
Shidler Group in 1994 and is currently a Managing Partner and the resident principal in the New
York office. From 1991 to 1994, Mr. Denton was a Managing Director with Providence
Capital, Inc., an investment-banking firm that he co-founded.

Steven D. Kesler has been one of our Trustees since September 1998. Mr. Kesler is the Chief
Executive Officer and President of Constellation Investments, Inc., Constellation Real Estate
Group, Inc. and Constellation Real Estate, Inc., wholly-owned indirect subsidiaries of
Constellation Energy Group, Inc. In this role, Mr. Kesler manages a corporate investment entity,
Constellation Energy Group, Inc.'s pension plan, Constellation Energy Group, Inc.'s nuclear
decommissioning trust, a portfolio of real estate assets and a portfolio of assisted living assets. He
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also serves as Vice Chairman, Chief Executive Officer and President of Constellation Health
Services, Inc., a wholly-owned indirect subsidiary of Constellation Energy Group, Inc. Prior to
joining Constellation Energy Group, Inc. in 1984, Mr. Kesler was Controller of
Westinghouse-Hittman Nuclear, Inc. and Manager of Budgets, Planning and Analysis with
Maryland National Corporation.

Kenneth S. Sweet, Jr. has been one of our Trustees since October 1997. Mr. Sweet is
Chairman of GSA Management, LLC and Managing Director of GS Capital, LP, a venture capital
and real estate partnership that he founded in 1991. In 1971, Mr. Sweet founded K.S. Sweet
Associates, which specialized in real estate and venture capital investments. From 1957 to 1971
he was with The Fidelity Mutual Life Insurance Company. Mr. Sweet serves as a Director,
Chairman of the Real Estate Committee and a member of the Finance Committee of Main Line
Health and the Philadelphia Chapter of the Nature Conservancy. He also serves as Chairman of
Bryn Mawr Hospital Foundation and is on the Advisory Committee of the Arthur Ashe Youth
Tennis Center.

Kenneth D. Wethe has been one of our Trustees since January 1990. Since 1990, Mr. Wethe
has been the owner and principal officer of Wethe & Associates, a Dallas-based firm providing
independent risk management, insurance and employee benefit services to school districts and
governmental agencies. Mr. Wethe has over 25 years experience in the group insurance and
employee benefits area.

Randall M. Griffin has been our President and Chief Operating Officer since
September 1998. Mr. Griffin previously served as President of Constellation Real Estate
Group, Inc. and Constellation Real Estate, Inc. since June 1993. From 1990 through March 1993,
Mr. Griffin worked as Vice President Development for EuroDisney Development in Paris, France.
From 1976 to 1990, Mr. Griffin served for Linclay Corporation, a St. Louis based real estate
development, management and investment company, most recently as Executive Vice President
and Chief Operating Officer. He serves as Chairman of the Board of Governors of The National
Aquarium in Baltimore. He is Vice Chairman of the Maryland Economic Development
Commission, and serves on its Executive Committee.

Roger A. Waesche, Jr. has been our Senior Vice President since September 1998 and our
Chief Financial Officer since March 1999. Prior to joining us, Mr. Waesche was responsible for
all financial operations of Constellation Real Estate, Inc., including treasury, accounting,
budgeting and financial planning. Mr. Waesche also had primary responsibility for Constellation
Real Estate, Inc.'s asset investment and disposition activities. Prior to joining Constellation Real
Estate, Inc. in 1984, Mr. Waesche was a practicing Certified Public Accountant with Coopers &
Lybrand L.L.P.

John H. Gurley has been our Secretary, Senior Vice President and General Counsel since
September 1998. Prior to joining us, Mr. Gurley served as Vice President and General Counsel of
Constellation Real Estate, Inc. Prior to joining Constellation Real Estate, Inc. in 1987, Mr. Gurley
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spent 17 years with The Rouse Company where he worked eight years as Assistant General
Counsel. Before that he worked in private practice for five years with Semmes, Bowen &
Semmes where he provided a broad spectrum of real estate related services to various clients.

Michael D. Kaiser has been President of Corporate Realty Management, LLC ("CRM")
since April 1996 and President of Corporate Management Services, LLC, an indirect subsidiary,
since January 2000. Prior to joining CRM, Mr. Kaiser served as Vice President of Asset
Management of Constellation Realty Management, LLC. He has more than 24 years of real estate
experience, including a background in development, leasing and management of real estate
projects in the Baltimore-Washington area. He serves on the Board of Directors of the Baltimore
Chapter of the Building Owners and Managers Association.
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Dwight S. Taylor has been President of Corporate Development Services, LLC ("CDS")
since September 1999, previously serving as Senior Vice President since joining CDS in
September 1998. Mr. Taylor has more than 25 years of real estate experience, including 14 years
with Constellation Real Estate, Inc. and four years with The Rouse Company. From 1977 to 1981,
Mr. Taylor was Senior Vice President of the Baltimore Economic Development Corporation. He
currently serves as President of the Maryland Chapter and is on the national board of the National
Association of Industrial and Office Properties. He also served as Chairman of the Associated
Black Charities from 1989 to 1991. He also serves on the Board of Directors of Micros
Systems, Inc.
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DESCRIPTION OF SHARES
General

Under our Declaration of Trust, we are authorized to issue up to 45,000,000 common shares
and 10,000,000 preferred shares. As of January 31, 2002, 40,693 preferred shares were classified
as 5.5% Series A Convertible Preferred Shares, one of which was issued and outstanding;
1,725,000 preferred shares were classified as 10% Series B Cumulative Redeemable Preferred
Shares, 1,250,000 of which were issued and outstanding; 544,000 preferred shares were classified
as 4% Series D Cumulative Convertible Redeemable Preferred Shares, all of which were issued
and outstanding; 1,265,000 shares were classified as 10.25% Series E Cumulative Redeemable
Preferred Shares, 1,150,000 of which were issued and outstanding; and 1,425,000 shares were
classified as 9.875% Series F Cumulative Redeemable Preferred Shares, all of which were issued
and outstanding. Our Board of Trustees may increase the authorized number of common shares
and preferred shares without shareholder approval. As of January 31, 2002, there were 20,651,771
common shares issued and outstanding.

We are authorized to issue preferred shares in one or more classes or subclasses, with the
designations, preferences, conversion and other rights, voting powers, restrictions, limitations as
to dividends, qualifications and terms and conditions of redemption, in each case, as are permitted
by Maryland law and as our Board of Trustees may determine by resolution. Except for the
Series A Preferred Share, the Series B Preferred Shares, the Series D Preferred Shares, the
Series E Preferred Shares and the Series F Preferred Shares, there are currently no other classes or
series of preferred shares authorized. However, our operating partnership has issued to a third
party 1,016,662 Series C Preferred Units.

As of January 31, 2002, we owned approximately 65.9% of the outstanding common units
and the Series A Preferred Unit, 1,250,000 Series B Preferred Units, 544,000 Series D Preferred
Units, 1,150,000 Series E Preferred Units and 1,425,000 Series F Preferred Units issued by our
operating partnership. Each series of units has economic terms substantially equivalent to the
economic terms of the corresponding Series A Preferred Share, Series B Preferred Shares,
Series D Preferred Shares, Series E Preferred Shares and Series F Preferred Shares, respectively,
that we have issued. The 1,016,662 Series C Preferred Units of our operating partnership are
owned by a third party and have a liquidation preference of $25.00. Prior to the distributions with
respect to common units of our operating partnership, and through December 20, 2009, each
Series C Preferred Unit is entitled to a priority distribution of $0.56 per Series C Preferred Unit,
payable quarterly. From December 21, 2009 to December 20, 2014, the priority distribution on
the Series C Preferred Units increases to $0.66 per Series C Preferred Unit, and after
December 20, 2014 further increases to $0.75 per Series C Preferred Unit, also each payable
quarterly.

We intend to contribute the proceeds of sale of the common shares by the company from this
offering to our operating partnership in exchange for a number of common units equal to the
number of common shares that we sell in this offering. The economic terms of the common units
will be substantially equivalent to the economic terms of the common shares. The Series A,
Series B, Series C, Series D, Series E, and Series F Preferred Units are treated equally (i.e., are
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pari passu) in priority over the common units in our operating partnership with respect to
quarterly distributions. Distributions on these preferred units are the source of funds for the
payment of dividends on our preferred shares.

Restrictions on Ownership and Transfer

For us to qualify as a REIT (as defined in the Internal Revenue Code of 1986, as amended
(the "Code") to include certain entities), our shares of beneficial interest generally must be
beneficially owned by 100 or more persons during at least 335 days of a taxable year of
12 months or during a proportionate part of a shorter taxable year. Also, not more than 50% of the
value of the outstanding
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shares of beneficial interest may be owned, directly or indirectly, by five or fewer individuals
(under the Code) at any time during the last half of a taxable year (other than the first year for
which an election to be a REIT has been made). This test is applied by "looking through" certain
shareholders which are not individuals (e.g., corporations or partnerships) to determine indirect
ownership of us by individuals.

Our Declaration of Trust contains certain restrictions on the number of our shares of
beneficial interest that a person may own, subject to certain exceptions. Our Declaration of Trust
provides that no person may own, or be deemed to own by virtue of the attribution provisions of
the Code, more than 9.8% (the "Aggregate Share Ownership Limit") of the number or value of
our outstanding shares of beneficial interest. In addition, our Declaration of Trust prohibits any
person from acquiring or holding, directly or indirectly, in excess of 9.8% of our total outstanding
common shares, in value or in number of shares, whichever is more restrictive (the "Common
Share Ownership Limit"). Our Board of Trustees, in its sole discretion, may exempt a proposed
transferee from the Aggregate Share Ownership Limit and the Common Share Ownership Limit
(an "Excepted Holder"). However, our Board of Trustees may not grant such an exemption to any
person if such exemption would result in us being "closely held" within the meaning of
Section 856(h) of the Code or otherwise would result in our failing to qualify as a REIT. In order
to be considered by our Board of Trustees as an Excepted Holder, a person also must not own,
directly or indirectly, an interest in a tenant of ours (or a tenant of any entity owned or controlled
by us) that would cause us to own, directly or indirectly, more than a 9.9% interest in such a
tenant. The person seeking an exemption must represent to the satisfaction of our Board of
Trustees that it will not violate the two aforementioned restrictions. The person also must agree
that any violation or attempted violation of any of the foregoing restrictions will result in the
automatic transfer of the shares of stock causing such violation to the Share Trust (as defined
below). Our Board of Trustees may require a ruling from the Internal Revenue Service or an
opinion of counsel, in either case in form and substance satisfactory to our Board of Trustees, in
its sole discretion, in order to determine or ensure our status as a REIT.

Our Declaration of Trust further prohibits (i) any person from beneficially or constructively
owning our shares of beneficial interest that would result in us being "closely held" under
Section 856(h) of the Code or otherwise cause us to fail to qualify as a REIT and (ii) any person
from transferring shares of our beneficial interest if such transfer would result in our shares of
beneficial interest being owned by fewer than 100 persons. Any person who acquires or attempts
or intends to acquire beneficial or constructive ownership of our shares of beneficial interest that
will or may violate any of the foregoing restrictions on transferability and ownership, or any
person who would have owned our shares of the beneficial interest that resulted in a transfer of
shares to the Share Trust, is required to give notice immediately to us and provide us with such
other information as we may request in order to determine the effect of such transfer on our status
as a REIT. The foregoing restrictions on transferability and ownership will not apply if our Board
of Trustees determines that it is no longer in our best interests to attempt to qualify, or to continue
to qualify, as a REIT.
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If any transfer of our shares of beneficial interest occurs which, if effective, would result in
any person beneficially or constructively owning shares of beneficial interest in us in excess or in
violation of the above transfer or ownership limitations (a "Prohibited Owner"), then that number
of our shares of beneficial interest, the beneficial or constructive ownership of which otherwise
would cause such person to be in excess of the ownership limit (rounded to the nearest whole
share) will automatically be transferred to a trust (the "Share Trust") for the exclusive benefit of
one or more charitable beneficiaries (the "Charitable Beneficiary"), and the Prohibited Owner will
not acquire any rights in such shares. Such automatic transfer will be deemed to be effective as of
the close of business on the Business Day (as defined in our Declaration of Trust) prior to the date
of such violative transfer. Shares of beneficial interest held in the Share Trust will be issued and
outstanding shares of beneficial interest in us. The Prohibited Owner may not benefit
economically from ownership of any shares of beneficial interest held in the Share Trust, may
have no rights to dividends and may not possess any
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other rights attributable to the shares of beneficial interest held in the Share Trust. The trustee of
the Share Trust (the "Share Trustee") will have all voting rights and rights to dividends or other
distributions with respect to shares of beneficial interest held in the Share Trust, which rights will
be exercised for the exclusive benefit of the Charitable Beneficiary. Any dividend or other
distribution paid prior to the discovery by us that shares of beneficial interest have been
transferred to the Share Trust will be paid by the recipient of such dividend or distribution to the
Share Trustee upon demand, and any dividend or other distribution authorized but unpaid will be
paid when due to the Share Trustee. Any dividend or distribution so paid to the Share Trustee will
be held in the Share Trust for the Charitable Beneficiary. The Prohibited Owner will have no
voting rights with respect to shares of beneficial interest held in the Share Trust and, subject to
Maryland law, effective as of the date that such shares of beneficial interest have been transferred
to the Share Trust, the Share Trustee will have the authority (at the Share Trustee's sole
discretion) (i) to rescind as void any vote cast by a Prohibited Owner prior to the discovery by us
that such shares have been transferred to the Share Trust and (ii) to recast such vote in accordance
with the desires of the Share Trustee acting for the benefit of the Charitable Beneficiary.
However, if we have already taken irreversible trust action, then the Share Trustee will not have
the authority to rescind and recast such vote.

Within 20 days after receiving notice from us that shares of beneficial interest in us have
been transferred to the Share Trust, the Share Trustee will sell the shares of beneficial interest
held in the Share Trust to a person, designated by the Share Trustee, whose ownership of the
shares will not violate the ownership limitations set forth in the Declaration of Trust. Upon such
sale, the interest of the Charitable Beneficiary in the shares sold will terminate and the Share
Trustee will distribute the net proceeds of the sale to the Prohibited Owner and to the Charitable
Beneficiary as described below. The Prohibited Owner will receive the lesser of (i) the price paid
by the Prohibited Owner for the shares or, if the Prohibited Owner did not give value for the
shares in connection with the event causing the shares to be held in the Share Trust (e.g., a gift,
devise or other such transaction), the Market Price (as defined in the Declaration of Trust) of such
shares on the day of the event causing the shares to be received by the Share Trustee and (ii) the
price per share received by the Share Trustee from the sale or other disposition of the common
shares held in the Share Trust. Any net sale proceeds in excess of the amount payable to the
Prohibited Owner will be paid immediately to the Charitable Beneficiary. If, prior to the
discovery by us that shares of beneficial interest have been transferred to the Share Trust, such
shares are sold by a Prohibited Owner, then (i) such shares will be deemed to have been sold on
behalf of the Share Trust and (ii) to the extent that the Prohibited Owner received an amount for
shares that exceeds the amount that such Prohibited Owner was entitled to receive as described
above, such excess will be paid to the Share Trustee upon demand.

In addition, shares of beneficial interest in us held in the Share Trust will be deemed to have
been offered for sale to us, or our designee, at a price per share equal to the lesser of (i) the price
per share in the transaction that resulted in such transfer to the Share Trust (or, in the case of a
devise or gift, the Market Price at the time of such devise or gift) and (ii) the Market Price on the
date we, or our designee, accept such offer. We will have the right to accept such offer until the
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Share Trustee has sold the shares of beneficial interest held in the Share Trust. Upon such a sale
to us, the interest of the Charitable Beneficiary in the shares sold will terminate and the Share
Trustee will distribute the net proceeds of the sale to the Prohibited Owner.

All certificates representing the common shares will bear a legend referring to the
restrictions described above.

Every owner of more than 5% (or such other percentage as required by the Code or the
regulations promulgated thereunder) of all classes or series of our shares of beneficial interest,
including the common shares, is required to give written notice to us, within 30 days after the end
of each taxable year, stating the name and address of such owner, the number of shares of each
class and series of shares of beneficial interest of us which the owner beneficially owns and a
description of the
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manner in which such shares are held. Each such owner will provide to us such additional
information as we may request in order to determine the effect, if any, of such beneficial
ownership on our status as a REIT and to ensure compliance with the Aggregate Share Ownership
Limit. In addition, each shareholder will upon demand be required to provide to us such
information as we may request, in good faith, in order to determine our status as a REIT and to
comply with the requirements of any taxing authority or governmental authority or to determine
such compliance.

These ownership limitations could delay, defer or prevent a change in control of us or other
transaction that might involve a premium over the then prevailing market price for the common
shares or other attributes that the shareholders may consider to be desirable.

Common Shares

For a summary of the terms and provisions of our common shares, see "Description of
Shares Common Shares" in the accompanying prospectuses dated November 1, 2000 and May 17,
2001.

Preferred Shares

The following summary of the terms and provisions of our preferred shares does not purport
to be complete and is qualified in its entirety by reference to the pertinent sections of our
Declaration of Trust and the Articles Supplementary to the Declaration of Trust relating to the
establishment of each series of our preferred shares, each of which is available from us as
described in "Where You Can Find More Information."

Series A Preferred Shares and Series B Preferred Shares

For a summary of the terms and provisions of our Series A Preferred Share and Series B
Preferred Shares, see "Description of Shares Preferred Shares" in each of the accompanying
prospectuses dated November 1, 2000 and May 17, 2001.

Series D Preferred Shares

The outstanding 544,000 Series D Preferred Shares were issued in a private placement to a
private investor on January 25, 2001. We contributed the proceeds from the sale of the Series D
Preferred Shares to our operating partnership in exchange for a number of Series D Preferred
Units equal to the number of Series D Preferred Shares that we sold in the private placement. The
terms of the Series D Preferred Shares are as follows:
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Ranking. The Series D Preferred Shares, as to dividend rights and rights upon our
liquidation, dissolution or winding-up, rank (i) prior or senior to our common shares and any
other class or series of our equity securities authorized or designated in the future as to which the
holders of Series D Preferred Shares are entitled, by the terms of that class or series, to the receipt
of dividends or of amounts distributable upon liquidation, dissolution or winding-up in preference
or priority to the holders of shares of that class or series ("Junior Shares"); (ii) on a parity with the
Series A Preferred Share, the Series B Preferred Shares, the Series E Preferred Shares, the
Series F Preferred Shares and any other class or series of our equity securities authorized or
designated in the future as to which the holders of those securities and the holders of Series D
Preferred Shares are entitled, by the terms of that class or series, to the receipt of dividends and of
amounts distributable upon liquidation, dissolution or winding up in proportion to their respective
amounts of accrued and unpaid dividends per share or liquidation preferences, without preference
or priority of one over the other ("Parity Shares"); and (iii) junior to any class or series of our
equity securities authorized or designated in the future as to which the holders of that class or
series are entitled, by the terms of that class or series, to the receipt of dividends and amounts
distributable upon liquidation, dissolution or winding up in preference or priority to the holders of
the Series D Preferred Shares ("Senior Shares").
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Dividends. Holders of the Series D Preferred Shares are entitled to receive, when and as
declared by our Board of Trustees, out of our funds legally available for payment, quarterly cash
dividends on the Series D Preferred Shares at a rate of $1.00 per year per Series D Preferred
Share. Such dividends are cumulative from the date of original issue, whether or not in any
dividend period or periods such dividends have been declared or there are funds legally available
for the payment of such dividends, and are payable quarterly on January 15, April 15, July 15 and
October 15 of each year (or if not a business day, the next succeeding business day) (each, a
"Dividend Payment Date"). Any dividend payable on the Series D Preferred Shares for any partial
dividend period will be computed ratably on the basis of twelve 30-day months and a 360-day
year. Dividends are payable in arrears to holders of record as they appear on our share records at
the close of business on the applicable record date, which are fixed by the Board of Trustees and
which are not more than 60 nor less than 10 days prior to such Dividend Payment Date. Holders
of Series D Preferred Shares are not entitled to receive any dividends in excess of cumulative
dividends on the Series D Preferred Shares. No interest, or sum of money in lieu of interest, will
be payable in respect to any dividend payment or payments on the Series D Preferred Shares that
may be in arrears.

When dividends are not paid in full upon the Series D Preferred Shares or any other class or
series of Parity Shares, or a sum sufficient for such payment is not set apart, all dividends
declared upon the Series D Preferred Shares and any Parity Shares will be declared ratably, in
proportion to the respective amounts of dividends accrued and unpaid on the Series D Preferred
Shares and accrued and unpaid on such Parity Shares. Except as set forth in the preceding
sentence, unless dividends on the Series D Preferred Shares equal to the full amount of accrued
and unpaid dividends have been or contemporaneously are declared and paid or declared and a
sum sufficient for the payment thereof has been or contemporaneously is set apart for such
payment, for all past dividend periods, no dividends will be declared or paid or set apart for
payment by us and no other distribution of cash or other property may be declared or made,
directly or indirectly, by us with respect to any Parity Shares. Unless dividends equal to the full
amount of all accrued and unpaid dividends on the Series D Preferred Shares have been paid, or
declared and set apart for payment, for all past dividend periods, no dividends (other than
dividends or distributions paid in Junior Shares or options, warrants or rights to subscribe for or
purchase Junior Shares) may be declared or paid or set apart for payment by us and no other
distribution of cash or other property may be declared or made, directly or indirectly, by us with
respect to any Junior Shares, nor will any Junior Shares be redeemed, purchased or otherwise
acquired (except for a redemption, purchase or other acquisition of common shares made for
purposes of our employee incentive or benefit plan or any such plan of any of our subsidiaries)
for any consideration (or any monies be paid to or made available for a sinking fund for the
redemption of any such Junior Shares), directly or indirectly, by us (except by conversion into or
exchange for Junior Shares, or options, warrants or rights to subscribe for or purchase Junior
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Shares), nor will any other cash or other property be paid or distributed to or for the benefit of
holders of Junior Shares. Notwithstanding the provisions described above, we will not be
prohibited from (i) declaring or paying or setting apart for payment any dividend or distribution
on any Parity Shares or (ii) redeeming, purchasing or otherwise acquiring any Parity Shares, in
each case, if such declaration, payment, redemption, purchase or other acquisition is necessary to
maintain our qualification as a REIT.

Liquidation Preference. Upon any voluntary or involuntary liquidation, dissolution or
winding-up, before any payment or distribution by us may be made to or set apart for the holders
of any Junior Shares, the holders of Series D Preferred Shares will be entitled to receive a
liquidation preference of $25.00 per share (the "Series D Liquidation Preference"), plus an
amount equal to all accrued and unpaid dividends (whether or not earned or declared) to the date
of final distribution to such holders. Such holders will not be entitled to any further payment.
Until the holders of the Series D Preferred Shares have been paid the Series D Liquidation
Preference in full, plus an amount equal to all accrued and unpaid dividends (whether or not
earned or declared) to the date of final distribution to such holders, no payment will be made to
any holder of Junior Shares upon our liquidation, dissolution or
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winding-up. If upon any liquidation, dissolution or winding-up, our assets, or proceeds thereof,
distributable among the holders of Series D Preferred Shares is insufficient to pay in full the
above described preferential amount and liquidating payments on any other shares of any class or
series of Parity Shares, then our assets, or the proceeds thereof, will be distributed among the
holders of Series D Preferred Shares and any such other Parity Shares ratably in the same
proportion as the respective amounts that would be payable on such Series D Preferred Shares
and any such other Parity Shares if all amounts payable thereon were paid in full. A voluntary or
involuntary liquidation, dissolution or winding-up will not include a consolidation or merger of us
with or into one or more other entities, a sale or transfer of all or substantially all of our assets, or
a statutory share exchange. Upon any liquidation, dissolution or winding-up, after payment has
been made in full to the holders of Series D Preferred Shares and any Parity Shares, any other
series or class or classes of Junior Shares will be entitled to receive any and all of our assets
remaining to be paid or distributed, and the holders of the Series D Preferred Shares and any
Parity Shares will not be entitled to share therein.

Optional Redemption. The Series D Preferred Shares will not be redeemable by us prior to
January 25, 2006 (subject to the holder's right to convert such shares prior to such date in the
manner as described in "Conversion" below, and except in certain limited circumstances relating
to our maintenance of our ability to qualify as a REIT as described in " Restrictions on Ownership
and Transfer" above). On or after January 25, 2006, we may, at our option, redeem the Series D
Preferred Shares, in whole or from time to time in part, at a cash redemption price equal to 100%
of the Series D Liquidation Preference, plus all accrued and unpaid dividends, if any, to the
redemption date.

In the event of a redemption of any Series D Preferred Shares, if the redemption date occurs
after a dividend record date and on or prior to the related dividend payment date, the dividend
payable on such dividend payment date in respect of such Series D Preferred Shares called for
redemption will be payable on such dividend payment date to the holders of record at the close of
business on such dividend record date, and will not be payable as part of the redemption price for
such Series D Preferred Shares. The redemption date will be selected by us and will not be less
than 30 days nor more than 60 days after the date notice of redemption is sent by us. If full
cumulative dividends on all outstanding Series D Preferred Shares have not been paid or declared
and set apart for payment, no Series D Preferred Shares may be redeemed unless all outstanding
Series D Preferred Shares are simultaneously redeemed and neither we nor any of our affiliates
may purchase or acquire Series D Preferred Shares otherwise than pursuant to a purchase or
exchange offer made on the same terms to all holders of Series D Preferred Shares.
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If fewer than all the outstanding Series D Preferred Shares are to be redeemed, we will select
those Series D Preferred Shares to be redeemed pro rata in proportion to the numbers of Series D
Preferred Shares held by holders (with adjustment to avoid redemption of fractional shares) or by
lot or in such other manner as the Board of Trustees may determine.

Notice of redemption will be mailed by us not less than 30 days nor more than 60 days prior
to the redemption date to each holder of record of the Series D Preferred Shares to be redeemed
by first class mail, postage prepaid at such holder's address as the same appears on our share
records. Any notice which was mailed as described above will be conclusively presumed to have
been duly given on the date mailed whether or not the holder receives the notice. Each notice will
state: (i) the redemption date; (ii) the number of Series D Preferred Shares to be redeemed;

(iii) the place or places where certificates for such Series D Preferred Shares are to be surrendered
for cash; and (iv) the redemption price payable on such redemption date, including, without
limitation, a statement as to whether or not accrued and unpaid dividends will be (x) payable as
part of the redemption price, or (y) payable on the next dividend payment date to the record
holder at the close of business on the relevant record date as described above. From and after the
redemption date (unless we default in the payment of our redemption obligation), dividends on
the Series D Preferred Shares to be redeemed will cease to accrue, such shares shall no longer be
deemed to be outstanding and all rights of the
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holders thereof shall cease except (a) the right to receive the cash payable upon such redemption
without interest thereon, and (b) if the redemption date occurs after a dividend record date and on
or prior to the related dividend payment date, the right of record holders at the close of business
on such record date to receive the dividend payable on such dividend payment date. The full
dividend payable on such dividend payment date with respect to such Series D Preferred Shares
called for redemption will be payable on such dividend payment date to the holders of record of
such shares at the close of business on the corresponding dividend record date notwithstanding
the prior redemption of such shares.

The Series D Preferred Shares have no stated maturity and are not subject to any sinking
fund or mandatory redemption provisions except as provided under " Restrictions on Ownership
and Transfer" above.

Subject to applicable law and the limitations on purchases when dividends on the Series D
Preferred Shares are in arrears, we may, at any time and from time to time, purchase any Series D
Preferred Shares by private agreement with the holders or otherwise.

Conversion. The Series D Preferred Shares are convertible into our common shares at any
time by the holder after December 31, 2003, at the rate of 2.2 common shares for every one
Series D Preferred Share ("Conversion Rate"). This Conversion Rate is subject to adjustment in
the event that we effect a stock split, subdivision of its then outstanding common shares, or
distribution of common shares in the form of a dividend. In addition, in the event that we effect a
distribution of securities other than common shares in the form of a dividend, then the Series D
Preferred Shares shall be entitled to receive upon conversion, in addition to the number of
common shares receivable upon such conversion, the amount of our other securities that they
would have otherwise received had their Series D Preferred Shares been converted into common
shares on the date of the distribution.

Voting Rights. Holders of Series D Preferred Shares will not have any voting rights, except
as set forth below and except as otherwise required by applicable law.

If and whenever dividends on any Series D Preferred Shares or any series or class of Parity
Shares are in arrears for six or more quarterly periods (whether or not consecutive), the number of
Trustees then constituting our Board of Trustees will be increased by two (if not already increased
by reason of similar types of provisions with respect to Parity Shares of any other class or series
that is entitled to similar voting rights (the "Voting Parity Shares")), and the holders of Series D
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Preferred Shares, together with the holders of all other Voting Parity Shares then entitled to
exercise similar voting rights, voting as a single class regardless of series, will be entitled to vote
for the election of the two additional Trustees at any annual meeting of shareholders or at a
special meeting of the holders of the Series D Preferred Shares and of the Voting Parity Shares
called for that purpose. At any time when such right to elect Trustees separately has so vested, we
must call such special meeting upon the written request of the holders of record of not less than
20% of the total number of Series D Preferred Shares and shares of any series of Voting Parity
Shares then outstanding. Such special meeting will be held, in the case of such written request,
within 90 days after the delivery of such request, provided that we will not be required to call
such a special meeting if such request is received less than 120 days before the date fixed for the
next ensuing annual meeting of shareholders and the holders of Series D Preferred Shares and
such other Voting Parity Shares are offered the opportunity to elect such Trustees at such annual
meeting of shareholders. If, prior to the end of the term of any Trustee so elected, a vacancy in the
office of such Trustee occurs by reason of death, resignation, or disability, a successor will be
elected to the Board of Trustees, upon the nomination by the remaining Trustee elected by the
holders of the Series D Preferred Shares and such other Voting Parity Shares or the successor to
the remaining Trustee, to serve until the next annual meeting of shareholders or special meeting
held in place of the annual meeting if such office has not previously been terminated as described
below. Whenever dividends in arrears on outstanding Series D Preferred Shares and Voting Parity
Shares have been paid
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and dividends thereon for the current quarterly dividend period have been paid or declared and set
apart for payment, then the right of the holders of the Series D Preferred Shares and Voting Parity
Shares to elect such additional two Trustees will cease and the terms of office of such Trustees
will terminate and the number of Trustees constituting our Board of Trustees will be reduced
accordingly.

The affirmative vote or consent of at least two-thirds of the votes entitled to be cast by the
holders of the outstanding Series D Preferred Shares and the holders of all other classes or series
of Voting Parity Shares entitled to vote on such matters, voting as a single class, will be required
to (i) authorize, create, increase the authorized amount of, or issue any shares of any class of
Senior Shares or any security convertible or exchangeable into shares of any class of Senior
Shares, or (ii) amend, alter or repeal any provision of, or add any provision to, our Declaration of
Trust or Bylaws, if such action would materially adversely affect the voting powers, rights or
preferences of the holders of the Series D Preferred Shares; provided, however, that no such vote
of the holders of Series D Preferred Shares will be required if, at or prior to the time such
amendment, alteration or repeal is to take effect or the issuance of any such Senior Shares or
convertible or exchangeable security is to be made, as the case may be, provisions are made for
the redemption of all outstanding Series D Preferred Shares. The amendment of or supplement to
our Declaration of Trust to authorize, create, increase or decrease the authorized amount of or to
issue Junior Shares, Series D Preferred Shares or any shares of any class of Parity Shares will not
be deemed to materially adversely affect the voting powers, rights or preferences of the holders of
Series D Preferred Shares.

With respect to the exercise of the above-described voting rights, each Series D Preferred
Share will have one vote per share, except that when any other class or series of preferred shares
will have the right to vote with the Series D Preferred Shares as a single class, then the Series D
Preferred Shares and such other class or series will have one quarter of one (0.25) vote per $25.00
of liquidation preference.

Series E Preferred Shares

The outstanding 1,150,000 Series E Preferred Shares were issued in an underwritten public
offering in April 2001. We contributed the proceeds from the sale of the Series E Preferred Shares
to our operating partnership in exchange for a number of Series E Preferred Units equal to the
number of Series E Preferred Shares that we sold in the private placement. The terms of the
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Series E Preferred Shares are as follows:

Ranking. The Series E Preferred Shares, with respect to dividend rights and rights upon our
liquidation, dissolution or winding up, rank (i) prior or senior to any Junior Shares, (ii) on a parity
with the Series F Preferred Shares and all other Parity Shares and (iii) junior to any Senior Shares.

Dividends. Holders of the Series E Preferred Shares are entitled to receive, when and as
declared by our Board of Trustees, out of our funds legally available for payment, quarterly cash
dividends on the Series E Preferred Shares at a rate of $2.5625 per year per Series E Preferred
Share. Such dividends are cumulative from the date of original issue, whether or not in any
dividend period or periods such dividends have been declared or there are funds legally available
for the payment of such dividends, and are payable quarterly on January 15, April 15, July 15 and
October 15 of each year (or if not a business day, the next succeeding business day). Any
dividend payable on the Series E Preferred Shares for any partial dividend period will be
computed ratably on the basis of twelve 30-day months and a 360-day year. Dividends are
payable in arrears to holders of record as they appear on our share records at the close of business
on the applicable record date, which are fixed by the Board of Trustees and which are not more
than 60 nor less than 10 days prior to such Dividend Payment Date. Holders of Series E Preferred
Shares are not entitled to receive any dividends in excess of cumulative dividends on the Series E
Preferred Shares. No interest, or sum of money in lieu of interest,
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will be payable in respect to any dividend payment or payments on the Series E Preferred Shares
that may be in arrears.

When dividends are not paid in full upon the Series E Preferred Shares or any other class or
series of Parity Shares, or a sum sufficient for such payment is not set apart, all dividends
declared upon the Series E Preferred Shares and any Parity Shares will be declared ratably, in
proportion to the respective amounts of dividends accrued and unpaid on the Series E Preferred
Shares and accrued and unpaid on such Parity Shares. Except as set forth in the preceding
sentence, unless dividends on the Series E Preferred Shares equal to the full amount of accrued
and unpaid dividends have been or contemporaneously are declared and paid or declared and a
sum sufficient for the payment thereof has been or contemporaneously is set apart for such
payment, for all past dividend periods, no dividends will be declared or paid or set apart for
payment by us and no other distribution of cash or other property may be declared or made,
directly or indirectly, by us with respect to any Parity Shares. Unless dividends equal to the full
amount of all accrued and unpaid dividends on the Series E Preferred Shares have been paid, or
declared and set apart for payment, for all past dividend periods, no dividends (other than
dividends or distributions paid in Junior Shares or options, warrants or rights to subscribe for or
purchase Junior Shares) may be declared or paid or set apart for payment by us and no other
distribution of cash or other property may be declared or made, directly or indirectly, by us with
respect to any Junior Shares, nor will any Junior Shares be redeemed, purchased or otherwise
acquired (except for a redemption, purchase or other acquisition of common shares made for
purposes of our employee incentive or benefit plan or any such plan of any of our subsidiaries)
for any consideration (or any monies be paid to or made available for a sinking fund for the
redemption of any such Junior Shares), directly or indirectly, by us (except by conversion into or
exchange for Junior Shares, or options, warrants or rights to subscribe for or purchase Junior
Shares), nor will any other cash or other property be paid or distributed to or for the benefit of
holders of Junior Shares. Notwithstanding the provisions described above, we will not be
prohibited from (i) declaring or paying or setting apart for payment any dividend or distribution
on any Parity Shares or (ii) redeeming, purchasing or otherwise acquiring any Parity Shares, in
each case, if such declaration, payment, redemption, purchase or other acquisition is necessary to
maintain our qualification as a REIT.

Liquidation Preference. Upon any voluntary or involuntary liquidation, dissolution or
winding-up, before any payment or distribution by us may be made to or set apart for the holders
of any Junior Shares, the holders of Series E Preferred Shares will be entitled to receive a
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liquidation preference of $25.00 per share (the "Series E Liquidation Preference"), plus an
amount equal to all accrued and unpaid dividends (whether or not earned or declared) to the date
of final distribution to such holders. Such holders will not be entitled to any further payment.
Until the holders of the Series E Preferred Shares have been paid the Series E Liquidation
Preference in full, plus an amount equal to all accrued and unpaid dividends (whether or not
earned or declared) to the date of final distribution to such holders, no payment will be made to
any holder of Junior Shares upon our liquidation, dissolution or winding-up. If upon any
liquidation, dissolution or winding-up, our assets, or proceeds thereof, distributable among the
holders of Series E Preferred Shares is insufficient to pay in full the above described preferential
amount and liquidating payments on any other shares of any class or series of Parity Shares, then
our assets, or the proceeds thereof, will be distributed among the holders of Series E Preferred
Shares and any such other Parity Shares ratably in the same proportion as the respective amounts
that would be payable on such Series E Preferred Shares and any such other Parity Shares if all
amounts payable thereon were paid in full. A voluntary or involuntary liquidation, dissolution or
winding-up will not include a consolidation or merger of us with or into one or more other
entities, a sale or transfer of all or substantially all of our assets, or a statutory share exchange.
Upon any liquidation, dissolution or winding-up, after payment has been made in full to the
holders of Series E Preferred Shares and any Parity Shares, any other series or class or classes of
Junior Shares will be entitled to receive any and all of our assets remaining to be paid or
distributed, and the holders of the Series E Preferred Shares and any Parity Shares will not be
entitled to share therein.
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Optional Redemption. The Series E Preferred Shares will not be redeemable by us prior to
July 15, 2006 (except in certain limited circumstances relating to our maintenance of our ability to
qualify as a REIT as described in " Restrictions on Ownership and Transfer" above). On or after
July 15, 2006, we may, at our option, redeem the Series E Preferred Shares, in whole or from time
to time in part, at a cash redemption price equal to 100% of the Series E Liquidation Preference,
plus all accrued and unpaid dividends, if any, to the redemption date. The redemption price for
the Series E Preferred Shares (other than any portion thereof consisting of accrued and unpaid
dividends) will be payable solely with the proceeds from the sale of equity securities by us or our
operating partnership (whether or not such sale occurs concurrently with such redemption). For
purposes of the preceding sentence, "equity securities" means any common shares, preferred
shares, depositary shares, partnership or other interests, participations or other ownership interests
(however designated) and any rights (other than debt securities convertible into or exchangeable
at the option of the holder for equity securities (unless and to the extent such debt securities are
subsequently converted into equity securities)) or options to purchase any of the foregoing of or
in us or our operating partnership.

In the event of a redemption of any Series E Preferred Shares, if the redemption date occurs
after a dividend record date and on or prior to the related dividend payment date, the dividend
payable on such dividend payment date in respect of such Series E Preferred Shares called for
redemption will be payable on such dividend payment date to the holders of record at the close of
business on such dividend record date, and will not be payable as part of the redemption price for
such Series E Preferred Shares. The redemption date will be selected by us and will not be less
than 30 days nor more than 60 days after the date notice of redemption is sent by us. If full
cumulative dividends on all outstanding Series E Preferred Shares have not been paid or declared
and set apart for payment, no Series E Preferred Shares may be redeemed unless all outstanding
Series E Preferred Shares are simultaneously redeemed and neither we nor any of our affiliates
may purchase or acquire Series E Preferred Shares otherwise than pursuant to a purchase or
exchange offer made on the same terms to all holders of Series E Preferred Shares.

If fewer than all the outstanding Series E Preferred Shares are to be redeemed, we will select
those Series E Preferred Shares to be redeemed pro rata in proportion to the numbers of Series E
Preferred Shares held by holders (with adjustment to avoid redemption of fractional shares) or by
lot or in such other manner as the Board of Trustees may determine.
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Notice of redemption will be given by publication in a newspaper of general circulation in
the City of New York, such publication to be made once a week for two consecutive weeks
commencing not less than 30 nor more than 60 days prior to the redemption date. A similar notice
shall be mailed by us not less than 30 days nor more than 60 days prior to the redemption date to
each holder of record of the Series E Preferred Shares to be redeemed by first class mail, postage
prepaid at such holder's address as the same appears on our share records. Any notice which was
mailed as described above will be conclusively presumed to have been duly given on the date
mailed whether or not the holder receives the notice. Each notice will state: (i) the redemption
date; (ii) the number of Series E Preferred Shares to be redeemed; (iii) the place or places where
certificates for such Series E Preferred Shares are to be surrendered for cash; and (iv) the
redemption price payable on such redemption date, including, without limitation, a statement as
to whether or not accrued and unpaid dividends will be (x) payable as part of the redemption
price, or (y) payable on the next dividend payment date to the record holder at the close of
business on the relevant record date as described above. From and after the redemption date
(unless we default in the payment of our redemption obligation), dividends on the Series E
Preferred Shares to be redeemed will cease to accrue, such shares will no longer be deemed to be
outstanding and all rights of the holders thereof shall cease (except (a) the right to receive the
cash payable upon such redemption without interest thereon, and (b) if the redemption date occurs
after a dividend record date and on or prior to the related dividend payment date, the right of
record holders at the close of business on such record date to receive the dividend payable on
such dividend payment
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date). The full dividend payable on such dividend payment date with respect to such Series E
Preferred Shares called for redemption will be payable on such dividend payment date to the

holders of record of such shares at the close of business on the corresponding dividend record
date notwithstanding the prior redemption of such shares.

The Series E Preferred Shares have no stated maturity and are not subject to any sinking
fund or mandatory redemption provisions except as provided under " Restrictions on Ownership
and Transfer" above.

Subject to applicable law and the limitation on purchases when dividends on the Series E
Preferred Shares are in arrears, we may, at any time and from time to time, purchase any Series E
Preferred Shares in the open market, by tender or by private agreement.

Voting Rights. Holders of Series E Preferred Shares will not have any voting rights, except
as set forth below and except as otherwise required by applicable law.

If and whenever dividends on any Series E Preferred Shares or any series or class of Parity
Shares are in arrears for six or more quarterly periods (whether or not consecutive), the number of
Trustees then constituting our Board of Trustees will be increased by two (if not already increased
by reason of similar types of provisions with respect to Voting Parity Shares, and the holders of
Series E Preferred Shares, together with the holders of all other Voting Parity Shares then entitled
to exercise similar voting rights, voting as a single class regardless of series, will be entitled to
vote for the election of the two additional Trustees at any annual meeting of shareholders or at a
special meeting of the holders of the Series E Preferred Shares and of the Voting Parity Shares
called for that purpose. At any time when such right to elect Trustees separately has so vested, we
must call such special meeting upon the written request of the holders of record of not less than
20% of the total number of Series E Preferred Shares and shares of any series of Voting Parity
Shares then outstanding. Such special meeting will be held, in the case of such written request,
within 90 days after the delivery of such request, provided that we will not be required to call
such a special meeting if such request is received less than 120 days before the date fixed for the
next ensuing annual meeting of shareholders and the holders of Series E Preferred Shares and
such other Voting Parity Shares are offered the opportunity to elect such Trustees at such annual
meeting of shareholders. If, prior to the end of the term of any Trustee so elected, a vacancy in the
office of such Trustee occurs by reason of death, resignation, or disability, a successor will be
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elected to the Board of Trustees, upon the nomination by the remaining Trustee elected by the
holders of the Series E Preferred Shares and such other Voting Parity Shares or the successor to
the remaining Trustee, to serve until the next annual meeting of shareholders or special meeting
held in place of the annual meeting if such office has not previously been terminated as described
below. Whenever dividends in arrears on outstanding Series E Preferred Shares and Voting Parity
Shares have been paid and dividends thereon for the current quarterly dividend period have been
paid or declared and set apart for payment, then the right of the holders of the Series E Preferred
Shares and Voting Parity Shares to elect such additional two Trustees will cease and the terms of
office of such Trustees will terminate and the number of Trustees constituting our Board of
Trustees will be reduced accordingly.

The affirmative vote or consent of at least two-thirds of the votes entitled to be cast by the
holders of the outstanding Series E Preferred Shares and the holders of all other classes or series
of Voting Parity Shares entitled to vote on such matters, voting as a single class, will be required
to (i) authorize, create, increase the authorized amount of, or issue any shares of any class of
Senior Shares or any security convertible or exchangeable into shares of any class of Senior
Shares or (ii) amend, alter or repeal any provision of, or add any provision to, our Declaration of
Trust or Bylaws, if such action would materially adversely affect the voting powers, rights or
preferences of the holders of the Series E Preferred Shares; provided, however, that no such vote
of the holders of Series E Preferred Shares will be required if, at or prior to the time such
amendment, alteration or repeal is to take effect or the
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issuance of any such Senior Shares or convertible or exchangeable security is to be made, as the
case may be, provisions are made for the redemption of all outstanding Series E Preferred Shares.
The amendment of or supplement to our Declaration of Trust to authorize, create, increase or
decrease the authorized amount of or to issue Junior Shares, Series E Preferred Shares or any
shares of any class of Parity Shares will not be deemed to materially adversely affect the voting
powers, rights or preferences of the holders of Series E Preferred Shares.

With respect to the exercise of the above-described voting rights, each Series E Preferred
Share will have one vote per share, except that when any other class or series of preferred shares
will have the right to vote with the Series E Preferred Shares as a single class, then the Series E
Preferred Shares and such other class or series will have one quarter of one (0.25) vote per $25.00
of liquidation preference.

Series F Preferred Shares

The outstanding 1,425,000 Series F Preferred Shares were issued in an underwritten public
offering in September 2001. We contributed the proceeds from the sale of the Series F Preferred
Shares to our operating partnership in exchange for a number of Series F Preferred Units equal to
the number of Series F Preferred Shares that we sold in the private placement. The terms of the
Series F Preferred Shares are as follows:

Ranking. The Series F Preferred Shares, with respect to dividend rights and rights upon our
liquidation, dissolution or winding up, rank (i) prior or senior to any Junior Shares, (ii) on a parity
all other Parity Shares and (iii) junior to any Senior Shares.

Dividends. Holders of Series F Preferred Shares are entitled to receive, when and as
declared by our Board of Trustees, out of our funds legally available for payment, quarterly cash
dividends on the Series F Preferred Shares at the rate of $2.46875 per year per Series F Preferred
Share. These dividends are cumulative from the date of original issue, whether or not in any
dividend period or periods these dividends shave been declared or there are funds legally
available for the payment of such dividends, and are payable quarterly on January 15, April 15,
July 15 and October 15 of each year (or, if not a business day, the next succeeding business day).
Any dividend payable on the Series F Preferred Shares for any partial dividend period will be
computed ratably on the basis of twelve 30-day months and a 360-day year. Dividends are
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payable in arrears to holders of record as they appear on our share records at the close of business
on the applicable record date, which are fixed by our Board of Trustees and which are not more
than 60 nor less than 10 days prior to the related Dividend Payment Date. Holders of Series F
Preferred Shares are not be entitled to receive any dividends in excess of cumulative dividends on
the Series F Preferred Shares. No interest, or sum of money in lieu of interest, will be payable in
respect of any dividend payment or payments on the Series F Preferred Shares that may be in
arrears.

When dividends are not paid in full upon the Series F Preferred Shares or any other class or
series of Parity Shares, or a sum sufficient for this payment is not set apart, all dividends declared
upon the Series F Preferred Shares and any Parity Shares will be declared ratably in proportion to
the respective amounts of dividends accrued and unpaid on the Series F Preferred Shares and
accrued and unpaid on such Parity Shares. Except as set forth in the preceding sentence, unless
dividends on the Series F Preferred Shares equal to the full amount of accrued and unpaid
dividends have been or contemporaneously are declared and paid or declared and a sum sufficient
for the payment thereof has been or contemporaneously is set apart for such payment, for all past
dividend periods, no dividends will be declared or paid or set apart for payment by us and no
other distribution of cash or other property may be declared or made, directly or indirectly, by us
with respect to any Parity Shares. Unless dividends equal to the full amount of all accrued and
unpaid dividends on the Series F Preferred Shares have been paid, or declared and set apart for
payment, for all past dividend periods,
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no dividends (other than dividends or distributions paid in Junior Shares or options, warrants or
rights to subscribe for or purchase Junior Shares) may be declared or paid or set apart for payment
by us and no other distribution of cash or other property may be declared or made, directly or
indirectly, by us with respect to any Junior Shares, nor will any Junior Shares be redeemed,
purchased or otherwise acquired (except for a redemption, purchase or other acquisition of
common shares made for purposes of our employee incentive or benefit plan or any such plan of
any of our subsidiaries) for any consideration (or any monies be paid to or made available for a
sinking fund for the redemption of any such Junior Shares), directly or indirectly, by us (except
by conversion into or exchange for Junior Shares, or options, warrants or rights to subscribe for or
purchase Junior Shares), nor will any other cash or other property be paid or distributed to or for
the benefit of holders of Junior Shares. Regardless of the provisions described above, we will not
be prohibited from (i) declaring or paying or setting apart for payment any dividend or
distribution on any Parity Shares or (ii) redeeming, purchasing or otherwise acquiring any Parity
Shares, in each case, if this declaration, payment, redemption, purchase or other acquisition is
necessary to maintain our qualification as a REIT.

Liquidation Preference. Upon any voluntary or involuntary liquidation, dissolution or
winding-up, before any payment or distribution by us will be made to or set apart for the holders
of any Junior Shares, the holders of Series F Preferred Shares will be entitled to receive a
liquidation preference of $25.00 per share (the "Series F Liquidation Preference"), plus an amount
equal to all accrued and unpaid dividends (whether or not earned or declared) to the date of final
distribution to such holders. Such holders will not be entitled to any further payment. Until the
holders of the Series F Preferred Shares have been paid the Series F Liquidation Preference in
full, plus an amount equal to all accrued and unpaid dividends (whether or not earned or declared)
to the date of final distribution to such holders, no payment will be made to any holder of Junior
Shares upon our liquidation, dissolution or winding-up. If upon any liquidation, dissolution or
winding-up, our assets, or proceeds thereof, distributable among the holders of Series F Preferred
Shares will be insufficient to pay in full the above described preferential amount and liquidating
payments on any other shares of any class or series of Parity Shares, then our assets, or the
proceeds thereof, will be distributed among the holders of Series F Preferred Shares and any such
other Parity Shares ratably in the same proportion as the respective amounts that would be
payable on such Series F Preferred Shares and any such other Parity Shares if all amounts payable
thereon were paid in full. A voluntary or involuntary liquidation, dissolution or winding-up will
not include a consolidation or merger of us with or into one or more other entities, a sale or
transfer of all or substantially all of our assets, or a statutory share exchange. Upon any
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liquidation, dissolution or winding-up, after payment has been made in full to the holders of
Series F Preferred Shares and any Parity Shares, any other series or class or classes of Junior
Shares will be entitled to receive any and all of our assets remaining to be paid or distributed, and
the holders of the Series F Preferred Shares and any Parity Shares will not be entitled to share in
that payment or distribution.

Optional Redemption. The Series F Preferred Shares will not be redeemable by us prior to
October 15, 2006 (except in certain limited circumstances relating to our maintenance of our
ability to qualify as a REIT as described in " Restrictions on Ownership and Transfer" above). On
or after October 15, 2006, we may, at our option, redeem the Series F Preferred Shares, in whole
or from time to time in part, at a cash redemption price equal to 100% of the Series F Liquidation
Preference, plus all accrued and unpaid dividends, if any, to the redemption date. The redemption
price for the Series F Preferred Shares (other than any portion thereof consisting of accrued and
unpaid dividends) will be payable solely with the proceeds from the sale of equity securities by us
or our operating partnership (whether or not such sale occurs concurrently with such redemption).
For purposes of the preceding sentence, "equity securities" means any common shares, preferred
shares, depositary shares, partnership or other interests, participations or other ownership interests
(however designated) and any rights (other than debt securities convertible into or exchangeable
at the option of the holder for equity
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securities (unless and to the extent such debt securities are subsequently converted into equity
securities)) or options to purchase any of the foregoing of or in us or our operating partnership.

In the event of a redemption of any Series F Preferred Shares, if the redemption date occurs
after a dividend record date and on or prior to the related Dividend Payment Date, the dividend
payable on such Dividend Payment Date in respect of such Series F Preferred Shares called for
redemption will be payable on such Dividend Payment Date to the holders of record at the close
of business on such dividend record date, and will not be payable as part of the redemption price
for such Series F Preferred Shares. The redemption date will be selected by us and shall not be
less than 30 days nor more than 60 days after the date notice of redemption is sent by us. If full
cumulative dividends on all outstanding Series F Preferred Shares have not been paid or declared
and set apart for payment, no Series F Preferred Shares may be redeemed unless all outstanding
Series F Preferred Shares are simultaneously redeemed and neither we nor any of our affiliates
may purchase or acquire Series F Preferred Shares otherwise than pursuant to a purchase or
exchange offer made on the same terms to all holders of Series F Preferred Shares.

If fewer than all the outstanding Series F Preferred Shares are to be redeemed, we will select
those Series F Preferred Shares to be redeemed pro rata in proportion to the numbers of Series F
Preferred Shares held by holders (with adjustment to avoid redemption of fractional shares) or by
lot or in such other manner as the Board of Trustees may determine.

Notice of redemption will be given by publication in a newspaper of general circulation in
the City of New York, such publication to be made once a week for two consecutive weeks
commencing not less than 30 nor more than 60 days prior to the redemption date. A similar notice
shall be mailed by us not less than 30 days nor more than 60 days prior to the redemption date to
each holder of record of the Series F Preferred Shares to be redeemed by first class mail, postage
prepaid at such holder's address as the same appears on our share records. Any notice which was
mailed as described above will be conclusively presumed to have been duly given on the date
mailed whether or not the holder receives the notice. Each notice will state: (i) the redemption
date, (ii) the number of Series F Preferred Shares to be redeemed, (iii) the place or places where
certificates for such Series F Preferred Shares are to be surrendered for cash and (iv) the
redemption price payable on such redemption date, including, without limitation, a statement as
to whether or not accrued and unpaid dividends will be (x) payable as part of the redemption price
or (y) payable on the next Dividend Payment Date to the record holder at the close of business on
the relevant record date as described above. From and after the redemption date (unless we
default in the payment of our redemption obligation), dividends on the Series F Preferred Shares

55



Edgar Filing: Flaherty & Crumrine PREFERRED SECURITIES INCOME FUND INC - Form N-CSRS

to be redeemed will cease to accrue, such shares will no longer be deemed to be outstanding and
all rights of the holders thereof shall cease (except (a) the right to receive the cash payable upon
such redemption without interest thereon and (b) if the redemption date occurs after a dividend
record date and on or prior to the related Dividend Payment Date, the right of record holders at
the close of business on such record date to receive the dividend payable on such Dividend
Payment Date). The full dividend payable on such Dividend Payment Date with respect to such
Series F Preferred Shares called for redemption will be payable on such Dividend Payment Date
to the holders of record of such shares at the close of business on the corresponding dividend
record date notwithstanding the prior redemption of such shares.

The Series F Preferred Shares have no stated maturity and are not subject to any sinking fund
or mandatory redemption provisions except as provided under " Restrictions on Ownership and
Transfer" above.

Subject to applicable law and the limitation on purchases when dividends on the Series F
Preferred Shares are in arrears, we may, at any time and from time to time, purchase any Series F

Preferred Shares in the open market, by tender or by private agreement.
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Voting Rights. Holders of Series F Preferred Shares will not have any voting rights, except
as set forth below and except as otherwise required by applicable law.

If and whenever dividends on any Series F Preferred Shares or any series or class of Parity
Shares shall be in arrears for six or more quarterly periods (whether or not consecutive), the
number of Trustees then constituting our Board of Trustees will be increased by two (if not
already increased by reason of similar types of provisions with respect to Voting Parity Shares,
and the holders of Series F Preferred Shares, together with the holders of all other Voting Parity
Shares then entitled to exercise similar voting rights, voting as a single class regardless of series
or class, will be entitled to vote for the election of the two additional Trustees at any annual
meeting of shareholders or at a special meeting of the holders of the Series F Preferred Shares and
of the Voting Parity Shares called for that purpose. At any time when such right to elect Trustees
separately shall have so vested, we must call such special meeting upon the written request of the
holders of record of not less than 20% of the total number of Series F Preferred Shares and shares
of any series or class of Voting Parity Shares then outstanding. Such special meeting shall be
held, in the case of such written request, within 90 days after the delivery of such request,
provided that we will not be required to call such a special meeting if such request is received less
than 120 days before the date fixed for the next ensuing annual meeting of shareholders and the
holders of Series F Preferred Shares and such other Voting Parity Shares are offered the
opportunity to elect such Trustees at such annual meeting of shareholders. If, prior to the end of
the term of any Trustee so elected, a vacancy in the office of such Trustee shall occur by reason of
death, resignation, or disability, a successor will be elected to the Board of Trustees, upon the
nomination by the remaining Trustee elected by the holders of the Series F Preferred Shares and
the Voting Parity Shares or the successor to the remaining Trustee, to serve until the next annual
meeting of shareholders or special meeting held in place of the annual meeting if such office has
not previously been terminated as described below. Whenever dividends in arrears on outstanding
Series F Preferred Shares and Voting Parity Shares shall have been paid and dividends thereon for
the current dividend period shall have been paid or declared and set apart for payment, then the
right of the holders of the Series F Preferred Shares and Voting Parity Shares to elect such
additional two Trustees shall cease and the terms of office of such Trustees shall terminate and
the number of Trustees constituting our Board of Trustees shall be reduced accordingly. The one
outstanding Series A Preferred Share is not a Voting Parity Share. Constellation, the holder of the
Series A Preferred Share, votes as a separate class, and is entitled to elect two additional Trustees
if we fail at any time or from time to time to pay when due two consecutive quarterly dividend
payments on the Series A Preferred Share, and such Trustees are entitled to serve as Trustees
thereafter until all accrued and unpaid dividends on the Series A Preferred Share have been paid
in full.
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The affirmative vote or consent of at least two-thirds of the votes entitled to be cast by the
holders of the outstanding Series F Preferred Shares and the holders of all other classes or series
of Voting Parity Shares entitled to vote on such matters, voting as a single class, will be required
to (i) authorize, create, increase the authorized amount of, or issue any shares of any class of
Senior Shares or any security convertible or exchangeable into shares of any class of Senior
Shares or (ii) amend, alter or repeal any provision of, or add any provision to, our Declaration of
Trust or Bylaws, if such action would materially adversely affect the voting powers, rights or
preferences of the holders of the Series F Preferred Shares; provided, however, that no such vote
of the holders of Series F Preferred Shares will be required if, at or prior to the time such
amendment, alteration or repeal is to take effect or the issuance of any such Senior Shares or
convertible or exchangeable security is to be made, as the case may be, provisions are made for
the redemption of all outstanding Series F Preferred Shares. The amendment of or supplement to
our Declaration of Trust to authorize, create, increase or decrease the authorized amount of or to
issue Junior Shares, Series F Preferred Shares or any shares of any class of Parity Shares will not
be deemed to materially adversely affect the voting powers, rights or preferences of the holders of
Series F Preferred Shares. The holder of the Series A Preferred Share does not vote with the
holders of Series F Preferred Shares as a single class with respect to the matters referred to
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above. With respect to these matters, the holder of the Series A Preferred Share votes as a
separate class.

With respect to the exercise of the above-described voting rights, each Series F Preferred
Share will have one vote per share, except that when any other class or series of preferred shares
will have the right to vote with the Series F Preferred Shares as a single class, then the Series F
Preferred Shares and such other class or series will have one quarter of one (0.25) vote per $25.00
of liquidation preference.

CERTAIN FEDERAL INCOME TAX MATTERS

The following summary of certain Federal income tax considerations regarding an
investment in the common shares is based on current law, is for general information only and is
not tax advice. This summary supplements the discussion set forth in each of the accompanying
prospectuses under the heading "Federal Income Tax Matters." This discussion does not purport
to deal with all aspects of taxation that may be relevant to particular investors in light of their
personal investment or tax circumstances.

Each prospective purchaser is advised to consult his or her own tax advisor regarding the
specific tax consequences to him or her of the purchase, ownership and sale of common shares
and of our election to be taxed as a REIT, including the Federal, state, local, foreign income and
other tax consequences of such purchase, ownership, sale and election, and of potential changes
in applicable tax laws.

Distributions on Common Shares

For a discussion of the treatment of dividends and other distributions with respect to the
common shares, see "Federal Income Tax Matters Taxation of Shareholders" in each of the
accompanying prospectuses. In determining the extent to which a distribution with respect to the
common shares constitutes a dividend for tax purposes, our earnings and profits will be allocated,
on a pro rata basis, first to distributions with respect to any class of preferred shares, and then to
our common shares.

Recent Legislation Affecting REITs
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Pursuant to the Tax Relief Extension Act of 1999 (the "Act"), a REIT is prohibited from
holding securities representing more than 10% of the voting stock or value of all classes of stock
of any corporation other than (i) a qualified REIT subsidiary, (ii) another REIT or (iii) certain
corporations known as "taxable REIT subsidiaries." Taxable REIT subsidiaries are subject to full
corporate level taxation on their earnings, but are permitted to engage in certain types of real
estate management activities (such as those performed by COMI) which cannot currently be
performed by REITsS or their controlled subsidiaries without jeopardizing REIT status.

On January 1, 2001, our operating partnership acquired all of the stock in COMI that was not
previously owned by it. Pursuant to the Act, we elected to treat COMI as a "taxable REIT
subsidiary" effective January 1, 2001. Thus, COMI will remain fully taxable with respect to its
earnings. The election will, however, generally allow COMI to continue its real estate
management activities without jeopardizing our REIT status.
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UNDERWRITING

Under the terms and subject to the conditions contained in an underwriting agreement
dated , 2002, we and the selling shareholder, Constellation, severally and not jointly have
agreed to sell to the underwriters named below, for whom Credit Suisse First Boston Corporation,
A.G. Edwards & Sons, Inc., Legg Mason Wood Walker, Incorporated and McDonald
Investments Inc. are acting as representatives, the following respective numbers of common
shares:

Number of
Common

Underwriter Shares
Credit Suisse First Boston Corporation
A.G. Edwards & Sons, Inc.
Legg Mason Wood Walker, Incorporated
McDonald Investments Inc.
BB&T Capital Markets
Ferris, Baker Watts, Incorporated

Total 9,400,000

.|

The underwriting agreement provides that the underwriters are severally obligated to
purchase all of the common shares offered by us and Constellation if any are purchased, other
than those common shares covered by the over-allotment option described below. The
underwriting agreement also provides that if an underwriter defaults, the purchase commitments
of non-defaulting underwriters may be increased or the offering of the common shares may be
terminated.

The underwriters have a 30-day option to purchase on a pro rata basis, at the public offering
price less the underwriting discounts and commissions, up to 1,222,000 additional common
shares to cover over-allotments of shares, of which the first 276,172 additional common shares
would be purchased from Constellation, representing all of its remaining common shares, and the
balance would be purchased from us. The option may be exercised only to cover any
over-allotments in the sale of the common shares offered under this prospectus supplement.

The underwriters propose to offer the common shares initially at the public offering price on
the cover page of this prospectus supplement. The underwriters may allow a discount of
$ per share on sales to other broker/dealers. After the initial public offering of the common
shares, the underwriters may change the public offering price and concession and discount to
broker/dealers.
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The following table summarizes the compensation both we and Constellation will pay.

Per Common Share Total

Without With Without With
Over-allotment Over-allotment Over-allotment Over-allotment

Underwriting Discounts and

Commissions paid by us $ $ $ $
Expenses payable by us() $ $ $ $
Underwriting Discounts and

Commissions paid by

Constellation $ $ $ $

(1)

We will pay our expenses, as well as those of Constellation, relating to this offering.

We and our operating partnership, jointly, and Constellation, severally and not jointly, have
agreed pursuant to the Underwriting Agreement to indemnify the underwriters against liabilities
under the Securities Act of 1933, as amended, or to contribute to payments which the
underwriters may be required to make in that respect.
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We have agreed that we will not offer, sell, contract to sell, pledge or otherwise dispose of,
directly or indirectly, or file with the Securities and Exchange Commission a registration
statement under the Securities Act of 1933, as amended, relating to, any of our common shares or
securities convertible into or exchangeable or exercisable for any common shares, or publicly
disclose the intention to make any offer, sale, pledge, disposition or filing, without the prior
written consent of Credit Suisse First Boston Corporation for a period of 90 days after the date of
this prospectus supplement, except issuances of common shares pursuant to the conversion or
exchange of convertible or exchangeable securities or the exercise of warrants or options, in each
case outstanding on the date hereof, issuances pursuant to the exercise of employee stock options
outstanding on the date hereof, or issuances of restricted securities constituting either common or
preferred units of our operating partnership in acquisition transactions.

Our executive officers and trustees and Constellation have agreed that they will not offer,
sell, contract to sell, pledge or otherwise dispose of, directly or indirectly, any of our common
shares or securities convertible into or exchangeable or exercisable for any of our common shares,
enter into a transaction that would have the same effect, or enter into any swap, hedge or other
arrangement that transfers, in whole or in part, any of the economic consequences of ownership of
our common shares, whether any of these transactions are to be settled by delivery of our
common shares or other securities, in cash or otherwise, or publicly disclose the intention to make
any offer, sale, pledge or disposition, or to enter into any transaction, swap, hedge or other
arrangement, without, in each case, the prior written consent of Credit Suisse First Boston
Corporation for a period of 90 days after the date of this prospectus supplement.

In connection with the offering the underwriters may engage in stabilizing transactions,
over-allotment transactions, syndicate covering transactions and penalty bids as described below:

Stabilizing transactions permit bids to purchase the underlying security so
long as the stabilizing bids do not exceed a specified maximum.
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Over-allotment transactions involve sales by the underwriters of the common
shares in excess of the number of common shares the underwriters are
obligated to purchase, which creates a syndicate short position. The short
position may be either a covered short position or a naked short position. In a
covered short position, the number of common shares over-allotted by the
underwriters is not greater than the number of common shares that they may
purchase in the over-allotment option. In a naked short position, the number
of common shares involved is greater than the number of common shares in
the over-allotment option. The underwriters may close out any short position
by either exercising their over-allotment option and/or purchasing common
shares in the open market.

Syndicate covering transactions involve purchases of the common shares in
the open market after the distribution has been completed in order to cover
syndicate short positions. In determining the source of common shares to
close out the short position, the underwriters will consider, among other
things, the price of the common shares available for purchase in the open
market as compared to the price at which they may purchase common shares
through the over-allotment option. If the underwriters sell more common
shares than could be covered by the over-allotment option, creating a naked
short position, that position can only be closed out by buying common shares
in the open market. A naked short position is more likely to be created if the
underwriters are concerned that there may be downward pressure on the price
of the common shares in the open market after pricing that could adversely
affect investors who purchase in the offering.

Penalty bids permit the representatives to reclaim a selling concession from a
syndicate member when the common shares originally sold by such syndicate
member are purchased in a stabilizing transaction or a syndicate covering
transaction to cover syndicate short positions.
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These stabilizing transactions, syndicate covering transactions and penalty bids may have the
effect of raising or maintaining the market price of the common shares or preventing or retarding
a decline in the market price of the common shares. As a result the price of the common shares
may be higher than the price that might otherwise exist in the open market. These transactions
may be effected on the New York Stock Exchange or otherwise and, if commenced, may be
discontinued at any time.

A prospectus supplement in electronic format may be made available on the websites
maintained by one or more of the underwriters participating in this offering, or selling group
members, if any, who may participate in this offering. The representatives may agree to allocate a
number of shares to underwriters and selling group members for sale to their online brokerage
account holders. Internet distributions will be allocated by the underwriters and selling group
members that will make Internet distributions on the same basis as other allocations.

Credit Suisse First Boston Corporation, A.G. Edwards & Sons, Inc., Legg Mason Wood
Walker Incorporated and McDonald Investments Inc., and one or more other underwriters have,
from time to time, performed, and may in the future perform, various investment banking,
financial advisory and other services for us for which they have been paid, or will be paid, fees.
KeyCorp, an affiliate of McDonald Investments Inc., one of the underwriters, is a participating
lender under our Credit Facility. The net proceeds from the sale of the common shares will be
used to reduce borrowings under our Credit Facility. See "Use of Proceeds." We are currently
negotiating to increase availability under our Credit Facility to approximately $150.0 million. If
this increase in availability occurs, it is expected that an affiliate of BB&T Capital Markets, one
of the underwriters, will be a participating lender under our Credit Facility. However, there can be
no assurance that this increase will occur.
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NOTICE TO CANADIAN RESIDENTS
Resale Restrictions

The distribution of the common shares in Canada is being made only on a private placement
basis exempt from the requirement that we prepare and file a prospectus with the securities
regulatory authorities in each province where trades of the common shares are made. Any resale
of the common shares in Canada must be made under applicable securities laws which will vary
depending on the relevant jurisdiction, and which may require resales to be made under available
statutory exemptions or under a discretionary exemption granted by the applicable Canadian
securities regulatory authority. Purchasers are advised to seek legal advice prior to any resale of
the common shares.

Representations of Purchasers

By purchasing common shares in Canada and accepting a purchase confirmation a purchaser
is representing to us and the dealer from whom the purchase confirmation is received that:

the purchaser is entitled under applicable provincial securities laws to
purchase the common shares without the benefit of a prospectus qualified
under those securities laws;

where required by law, that the purchaser is purchasing as principal and not as
agent; and

the purchaser has reviewed the text above under Resale Restrictions.
Rights of Action (Ontario Purchasers)

Under Ontario securities legislation, a purchaser who purchases a security offered by this
prospectus supplement during the period of distribution will have a statutory right of action for
damages, or while still the owner of the shares, for rescission against us and Constellation in the
event that this prospectus supplement contains a misrepresentation. A purchaser will be deemed
to have relied on the misrepresentation. The right of action for damages is exercisable not later
than the earlier of 180 days from the date the purchaser first had knowledge of the facts giving
rise to the cause of action and three years from the date on which payment is made for the shares.
The right of action for rescission is exercisable not later than 180 days from the date on which
payment is made for the shares. If a purchaser elects to exercise the right of action for rescission,
the purchaser will have no right of action for damages against us or Constellation. In no case will
the amount recoverable in any action exceed the price at which the shares were offered to the
purchaser and if the purchaser is shown to have purchased the securities with knowledge of the
misrepresentation, we and Constellation will have no liability. In the case of an action for
damages, we and Constellation will not be liable for all or any portion of the damages that are
proven to not represent the depreciation in value of the shares as a result of the misrepresentation
relied upon. These rights are in addition to, and without derogation from, any other rights or
remedies available at law to an Ontario purchaser. The foregoing is a summary of the rights
available to an Ontario purchaser. Ontario purchasers should refer to the complete text of the
relevant statutory provisions.

Enforcement of Legal Rights
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All of the issuer's directors and officers as well as the experts named herein may be located
outside of Canada and, as a result, it may not be possible for Canadian purchasers to effect service
of process within Canada upon the issuer or such persons. All or a substantial portion of the assets
of the issuer and such persons may be located outside of Canada and, as a result, it may not be
possible to satisfy a judgment against the issuer or such persons in Canada or to enforce a
judgment obtained in Canadian courts against such issuer or persons outside of Canada.

S-50

Taxation and Eligibility for Investment

Canadian purchasers of common shares should consult their own legal and tax advisors with
respect to the tax consequences of an investment in the common shares in their particular
circumstances and about the eligibility of the common shares for investment by the purchaser
under relevant Canadian legislation.

Relationships with Affiliates of Certain Underwriters

KeyCorp, an affiliate of McDonald Investments Inc., one of the underwriters, is a
participating lender under our Credit Facility. The net proceeds from the sale of the common
shares will be used to reduce borrowings under our Credit Facility. See "Use of Proceeds." We
are currently in compliance with the terms of our Credit Facility. McDonald Investments Inc. has
informed us that its decision to distribute the common shares was made independent of KeyCorp,
which had no involvement in determining whether or when to distribute the common shares under
this offering or the terms of this offering. McDonald Investments Inc., exclusive of its affiliate
which will receive proceeds as described above, will not receive any benefit from this offering
other than its respective portion of customary discounts and commissions.

EXPERTS

The financial statements incorporated in this prospectus supplement and the accompanying
prospectuses by reference to our Annual Report on Form 10-K for the year ended December 31,
2000 have been so incorporated in reliance on the report of PricewaterhouseCoopers LLP,
independent accountants, given on the authority of said firm as experts in auditing and
accounting.

LEGAL MATTERS

Certain legal matters in connection with the common shares offered hereby will be passed
upon: (i) for Constellation, by its internal legal counsel; (ii) for us, by Morgan, Lewis & Bockius
LLP, Philadelphia, Pennsylvania; and (iii) for the underwriters, by Clifford Chance
Rogers &Wells LLP, New York, New York.

WHERE YOU CAN FIND MORE INFORMATION

We have filed a registration statement on Form S-3 dated November 1, 2000 relating to the
common shares that are being offered by us, and a registration statement on Form S-3 dated
May 17, 2001 relating to the common shares that are being sold by Constellation, with the SEC in
connection with this offering. In addition, we file annual, quarterly, and current reports, proxy
statements and other information with the SEC. You may read and copy the registration
statements and any other documents filed by us at the SEC's Public Reference Room at 450 Fifth
Street, N.W., Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further
information on the Public Reference Room. Our SEC filings are also available to the public at the
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SEC's Internet site at http://www.sec.gov.

This prospectus supplement and each of the accompanying prospectuses do not contain all of
the information included in the registration statement. If a reference is made in this prospectus
supplement or either of the accompanying prospectuses to any of our contracts or other
documents, the reference may not be complete and you should refer to the exhibits that are a part
of the registration statement for a copy of the contract or document.

The SEC allows us to "incorporate by reference" into this prospectus supplement the
information we file with the SEC, which means that we can disclose important information to you
by referring you to those documents. Information incorporated by reference is part of this
prospectus supplement. Later information filed with the SEC will update and supersede this
information.

S-51

We incorporate by reference the documents listed below and any future filings we make with
the SEC under Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934 until this
offering is completed:

Our Annual Report on Form 10-K for the year ended December 31, 2000;

Our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2001,
June 30, 2001 and September 30, 2001; and

Our Current Reports on Form 8-K filed with the SEC on January 30, 2002
and February 13, 2002.

You may request a copy of these filings, at no cost, by contacting Roger A. Waesche, Jr.,
Senior Vice President and Chief Financial Officer, Corporate Office Properties Trust, 8815
Centre Park Drive, Suite 400, Columbia, Maryland 21045, by telephone at 410-992-7348, by
facsimile at 410-740-1174, or by e-mail at roger.waesche @copt.com or by visiting our website,
www.copt.com. The information contained on our website is not part of this prospectus
supplement.

S-52
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