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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

þ Annual report pursuant to the Section 13 or 15(d) of the Securities Exchange Act of 1934 For the fiscal year ended December 31, 2006

Or

¨ Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 For the transition period from              to              

Commission file number: 1-07533

FEDERAL REALTY INVESTMENT TRUST

(Exact Name of Registrant as Specified in its Declaration of Trust)

Maryland 52-0782497
(State of Organization) (IRS Employer Identification No.)

1626 East Jefferson Street, Rockville, Maryland 20852
(Address of Principal Executive Offices) (Zip Code)

(301) 998-8100

(Registrant�s Telephone Number, Including Area Code)

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name Of Each Exchange On Which Registered
Common Shares of Beneficial Interest, $.01 par value per share, with
associated Common Share Purchase Rights

New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. þ Yes    ¨ No

Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. ¨ Yes    þ No
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Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. þ Yes    ¨ No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of Registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K. þ

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one): Large Accelerated Filer þ    Accelerated
Filer ¨    Non-Accelerated Filer ¨

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Act). ¨ Yes    þ No

The aggregate market value of the Registrant�s common shares held by non-affiliates of the Registrant, based upon the closing sales price of the
Registrant�s common shares on June 30, 2006 was $3.7 billion.

The number of Registrant�s common shares outstanding on February 23, 2007 was 55,428,896.
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PART I

ITEM 1.    BUSINESS

References to �we,� �us,� �our� or the �Trust� refer to Federal Realty Investment Trust and our business and operations conducted through
our directly or indirectly owned subsidiaries.

General

We are an equity real estate investment trust (�REIT�) specializing in the ownership, management, development and redevelopment of high
quality retail and mixed-use properties. As of December 31, 2006, we owned, had a majority interest in, or controlled 111 community and
neighborhood shopping centers and mixed-use properties comprising approximately 18.8 million square feet, located primarily in densely
populated and affluent communities with relatively high barriers to entry throughout the Northeast and Mid-Atlantic United States, as well as in
California. In total, these 111 commercial properties were 96.5% leased at December 31, 2006. A joint venture in which we own a 30% interest
owned six neighborhood shopping centers totaling approximately 0.7 million square feet as of December 31, 2006. In total, the joint venture
properties in which we own an interest were 98.7% leased at December 31, 2006. We have paid quarterly dividends to our shareholders
continuously since our founding in 1962 and have increased our dividends per common share for 39 consecutive years. Revenue, property
operating income, total assets and other financial information of each reportable segment are described in �Item 7. Management�s Discussion and
Analysis of Financial Condition and Results of Operations� and in the financial statements contained in �Item 8. Financial Statements and
Supplementary Data� of this Form 10-K.

We were founded in 1962 as a real estate investment trust under the laws of the District of Columbia and reformed as a real estate investment
trust in the state of Maryland in 1999. Our principal executive offices are located at 1626 East Jefferson Street, Rockville, Maryland 20852 and
our telephone number is (301) 998-8100. Our Web site address is www.federalrealty.com. The information contained on our Web site is not a
part of this report.

Business Objectives and Strategies

Our primary business objective is to own, manage, acquire and redevelop a portfolio of high quality retail properties, with the dominant property
type being grocery anchored community and neighborhood shopping centers, that will:

� generate higher internal growth than our peers;

� protect investor capital;

� provide increasing cash flow for distributions to shareholders; and

� provide potential for capital appreciation.
Our traditional focus has been and remains on grocery anchored community and neighborhood shopping centers. Late in 1994, recognizing a
trend of increased consumer acceptance of retailer expansion to main streets, we expanded our investment strategy to include �street retail� and
�mixed-use� properties. The mixed-use properties are typically centered around a retail component but also include office, residential and/or hotel
components.
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Operating Strategies

Our core operating strategy is to actively manage our properties to maximize rents and maintain high occupancy levels by attracting and
retaining a strong and diverse base of tenants and replacing weaker, underperforming tenants with stronger ones. Our properties are generally
located in some of the most densely populated and affluent areas of the country. In addition, because of the in-fill nature of our locations, our
properties generally face less competition per capita than properties owned by our peers. These strong demographics help our tenants generate
higher sales, which has enabled us to maintain high occupancy rates, charge higher rental rates, and maintain steady rent growth, all of which
increase the value of our portfolio. Our operating strategies also include:

� increasing rental rates through the renewal of expiring leases or the leasing of space to new tenants at higher rental rates while limiting
vacancy and down-time;

� maintaining a diversified tenant base, thereby limiting exposure to any one tenant�s financial difficulties;

� monitoring the merchandising mix of our tenant base to achieve a balance of strong national and regional tenants with local specialty
tenants;

� minimizing overhead and operating costs;

� monitoring the physical appearance of our properties and the construction quality, condition and design of the buildings and other
improvements located on our properties to maximize our ability to attract customers and thereby generate higher rents and occupancy
rates;

� developing local and regional market expertise in order to capitalize on market and retailing trends;

� leveraging the contacts and experience of our management team to build and maintain long-term relationships with tenants, investors
and financing sources; and

� providing exceptional customer service.
Investing Strategies

Our investment strategy is to deploy capital at risk-adjusted rates of return that exceed our weighted average cost of capital in projects that have
potential for future income growth.

Our investments primarily fall into one of the following four categories:

� renovating, expanding, reconfiguring and/or retenanting our existing properties to take advantage of under-utilized land or existing
square footage to increase revenue;

� acquiring community and neighborhood shopping centers, located in densely populated or affluent areas where barriers to entry for
further development are high, and that have possibilities for enhancing operating performance through renovation, expansion,
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reconfiguration and/or retenanting;

� renovating or expanding tenant spaces for tenants capable of producing higher sales, and therefore, paying higher rents, including
expanding space available to an existing tenant that is performing well but is operating out of an old or otherwise inefficient store
format; and

� acquiring, in partnership with longer term investors who contribute a substantial portion of the equity needed to acquire those
properties, stabilized community and neighborhood shopping centers, located in densely populated or affluent areas where barriers to
entry for further development are high.

Investment Criteria

When we evaluate potential redevelopment, retenanting, expansion and acquisition opportunities, we consider such factors as:

� the expected returns in relation to our cost of capital as well as the anticipated risk we will face in achieving the expected returns;
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� the anticipated growth rate of operating income generated by the property;

� the tenant mix at the property, tenant sales performance and the creditworthiness of those tenants;

� the geographic area in which the property is located, including the population density and household incomes, as well as the
population and income trends in that geographic area;

� competitive conditions in the vicinity of the property, including competition for tenants and the ability to create competing properties
through redevelopment, new construction or renovation;

� access to and visibility of the property from existing roadways and the potential for new, widened or realigned, roadways within the
property�s trade area, which may affect access and commuting and shopping patterns;

� the level and success of our existing investments in the market area;

� the current market value of the land, buildings and other improvements and the potential for increasing those market values; and

� the physical condition of the land, buildings and other improvements, including the structural and environmental condition.
Financing Strategies

Our financing strategy is designed to enable us to maintain a strong balance sheet while retaining sufficient flexibility to fund our operating and
investing activities in the most cost-efficient way possible. Our financing strategy includes:

� maintaining a prudent level of overall leverage and an appropriate pool of unencumbered properties that is sufficient to support our
unsecured borrowings;

� managing our exposure to variable-rate debt;

� taking advantage of market opportunities to refinance existing debt, reduce interest costs and manage our debt maturity schedule so
that a significant portion of our debt does not mature in any one year;

� selling properties that have limited growth potential or are not a strategic fit within our overall portfolio and redeploying the proceeds
to redevelop, renovate, retenant and/or expand our existing properties, acquire new properties or reduce debt; and

� utilizing the most advantageous long-term source of capital available to us to finance redevelopment and acquisition opportunities,
which may include:

� the sale of our equity or debt securities through public offerings or private placements,

Edgar Filing: FEDERAL REALTY INVESTMENT TRUST - Form 10-K

Table of Contents 7



� the incurrence of indebtedness through secured or unsecured borrowings,

� the issuance of operating units in a new or existing �downREIT partnership� that is controlled and consolidated by us (generally
operating units in a �downREIT� partnership are issued in exchange for a tax deferred contribution of property; these units receive
the same distributions as our common shares and the holders of these units have the right to exchange their units for cash or the
same number of our common shares, at our option), or

� the use of joint venture arrangements.
Employees

At December 31, 2006, we had 221 full-time employees and 114 part-time employees. None of our employees is represented by a collective
bargaining unit. We believe that our relationship with our employees is good.
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Tax Status

We elected to be taxed as a real estate investment trust for federal income tax purposes beginning with our taxable year ended December 31,
1962. As a REIT, we are generally not subject to federal income tax on REIT taxable income that we distribute to our shareholders. Under the
internal revenue Code of 1986, as amended, which we refer to as the Code, REITs are subject to numerous organizational and operational
requirements, including the requirement to generally distribute at least 90% of REIT taxable income each year. We will be subject to federal
income tax on our taxable income (including any applicable alternative minimum tax) at regular corporate rates if we fail to qualify as a REIT
for tax purposes in any taxable year, or to the extent we distribute less than 100% of REIT taxable income. We will also not be permitted to
qualify for treatment as a REIT for federal income tax purposes for four years following the year during which qualification is lost. Even if we
qualify as a REIT for federal income tax purposes, we may be subject to certain state and local income and franchise taxes and to federal income
and excise taxes on our undistributed REIT taxable income.

We have elected to treat certain of our subsidiaries as taxable REIT subsidiaries, each of which we refer to as a TRS. In general, a TRS may
engage in any real estate business and certain non-real estate businesses, subject to certain limitations under the Code. A TRS is subject to
federal and state income taxes. The sales of condominiums at Santana Row, which occurred between August 2005 and August 2006, were
conducted through a TRS. As a result of these condominium sales, our TRS incurred approximately $2.4 million and $3.5 million of income
taxes in 2006 and 2005, respectively. Other than the condominium sales, our TRS activities have been limited and they did not incur any
significant income taxes.

Governmental Regulations Affecting Our Properties

We and our properties are subject to a variety of federal, state and local environmental, health, safety and similar laws, including:

� the Comprehensive Environmental Response, Compensation, and Liability Act of 1980, as amended, which we refer to as CERCLA;

� the Resource Conservation & Recovery Act;

� the Federal Clean Water Act;

� the Federal Clean Air Act;

� the Toxic Substances Control Act;

� the Occupational Safety & Health Act; and

� the Americans with Disabilities Act.
The application of these laws to a specific property that we own depends on a variety of property-specific circumstances, including the current
and former uses of the property, the building materials used at the property and the physical layout of the property. Under certain environmental
laws, principally CERCLA, we, as the owner or operator of properties currently or previously owned, may be required to investigate and clean
up certain hazardous or toxic substances, asbestos-containing materials, or petroleum product releases at the property. We may also be held
liable to a governmental entity or third parties for property damage and for investigation and clean up costs incurred in connection with the
contamination, whether or not we knew of, or were responsible for, the contamination. In addition, some environmental laws create a lien on the
contaminated site in favor of the government for damages and costs it incurs in connection with the contamination. As the owner or operator of
real estate, we also may be liable under common law to third parties for damages and injuries resulting from environmental contamination
emanating from the real estate. Such costs or liabilities could exceed the value of the affected real estate. The presence of contamination or the
failure to remediate contamination may adversely affect our ability to sell or lease real estate or to borrow using the real estate as collateral.
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Neither existing environmental, health, safety and similar laws nor the costs of our compliance with these laws has had a material adverse effect
on our financial condition or results of operations, and management does not believe they will in the future. In addition, we have not incurred,
and do not expect to incur, any material costs or liabilities due to environmental contamination at properties we currently own or have owned in
the past.

However, we cannot predict the impact of new or changed laws or regulations on properties we currently own or may acquire in the future. We
have no current plans for substantial capital expenditures with respect to compliance with environmental, health, safety and similar laws and we
carry environmental insurance which covers a number of environmental risks for most of our properties.

Competition

Numerous commercial developers and real estate companies compete with us with respect to the leasing and the acquisition of properties. Some
of these competitors may possess greater capital resources than we do, although we do not believe that any single competitor or group of
competitors in any of the primary markets where our properties are located are dominant in that market. This competition may:

� reduce the number of properties available for acquisition;

� increase the cost of properties available for acquisition;

� interfere with our ability to attract and retain tenants, leading to increased vacancy rates and/or reduced rents, and

� adversely affect our ability to minimize expenses of operation.
Retailers at our properties also face increasing competition from outlet stores, discount shopping clubs, and other forms of marketing of goods
and services, such as direct mail, electronic commerce and telemarketing. This competition could contribute to lease defaults and insolvency of
tenants.

Available Information

Copies of our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to those reports
filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 are available free of charge through the Investor
Information section of our website at www.federalrealty.com as soon as reasonably practicable after we electronically file the material with, or
furnish the material to, the Securities and Exchange Commission, or the SEC.

Our Corporate Governance Guidelines, Code of Business Conduct, Code of Ethics applicable to our Chief Executive Officer and senior financial
officers, Whistleblower Policy, organizational documents and the charters of our audit committee, compensation committee and nominating and
corporate governance committee are all available in the Corporate Governance section of the Investor Information section of our website.

Amendments to the Code of Ethics or Code of Business Conduct or waivers that apply to any of our executive officers or our senior financial
officers will be disclosed in that section of our website as well.

You may obtain a printed copy of any of the foregoing materials from us by writing to us at Investor Relations, Federal Realty Investment Trust,
1626 East Jefferson Street, Rockville, Maryland 20852.

ITEM 1A.     RISK FACTORS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933,
Section 21E of the Securities Exchange Act of 1934 and the Private Securities Litigation Reform Act of 1995. Also, documents that we
�incorporate by reference� into this Annual Report on Form 10-K, including documents that we subsequently file with the Securities and Exchange
Commission, which
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we refer to as the SEC, will contain forward-looking statements. When we refer to forward-looking statements or information, sometimes we use
words such as �may,� �will,� �could,� �should,� �plans,� �intends,� �expects,� �believes,� �estimates,� �anticipates� and �continues.� In particular, the below risk
factors describe forward-looking information. The risk factors describe risks that may affect these statements but are not all-inclusive,
particularly with respect to possible future events. Many things can happen that can cause actual results to be different from those we describe.
These factors include, but are not limited to the following:

Revenue from our properties may be reduced or limited if the retail operations of our tenants are not successful.

Revenue from our properties depends primarily on the ability of our tenants to pay the full amount of rent and other charges due under their
leases on a timely basis. Some of our leases provide for the payment, in addition to base rent, of additional rent above the base amount according
to a specified percentage of the gross sales generated by the tenants and for reimbursement of real estate taxes and expenses of operating the
property. General economic downturns and other conditions affecting the retail industry may affect the success of our tenants� retail operations
and therefore the amount of rent and expense reimbursements we receive from our tenants. Any reduction in our tenants� ability to pay base rent,
percentage rent or other charges, including the filing by any of our tenants for bankruptcy protection, may adversely affect our financial
condition and results of operations.

Our net income depends on the success and continued presence of our �anchor� tenants.

Our net income could be adversely affected in the event of a downturn in the business, or the bankruptcy or insolvency, of any anchor store or
anchor tenant. Anchor tenants generally occupy large amounts of square footage, pay a significant portion of the total rents at a property and
contribute to the success of other tenants by drawing significant numbers of customers to a property. The closing of one or more anchor stores at
a property could adversely affect that property and result in lease terminations by, or reductions in rent from, other tenants whose leases may
permit termination or rent reduction in those circumstances or whose own operations may suffer as a result. This could reduce our net income.

We may experience difficulty or delay in renewing leases or re-leasing space.

We derive most of our revenue directly or indirectly from rent received from our tenants. We are subject to the risks that, upon expiration or
termination of leases, whether by their terms, as a result of a tenant bankruptcy or otherwise, leases for space in our properties may not be
renewed, space may not be re-leased, or the terms of renewal or re-lease, including the cost of required renovations or concessions to tenants,
may be less favorable than current lease terms. As a result, our results of operations and our net income could be reduced.

The amount of debt we have and the restrictions imposed by that debt could adversely affect our business and financial condition.

We have a substantial amount of debt. As of December 31, 2006, we had approximately $1.7 billion of debt outstanding. Of that outstanding
debt, approximately $285 million was secured by 15 of our properties and approximately $149 million represented capital lease obligations on
12 of our properties. In addition, we own a 30% interest in a joint venture that had $77.4 million of debt secured by six properties as of
December 31, 2006. In total, approximately $1.6 billion of our debt as of December 31, 2006, which includes all of our property secured debt
(including the property secured debt of the joint venture) and our capital lease obligations, is fixed rate debt. Our organizational documents do
not limit the level or amount of debt that we may incur. We do not have a policy limiting the ratio of our debt to total capitalization or assets.
The amount of our debt outstanding from time to time could have important consequences to our shareholders. For example, it could:

� require us to dedicate a substantial portion of our cash flow from operations to payments on our debt, thereby reducing funds available
for operations, property acquisitions, redevelopments and other appropriate business opportunities that may arise in the future;
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� limit our ability to make distributions on our outstanding common shares and preferred shares;

� make it difficult to satisfy our debt service requirements;

� require us to dedicate increased amounts of our cash flow from operations to payments on our variable rate, unhedged debt if interest
rates rise;

� limit our flexibility in planning for, or reacting to, changes in our business and the factors that affect the profitability of our business;

� limit our ability to obtain any additional debt or equity financing we may need in the future for working capital, debt refinancing,
capital expenditures, acquisitions, redevelopment or other general corporate purposes or to obtain such financing on favorable terms;
and

� limit our flexibility in conducting our business, which may place us at a disadvantage compared to competitors with less debt or debt
with less restrictive terms.

Our ability to make scheduled payments of the principal of, to pay interest on, or to refinance our indebtedness will depend primarily on our
future performance, which to a certain extent is subject to economic, financial, competitive and other factors beyond our control. There can be
no assurance that our business will continue to generate sufficient cash flow from operations in the future to service our debt or meet our other
cash needs. If we are unable to generate this cash flow from our business, we may be required to refinance all or a portion of our existing debt,
sell assets or obtain additional financing to meet our debt obligations and other cash needs, including the payment of dividends required to
maintain our status as a real estate investment trust. We cannot assure you that any such refinancing, sale of assets or additional financing would
be possible on terms that we would find acceptable.

We are obligated to comply with financial and other covenants in our debt that could restrict our operating activities, and the failure to
comply with such covenants could result in defaults that accelerate payment under our debt.

Our credit facility and term loans include financial covenants that may limit our operating activities in the future. We are also required to comply
with additional covenants that include, among other things, provisions:

� relating to the maintenance of property securing a mortgage;

� restricting our ability to pledge assets or create liens;

� restricting our ability to incur additional debt;

� restricting our ability to amend or modify existing leases at properties securing a mortgage;

� restricting our ability to enter into transactions with affiliates; and

� restricting our ability to consolidate, merge or sell all or substantially all of our assets.
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As of December 31, 2006, we were in compliance with all of our financial covenants. If we were to breach any of our debt covenants, including
the covenants listed above, and did not cure the breach within any applicable cure period, our lenders could require us to repay the debt
immediately, and, if the debt is secured, could immediately begin proceedings to take possession of the property securing the loan. Many of our
debt arrangements, including our public notes and our credit facility, are cross-defaulted, which means that the lenders under those debt
arrangements can put us in default and require immediate repayment of their debt if we breach and fail to cure a covenant under certain of our
other debt obligations. As a result, any default under our debt covenants could have an adverse effect on our financial condition, our results of
operations, our ability to meet our obligations and the market value of our shares.
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Our development activities have inherent risks.

The ground-up development of improvements on real property, as opposed to the renovation and redevelopment of existing improvements,
presents substantial risks. We generally do not intend to undertake on our own construction of any new large-scale mixed-use, ground-up
development projects; however, we do intend to complete the development and construction of remaining phases of projects we already have
started, such as Bethesda Row in Bethesda, Maryland, Santana Row in San Jose, California, and Assembly Square in Somerville, Massachusetts.
We may undertake development of these and other projects if it is justifiable on a risk-adjusted return basis. If additional phases of any of our
existing projects or if any new projects are not successful, it may adversely affect our financial condition and results of operations.

In addition to the risks associated with real estate investment in general as described elsewhere, the risks associated with our remaining
development activities include:

� significant time lag between commencement and completion subjects us to greater risks due to fluctuation in the general economy;

� failure or inability to obtain construction or permanent financing on favorable terms;

� expenditure of money and time on projects that may never be completed;

� inability to achieve projected rental rates or anticipated pace of lease-up;

� higher than estimated construction costs, including labor and material costs; and

� possible delay in completion of a project because of a number of factors, including weather, labor disruptions, construction delays or
delays in receipt of zoning or other regulatory approvals, or acts of God (such as fires, earthquakes or floods).

Redevelopments and acquisitions may fail to perform as expected.

Our investment strategy is focused on the redevelopment and acquisition of community and neighborhood shopping centers that are anchored by
grocery stores, drugstores or high volume, value-oriented retailers that provide consumer necessities. The redevelopment and acquisition of
properties entails risks that include the following, any of which could adversely affect our results of operations and our ability to meet our
obligations:

� our estimate of the costs to improve, reposition or redevelop a property may prove to be too low, or the time we estimate to complete
the improvement, repositioning or redevelopment may be too short. As a result, the property may fail to achieve the returns we have
projected, either temporarily or for a longer time;

� we may not be able to identify suitable properties to acquire or may be unable to complete the acquisition of the properties we
identify;

� we may not be able to integrate an acquisition into our existing operations successfully;

�
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properties we redevelop or acquire may, within the time frames we project, fail to achieve the occupancy or rental rates we project at
the time we make the decision to invest, which may result in the properties� failure to achieve the returns we projected;

� our pre-acquisition evaluation of the physical condition of each new investment may not detect certain defects or identify necessary
repairs until after the property is acquired, which could significantly increase our total acquisition costs; and

� our investigation of a property or building prior to our acquisition, and any representations we may receive from the seller of such
building or property, may fail to reveal various liabilities, which could reduce the cash flow from the property or increase our
acquisition cost.
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Our ability to grow will be limited if we cannot obtain additional capital.

Our growth strategy is focused on the redevelopment of properties we already own and the acquisition of additional properties. We believe that
it will be difficult to fund our expected growth with cash from operating activities because, in addition to other requirements, we are generally
required to distribute to our shareholders at least 90% of our REIT taxable income each year to continue to qualify as a real estate investment
trust, or REIT, for federal income tax purposes. As a result, we must rely primarily upon the availability of debt or equity capital, which may or
may not be available on favorable terms or at all. The debt could include mortgage loans from third parties or the sale of debt securities. Equity
capital could include our common shares or preferred shares. We cannot guarantee that additional financing, refinancing or other capital will be
available in the amounts we desire or on favorable terms. Our access to debt or equity capital depends on a number of factors, including the
market�s perception of our growth potential, our ability to pay dividends, and our current and potential future earnings. Depending on the
outcome of these factors, we could experience delay or difficulty in implementing our growth strategy on satisfactory terms, or be unable to
implement this strategy.

Rising interest rates could adversely affect our cash flow and the market price of our outstanding debt and preferred shares.

Of our approximately $1.7 billion of debt outstanding as of December 31, 2006, approximately $107 million bears interest at variable rates and
was unhedged. We may borrow additional funds at variable interest rates in the future. Increases in interest rates would increase the interest
expense on our variable rate debt and reduce our cash flow, which could adversely affect our ability to service our debt and meet our other
obligations and also could reduce the amount we are able to distribute to our shareholders. Although we have in the past and may in the future
enter into hedging arrangements or other transactions as to a portion of our variable rate debt to limit our exposure to rising interest rates, the
amounts we are required to pay under the variable rate debt to which the hedging or similar arrangements relate may increase in the event of
non-performance by the counterparties to any of our hedging arrangements. In addition, an increase in market interest rates may lead purchasers
of our debt securities and preferred shares to demand a higher annual yield, which could adversely affect the market price of our outstanding
debt securities and preferred shares and the cost of issuing additional debt securities or preferred shares.

Our performance and value are subject to general risks associated with the real estate industry.

Our economic performance and the value of our real estate assets, and, consequently, the value of our investments, are subject to the risk that if
our properties do not generate revenues sufficient to meet our operating expenses, including debt service and capital expenditures, our cash flow
and ability to pay distributions to our shareholders will be adversely affected. As a real estate company, we are susceptible to the following real
estate industry risks:

� economic downturns in the areas where our properties are located;

� adverse changes in local real estate market conditions, such as an oversupply or reduction in demand;

� changes in tenant preferences that reduce the attractiveness of our properties to tenants;

� zoning or regulatory restrictions;

� decreases in market rental rates;

� weather conditions that may increase or decrease energy costs and other weather-related expenses;

� costs associated with the need to periodically repair, renovate and re-lease space; and
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� increases in the cost of adequate maintenance, insurance and other operating costs, including real estate taxes, associated with one or
more properties, which may occur even when circumstances such as market factors and competition cause a reduction in revenues
from one or more properties, although real estate taxes typically do not increase upon a reduction in such revenues.
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Many real estate costs are fixed, even if income from our properties decreases.

Our financial results depend primarily on leasing space in our properties to tenants on terms favorable to us. Costs associated with real estate
investment, such as real estate taxes, insurance and maintenance costs, generally are not reduced even when a property is not fully occupied,
rental rates decrease, or other circumstances cause a reduction in income from the property. As a result, cash flow from the operations of our
properties may be reduced if a tenant does not pay its rent or we are unable to rent our properties on favorable terms. Under those circumstances,
we might not be able to enforce our rights as landlord without delays and may incur substantial legal costs. Additionally, new properties that we
may acquire or develop may not produce any significant revenue immediately, and the cash flow from existing operations may be insufficient to
pay the operating expenses and debt service associated with such new properties until they are fully leased.

Competition may limit our ability to purchase new properties and generate sufficient income from tenants.

Numerous commercial developers and real estate companies compete with us in seeking tenants for our existing properties and properties for
acquisition. This competition may:

� reduce properties available for acquisition;

� increase the cost of properties available for acquisition;

� reduce rents payable to us;

� interfere with our ability to attract and retain tenants;

� lead to increased vacancy rates at our properties; and

� adversely affect our ability to minimize expenses of operation.
Retailers at our properties also face increasing competition from outlet stores, discount shopping clubs, and other forms of marketing of goods,
such as direct mail, internet marketing and telemarketing. This competition could contribute to lease defaults and insolvency of tenants. If we are
unable to continue to attract appropriate retail tenants to our properties, or to purchase new properties in our geographic markets, it could
materially affect our ability to generate net income, service our debt and make distributions to our shareholders.

We may be unable to sell properties when appropriate because real estate investments are illiquid.

Real estate investments generally cannot be sold quickly. In addition, there are some limitations under federal income tax laws applicable to real
estate and to REITs in particular that may limit our ability to sell our assets. We may not be able to alter our portfolio promptly in response to
changes in economic or other conditions. Our inability to respond quickly to adverse changes in the performance of our investments could have
an adverse effect on our ability to meet our obligations and make distributions to our shareholders.

Our insurance coverage on our properties may be inadequate.

We currently carry comprehensive insurance on all of our properties, including insurance for liability, fire, flood, rental loss and acts of
terrorism. We also currently carry earthquake insurance on all of our properties in California and environmental insurance on most of our
properties. All of these policies contain coverage limitations. We believe these coverages are of the types and amounts customarily obtained for
or by an owner of similar types of real property assets located in the areas where our properties are located. We intend to obtain similar
insurance coverage on subsequently acquired properties.
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The availability of insurance coverage may decrease and the prices for insurance may increase as a consequence of significant losses incurred by
the insurance industry. As a result, we may be unable to renew or duplicate our current insurance coverage in adequate amounts or at reasonable
prices. In addition, insurance
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companies may no longer offer coverage against certain types of losses, such as losses due to terrorist acts and toxic mold, or, if offered, the
expense of obtaining these types of insurance may not be justified. We therefore may cease to have insurance coverage against certain types of
losses and/or there may be decreases in the limits of insurance available. If an uninsured loss or a loss in excess of our insured limits occurs, we
could lose all or a portion of the capital we have invested in a property, as well as the anticipated future revenue from the property, but still
remain obligated for any mortgage debt or other financial obligations related to the property. We cannot guarantee that material losses in excess
of insurance proceeds will not occur in the future. If any of our properties were to experience a catastrophic loss, it could disrupt seriously our
operations, delay revenue and result in large expenses to repair or rebuild the property. Also, due to inflation, changes in codes and ordinances,
environmental considerations and other factors, it may not be feasible to use insurance proceeds to replace a building after it has been damaged
or destroyed. Events such as these could adversely affect our results of operations and our ability to meet our obligations, including distributions
to our shareholders.

We may have limited flexibility in dealing with our jointly owned investments.

Our organizational documents do not limit the amount of funds that we may invest in properties and assets jointly with other persons or entities
and as of February 23, 2007, excluding our joint venture with Clarion Lion Properties Fund, we hold eight shopping centers and five urban retail
and mixed-use properties jointly with other persons. We may make additional joint investments in the future. Our existing and future joint
investments may subject us to special risks, including the possibility that our partners or co-investors might become bankrupt, that those partners
or co-investors might have economic or other business interests or goals which are unlike or incompatible with our business interests or goals,
and that those partners or co-investors might be in a position to take action contrary to our suggestions or instructions, or in opposition to our
policies or objectives. Although we hold the managing general partnership or membership interest in all of our existing co-investments as of
February 23, 2007, we must obtain the consent of the co-investor or meet defined criteria to sell or to finance five of these properties. Joint
ownership gives a third party the opportunity to influence the return we can achieve on some of our investments and may adversely affect our
ability to make distributions to our shareholders. We may also be liable for the actions of our co-investors.

In addition, on July 1, 2004, we entered into a new joint venture with affiliates of Clarion Lion Properties Fund for purposes of acquiring
properties. Although we are the managing general partner of that entity, we have only a 30% ownership interest in that entity. Our partner�s
consent is required to take certain actions with respect to the properties acquired by the venture, and as a result, we may not be able to take
actions that we believe are necessary or desirable to protect or increase the value of the property or the property�s income stream. Pursuant to the
terms of our partnership, we must obtain our partner�s consent to do the following:

� enter into new anchor tenant leases, modify existing anchor tenant leases or enforce remedies against anchor tenants;

� make certain repairs, renovations or other changes or improvements to properties; and

� sell or finance the property with secured debt.
The terms of our partnership require that certain acquisition opportunities be presented first to the joint venture, which limits our ability to
acquire properties for our own account which could, in turn, limit our ability to grow. Our investment in this joint venture is also subject to the
risks described above for jointly owned investments. As of December 31, 2006, this joint venture owned six properties.

Environmental laws and regulations could reduce the value or profitability of our properties.

All real property and the operations conducted on real property are subject to federal, state and local laws, ordinances and regulations relating to
hazardous materials, environmental protection and human health and safety. Under various federal, state and local laws, ordinances and
regulations, we and our tenants may be
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required to investigate and clean up certain hazardous or toxic substances released on or in properties we own or operate, and also may be
required to pay other costs relating to hazardous or toxic substances. This liability may be imposed without regard to whether we or our tenants
knew about the release of these types of substances or were responsible for their release. The presence of contamination or the failure properly to
remediate contamination at any of our properties may adversely affect our ability to sell or lease those properties or to borrow funds by using
those properties as collateral. The costs or liabilities could exceed the value of the affected real estate. We are not aware of any environmental
condition with respect to any of our properties that management believes would have a material adverse effect on our business, assets or results
of operations taken as a whole. The uses of any of our properties prior to our acquisition of the property and the building materials used at the
property are among the property-specific factors that will affect how the environmental laws are applied to our properties. If we are subject to
any material environmental liabilities, the liabilities could adversely affect our results of operations and our ability to meet our obligations.

We cannot predict what other environmental legislation or regulations will be enacted in the future, how existing or future laws or regulations
will be administered or interpreted or what environmental conditions may be found to exist on the properties in the future. Compliance with
existing and new laws and regulations may require us or our tenants to spend funds to remedy environmental problems. Our tenants, like many
of their competitors, have incurred, and will continue to incur, capital and operating expenditures and other costs associated with complying with
these laws and regulations, which will adversely affect their potential profitability.

Generally, our tenants must comply with environmental laws and meet remediation requirements. Our leases typically impose obligations on our
tenants to indemnify us from any compliance costs we may incur as a result of the environmental conditions on the property caused by the
tenant. If a lease does not require compliance or if a tenant fails to or cannot comply, we could be forced to pay these costs. If not addressed,
environmental conditions could impair our ability to sell or re-lease the affected properties in the future or result in lower sales prices or rent
payments.

The Americans with Disabilities Act of 1990 could require us to take remedial steps with respect to existing or newly acquired
properties.

Our existing properties, as well as properties we may acquire, as commercial facilities, are required to comply with Title III of the Americans
with Disabilities Act of 1990. Investigation of a property may reveal non-compliance with this Act. The requirements of this Act, or of other
federal, state or local laws, also may change in the future and restrict further renovations of our properties with respect to access for disabled
persons. Future compliance with this Act may require expensive changes to the properties.

The revenues generated by our tenants could be negatively affected by various federal, state and local laws to which they are subject.

We and our tenants are subject to a wide range of federal, state and local laws and regulations, such as local licensing requirements, consumer
protection laws and state and local fire, life-safety and similar requirements that affect the use of the properties. The leases typically require that
each tenant comply with all regulations. Failure to comply could result in fines by governmental authorities, awards of damages to private
litigants, or restrictions on the ability to conduct business on such properties. Non-compliance of this sort could reduce our revenues from a
tenant, could require us to pay penalties or fines relating to any non-compliance, and could adversely affect our ability to sell or lease a property.
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Failure to qualify as a REIT for federal income tax purposes would cause us to be taxed as a corporation, which would substantially
reduce funds available for payment of distributions.

We believe that we are organized and qualified as a REIT for federal income tax purposes and currently intend to operate in a manner that will
allow us to continue to qualify as a REIT under the Internal Revenue Code of 1986, as amended (the �Code�). However, we cannot assure you that
we will remain qualified as such in the future.

Qualification as a REIT involves the application of highly technical and complex Code provisions and applicable income tax regulations that
have been issued under the Code. Certain facts and circumstances not entirely within our control may affect our ability to qualify as a REIT. For
example, in order to qualify as a REIT, at least 95% of our gross income in any year must be derived from qualifying rents and other income.
Satisfying this requirement could be difficult, for example, if defaults by tenants were to reduce the amount of income from qualifying rents. As
a REIT, we must generally make annual distributions to shareholders of at least 90% of our REIT taxable income. In addition, new legislation,
new regulations, new administrative interpretations or new court decisions may significantly change the tax laws with respect to qualification as
a REIT or the federal income tax consequences of such qualification.

If we fail to qualify as a REIT:

� we would not be allowed a deduction for distributions to shareholders in computing taxable income;

� we would be subject to federal income tax at regular corporate rates;

� we could be subject to the federal alternative minimum tax;

� unless we are entitled to relief under specific statutory provisions, we could not elect to be taxed as a REIT for four taxable years
following the year during which we were disqualified;

� we could be required to pay significant income taxes, which would substantially reduce the funds available for investment or for
distribution to our shareholders for each year in which we failed or were not permitted to qualify; and

� we would no longer be required by law to make any distributi
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