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The park-ixke settng of
Viad Corporate Center i
Phaenix crenles a friendly
and accommodaling work
cnviroent. The jont venture
of Viadl vath Investcorn was
comgploted in March 2003.
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“We are in the customer retention business?’

- STEVEN G, ROQIRSG, PRESIDENT AND OI0, PARKWAY PROPIR™IZS

PRESIDENT’S LETTER

Total return to our shareholders during 2002
was 13.4%, which compares favorably to the
returns of a number of indices, including NAREIT's
Equity REIT and Office Indices, which had tota!
returns of 3.8% and a negative 6.3%, respectively.
Despiie an increase in ¢ffice vacancy rates
nationally, your company’s cccupancy rate ended
the year at 92.3%. Parkway outperformed the
broader indices such as he Dow Jones Industrial
Average and the S&P 500, which declined during
2002 by 17% and 23%, respectively. While our
growth in equity returns is important, another
noteworthy accomplishment in 2002 was the
changing compositicn of our asset base.
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CUSTOMER RETENTION

Primarily through the joint venture with Invesicorp
internationat of the 233 North Michigan building
in Chicago in May 2002 and the subsequent
purchase of five buildings in Phoenix and Houslon
with the proceeds from the joint venture, the
profitability and diversity of Parkway's portfclio
grew significantly. This was the Company's first
joint venture and demonstrates our commitment
to asset recycling, using proceeds to diversify
and expand our portfolio inte more institutional

ANNUAL FFO PER SHARE"

markets, and increasing our profitability through
the management, leasing and construction fees
earned through the joint venture structure. This
series of activities increased our total portfolio
by approximately 1 millicn square feet, marked
our entrance into the Phoenix market, and
expanded our presence in Houston, a market
where we already have significant assets and
a very strong management team.

Our Funds from Operations (FFO) grew 11.2%
from $4.19 per diluted share in 2001 to $4.66 per
diluted share in 2002, excluding non-recurring
gains/losses in both years. Funds availabie for
distribution {FAD) for 2002 were $3.05 per share,
also excluding non-recurring gains/iosses, a 13.8%
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increase over the previous year. in addition, the
weighted average lease term for new leases
signed in 2002 increased to 83 months, a 41%
increase over the previous four-year weighted
average of 63 months. This increase in lease term
added to cur FAD cosls in 2002 but also added
stability and predictability to our rental streams.
Our 71% customer retention rate for 2002 was
slightly below our five-year average, reflecting
the current compatitiveness in the leasing market.
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Parkway’s internally measured net asset value
(NAY), a measure of the underlying private market
value of our assets, falls in the $34-338 per common
share range. Cur stock price traded at the low end
of this range during much of 2002. Well-operated
REITs with sound strategies and solid balance
sheets should trade at modest premiums to NAV,
nol discounts, due 1o the liquidity, transparency of
infarmaticn, diversification and the public market
discipline management offers. Parkway's team con-
tinues 1o diligently work to perform better in this area.

UNCOMPROMISING FOCUS ON OPERATIONS
Parkway has long been viewed zs a leader
in the industry in adding value for shareholders
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research, goal setting, customer retention, systems
and operations, Parkway delineates itself as a
strong operator of - rather than just an investor in -
real estate. In order to continue this successful
approach 1o business, we must sustain important
core principles in key areas of operations.

We believe we accomplished this in Phoenix
in 2002 and subseguent to year-end in Orlandge,
where we purchased the Citrus Center.

Our secret to good cperating performance is
hardly a secret. We retain creditworthy customers;
high customer retention leads to higher occupancy
and higher net operating income (NO1). We control
operating expsnses at the property and corporate
level, We finance this NOI intelligently, which creales
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through effectively and efficiently operating its
assets. In addition 1o creating value for shareholders
via dividends and stock appreciaticn, having a
strong focus on operations creates cpportunities for
the company to grow and become more profitable,

We believe a company’s operating skills
transcend local markets, and when implemented
properly, a good operator can expand into new
markets profitably and efficiently. By focusing
on putiing the best people on the job, market
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stable, growing funds from operations, This in turn
drives funds available for distribution, which creates
higher dividends and presumably stock price
appreciation. These last two are about the only things
our shareholders routinely ask for and which we
steadfastly try to deliver. Doing all of this takes a
real effort from the entire Parkway team. it also takes
systems and strategies that can and will be executed
effectively. In the following pages we will show you
how we measure up on these important matters.
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In thinking through the important items
to discuss in this year’s President’s letter, | was
faced with the challenge of deciding among four
or five important themes or stories. | decided
to address all of them because each tells you
something impartant about the way we run our
business and keep an uncompromising focus
on operations.

1. The Culture ol our Company Matters
2. Customer Retention and Leasing
3. Commitment to the VALUE? Strategic Plan

4. Winning the 2002 Urban Land Institule
Award for Excelience

5. 233 North Michigan:; The Next Chapler‘

THE CULTURE OF OUR COMPANY MATTERS
Many corporate scandals provided the
impetus for Congrass, the Securities and Exchange:
Commission and the New York Stock Exchange to
pass new regulations and restrictions on corporate
officers and boards of directors this past year.
Many of these ideas are good, all are well intended,

but none will ever replace a cuiture of doing the
right things the right way. For over 20 years, our
culture has been based on simple, understandable,
often “corny” phrases such as “act like ladies
and gentlemen! “treat everyone with respect’
“build the téam," “lead by example,” "I Think | Can,’
and others, Whils it may be in vogue this year to exto!
these virtues, these values have always been

a part of our fabric. We adopted our VALUEZ

plan long before Sarbanes-Oxley was even a bill
and the values of the Company will be present long
after it is forgotten. In this report, you will find
a Commilment Letter from all of our employees
expressing their individual commitment to making
Parkway more valuable and sticking to the core
values upon which we have built the Company.

Thig is important to us and always has been.

We believe our strong culture has helped lead
0 an industry-leading high employee retention rate
of 87%. In fact, in the past ten years only one officer
has left the company, and he recently returned!
We believe that happy employees empowersd
to work to their fullest potential leads 10 higher
customer satisfaction and ultimately a higher
customer retention ratio, which is our next theme.

CUSTOMER RETENTION AND LEASING

Parkway has a long-standing reputation of
posting cne of, if not the highest, customer retention
rates in the industry. Over the past six years, through
good times and bad, our Company has maintained
an approximate 78% tenant retention rate. This leads
10 higher occupancy, less downtime, lower tenant
improvement costs and lower leasing commissions.
All told, we estimate that it costs six times more
to replace an existing customer with a new one
than it does io retain 2 customer.

While it hurts me. we do lose a customer from
time to time. it is important to have time-tested as
well as innovative approaches (o producing new
leases. Parkway has mplemented several new leasing
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programs which work. Our Broker Bil! of Rights, short
form lease and customer agvocacy programs are
models in the industry. These programs have helped
us keep our occupancy at 92.3% during a time when
the national occupancy rate is approximately 83%.
The chart below shows that Parkway outperforms
the national average by a wide margin and out-
performs afl 15 individual markets as well,

PARKWAY QUTPERFORMS QUR MARKETS
December 31, 2002

. Market Parkway

Market Vacancy % Vacancy

Houston 138% = 59%

Chicago. 148% | 97%

Columbia 11.8% °  55%

Jackson 8.9% . 5.3%

Memphis 159% | 124%

Atlanta 20.6% ’ 33%

Phosnix 182% | 72%
Knoxyille 109% ;. 69%
Richmond 15.7% 88%

Nashville 16.1% ;1 14.3%

Hampton Roads 15.6% : 15.2%

Tampa/St. Petersburg 15.0% | 3.6%.
Winston-Salem 16.7% = 25%

FL Lauderdale 155% @ 20%

Charlotte 14.5% ‘ 11.2%

Average 16.0% j 7.7%

National Average 17.4% ;

COMMITMENT TO VALUEZ?
“Chug Chug..Puff Puff..f Think I Can”

Over four years ago | wrote to you outlining an
ambitious plan we referred 1o as the 5 in 50 Pian. This
plan called for us to meet a $5.00 per basic share
FFO goal, measure¢ before expense accruals for
restricted share grants, in 50 months. The goal was
subseguently raised to $5.23 per basic share to
account for 2 convertible preferred equity issuance.

Wil Flatt outlines to Mike Weeks and Jim !
Ingram the marketing campaign, including I
introduction of the Broker Bit of Righis, i

I

used in Chicago 1o help lease 80,000
sgLares feet n 2002,

I am very pleased to announce that we accomplished
this plan, achieving $5.35 per basic share before
expense accruals. | believe that setting and
achieving goals is important and our success is
due to the commitment by ALL of our employees.
Each employee had a slake in the Plan, or as
Senior Vice President Mitch Mattingly is fond of
saying, "a role in the goal.” Measuring FFO per
diluted share reflected an 11.4% compound annual
growth rate in FFO from the inception of the 5 in
50 Plan in 1998. This compared to a compound
annual growth rate for the NAREIT oifice peer
group of approximately 7.2%. While proud

of this, we can't rest on these achievements.
“Chug Chug..Puff Puff..l Thought | Could"”
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We recently adopted and implementad our
new sirategic plan called VALUEZ As with the 5
in 50 Plan, every employse made their personéi,
individual commitment to 1his plan, evidenced
by the 220 signatures on the Commitment Letter.
The VALUE? Plan runs from January 1, 2003 to
December 31, 2005, The acronym that explains
how we plan to create valug for cur shareholders
is shown below:

Venture with best partners

Asset recycling

Leverage neutral growth

Uncompromising focus on operations

Equity returns to our shareholders 10% greater than
that of our peer group, the NAREIT Office Index.

the joint ventures of 233 North Michigan in May
2002 and Viad in March 2003.

WINNING THE 2002 URBAN LAND
INSTITUTE AWARD FOR EXCELLENCE

On Qctober 31, 2002, Parkway was honored
to receive the Urban Land Institute’s Award
for Excellence in the special category for its
recevelopment of the 1813 William R. Moore
Building into the Toyota Center in Memphis,
Tennessee. This Ciass A Cffice Building is an
integral part of the new Memphis Ballpark District,
anchored by Toyota Center, AutcZone Park, home
of the Memphis Redbirds Triple A baseball team,
a new elementary school, an interactive baseball
museum and upscale residential housing
surrounding the ball-park. The cover of our
Annual Report illustraies the quality and
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This is one difference between it and the
5 in 50 Plan, in which we had an absolute FFO
goal. Equity returns will be measured annually using
FFO per diluted share. The "square® represents
another dimension of VALUE? which magnifies
the Value we create for our shareholders because
we adhere to a long-standing set of core Values.
We are already off to a good start in VALUE? with

aesthetics of the Toyota Center but does not tell
the whole story.

Allof the attributes | am proud of at Parkway
were involved in this development: commitment
to best practices, sound leasing strategies, public/
private partnering, complex problem-solving,
passion for doing one’s best, and many more.
David Fowler and Jack Sullenberger, Senior Vice
Presidents of Parkway, provided the leadership
and guidance for this project. The building was
100% pre-leased to three major customers with
15-year leases prior to any funds being committed.
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“Parkway's operating strength combined with the
locaticn and guality of the Viad buiding create
another wonderful investment opportunity for our
group. We look forwarc tc working with them to
acquire other attractive properties in the future’”

- % JONATHAN DRACOS, SENIOR PARTNER AND CO-HEAD OF REAL ESTATZI INVESTMENTS O~ NVEISTCORP

We raised additional equity for the project from

' Banc of America Historic Ventures. More importantty,
and what UL| recognized about the Toyoia Center,
was i1s significant impact on downfown Memphis
and the surrounding area. AutoZone Park has
been a huge success, creating multiple entertainment
venues downtown. New housing has been
developed all around the park and our complex,
making downtown Memphis one of the fastest-
growing urban housing markets in America. An
empty building next to our parking garage is
expected to be renovated as a minor league
baseball Hall of Fame. A new public elementary
scheol built a tlock away is nearing completion,
In addition, FedEx Forum, an arena for the
Memphis Grizzlies NBA professional basketball
team, is under construction nearby and the
Grizzlies are subleasing space in our building.
All of this and more went into the planning and
execution of this beautiful and economically
sound addition to our Memphis portfolio and
the downlown Mamphis skyline.

233 NORTH MICHIGAN: THE NEXT CHAPTER
in last year's annual report, | ended the "233
Story" by saying that “this story will be continued.”
At that ime, we were in negotliations with our partner,
Investcorg, but could not disclose this dus to
a couple of material contingencies. Shertly afier
publication the contingencies were removed and
we closed the sale of a 70% joint venture interest
in the building for $125 million. This action added
$.06 per share in FFO to our ongoing operations

and through reinvestiment of the proceeds allowed
us to further diversify our portfolio. We consider this
a watershed event in Parkway’s evolution since the
VALUE? Plan calis for Venturing with Best Partners.
Equally important was the redepicyment of the
over $100,000,000 in debl and equity proceeds
from the venture. We were aole 10 locate and
secure a contract on three suburban properties in
Houston in a principai-to-principal agreement with
another REIT. These were ncn-core assets to the
seller but represented a valug-added opportunity
for us, as the buyer. Since closing in June 2002,

we have signed 23 new leases totaling 62,000
square feet in these buildings.

The Parkway Phoenix operating teamis lec [
hy Ryan Bobkison (standing). Ryan reviews
plans for the recent financing of Viad for
the joint venture. At left is CFO Marsheal
Loeb and Analyst Lee Nations.,

ANNUAL REPORT 2002 ¢ 7




Within a few days of the 233 closing, we
purchased two buildings in Phoenix, including
$58 million for the purchase of the Viad Corporate
Center, a 24-story, 482,000-square foot Class A+
building in downtown Phoenix, again in a principal-

to-principal agreement. As the photos in this report
depict, this is one of the highest quality bulldings
in Phoenix and certainly sets the gold standard

in the marketplace. More importantly, we recently
entered into a joint venture with Investcorp for a
70% interest in Viad for $42 million, which values

the 100% interest at approximately $60 million.
We closed this joint venture in early March and
will report a gain for financial reporting purposes
of approximately $.9 million in the first quarter of
2003. Parkway continues to manage and lease
the property for the joint venture.

Operationally we are deing well and we have
the right people on the jobs 1o bring sach asset
up-a notch from a customer retention, leasing
and cperations prospective. 1 hope we will be
able to write yet another chapter in the "233
Story”® in next year's Annual Report.

By reviewing our five themes, | hope you
will understand what we do a little better. More
importantly, | hope you understand why we
do-what we do.-Culture matters to us. It is the
glue holding the team-together. It offers you the
reason why we underscore uncompromising
in all operations. It sets us apart from the pack.

In closing, we are grateful for the support
we have received over the years from our
shareholders, customers, employees and
communities, without whom we could not have
accomplished what we have. We would like to
welcome Dan Friedman 1o our Board cf Directors.
Dan brings more than 20 years of real estate
and finance experience o Parkway. We have
already benefited from his knowledge.

Thank you for your foliowing.

Sincerely,

A fi i

Steven G. Rogers
President and CEO
March 15, 2003
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Selected Financial Data.

Operating Data:
Revenuss

Income from office and parking properties........
Other INCOME........ccoceererereeeec et e esrenr

Total revenues

Expenses
Operating expenses:

Office and parking properties..........c...ccceen..

NOR-COre assetS...covvvencrninnn
Interest expense ..o
Depreciation and amortization ...
Interest expense.......ccovciveeeeerenereei,

General and administrative and other ...............

income before gain (loss) , minority interest,
discontinued operations and extraordinary item
Gain (loss) on joint venture interest, real estate

and real estate equily SecUrities .......cooovnccrconcen
Minority interest - URIL ROIGEES. ... evrcricvceercinirnens

income before discantinued cparations and

extraordinary Hem ....oovccervcrreeeveer e v
Income from discontinued operations ...................

Gain on sale of real estate from

discontinued operations.........covveveneercersnenns
Income before extraordinary ftem...........coooeeee

Extraordinary loss on early extinguishment of

mortgage notes payable .ooeovev s
NEtiNCOME. ...t

Dividends on preferred stock.........ooccecvcene
Dividends on convertible preferred stock

Net income available to common stockholders ......

Net income per common share:
Basic; '
Income before discontinued oparations
and exiraordinary item

Discontinued operations .......ccvvieneiieenne

Extraordinary loss on early extinguishment

of mortgage notes payable ..........ccoeeee e
NELINCOME......covve v rn e

Diluted:
Income before discontinued cperations

angd extracrdinary HBM ....ocvveveecrececncrrconeen
Discontinued operations ...c....oevcveireierirreneeas

Extraordinary loss on early extinguishment
of mortgage notes payable

NELINGOMIE ..o s s

Book value per common share (at end of year) ......
Dividends par common Share ........ccoonvvesecnnvsnnee

Weighted average shares outstanding:

Balance Sheet Data:
Office and parking investments, net of
depreciation .......ccovcvveecereeee e
Real estate equity securities...
Total aS8815....uvireier e s

Notes payable 10 banksS ...ocovvvirervencnnvneonar e
Mortgage notes payable .....c.coveeeecerievivcen e
Total FabilitieS ....ccovver v

Preferred StOCK.....ovcvvececerer e e
Convertible preferred stock

Stockholders' eqUIY ..o eereomrmenereriescecennes

Year Year Year Year Year
Ended Ended Ended Ended Ended
12/31/02 12/31/01 12/31/0D 12/31/99 12/31/98
{in thousands, except per share data)
......... $152,442 $135,968 $118,370 $113,161 8 95,438
......... 3,642 2,829 3,554 1,159 1,045
156,084 138,787 122,524 114,320 396,483
......... 65,942 57,465 49,397 47 458 40,844
......... 34 39 50 112 153
......... 19,006 20,526 16,371 15,346 11,660
......... 27,412 23788 18,651 17,413 13,256
......... 6,647 5,497 6927 4,104 4,349
......... 5,445 5,240 4,688 4,353 3,583
......... 31,508 26,242 25,429 25,534 22,638
......... (2,068) 1,611 9,471 785 4,788
......... 2} 3 ) @ ()
......... 29,528 27,850 34,896 26,327 27,425
......... 47 - - - -
......... 770 - - - -
......... 30,345 27,850 34,896 26,327 27,425
......... 833 (1,302) - -
......... 28,512 26,548 34,886 26,327 27,425
{5,797} (5,797 (5,797} {5,797) (3,913
{6,257} (3,249 - - -
......... $ 17,458 $ 17,502 $ 29,099 $ 20,530 $ 23,512
$ 187 $ 201 $ 296 S 204 S 224
......... .09 - - - -
......... .09} {14) - - -
......... $ 187 $ 187 $ 298 $ 204 S 224
......... $ 184 $ 1.99 $§ 293 5 20 s 2.2t
......... .08 - - - -
(.09} (14 - - -
......... 2 1.84 $ 185 $ 293 $ 207 s 2.2
......... $ 2510 $ 2533 $ 2851 S 2555 S 2589
......... § 256 $ 245 5 212 $ 190 $ 1.80
......... 9,312 9,339 9,825 10,083 10,490
......... 9,480 9,442 9,926 10,197 16,621
$708,551 $795,860 $596.1 gg 8625,365 5568,244
- - 23,281 - -
763,937 840,612 655,237 649,369 502,252
......... 141,870 126,044 81,882 86,640 40,896
......... 209,746 304,985 225,470 214,736 201,841
......... 387,116 465,031 329,488 328,305 264,301
66,250 66,250 66,250 66,250 66,250
75,000 75,000 - - -
......... 376,821 375,581 325,749 321,064 327,951
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Business.
General Development of Business
Overview

Parkway Properties, Inc. ("Parkway” or the "Company") is a real estate investment trust ("BEIT") specializing in the
cperations, acquisition, ownership, management, and leasing of office properties. The Company is self-administered, in that it
provides its own investment and administrative services intemmally through its own employees. The Company is also self-
managed, as it internally provides the management and maintenance services that its properfies require through its own
employees, such as properly managars and engineers and in some cases, leasing professionals. The Company is
geographically focused on the Southeastern and Southwestern United States and Chicago. Parkway and its predecessors have
been public companies engaged in the real estate business since 1971, and its present senior management has been with
Parkway since the 1980's. The management team has had experience managing a public real estate company through all
phases of the real estate business cycle. At March 1, 2003, Parkway owned or had an interest in 56 office properties located
in eleven states with an aggregate of approximately 9.9 million square feat of leasable space.

Parkway evaluates each individual asset considering a number of factors such as current market rents, vacancy rates and
capitalization rates. As part of this strategy, since July 1995, the Company has (i) completed the acguisition of 63 office
properties, encompassing 10.5 million net rentable square fest, for a fotal purchase price of $891 million; (i) soid or is in the
process of selling alt of its non-core asssts; (iii) sold 11 office properties, encompassing approximately 1.1 million net rentable
square feet primarily in markets that posed increasing risks and redsployed these funds; {iv} sold two jeint venlure interests in
two office properties encompassing 1.6 million net renfable square feet; and (v) implemented self-managemant and self-
leasing at most of its properties 1o promele a focus on tenant retention and superior service in meeting the nseds of its
tenants. Parkway defines total investment in office properties as purchase price plus estimated closing costs and anticipated
capital expenditures during the first 12 months of cwnership for tenant improvements, commissions, upgrades and capital
improvements to bring the building up to the Company's standards.

Until December 31, 19986, Parkway operated es a real estate operating company. For the faxable years 1995 and 1898,
Parkway paid virtually no federal income faxes ($64,000 in 1395 and none in 1936) primarily because Parkway had certain net
cperating losses ("NOLs") to shekter most of Parkway's income from such taxes. However, the increass in the number of
cutstanding shares of common stock which resulted from a common stock private placement in June 1996 and certain
business combination transactions in 1994 and 1995 caused the use of Parkway's NOLs to be significantly limited in any cne
year. The Company antficipaied that its taxable income would increase significantly following the implementation of its strategy
of focused investment in office properties. Accordingly, Parkway's Board of Direclors determined that it was in the best
interests of Parkway and its stockholders to elect to qualify Parkway as a REIT under the Internal Revenue Code for the taxable
year beginning January 1, 1997, which allows Parkway to be generally exempt from federal income taxes even if its NOLs are
limited or exhausted, provided it meets various RET requirements. The Company's taxable income increased from $8.9
million in 1997 to approximatety $37 million in 2002 before utilization of NOLs, At December 31, 2002, the Company had NOL
carryforwards for federal income tax purpases of approximately $3.1 million and expects to utilize this remaining NOL by
December 2007, For each year from 1987 through 2002, distributions of taxable income in the form of dividends as required
by the Internal Revenue Code were made.

Seff-Management and Third Party Management

The Company self-manages approximately 99.2% of its current portfolio on a net rentable square footage basis. In
addition, the Company implemented self-leasing for renewals and currently seff-leases approximately 82.5% of its partfolio on
a ret rentable squars footage basis. For new terant Ieasing, which is a small partion of our business, we fully cooperate with
the third party brokerage community. The Company benefits from a fully integrated management infrastructure, provided by
its wholly-owned managemert subsidiary, Parkway Realty Services LLC ("Parkway Rezalty"). The Company believes sslf-
management results in better customer service, higher tenant retention and allows the Company to enhance stockholder value
through the application of its hands-on operating style. The Company believes that its focus on tenant retention will benefit the
Company and its stockholders by maintaining & stabilized revenug stream and avoiding higher capital expenditures and leasing
commissions asscciated with new leases. In order to self-manage properties, the Company seeks to rzach critical mass in
terms of square footage. Critical mass varies from market to market and is generally defined by the Company as owning or
managing a minimum of 250,000 square feet. The Compary is considering the sale of its properties that are not self-managed
because the inability to self-manage these properties limits the Company’s ability to apply its hands-on operating strategy. In
addition to its owned properiies, Parkway Really currently manages and/or leases approximately 2.2 million. net remable
square feet for third-party cwners {including joint venture interests). The Company also intends to expand its third party fee
business.

In addition to direct real estate acquisiticns, Parkway's invesimeni strategy includes the consummation of business
combination transactions with other public real estate and financial companies which Parkway deems to be undervalued. In
evaluating a company to cetermine if it is undervalued, Parkway traditionaily looks at the valus the public market is placing on
its assels versus what value the private market would pay for those same assets. Our preference is for office companies or
those with a strong office componant. We then pursue these acquisitions by acquiring common stock, which is typically listed
on one of the major national stock exchanges. Since 1978, Parkway has completed eight such business combinations.
Management may pursue simitar business combination transactions on a selected basis in ordear 1o enhance stockholder value.
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Joint Ventures

Parkway intends to form joint ventures or parinerships with select investors. During 2000, the Company formed a venture
partnership with a division of Investcorp Infernational, Inc. ("Investcarp™) for the purposes of acquiring approximately $100
million i Central Business District (downtown) assets in the Southeastern and Southwestern United States and Chicago. Under
the terms of the joint venture agreement, Parkway will operate, manage, and leese the properties on a day-to-day basis,
provide acquisition and construction management services o the joint venture, and receive fees for providing these ssrvices.
The joint venture will arrange first mortgage financing which will appraximate 70% of the value of each office asset purchased.
This debt will be non-recourse, property specific debt. Investcorp will provide 70 to 75% of the joint venture capiial with
Parkway to provide the balance, with distributions being made pro rata.

During 2002, Parkway entered inio a joint venture agreement with respect to the 233 North Michigan building in Chicago.
On May 30, 2002, Parkway sold a 70% interest in its investment in Parkway 233 North Michigan LLC, a subsidiary limited
liability company that owns the 233 North Michigan Avenue building, to an affiliate of Investcorp for a price equal o
approximately 70% of the Company’s original purchase price of the property plus all capital costs since it acquired the property
in June 2001. Parkway comtinues io provide management and leasing for the building on a day-to-day basis. In connection
with the sale, Parkway recognized a $250,000 acquisition fee in accordance with the terms of the joint venture agreement.
The Company recorded a Joss on the sale of the 70% interest of $263,000.

Recent Developments

Effective January 6, 2003, the Company entered into an interest rate swap agreement with a notional amount of $50
miliion which fixed 30-day LIBOR at 1.545%. The agreement, which matures December 31, 2003, effectively fixes the interest
rate at 2.92% on $50 million of variable rate borrowing.

On February 11, 2003, Parkway purchased the Citrus Center, a 258,000 square foot office building in Orlando, Florida, for
$32,000,000 plus $2,590,000 in closing costs and anticipated first year capital expenditures. The purchase was funded by the
assumption of zn existing first mortgage on the building of $19,625,000 and 812,305,000 in cash, which represents the
investment of the remaining proceeds from the 233 North Michigan joint venture with Investcorp, which was completed in May
2002. The non-recourse morigage with Legg Mason Real Estate Services, Inc. has a fixed interest rate of 7.81% and matures
August 1, 2007.

On March 6, 2003, Parkway sold a 70% inferest in the Yiad Gorporate Center in Phoenix, Arizona to {nvestcorp fthe "Viad
Joint Venture") for a price of $42 million. Parkway continues to provide management and leasing services for the building. In
connection with the sale, Parkway will recognize an accuisition fee of $175,000 in the first quarter of 2003. The estimated
gain on this transaction is approximately $900,000.

Simultaneous with the sale, the Viad Joirt Venture closed a $42.5 million mortgage with Bear Stearns. The non-recourse
first mortgage is interest-only for a term of two years with three one-year extension options. Interest dus under the morigage
vill be floating rate, which at the time of closing was approximately 4.26%. Parkway received net cash proceeds from this
transaction of approximately $54 million and will use the proceeds to purchase new properties and to reduce short-term
borrowings under the Company's finas of credit. The joint venture will be accounted for using the equity method of accounting,
and the Company's pro rata shara of debt from the joint venture will be included in the calculation of the ratio of debt to total
market capitalization.

Business Objectives and Strategy of the Company
Overview

Parkway's business objective is fo maximize total retumn 10 stockholters over time primarily through increases in
gividends and share price apprecialion. During 2002, Parkway distributed $2.56 per share in dividends o common
stockholders, representing a 4.5% increase over the 2001 dividands distributad of $2.45 per common share. Distributions in
2002 of $2.56 per share represent a payout of 55.2% of the Company's funds from operations {"FFO") for the year. The
Company increased its dividend in 2002 in order fo distribute all of its REIT taxable income. To maintain qualification as a
REIT, the Company must distribute to stockholders at feast 90% of taxable income, excluding net capital gains.

Parkway's operating philosophy is based on the premise that we are in the customer retention business. Parkway retains
its customers by continually focusing on operations at its office properties. We believe in providing superior customer service,
hiring, training, refaining and empowering each employee; creating zn environmant of open communication both internally and
with our steckholders; and simplicity. We will strive to maximize our stockholders returns by setting, implementing and
achieving goals, which increase profitability, dividends and stock price, while managing nisks. The Company seeks
investments where our operational expertise can add value through direct management, a hands-on, service oriented
cperating philosophy and innovation. The Company will invest directly in properties in the form of equity ownership. In some
instances the Company may take a minority interest in the ownership structure, such as a joint venture format, but will
maintain controi of the opsrations, as we believe this is where rzal estate value is created. These investments may
additionally include acguiring equity positions in private or publicly-traded real estate companies.
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Strategic Plans

For many years, Parkway has been engaged in a process of strategic planning and goal setting. The material goals and
cbjectives of Parkway's earlier strategic plans have been achieved, and have benefited Parkway's stockholders through
increased FFO and dividend payments per share. In 1998, Parkway adopted a strategic plan that set as its goal o increase
Parkway's FFO per basic share without the issuance of new equity. The review, accountability and reward of the plan aligned
management and stockholder interests, The goal of the strategic plan was to increase Parkway's FFQ per basic share to $5.00
{before expense accruals for restricted share grants tied to its accomplishment) in 50 months {i.e., the end of 2002); hence the
pian was referred tc es the "5 in 58 Plan.” Ir 2000, the benchmark was raised to the new basic FFO per share of $5.23, a
5% increase over the previously disclosed goal of $5.00 due to the inadvertent benefit of the issuance of convertible preferred
stock in 2001. The plan set goals, assigned responsibility for the attainment of such goals o specific Parkway officers, and
pravided for follow-up evaluations ta determine whether the officers responsible for the attainment of each goal were moving
toward success. The major goals included realizing the embedded rental rate growth in Parkway's existing portfolic of office
properties, investing 850 million per year {for a total of $200 million) at a positive spread of 250 basis points over the long-
term cost of debt, selling Parkway's non-earning assets and re-deploying the proceeds in higher yielding assets, increasing the
cverall accupancy of Parkway's office parffolio, and taking numerous other actions o generate additional cash flow from
Parkway's properties, December 31, 2002 marked the end of the 5 im 50 Plan, and the Company was pleased to announce
the accomplishment of the plan.  The Company's actua! FFO per basic share before the amortization of incentive compensation
in 2002 was $5.35, which is $.12 or 2.3% greater than the stated goal of $5.23 per basic share.

Effective January 1, 2003, the Company adopted a new, three-year strategic plan referred to as VALUE (Value Square).
"This plan reflects the employses' commitment to create value for its sharsholders while holding firm to the core values as
espoused in the Parkway Commiiment to Excellence. The Company plans to create value by Venturing with best pariners,
Asset recycling, Leverage neutral growth, Uncompromising focus on operations and providing an Equity return to its
shareholders that is 10% greater than that of its peer group, the National Association of Real Estate Investment Trusts
(*NAREIT") office index. Equity return is defined as growth in FFO per diluted share.

Operaling Properties

Parkway generally seeks to acquire well-located Class A, A- or B+ (as classified within their respective markets) multi-
story office buildings which are located in primary or secondary markets in the Southeastern and Southwestern United States
and Chicago, ranging in size from 100,000 to 1,060,000 net rentable square feet and which have current and projected
gecupancy levels in excess of 70% and adequate parking to accommodate full occupancy. Office properiies are designated
Class A, A- or B+ based on a combination of factors including rent, building finishes, system standards and efficiency, building
amenities, location/accessibility and market perception. Class A properties represant the mast prestigious buildings competing
for premier office users with rents above average for the area. These buildings generally have high guality standard finishes,
state of the art systems, exceptional accessibility and a definite market presence. Class B office buildings compete for a wide
range of users with rents in the average range for the area. Building finishes are fair to good for the area and systems are
adeguate, but the building does not compete with Class A at the same price. The Compary targets buildings which are
cccupied by a major tenant {or tenants) (e.q., a tenant that accounts for at least 30% of the building's total rental revenue and
has at least five years remaining on ifs lease). Parkway's focus on new property acguisitions will be on higher barrier-to-entry
sub-markets in both central business districts and suburban markets. Parkway strives to purchase office buildings at
minimum initial unteveraged annual vields on its total investment of 8.5% for urban assets. The Company defines initiai
unleveraged yield as net operating income ("NOI"} divided by total investment (as previously defined), where NOI represents
budgeled cash operating income for the current year at current occupancy rates and at rental rates currently in place with no
adjustments for anticipated expense savings, increases in rental rates, additional teasing or straight line rent. Leases that
expire guring the year are assumed to renew at market rates unless interviews with tenants during pre-purchase due diligence
indicate a likelihood that a tenant will not renew. In markets where the Company self-manages its properties, NOI also includes
the net managemart fee expected to be eamed during the year. The Company also gensrally seeks to acquire properties
whose total invesiment per nel rentable square foot is at least 20% below estimated replacement cost and whose current
rental rates are at or below market rental rates, While the Company seeks to acquire properties which meet all of the
acguisition criteria, specific property acquisitions are evaluated individually and may fail to meel one or more of the acquisition
criteria at the date of purchase. Since January 1, 2002, the Company has acquired six office properties with approximately 1.3
mitlion net rentable square feet for a total purchase price of $130 million, or approximately $100 per net rentable sguare foot.
The properties purchased are located in the central business district and suburban market in Phoenix, the suburban market in
Houston and the central business district in Orlando. Consistent with the qualification requirements of a REIT, the Comparny
intends to hold and operate its portfolio of office buildings for investment purposes, but may determine 10 sell proparties that
no longer meet its investment criteria.

Real Estate Equity Securities

In addition to investing in office properties, Parkway seeks to purchase common stock of other REITs that meet certain
criteria.  This pragram is referred to as the REIT Significant Value Program or “RSVP". The Company views the purchase of
publicly-traded real estate equity securities fo be an alternative to "fee simple” transactions far purchasing quality assets at
attractive prices. The existence of a sustzinable dividend provides a yield on the investment whilz the Company positions itself
for direct involvement.
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The general crileria for purchase includes strategic it with Parkway with a preference to office, mixed office/industrial,
diversified or special situations with office, the ability for Parkway's direct involvement to add value to the REIT, discounts to
et asset value (NAY) generally 20% or greater, sustainable dividend yields of 8% or greater, acceptable debt levels as
measured by interest and fixed charge coverage ratios and accretive investment economics. All REITS in which Parkway
makes an investment will be appraved by the Parkway Board of Directors. Although we currently have no investments, we will
continue 1o pursue opportunities in the public market in accordance with the RSVP plan as conditions warrant.

Stock Repurchase Plan

The Company has been engaged in the purchase of its outstanding common stotk since June 1988, Given the
fluctuations in price of the Company's public equity without a corresponding change in valuation of the underlying real estate
assets, the Company believes a well-executed repurchase program can add significant stockholder value. During 2002, the
Company repurchased 14,100 shares of its common stock at an average cost ¢f $30.08 per share. Since June 1998, the
Company has purchased a fotal of 2,141,593 shares of its common stock, which represents approximately 19.3% of the
Company stock outstanding when the buyback pregram was initiated on June 30, 1988, The Company has the authority to
purchase an additional 485,900 sheres under its existing authorization from its Board of Directors. When considering
repurchasing shares, the Company evaluates the following items: impact on the Company's VALUE" Plan, discount 1o net asset
value; implied capitalization rate; implied value per souare feot; impact on liguidity of common stock; and other investment
alternatives that are available with a similar risk profile (capital aliocation).

Management Team

Parkway's management team consists of experienced office property specialists with proven capabilities in cffice property
{i) operations; (i) leasing; (i) management; (iv) acquisition/disposition; {v) financing; {vi) capital allocation; and {vii) re-
positioning. The management ieam also has considerabie experience in evaluating and completing mergers and/or
acguisitions of other REITs. Since 1979, the Company has completed eight such business combinations. The Company
believes these capabilities will aliow Parkway 1o continue fo create office property value in all phases of the real estale cycla.
These capahilities are enhanced by the fee based real estate services provided through Parkway's whally owned subsidiary,
Parkway Realty Services. Parkway will continue its initiative 10 increase Parkway Realty Services through the acquisition of
brokerage companies and through joint ventures. Parkway’s ten senjor officers have an average of over 20 years of real eslate
industry experience, and have worked fogether at Parkway for an everage of over 14 years. Management has developed a
highly service-oriented operating culture and believes that its focus on operations, proactive leasing, property management
and asset management activities will resull in higher tenant retention and occupancy and will continue to ranslate into
gnhanced stockholder value.

financing Strategy

The Company expects 1o continue seeking fixed rate, non-recourse mortgage financing at terms ranging from ten to thirty
years on select office bullding investments as additional capital is needed. The Company plans to maintain a ratio of debt to
total market capitalization from 25% to 50% although such ratic may from time to time temporarily excead 50%, especially
whean the Company has incurred significant amounts of short-term debt in connection with acquisitions. In addition, volatility in
the price of the Company's common stock may result in a debt to tolal market capitalization ratio exceeding 50% from time o
time. The Company monitors interest and fixed charge coverage ratios. See *Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Financial Condition.” Parkway has no present plans to issuge senior securities.
Should the opportunity present itself, Parkway has the ability o issue modest amounts of common stock pericdically through
its dividend reinvestment plan,

Parkway may, in appropriate circumstances, acquira one or more properties in exchange for Parkway's equity securities.
Parkway may provide financing in connection with sales of property if market conditions so reguire, but it does not presently
inlend to make other loans. Parkway has no set pdlicy as to the amount or percentage of its assets which may be invested in
any specific property. Rather than a specific policy, Parkway eveluates each property in terms of whether and to what extent
the property meets Parkway's investment criteria and strategic objectives. Parkway has no present intentions of underwriting
securities of other issuers. The strategies and policies set forth above were determined, and are subject to review by,
Parkway's Board of Directors which may change such strategies or policies based upon their evaluation of the state of the real
estate market, the performance of Parkway's assets, capital and cre¢it market conditions, and other relevant factors. Parkway
provides annual reports to its stockholders that contain financial statements audiled by Parkway's independent public
accountants.

Dispositions
Parkway has also pursued a strategy of liquidating its non-core assets and office building investments that no longer meet
the Company's investment criteria and/or the Company has determined value will be maximized by selling and redeploying the

proceeds. The Company routinely evaluates changes in market conditions that indicate an opportunity or need to sell properties
within those markets in order to maximize shareholder value and allocats capital judiciously.
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Since January 1, 1995, Parkway has sold non-core assets with a book value of approximately $45 million for
approximately $58 million, resulting in an aggregate gain for financial reporting purposes of approximately $23 mitlion. The
book value of all remaining non-office building real estate assets and mortgage loans, all of which are for sale, was
approximately $4.4 million as of December 31, 2002,

Since January 1, 1898, the Company has sold 11 office properties, encompassing approximately 1.1 million net rentable
square feet for net procesds of $101 million, resulting in aggregate gains for financial reporting purposes of $13 million. In
2002, the Company scid one office property in indianapolis, Indiana, and in 2001, the Company sold one office property in
Birmingham, Alabama. The dscision to sell these assets was based on the fact that they were suburban and were neither self-
managed nor self-leased. Currently, the Company is also considering the sale of its property in Greenvilie, South Caroling,
primarily because the Company does not own sufficient office space in this markeat 1o justify seli-management and self-leasing.
These investment decisions will be based upon the Company's analysis of existing markets and competing investment
cpportunities.

Administration

The Company is self-administered and self-managed and maintains its principal executive offices in Jackson, Mississippi.
As of March 1, 2003, the Company had 220 employees.

The operations of the Company are conducted from approximately 13,000 square feet of office space located at 188 East
Capitol Street, One Jackson Place, Suite 1000, Jackson, Mississippl. The building is owned by Parkway and is leased by
Parkway at market rental rates. Parkway's press relsases, Securities and Exchange Commission filings, financial information
and additional information about the Company are available on the Company's website ai www.pky.com.

Properties.
General

The Company operates and invests principally in office properties in the Southeastern and Southwestern United States and
Chicagoe, but is not limited to any specific geographical region or property type. As of March 1, 2003, the Company owned or
Fad an interest in 56 office properties comprising approximately 9.9 million square feet of office space located in eleven staies.

in addition, the Company has an investmeni in the Toyota Center, formerly known as the Moore Building, which is a
historic renovation adjacent to the Triple-A baseball stadium complex in downtown Memphis. The Toyota Center was originally
constructed in 1913 and consists of approximately 174,000 rentabie square feet. The Company constructed a multi-level,
770-space parking garage to accommodate the buiiding and stadium parking needs.  This building is owned by Maoore
Building Associates LP (the "Partnership”) and an institutional investor, Baric of America Historic Ventures, LLC ("BOA") with
the Company's ownership interest being less than 1%. At Dacember 31, 2002, the nole receivabie from the Parinership
totaled $5,996,000.

Property acquisitions in 2002, 2001 and 2000 were funded through a variety of sources, including:

a. Cash reserves and cash generated from operating activities,

b. Sales of non-core assets,

c. Sales of office properties,

d. Sale of 2 joint venture interest,

e. Sales of investments in equity securities of other REITS,

f. Fixed rate, non-recourse mortgage financing at terms ranging from 10 1o 20 years,

g. Assumption of existing fixed rate, non-recourse mortgages cn properties purchased,

h Sales of Parkway preferrad stock, and

L Advances on bank lines of credit.

Office Buildings

Other than as discussed under "Business", the Company intends 1o hold and operate its porifolio of office buildings for
investment purposes. The Company does not propose any program for the renovation, improvement or development of any of
the office buildings, except as called for under the renewal of existing lsases or the signing of new leases or imgrovements

recessary to upgrade recent acquisitions to the Company's operating standards. All such improvements are expacted to be
financed by cash flow from the portfolio Of office properties and advances on bank lines of credit.
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In the opinion of management, all properties are adequately covered by insurance. Tﬁis is an area to which management
has devoted a great deal of ime and attention following the unfortunate events of September 11, 2001.

Alf office builcing investments compete for fenants with similar properties located within the same market primarily on the
basis of location, rent charged, services provided and the design and condition of the improvements. The Company also
competes with other REITs, financial instifutions, pension funds, parinerships, individual investors and others when attempting
to acquire office properties.

The following table sets forth certain information about office properties the Company owned or had an interest in as of
January 1, 2003;

Estimated
Average % of
Number Total Net % of Average Market Leases %
of Rentabie TotalNet RentPer  RentPer  Expiring Leased
Office Square Feet Rentable  Square Square In As of
Location Properties {1}  {in thousands) Feet Foot {2) Foot (3} 2003{4)  1/1/2003

Houston, TX 14 2,102 21.8% $18.23 $17.69 9.9% %94.1%
Chicago, IL 1 1,068 11.1% 31.93 32.39 0.5% 90.3%
Columbiz, SC 3 872 9.1% 16.31 16.64 11.8% 94.5% -
Jackson, MS 5 830 8.7% 17.76 18.06 23.3% 84.7%
Memphis, TN 3 662 7.0% 17.52 16.08 11.5% 87.6%
Atlanta, GA 7 601 8.2% 16.50 17.46 11.3% 96.7%
Phoenix, AZ 2 585 6.1% 2478 20.00 8.9% 32 8%
Knoxville, TN 2 532 5.5% 15.51 16.00 18.6% 93.1%
Richmond, VA ) 498 " 5.2% 17.09 15.37 14.6% 91.2%
Nashville, TN 1 428 4.5% 16.07 18.00 1.2% 85.7%
Chesapeake, VA 3 388 4.0% 17.16 15.06 21.0% 84.8%
St Petersburg, FL 2 325 3.4% 17.54 17.36 21.7% 98.4%
Winston-Salem, NC 1 238 2.5% 18.03 20.00 0.0% 97.5%
. Lauderdale, FL 2 215 2.2% 21.18 20.41 11.8% 98.0%
Charlotte, NC 1 187 1.9% 15.61 15.50 11.4% 88.8%
All Others .2 79 0.8% 11.54 10.53 1.9% 61.2%

35 9,625 100.0% $18.38 $18.92 11.4% 82.3%

(1) Includes 53 office properties owned directly; a 32,000 square foot office properly in which the Company owns a 50%
interest located in New Orleans, Louisiana; and a 1,068,000 square foot office property in which the Company owns a 30%
interest located in Chicago, lMinois.

{(2) Average rent par square foot is defined as the weighted average current gross rental rate including expense escalations
for leased office space in the building as of January 1, 2003.

(3) Estimated average market rent per square foot is based upon information obtained from (i} the Company's own
experience in leasing space at the properties; {ii) lzasing agents in the relevant markets with respect to quoted rental rates and
completed leasing transactions for comparabie properties in the relevant markets; and fiii} publicly available data with respect
thereto. Estimated average market rent is weighted by the net rentable sguare feet expiring in each property.

{4) The percentage of leases expiring in 2003 represents the ratio of square feet under Jeases expiring in 2003 divided by
total net rentable square feet.

The foilowing table sets forth scheduled iease expirations for properties owned as of January 1, 2003 for leases executed
as of January 1, 2003, assuming no lenant exercises renewal oplions:

HNet Annualized Wghtd Avg Wahtd Est
Rentable Percent of Rentai Expiring Gross Avg Market
Year of Number Square Feet Total Net Amount Rental Rate Per Rent Per Net
Lease of Expiring Rentable Expiring (1) Net Rentable Rentable
Expiration Leases {in thousands)  Square Feet  (in thousands})  Square Foot (2)  Sguare Foot (3)
2003 266 1,092 11.3% S 19,853 §18.18 $17.03
2004 201 1,208 12.5% 21,524 17.87 7.1
2005 222 1518 15.8% 27,287 17.98 17.57
2006 115 993 10.3% 19,778 19.82 18.22
2007 121 892 9.3% 16,138 18.10 17.07
Thereafter 128 3,183 33.1% 67,390 2117 21.64
1,054 8886 92.3% $171,971 $19.36 $18.92

(1) Annualized rental amount expiring is defined as net rentable square feet expiring muitiplied by the weighted average
expiring annual rental rate per net rentable square foot.
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(2) Weighted average expiring gross rental rate is the weighled average rental rate inciuding expense escalations for office
space.

{3) Estimated average market rent is based upon information obtained from (i) the Company's own experience in leasing
space at the preperties: (i) leasing agents in the relevant markets with respect to quoted rental rates and compleied leasing
transactions for comparable properties in the relevant markets; and {iii} publicly available data with respect thereto. Estimated
average market rent is weightad by the nat renfable square feet expiring in each property.

The Company has one non-recourse first martgage note payable with a principal balance greater than 10% of its assets.
The lender is Teachers Insurance and Annuiw Association of America {"TIAA fiortgage”), and the loan totals $78,051,000 at
December 31, 2002. The TIAA Mortgage is sscured by 12 proparties with a carrying amount of $157,620,000. The TIAA
Mortgage has a fixed interest rate of 6 345% and matures July 1, 2008 with payments based on a 15 year amortization.

Other fixed-rate mortgage nofes payabie otal $131,695,000 at December 31, 2002 and are secured by 13 properties in
various markets with interest rates ranging from 7.00% to 8.375%. Maturity dates on these mortgage notes payable range
from July 2006 to October 2018 on 12 to 30 year amortizations. See Note G to the consolidated financial statements.

The majority of the Company's fixed rate secured debt contains prepayment provisions based on the greater of a yield
maintenance penalty or 1.0% of the outstanding loan amount. The vyield maintenance penalty essentially compensates the
lender for the difference between the fixed rate under the loan and the yield that the lender would receive if the lender
reinvested the prepaid loan batance in U.S. Treasury Securities with a simitar maturity as the loan.

Customers

The office properties are leased to approximately 1,054 customers, which are in a wide variety of industries including
banking, professional services {including legal, accounting, and consulting), energy, financial services and telecommunications.
The foliowing table sets forth information concerning the 25 largast customers of the properties owned directly or through jaint
ventures as of January 1, 2003 (in thousands, except square foot data):

Annualized Lease
. Square Rental Expiration
Customer Feet Revenue (1) Office Property Date
Govemmant Services Administration (GSA}....... 309,589 S 3,787 2)
Bank of AMErica, NA ... e 274,316 3,147 [3\ (3
South Carolina State Governmert ..., 238,770 4,040 {4 (0]
Branch Banking & Trust (8B&T) ............ 201,006 3,598 BB&T Hnancial Center 12115
Morgan Keegan & Company, Inc........... 198,441 4,015 Morgan Keegan Tower 09/07
WorldCom, INC. v.ovvvvveerensriesnnsins 184,445 3,064 {5) (5
Nabors Industries/Nabors Corporate Services... 170,827 3,335 One Commerce Green 12/05
United Healthcare Services 167,673 1,428 233 North Michigan 11/09
Viad Corporation............ . 159,209 4,794 Viad Corporate Center (6)
Schiumberger Technology ...cveervvcerviieninne 155,324 2,715 Schiumberger c4/07
Burlington Resources 0il & Gas Company......... 137,471 2,314 400 North Belt 12/08
Florida Pawer Corporation ...........cocvoverc e 133,279 2,341 Central Station 05713
Young & Rubicam....c..cooveeeverceriinecccrereee e 122,078 1,245 233 North Michigan 11711
The Dial Corporation.......ccocrenencirirncrinscrnens 116,918 3117 Viad Corporate Center 08/06
Lynk Systems, INC. cveiivi i iovennes 107,118 1,362 Falls Pointe, Roswell North (7N
First Tennessee Bank, NA........cooccoviien i, 101,400 . 1,687 First Tennessee Plaza 09/14
MeadWestvaco Corporation......c...c.co.cceevccrnvrnen 100,457 1,708 Westvaco Building 01/06
Boult, Cummings, Conners, & Berry, PLLC........ 98,813 2,008 Bank of America Plaza {8
BHL AITWEYS ..coovvecorerrarrirnemonsesrcrmeones seransirnsreens 08,649 1,887 One Cormerce Green 11/04
PGS Tensor Geophysical, INC. .ovvvveverrrvecinnnens 91,960 1,646 Tensor Building 03/05
Facility Holdings COrp...oovvvericcr e 82,444 1,468 Lakewood If 12/16
AT&T Wireless Services, Inc. . 75,544 1,322 SunCom Building 12/03
HONBYWEH ...t 71,232 1,235 Honeywell Building 07/08
Anthem Health Pians of Virginia, Inc. ................ 69,111 1,332 Lynnwood Plaza, Glen Forest )
Ernst & YOUNG ..o e 47,383 1.243 (10) (10)
3,511,357 $59,923
Total Rental Square Footage 3,625,187
Total Annualized Rental Revenue $150,410

(1) Annualized Rental Revenue represents the gross rental rate (including escalations) per square foot as of January 1, 2003,
multiplied by the number of square feet leased by the fenant. - -Annualized rent for customers at 233 North Michigan is
calculated based on our 30% ownership interest through our investments in joint ventures. However, leased square feet
represent 100% of our square feet leased through direct ownership or through joint ventures.
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{2) GSA leases 309,589 square feet and the leases expire as follows:

Lease
Square Expiration

Office Properly Feet Date

233 NOR MIChIGAN ...oerer e vt snirmates s e eseencereesennrerens 188,316 11/09
0N JACKSON PIACR ... vvrevecnreerre et s e s eaness e s esseresssasens 22,734 0710
First Tennesses PlazZa..........coveeiveeereceeene et s s 22,068 03/08
Moorefield il ............. . 18,912 06/05
Falls BUTING. ..ovvevie e cierei et srsssasscosesensessens 17,438 01/03
Greenbrier TOWEE Il ...t crrennnnans 13,971 01/10
Morgan Keagan TOWET .........coevivvrercesteesees e 7,647 08/03
Stytel Centre oo, 5,471 10/12
Moorefigld ..o, 5,370 03/04
Town Point Center..........c........ 5,155 11/11
MOOTETIZIL |t 1,505 05/05

309,589

(3) Bank of America, NA leases 274,316 square feet in two properties under separate lezses that expire as follows; 180,530
square feet in IMarch 2012 at Bank of America Plaza in Nashville, TN and 83,786 square fest in June 2006 at Bank of America
Tower in Columbia, SC.

(@) South Carolina State Government Agercies lease 236,770 square feet and the leases expire as follows:

Lease
Square Expiration
Office Property Feet Date
CapDl CENEBT ...vcveci vt ee e s e enaees 158,303 06/05
Capitol Center .....coov v, 80,005 06/09
Capitol Center ............... 10,310 08/04
Afrium at Stoneridge 7,152 01/04
236,770
(5) WoridCom, Inc. leases 184,445 square feet and the leases expire as follows:
Lease
Square Expiration
Office Property Feet Bate
SKYIBI CBITE oot sseees st sesseenss 155,827 07/05
One Jackson Place 15,992 12/02*
TOWN POINT CBMTET ..t en s 12,526 10/07
184,445

*WorldCom, Inc. currently cccupies 13,000 square feet in One Jackson Place and is in negotiations with Parkway for a
renewal,

(8) Viad Corporation leases 159,299 square feet in the Viad Corporate Center under separate Isases that expire as follows:
156,364 square fest in August 2011, 1,858 square fest in April 2005 and 1,077 square teet in February 2009.

{7) Lynk Systems, Inc. leases 107,118 square feet in two properties under separate leases that expire as follows: 105,011
square feet in December 2009 in Falls Pointe and 2,107 square feet in January 2003 in Roswell North,

{8) Boult, Cummings, Conners, & Berry, PLLC leases 98,813 square feet In the Bank of America Piaza under separate leases
that expire as foliows: 79,086 square feet in May 2009 and 19,727 sguare feet in May 2004,

{9) Anthem Health Plans of Yirginia, Inc. leases 69,111 square feet in two properties under separate leases that expire as
follows: 37,584 square feet in December 2004 in Glen Forest and 31,527 square feet in June 2003 in Lynnwood Plaza.

{(10) Ernst & Young leases 47,393 square feet in four properties and the leases expire as follows:

Lease

Square  Expiration
Office Property Fest Date
Bank of America PIaza.......c.ccooovveeivieee e 25,251 12/06
Southtrust Bank Building 13,810 09/03
BB&T Financial Center.......ocovveeivernnnes 5,184 06/04

One JECKSON PIACE.......ciiiiie s ree s ner e rnasnens 3,148 16/04
47,393
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Non-Core Assels

Since January 1, 1925, Parkway has pursued a strategy of liquidating its non-core assets and using the proceeds from
such sales to acquire office properties, pay down short-term debt and repurchase its own stock. The Company defines non-
core assets as all assets other than office and parking properties, which at December 31, 2002 consisted of fand and
mortgage loans. |n accordance with this strategy, Parkway sold non-core assets with a book value of 550,000 for cash
proceeds of $605,000 during 2001, Aggregate gains for financial reporting purposes from sales of non-core assets during
2001 were $55,000. Although there were no sales of non-care assets in 2002, the Company recorded an impairment loss of
$205,000 on an 11.856 acre parcel of land in New Orleans, Louisiana. After recording the write down, the carrying value
corresponds with the net realizable value of the land, based upon market research and comparable sales in the area. The
book value of ail remaining non-office building real estate assets and mortgage loans, all of which are for sale, was
$4,397,000 as of December 31, 2002. Of this amount, $3,528,000 represents undeveloped iand with a carrying cost of
approximately $34,000 annually.

Market for Begistrant's Common Eguity and Related Stockholder Matiers,

The Company's common stock (S.001 par value) is listed and irades on the New York Stock Exchangs under the symbol
"PKY", The number of racord holders of the Company's common stock at March 1, 2003, was approximately 2,887.

As of March 7, 2003, the last reported szles price per common share on the New York Stock Exchange was $36.77. The
following table seis forth, for the periods indicated, the high and low last reported sales prices per share of the Company's
common stock and the per share cash distributions paid by Parkway during each quarter,

Year Ended Year Ended
December 31, 2002 December 31, 2001
Quarter Ended High Low Distributions High Low Distributions
March 31, .o, $36.50  S32.05 S 63 $3C.26  S28.01 $ 56
June 30 .. 38.25 35.37 .63 35.25 28.51 83
September 30 37.34 29.93 .85 34.50 30.05 83
December 3 ..ovcvcirnnnns 36.39 31.51 .65 33.85 30.42 £3
$2.56 $2.45

Common stock distributions during 2002 and 2001 ($2.56 and $2.45 per share, respectively} were taxable as follows for
federal income tax purposes:

Year Ended
December 31
2002 2001
DINANY INCOME....rvirvseeesse e etvs e st s e e ntrns e b b sn s s bbb st ea s e esassab b set s sesnessbnersserensas $252  $245
Unrecaptured SECHON 1250 GaIN ......ccovieeeiiiseceie e isecces e e sss s et re st et scsa e sbnsessnnes .04 -
$2.56  $245

The Company's shares of Series A 8.75% Cumulative Redeemnable Preferred Stock are aiso fisted for trading on the New
York Stock Exchange and trade under the symbol "PKY PrA”, As of March 7, 2003, the last reported sales price per Series A
preferred share on the New York Stock Exchange was $25.50. The following table shows the high and low preferred share
prices and per share distributions paid for each guarter of 2002 and 2001 reported by the New York Stock Exchange.

Year Ended Year Ended
December 31, 2002 December 31, 2001

Quarter Ended High Low Distributions High Low Distributions
March 31 . $25.48  $24.65 $ .55 S23.25  $20.13 $ 55
June 30........ 25.65 24.65 .55 25.10 23.00 35
September 30.. . 24.80 26.08 .55 25.20 23.95 .55
December 31....oovveverneee. 24.95 26.05 .54 25.25 24,40 54

$2.19 $2.19

As of March 1, 2003, there were approximately 83 holders of record of the Company's 2,650,000 outstanding shares of
Series A preferred slock. Preferred stock distributions during 2002 and 2001 were taxable as follows for federal income tax

purposes:
Year Ended
December 31
2002 2001
Ordinary iNCOME ....coovvevrreerrrcrrierieanns b efeh et oAb aeR At et e s S e seS A es R DA a1k bas et e nst et es $2.15 %219
Unrecapturad SECtion 1250 GAIN.........coe e et encsr s ssrcssreneisesscerenaes 04 -
$218  $2.19
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in 2001, the Company issued 2,142,857 shares of its Series B Cumulafive Convertible Preferred Stock to Rothschild/Five
Arrows for net proceeds of $73,008,000. The funds were applied to the purchase of the 233 North Michigan Building and
adjacent parking garage in Chicago, lMincis and were used 1o reduce amounts of debt outstanding on the Company’s fines of
credit. The cividend payment rate on these shares is 8.34% and total dividends of $6,257,000 and §3,249,000 were declared
on the stock in 2002 and 2001, respectively. Thers is no public market for Parkway's Series B Cumulative Convertible
Preferred Stock. In connection with the sales of convertible preferred equity, Parkway issued a warrant to Five Arrows 1o
purchase 75,000 shares of the Company's commaon stock at a price of $35 for a period of seven years.

Equity Gompensation Plans

The following table sets forth the securities authorized for issuance under Parkway's equity compensation plans as of
December 31, 2002 ‘
@ (b) ©
Number of securities
remaining available for
future issuance under

Number of securities to Weighted-average equity compensation
be issued upon exercise exercise price of, plans {excluding
of outstanding eptions,  outstanding oplions,  securities reflected in
Plan category warrants and rights warrants and rights column {a}

Equily compensation plans )

approved by security

hOIETS.....ovve e 922,197 $29.24 318,199

Equity compensation plans

not approved by security

holders.......coomveericeienens : - - -

Tolal 922,197 $20.24 318,199

Management's Discussion and Analysis of Financial Condition and Results of Operation.
Financial Condition

ggg;ments are for the balance sheet dated December 31, 2002 compared to the balance sheet dated December 31,

In 2002, Parkway continued the application of its strategy of operating and acquiring office properties, joint venturing
interests in office assets, as well as liquidating non-core asseis and office asseis that no longer meet the Company's
investment criteria and/or the Company has determined value will be maximized by selling. During the year endec December
31, 2002, the Company purchased five office properties, sold one office property and sold a 70% joint venture interest. Total
assets decreased $76,675,000, and office and parking aroperties (before depreciation) decreased $69,889,000 or 8.0%.

Parkway's direct investmert in office and parking properties decreased $89,309,000 net of depreciation, to a carrying
amount of 5706,551,000 at December 31, 2002 and consisted of 54 operating properties. During the year ending Cecember
31, 2002, Parkway purchased five office properties as follows (in thousands):

. Date Purchase
Office Property Location Square Feet  Purchased Price
The Park on Camelback Phoenix, AZ 103 05/22/02 $12,355
Viad Corporate Center Phoenix, AZ 482 05/31/02 58,000
5300 Memorial Houston, TX 154 08/G5/02 12,356
Town & Country Central One  Houston, TX 148 06/05/02 8,076
1717 St James Place Houston, TX 110 06/05/02 8,744
Total 997 $97 541

During the year ending December 31, 2002, the Company capifalized buitding improvements and additional purchase
expenses of $15,825,000 and recorded depreciation expense of $25,344,000 related to its office and parking properties.

On May 21, 2002, the Company closed on the cash sale of its 96,000 square foot office property in indianapclis, Indiana
for net proceeds of $3,192,600. The Company recordad a gain for financial reporting purposes of $770,000 on the sale. The
net proceeds from the sale were used to reduce amounts outstanding on the Company's lines of cradit.

The Company is also cansidering selfing its property in Greenville, South Carofina. During the year ended December 31,

2002, the Company recorded an impairment loss on the Greenville, South Carolina property in the amount of $1.6 million. The
loss was created largely by rental rate decreases and current conditions within the markef. The estimated fair vaiue of the
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Greenvilie property was cetermined based on current prices of similar properties in the market area. The decision to sell
operating assets will be based upon the Company's analysis of existing markets and competing investment opporiunities.

On ay 30, 2002, the Company closed the sale of a 70% interest in our investment in Parkway 233 North Michigan LLC
(The "Chicago Joint Vanture™}, a subsidiary limited liability company that owns the 233 North Michigan Avenus building in
Chicago, to an affiliate of Investcorp for a price equal to approximately 70% of the Company's original purchase price of the
property plus all capital costs since it acquired the property in June 2001, Parkway continues to provide management and
leasing services for the building on a day-to-day basis. In connection with the sale, Parkway recognized a $250,000
acguisition fee in accordance with the terms of the joint venture agreemem‘_ Tae Company recorded a loss of $269,000 on the
sale of the 70% interest in the Chicago Joint Venture.

Prior to the Chicago Joint Yeniure, the subsidiary that owned 233 North Michigan Avenue was capitalized with equity of
approximately 572 million and a 10-year first mortgage with a balance of approximalely $105 million as of May 30, 2002. The
first mortgage remained in place as an obligation of the Chicago Joirt Venture. Parkway received net cash proceeds of
approximately $55 million from the sale and used the proceeds to purchase new properties and 1o reduce short-term
borrowings under the Company's lines of credit.  The Chicago Joint Venture is accounted for using the equity method of
accounting.  Parkway's net investment in the Chvcago Joint Venture at December 31, 2002 was $15,208,000. Under
Parkway's new three- -year sirategic plan, VALUE’, the Company plans to pursue additional joint venture opportunities by
venturing with best partners. Under terms of the exist ng joint venture agreement with Investcorp, the Company will cperats,
manage “and lzase the properties on a day-to-day basis, provide acquisition and construction management services to the
vemures and receive faes for providing these se'wces

At December 31, 2002, non-core assets, other than mortgage loans, fotaled $3,528,000. Dunng the year ended
December 31, 2002, the Compa'\y recorded an impairment loss of $205,000 on 11 856 acres of fand in New Odezans,
Louisiana. After recording the write down, the carrying value corresponds with the net realizable value of the land, based on
market research and comparable sales in the area. The Company expects to continue its efforts to liquidate its remaining non-
core assets.

During 2002, the note receivable from Moore Building Associates LP decreased a net $946,00C due to payments received
cn the note. The note bears interest at a rate of 13% annually.

Notes payable to banks totaled $147,870,000 at December 31, 2002 and are the resuit of advances under bank lines of
credit 1o purchase additional office properties and make improvements to office properties and fund development costs.

Mortgage notes payable without recourse decreased $95,239,000 during the year ending December 31, 2002, as a result
cf the following (in thousands):;

Increase
__(Decrease)
Placemant of mortgage debt ... $ 29,975
Scheduled princinal payments.....oocv e, (10,968)
Principal paid on early extinguishment of debt.................. (9,874)
Martgage on 233 North Michigan
{now responsibility of the Chicago Joint Venture) {104,699}
Market value adjustment on reverse swap
interest rate CoNract......cvcvirrviecncninc s 325
$ {95239)

On April 11, 2002, the Company close¢ a $20,450,000 non-recourse first martgage on the Bank of America Plaza building
in Nashville, Tennesses. The loan was funded by New York Life Insurance Company at a fixed rate of 7.10% and matures May
10, 2012. On May 30, 2002, the Company closed a $9,525,00C non-recourse first mortgage on the One Park Ten building in
Houston, Texas. The loan was funded by Wachovia Securities at a fixed rate of 7.10% and matures June 1, 2012,

In 2002, Parkway recognized an extraordinary loss on the early extinguishment of mortgage notes payable in the amount
cf 5833,000. The extraordinary loss represents the write-off of unamortized loan origination fees and prepayment penalties
paid on higher interest rate, lower loan 1o value, faster amortizing loans.

The Compazny expects o continue seekirg fixed rate, non-recourse mortgage financing at terms ranging from ten to thirty
years on select office building investments as additional capital is needed. The Company plans to maintain a ratio of debt o
total market capitalization from 25% to 50% afthough such ratio may from time fo 1ime temporarily exceet 50%, especially
when the Company has incurred significant amounts of short-term debt in connection with acquisitions, [n addition, volatility in
the price of the Company's common stock may result in a debt to total market capitalization ratio exceeding 50% from time to
time. in addition 1o this debt ratic, the Company alsc menilors interest and fixed charge ccverage ratios. The interest
coverage ratic is computed by comparing the cash interest accrued to earnings before interest, taxes, depreciation and
amortization. This ratio for years ending December 31, 2002 and 2001 was 3.42 and 3.09 times, respectively. The fixed
charge coverage ratio is computed by comparing the cash interest accrued, principal payments made on mortgage loans and
preferred dividends paid to earnings befors interest, taxes, depreciation and amortization. This ratio for the years ending
December 31, 2002 and 2001 was 1.80 and 1.70 times, respectively.
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0 Stogk?o!ders‘ equity increased $1,240,000 during the year ended December 31, 2002 as a result of the following (in
ousands);

Increase
__(Decrease)

NELINCOME oot v e s e er e shens 829,512
Change in market value of interest rate swap 1,524
Camprehensive INCOME.....c.cccei v ev et e 31,036
Common stock dividends daclared.......cveeev e s {23.879)
Preferred stock dividends declared ......oooeveeein. - {5,797}
Canvertible preferred stock dividends declared {6,257}
Exercise of Stock options ....ccocvveveecnecciniieaes 2,996
Amortization of unearned compensation.................. 2,180
Shares issued in lieu of Directors' fees................ 62
Shares issued through DRIP Plan ... 1,310
Shares issued - employeg excellence recognition program ............. 3
Purchase of Company SI0CK......cccveveee et e {424)

S 1,240

During the year ended December 31, 2002, the Company purchased 14,100 shares of its common stock at an average
price of $30.08. Since June 1998, the Company has purchased a total of 2,141,533 shares if its common stock, which
represents approximately 18% of the common stock outstanding when the buyback program was initizted on June 30, 1338.
ghe Company has the authority to purchase an additional 485,900 shares under its existing autharization from its Boarg of

irectors.

During 1999 through 2001, the Compensation Committee approved the issuance of shares of restricted stock to officers of
the Company as follows {in thousands, excapt per share data):

Stock Price
Number of Per Share
Date Shares at Grant Dale  Restricied Stock

03/04/99 150 $28.3750 $4 256
03/14/99 8 $32.1875 258
05/10/00 2 $31,1250 62
11/01/00 6 $28.5625 171
12/11/00 1 $28.5000 29
03/08/01 2 $30.0000 60

168 $4.836

The vesting period for the stack was originally stated as 10 years, but would be accelerated to December 31, 2002, if
gertain operating results were achieved by the Company through the 5 in 50 Plan. Parkway met the goals set forth in the 5 in
50 Pian. In February 2003, the Company's Compensation Committez determined that all of the resiricted shares were vested.
The Company hzd fully amortized the restricted shares as of December 31, 2002,

Since 1999, the Company recorded a total of $4,836,000 as additional paid-in capital when the shares of restricted stock
were issued, offset by unsarmed compensation of the same amount.. The uneamed compensation was deducted from
stockholders’ equity and is fully amortized as of December 31, 2002, Compensation expense related to the restricted stock of
$2,190,000 and $1,272,000 was recognized in 2002 and 2001, respectively, Pending approval from its shareholders,
nggay anticipates utilizing restricted share grants as incentive compensation for its new three-year strategic plan,

Results of Operations
Comiments are for the year ended Decermber 31, 2002 compared fo the year ended December 31, 2001,

Net income available for common stockhalders for the year ended December 31, 2002 was $17,458,000 ($1.87 per basic
common share) as compared to $17,502,000 ($1.87 per basic common share) for the year ended December 31, 2001, Net
income for the year ending December 31, 2002 included a net loss of $1,288,000, which was atiributable to the sale of the
Chicago Joint Venture; the sale of the Company's only office property in Indianapolis, Indiana; an impairment loss on the
Company's only asset in Greenville, South Carolina; and an impairment loss on nor-2arning land in New Orleans, Louisiana.
Net income for the year ending December 31, 2001 included a net gain on the sale of one office property, land and real estate
equity securities fotaling $1.611,000. In addition, net income included an extraordinary loss on the early extinguishment of
mortgage lnotes payable in the amount of S833,000 and $1,302,000 for the years ended December 31, 2002 and 2001,
respectively.
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Operating Properfies. The primary reason for the change in the Company's nel income from office and parking properties for
2002 as compared to 2007 is the net effect of the operations of the following properties purchased, properiies sold or joint venture
interest sold {in thousands);

Properfies Purchased:
Square
Office Properties Parchase Date Feet
233 North Michigan .....c.cccooccrrcvoeerren. 06/22/01 1,068
550 Greens Parkway .......ecocurewe 10/01/01 72
Bank of America Plaza........coveenne 12/20/01 418
The Park on Camelback.............. 05/22/02 103
VYiad Corporate Center .....ooviv.n. 05/31/02 484
5300 Memorial ..ocmeonrcrcnnncnn 06/05/02 154
Town & Country Central One....... 06/05/02 148
1717 SE JAMES PIACE ...ovoeceeeee et st st /05/02 110
Properties Sold:
Square
Office Properties Date Sold Fest
VBSIAVIA L...u v enn e e mremaents s sersaess ot sacn s aats v s e sesssrenss srsesres (3/30/01 75
Corporate SqQuare WEeSk. ..o cceceercnnnrcnr e e cme s snr e 05/31/02 9
Joint Venture Interest Sold;
Square
Office Property/Interest Seld Date Sold Feet
233 North MIChIGANI70%0 cv.. e ccr e eee b vt e eee et erss s teven 05/30/02 1,068
Operations of office and parking properties are summarized below (in thousands):
Year Ended
December 31
2002 2001
INCOME ...ttt et s ns et bebans §152,442 $135,968
0perating EXPENSE ..ovieerveirieres e ess s s {65,942) (57,465)
86,500 78,503
Mortgage intereSt eXPANSE ..o e e {19,006) {20,5286)

Depreciation and amortization (27,.412) (23,788}
Income from office and parking properties ..o $ 40,082 $ 34,189

Dividend Incorne, Dividend income decreased $495,000 for the year ending December 31, 2002 compared to the year ending
December 31, 2001. The decrsase is due to the Company's sale of all real estate equity securities held through the RSYP Program
guring the first quarter of 2001. Although we currently have no RSVP investments, we will continug 1o pursue opportunities in the
public market in accordance with the RSVYP Plan as conditions warrant.

Eauity in Eamings of Unconsolidated Joint Ventures. Equity in eamings of unconsolidated joint ventures increased $762,000
for the year encing December 31, 2002 compared to the vear ending December 31, 2001. This increase is attributable to
Parkway's 30% intersst in the Chicago Joint Venture in 2002, Under the terms of the joint venture agreement with Investeorp,
Parkway continues to provide management and leasing services for the Chicago Jeint Venture on a day-to-day basis. This also
accounts for the $352,000 increase in management company income in 2002 compared t0 2001, Under Parkway's new three-
year strategic plan, VALUE?, Parkway will continue to pursus joint venture opportunities with best partners while maintaining the
management and leasing of the properties an a day-to-day basis.

Interest Expense. The $1,520,000 decrease in interest expense on office properties in 2002 compared to 2001 is
primarily due to the net effect of the early extinguishment of morigage notes payable, the transfer of a mortgage note payable
to the Chicago Joint Venture and new loans placed in 2002 and 2001. The average interest rate on morigage notes payable as
¢f December 31, 2002 and 2001 was 7.37% and 7.41%, respectively. '

The $1,150,000 increase in intsrest expense on bank notes for the year ending December 31, 2002 compared to the year
ending December 31, 2001 is primarily due to the increase in the average balance of borrowings outstanding undar bank lines of
credit from $74,184,000 during 2001 1o $127,107,000 during 2002. In addition, weighted average interest rates on bank lines of
credit decreased from 6.44% during 2007 to 4.68% during 2002.
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General and Administrative Expense. General and administrative expenses were $5,029,000 and $4,861,000 for the vears
ending December 31, 2002 and 2001, respectively. The netincrease of $168,000 is primarily attributable 10 a few factors. Dug to
Parkway's achievement of the § in 50 Plan, the restricted shares granted were fully amorlized as of Decamber 31, 2002,
Therefore, amortization expense of restricted stock grants increased in 2002 by S917,000. Pending appraval from its
sharehzolders, Parkway anticipates utilizing restricted share grants as incentive compensation for its new three-year strategic plan,
VALUE®,

In 2002, Parkway settled a lawsuit dating back 1o the early 1890's refafing 1o management of our headguarters building, One
Jackson Piace, located in Jackson, Mississippi. The settiement resulted in a $312,000 increase to 2002 general and
administrative expense. We do not anticipate any further costs associated with this matter.

Finally, increased imtercompany managemant fee incomne of $9845,000 for 2002 compared to 2001 resulted in a decrease in
general and administrative expense in 2002.

Results of Operations
Comments are for the year ended December 31, 2001 compared to the year ended December 31, 2000.

Net income available for common stockholders for the year ended December 31, 2007 was $17,502,000 (31.87 per basic
common share) as compared to $29,099,000 ($2.96 per hasic common share) for the year ended December 31, 2000. Nat
income included net gains from the sale af real estate, real estate equity securities and other assets in the amounts of
$1.611,000 and 59,471,000 for the years-ended December 31, 2001 and 2000, respectively. In addition, net income included
Sn extrgordinary loss on the early extinguishment ¢f mortgage notes payable in the amount of $1,302,000 for the year ended

ecember 31, 2001.

Operating Properties. The primary reason for the change in the Company's nel income from office and parking properties for
2001 as compared 1o 2000 was the net effect of the operations of the following properties purchased, constructed o sold {in
thousands, except number of spaces):

Properties Purchased/Constructed:

Square
Office Properties Purchase Date Feet
Cenral STHOM ..ovo et vsss st es snssrnes s 08/03/00 133
233 North Michigan ..., 06/22/01 1,068
550 Greens Parkway ................ 10/01/01 72
Bank of AMENiCa PIaZA .......c.covvvveer i scesnasnscsssese s 12/26/01 418
Parking Properly Completion Dale  Spaces
Toyota Cemer GAMAGE ..covvr e cerercree e vrsr e s s snt s erns st seens 04/1/00 770
Properties Sold:
Square
Cffice Properties Date Sold Feet
CHEIOKEE ... ccveavisccerceenscemne e esb st scsinascs nessenssreans st sch bt ss et ssmens s 06/20/00 54
Courthouse ....... 0B/20/00 85
Loudoun Plaza -08/20/00 - T2
First Litile Rock Plaza 06/22/00 116
VBSTAVIZ ... ess e et s sen e sn bbb s 03/30/01 75
Operations of office and parking properties are summarized below {in thousands):
Year Ended
Becember 31
2001 2000
BAOOITIE oo et en s st eer s s s e s sess e enaevesmrsssss e s st seareseranaos $135,988 $118,870
Operating BXPERSE .....vcciimmmircoessrcmearcncoraarescosesmeessinsercarcoreas (57,465} {49,387)
78,503 69,573
Mortgage interest BXPENSE ....cvcviverccvnrirrccnn e oo rea i {20,526) (16,371)
Depraciation and amaortization (23,788} (19,651)

Income from cffice and parking properties $ 34,189 $ 33,551

At December 31, 2001, the Company had one office property greater than 10% of total assets, the 233 North Michigan
building and adjacent parking garage in Chicago, Hiinois with a net book value of $173,108,000 or 20.6% of tofal assets.
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The effect of the Company's operations refated to the 233 North Michigan building and adjacent parking garage included in the
operations of office and parking properties since its acquisition on June 22, 2007 was as follows (in thousands);

Year Ended
December 31
2001

INCOITIE oot e aere e st s at e st st st et e et abe e varesa e psae e s s e g am s e g2 esass et esestamcnnras $15,637
OPBrating BEDBNSE ..c.covveercer e es e reeesn e st et es e e s e tenaes . {6,744)
8,893
MOMOaG2 INETBSE BXDENSE....co sttt rs et b sresas peret aresin {4,048)
Depreciation and amortization...........ccveveeeveeune (2,266)
income from 233 North Michigan building $2,579

Dividend Incoms. Dividend income decreesed 710,000 for the vear ending December 31, 2001 compared to the year
ending December 31, 2000. The decrease is due to the Company's sale of all real estate equity securities heid through the RSVP
Program during the first quarter of 2001.

Interest and incentive Management Fee Income. Interest income earnad on the nofe receivable from Moore Building
Associates LP increased $68,000 and the incentive management fze earned from the Toyota Center (formerly Moore Bualdmg)
increased $125,000 for the year ending Decamber 31, 2001 compared to the year ending December 31, 2000.

Non-core Assets. Net losses on operations of other real estate properties hsld for sale were $39,000 and $60,000 for the
years ending December 31, 2001 and 2000, respectively, and consisted of property texes on land held for sale.

Interest Expense. The $4,155,000 increase in inferest expense an office properties in 2001 compared to 2000 is primarily due
to the morigage loans assumed and/or new loans placed in 2001 and 2C00. The average interestrate on morfgage notes payable
as of December 31, 2001 and 2000 was 7.41% and 7.47%, respectively,

The $1,589,000 decrease in contractual interest expense on bank notes for the year anding December 31, 2001 compared to
the year endng Decsmber 31, 2000 is primarily due 1o the decrease in the average balancs of borrowings outstawdmg under bark
lines of credit from SB7,628, 000 during 2000 to S/4 194,000 during 2001. In addition, weighted average interast rates under
ngsﬁnc_:t| bagk !ZIB%.S‘ of credit decreesed from 7.78% for the year ending December 31, 2000 to 6.44% for the year ending

ecember 37, .

General and Administrative Expense. General and administrative expenses were S4,361,000 and §3,951,000 for the years
ending December 31, 2001 and 2000, respectively. The net increase of 5910,00C is primarily due 1o ths increase in amortization
of unearned compensation expense pertaining to the Company's restricted stock shares and additicnal personnel and related costs
as a result of the 28% increase in total assets.

Liquidity and Capital Resources

Statement of Cash Fows. Cash and cash equivalents were $1,594,000 and $2,292,000 at December 31, 2002 and
December 31, 2001, respectively. The Company gererated $63,529,000 in cash flows from operating activities during the
year ended December 31, 2002 compared 10 $52,448,000 for the same period of 2001. The Company used 858,582,000 in
investing activities during the year ended December 31, 2002. Proceeds from the sale of an office property and the Chicago
Joint Venture interest were $58,602,000 for the yzar ended December 31, 2002. In implementing its investment strategy, the
Company used $397,823,000 to purchase operating properties. The Company also spent $20,063,000 to make capital
improvements at its office properties and $230,000 toward the Toyota Center Garage real estate racevelopment project. Cash
ividends of $35,493,000 ($2.56 per common share, $2.1875 per Series A preferred share and $2.92 per Series B prefarred
share) werg paid to stcuckholders, and 14,100 shares of common stock were repurchased for a otal of $424,000. Proceeds
from long-term financing were $28,975,000, scheduted principal payments were $10,866,000, and principal payments on
early extinguishment of debt were $9.874,000 on mortgage ncles payable during the year ended December 37, 2002. In
2002, Parkway recagnized an extraordinary loss on the early extinguishment of cebt in the amount of $833,000.

Liguigity. The Company plans ko continue pursuing the acquisition of additional investments that meet the Company's
investment criteria in accordance with the strategies outlined under "Business” and intends fo use bank lines of credi,
proceeds from the sale of non-core assets and office properties, proceeds from the sale of portions of owned assets through
joint ventures, possible sale of securities and cash balances to fund those accuisitions. At December 31, 2002, the Company
had $141,870,000 outstanding under two bank lines of credit and a term loan.

The Company's cash flows are exposed fo interest rate changes primarily as a result of its lines of credit used t¢ maintain
liquidity and fund capital expenditures and expansion ¢f the Company's real estate investment portfolic and operations. The
Company's interest rate risk management objective is o limit the impact of interest rate changes on earnings and cash flows
and 1o lower its overall borrowing costs. To achieve its objectives, the Company borrows at fixed rates, but also has a three-
year $135 million secured revolving credit facility with a consortium of 13 banks with J.P. Margan Chase & Co. serving as the
Iead agent {the “$135 milfion line") and a cne-year $15 million unsecured line of credit with PNC Bank {the "$15 million fing").
The imerest rates on the lines of credit are equal 1o the 30-day LIBOR rate plus 112.5 to 137.5 basis points, depending upon
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cverall Company leverage. The weighted average interest rate on the $15 million fine and the $135 million line was 2.68%
and 4.98% at December 31, 2002, respectively.

On June 4, 2002, Parkway entered into a Credit Agreement {the "Credit Agreement"} with JP Morgan Chase Bark, as
Administrative Agent, Wachovia Bank, National Association, as Syndication Agent, and other banks as participants. The Cradit
Agreement, among other things, provides for a new $35 million one-year term loan facility {the "Term Loan”} of which $35
million was drawn upon and paid to Parkway as of June 4, 2002, Excluding bank fees and closing costs, the Term Loan bears
interest at a rate equal 1o LIBOR plus 112.5 to 137.5 basis points, depending on Parkway's leverage, Accrued and unpaid
interest under the Term Loan is payable monthly with the final interest payment as well as the entire principal amount
gutstanging3 mzreggder due and payable on June 4, 2003. The weighted average interest rate on the Term Loan was 2.81% at

ecember 31, 2002,

The Company's interest rate hedge contracts are summarized as follows (in thousands):

Fair
Market Value
Type of Notional  Maturity Fixed December 31
Hedge Amount Date Reference Rate Rate 2002 2001
Swap $51,000 01/15/03  1-Month LIBOR 5.44% $(170) $(1,684)

Reverse Swap S 5300 07/15/06 1-Month UBOR + 3.455%  8.08% 325
$155 ${1.634)

The Company designated the swap as a hedge of the variable interest rates on the Company's borrowings under the $135
million line. Accordingly, changes in the fair value of the swap are recognized in accumulated other comprehensive income
until the hedped item is reccgnized in earnings.

During 2002, the Company entered into a reverse swap interest rate contract. The effect of the reverse swap is to convert
a fixed rate mortgage note payable to a variable rate. The Company does not hold or issue these types of derivative contracts
for trading or speculative purposes.

On January B, 2003, the Company entered into a S50 million interest rate swap agreement with Southtrust Bank
effactively locking the interest rate on this portion of outstanding unsecured, fioating rate bank debt at 1.545% through
December 31, 2003. The interest rate swap reduces the company's interest rate risk while it pursues placement of non-
recourse, long-term secured morigages on certain of its recent acquisitions.

The $15 million line is unsecured and is expected to fund the daily cash requirements of the Company's treasury
management system. This line of credit matures August 3, 2003 and has a current interest rate equal to the 30-day LIBOR
rate plus 130 hasis poinis. The Company paid a facility fee of $15,000 {10 basis points) upon closing of the loan agresment.
Under the $15 million ling, the Company does not pay annual administration fees or fees on the unused portion of the line.

The $135 million line is also unsecured and is expected to fund acguisitions of additional investments. This line of credit
matures June 28, 2004 and has a current interest rate equal to the LIBOR rate plus 137.5 basis points. The Company paid a
facility fee of $225,000 (16.67 basis peints) and origination fees of $464,000 (41.85 basis points) upon closing of the loan
agresment and pays an annual administration fee of $37,500. The Company also pays fees on the unused portion of the line
based upan overall Company leverage, with the current rate set at 25 basis points.

The Term Loan is unsecured and is expected 1o fund acquisitions of additional investments. The Term Loan matures June
4, 2003 and has a current interest rate equal to the LIBOR rate plus 137.5 basis points. The Company paid facility and
crigination fees of $170,000 {48.57 besis points) upon closing of the loan agreement. The Company does not pay annual
administration fees or fees on the unused poriion of the Term Loan.

At December 31, 2002, the Company had $209.746,000 of non-recourse fixed rate mortgage notes payable with an
average interest rate of 7.37% secured by office properties and $141,870,000 drawn under bank lines of credit and the Term
Loan. Parkway's pro rata share of unconsoiidated joinl venture debt was $31,420,000 with an average interest rate ol 7.36%
at December 31, 2002. Based on the Company's total market capitalization of approximately $853,673,000 at December 31,
2002 (using the December 31, 2002 closing price of S35.08 per common share), the Company's debt represented
approximately 44.9% of its fotal market capitalization. The Company plans to maintain a ratio of debt to total market
capitalization from 25% to 50% although such ratio may from time to time temporarily exceed 50%, especially when the
Company has incurred significant amounts of short-term debt in connection with accuisitions. In addition, volatility in the price
¢f the Company's common stock may result in a debt to market capitalization exceeding 50% from time to time. In addition to
this debt ratio, the Company also monitors interest and fixed charge coverage ratios. The interest coverage ratio is computed
by comparing the cash interest accrued to earnings before interest, taxes, depreciation and amortizaticn. This ratio for the
year ending December 31, 2002 and 2001 was 3.42 and 3.09 fimes, respectivelv. The fixed charge coverage ratio is
computed by comparing the cash interest accrued, principal payments made on morigage loans and preferred dividends paid
to earnings before interest, taxes, depreciation and amortization. This ratio for the year ending December 31, 2002 and 2001
v¢as 1.80 and 1.70 times, respectively.
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The 1able below presents the principal payments due and weighted average interest rates for the fixed rate debt.

Average Fixed Rate Debt
Imerest Rate  (In thousands)

2003 7.37% $ 11,062
2004 7.37% 11,898
2005 7.37% 12,804
2006 7.36% 17,669
2007 7.36% 14,284
Thereafter 7.55% 142,018
Total $208,746
Fair value at 12/31/02 $224,227

The Compary presently has plans to make additional capital improvements at its office properties in 2003 of
approximately $20,721,000. These expenses include tenant improvements, capitalized acquisition costs and capitalized
building improvements. Approximately $4,269,000 of these improvements relate to upgrades on properties acquired in recent
years that were anticipated at the time of purchase, All such improvements are expected to be financed by cash fiow from the
properties and advances on the bark lines of credit.

The Company anticipates that its current cash balance, operating cash flows, proceeds from the sale of office properties
keld for sale, proceeds from the sale of portions of owned assets through joint ventures, possible sale of securities and
borrowings {including borrowings under the working capital line of credit and the Term Loan) will be adequate to pay the
Company's (i) operating and administrative expenses, (i) debt service obligations, (iii) distributions to shareholders, (iv} capital
improvements, and (v) normal repair and maintenance expenses at its properties both in the short and leng term.

Critical Accounting Policies and Estimates

General. Our investments are generally made in office properties. We are, therefore, generally subject to risks incidental
to the ownership of real estate. Some of these risks include changes in supply or demand for office properties or tenants for
such properties in an area in which we have buildings; changss in real estate tax rates; and changes in federal income tax, real
estate and zoning laws. Our discussion and analysis of financial condition and results of operations is based upon our
Consolidated Financial Statements. Our Consolidated Financial Statements include the accounts of Parkway Properties, Ine.
and its majority owned subsidiaries, The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires us to make estimates and assumptions that affect the raporied amounts of
assets and iiabilities at the date of the financial statements and the reported amounts of revenues and expenses for the
reporting peried. Actual results could differ from our estimates.

The accounting palicies and estimates used in the preparation of our Consclidated Financial Statements are more fully
gescribed in the notes 1o our Consolidated Financial Statements. However, certain of our significant accounting policies are
considered crifical accounting policies due to the increased level of assumntions usad or estimales made in determining their
impact on our Consolidated Financial Statements.

We consider our critical accounting policies and estimates to be those used in the determination of the reported amounts
and disclosure related to the following:

{1) Impairment or disposal of long-lived assets and
{2) Allowance for doubtful accounts

Impairment or Disposal of Long-Lived Assefs. Changes in the supply or demand of tenants for our properties could impact
our ability fo fill available space. Should a significant amount of available space exist for an extended period, our investment in
a particular office building may be impaired. We svaluate our real estate assets upon the occurrence of significant adverse
changes to assess whether any impairment indicators are present that affect the recovery of the camying amount.

Real estate assefs are classified as held for sale or held and used in accordance with Statement of Financial Accounting
Standards ("SFAS™) No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets”. In accordance with SFAS Na.
144, we record assets held for sale at the lower of carrving amount or fair value less cost to sell. With respact to assets
classified as held and used, we recognize an impairment loss to the extent the carrying amount is not recoverable and exceeds
its fair value.

In 2002, the Company recorded an impairment loss on its office property in Greenville, South Carolina in the amount of
$1.6 million and on 11.856 acres of non-earning land in New Orleans, Louisiana in the amount of $205,000. The loss on the
Greenville property was created largely by rental rate decreases ard current conditions within the market. The loss on the
New Orleans land was computed based on market research and comparable sales in the area and necessary 1o reflect the land
al fair vatus less cost to sell,
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Allowance for Doublful Accounts. Accounts receivable are reduced by an allowance for amounts that may become
uncollectible in the future. Our receivable balance is comprised primarily of rents and operating expense recoveries due from
tenants. Change in the supply of or demand for office properties could impact our tenants' ability to honor their lease
cbligations, which could in tum affect our recorded revenues and estimates of the coliectibility of our receivables. Resvenue
from real estate rentals is recognized and accrued as eamed on & pro rata basis over the term of the lease. We regularly
evaluate the adeguacy of our allowance for doubtful accourts considering such factors as credit quality of our tenants,
delinquency of payment, historical trends and current econemic conditions. We provide an allowance for doubtful accounts for
tenant balances that are over 90 days past due and for specific tenant receivables for which collection is considered doubtful.
Actual results may differ from these estimates under ditferent assumptions or conditions.

Funds From Operations and Funds Available for Distribution

Management believes that funds from operations ("FFO") is an approgriate measure of performance for equity REITs and
computes this measure in accordance with the National Association of Real Estate Investment Trusts' (“NAREIT") definition of
FFO. We believe FFQ is helpful to investors as a supplemental measure that enhances the comparability of our operations by
adjusting net income for items not reflective of our principal and recurring operations. In addition, FFO has widespread
acceptance and use within the REIT and analyst communities. Funds from operaticns is defined by NAREIT as net income
{computed in accordance with generally accepted accounting principles "GAAP"), excluging gains or losses from sales of
property and exiracrdinary items under GAAP, plus depreciation and amortization, and after adjustments for unconsolidated
partrerships and joint ventures. Adjustments for unconsolidated partnerships and joint ventures will be calculated to reflect
funds from aperations on the same basis. In 2002, NAREIT clarified that FFO related o assets held for sale, sold or otherwise
transferred and included in resuits of discontinued operations should continue to be included in consolidated FFO. This
clarification is eflective January 1, 2002, and calculation of FFO based on this clarification should be shown for all periocs
presented in financial statements or tables. We believe that in order fo facilitate & clear understanding of our operating results,
FFO should be examined in conjunction with the net income as presented in our audited consolidated financial statements and
rotes thereto included elsewhere in this Form 10-K. Fuads from operations do not represent cash generated from operating
activities in accordance with accounting principles generally accepted in the United States and is not an indication of cash
available to fund cash needs. Funds from cperations should not be considered an alternative to net income as an indicator of
the Company's operating performance or as an alternative to cash flow as a measure of liquidity.

The computation of funds aveilable for distribution ("FAD"} is equal to FFO increased by amortization of restricted stock
grants and reduced by rental income from straight-line rents, non-revenue enhancing capital expenditures for building
improvements, tenant improvements and leasing costs. Adjustments for unconsolidated joint ventures are calculated on the
same basis.

The foilowirg table presents a recenciliation of the Company's net income to FFO and FAD for the years ended Desember
31, 2002 and 2001 (in thousands):

Year Ended
December 31
2002 2001
NBLINCOMIE 1ottt et seb s erch s bepe b ki b e br 1 e mr sre bt et bt bbb bncr s §29,512 $26,548
Adjustments 1o derive funds from operations:
EXITanrTiNANY BIMIS ..ot ettt e esar st sires 833 1,302
Depreciation and amortization ... oo 27,412 23,788
Depreciation and amortization - discontinued 0perations....cenvicomm e 22 . -
Adiustments for unconsolidated joint ventures.................. . ' 861 ik
Preferred dividends.........cc.occovevecnercenc e {5,797) {5,797)
Convertible preferred dividends .......co.cceeciirvernenns, {6,257} {3,249)
(Gain) loss on real estate and joint venture interest ... 1,093 35
Amortization of deferred gains and other ..o {9) (5}
FUNdS from OPEraHONS ... .o e ettt et ceres st st e e e 47 670 42 633
Adjustments to derive funds availeble for distribufion:
Amortization of restricted SIOCK GrantS ......c.ccereeiiicrce e e s 2,190 1,272
Straight-line rentS ...cveveves et cn e (2,229) {1,992
Adjustments for unconsolidated joint ventures............. 881) -
Building improvements.....c..c.covrcioronononenon ’ {2,729} {2,472)
Tenant improvements - new 18aS8S .....ocvvveercvrorneinrs (6,251} {4,137)
Tenant improvements - renewal 12aSeS.......c.ccveerennes (3,979 {5,305)
Leasing costs - new leases .......... v (3,305) {1,886)
Leasing costs - renewal leases..... (1,445) {1,106)

Funds available o5 QISIHBULION ..vv.. e i srr e §29,041 $26,997
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Infiation

In the las! five years, inflation has not had a significant impact on the Company because of the relatively low inflation rate
in the Company's geographic areas of operation. Most of the leases require the tenants fo pay their pro rata share of operating
expenses, including common area mainienance, real estate taxes and insurance, thereby reducing the Company's exposure 1o
increases in operating expenses resulting from inflation. In addition, the Company's leases typically have three to seven year
terms, which may enable the Company 1o replace existing leases with new lezses at a higher base rent if rents on the existing
leases are below the then-existing market rate,

Forward-Looking Statements

In addition to historical information, certain sections of this Form 10-K may contain forward-looking statements within the
meaning of Seclion 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1834, such as those
that are not in the present or past tense, that discuss the Company's beliefs, expectations or intentions or these pertaining fo
the Company's capital resources, profitability and portiolio performance and estimates of market rental raies. Forward-iooking
statements involve numerous risks and uncertainties. The following factors, among others discussed herein and in the
Company's filings under the Securities Exchange Act of 1934, could cause actual results and future events to differ materially
from those set forth or contemplated in the forward-looking statements: defaulis or non-renewal of leases, increased interest
rates and operating costs, failure to obtain necessary outside financing, difficulties in identifying properties to acquire and in
effecting acquisitions, failure to qualify as a real estate investment trust under the Internal Revenue Code of 1986, as
amended, environmental uncertainties, risks related to natural disasters, financial market fluctuations, changes in real estate
and zoning laws and increases in real sroperty tax rates. The success of the Company also depends upon the trends of the
economy, including interest rates, income tax laws, governmental regulation, legislation, population changes and those risk
factors discussed elsewhere. in this Form 10-K and in the Company's filings under the Securities Exchange Act of 1934,
Readers are cautioned not to place undue reliance on forward-looking statements, which reflect management's analysis only
as the date hereof. The Company assumes no obligation to update forwarc-lagking statements.

Quantitative and Qualitative Disclosures About Market Bisk.

See information appearing under the caption "Liguidity” appearing in "Management’s Discussicn and Analysis of Financial
Condition and Results of Operations”.

As of December 31, 2002, fotal outstanding debt was approximately $351,716,000 of which $141,970,000 or 40.4%, is
variable rate debt. If market rates of interest on the variable rate debt fluctuate by 10% {or approximately 42 basis points), the
change in interest expense on the variable rate debt would increase or decrease future earnings and cash flows by
approximately $588,000 annually.
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REPORT OF INDEPENDENT AUDITORS

Stockholders and Board of Directors
Parkway Properties, Inc.

We have audited the accompanying consclidated balance sheets of Parkway Properties, Inc. and subsidiaries as of
December 31, 2002 and 2001, and the related consslidated statements of income, stockholders' equity, ang cash flows
for each of the three years in the period ended December 31, 2002, These financial statements are the responsibility of
thecl Company's management. Our responsibility is fo express an opinion on these financial statements based on our
audits,

We conducted our audits in accordance with audiling standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, 2s well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

in our opinion, the financial statements referred 1o above present fairly, in all material respects, the consclidated
financial position of Parkway Properties, Inc. and subsidiaries at December 31, 2002 and 2001, and the consolidzated

results of their operations and their cash flows for each of the three years in the period ended December 31, 2002, in
conformity with accounting principles generally accepted in the United States.

Gt ¥ MLLP
Jackseon, Mississippi

January 31, 2003
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PARKWAY PROPERTIES, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

Assets

Real estate related investments;
Office and parking BrOPEMHES........covvviviir e e arcarenes
Accumuiated epreCialion ... oo e b e

Land avallable fOr SAIE......coe et ben e
Nota receivable from Moore Building Associates LP
MOFGAGE 10ANS .ot esr s revear s s s

Investment in unconsolidaled JoIt VENTUTES ..o e e

Interest, rents recaivable and OEr ASSELS ...t et
Cash and cash equivalents
TOMA BSSBES. ..ottt e et et ens et et en s nnaen s

Liabilities
NOES PAYADIE 10 DANKS .vovrirt i i i s an st sbsrsbes et ae s sas s st sntsnsta cssranen
Mortgage notes payable without recourse
Accounts payabla and other fiabilities .........coveeeeevvirene

TOMA HADHHIES ..o e rebe et et e ena s b st et s e serssens aaes et

Stockholders' Equity
8.75% Series A Preferred stock, $.001 par velue, 2,750,000 shares authorized

and 2,650,000 shares issued and outstanding......oceeceeeviicceimrees s
8.34% Series B Cumulative Convertible Preferred stock, $.001 par value,

2,142 857 shares authorized, issued and omtstanting. ..o
Series C Preferrac stock, $.001 par value, 400,000 shares authorized,

MO SHATES ISSUBH ....ooev ettt ane e s ersns bbb rnsa st setntens e seassasrenes
Common stock, $.001 par value, 64,707,143 shares authorized, 9,385,420 and

8,249,954 shares issued and outstanding in 2002 and 2001, respectively...........
Excess stock, $.001 par value, 30,000,000 shares authorized, no shares issued
Additional paid-in CADIAL ..........coevrivciei e e
Unearned compensation ...
Accumulated other comprehansive loss..
Retained eamings.......cocoervvvnenennnnns
Total SEECKNOITBIS" BQUITY .....cociveeer et ce e e eans s e

Total liabilities and StoCKNOIEIS' BQUIY......cvecvnirimne e s aeasersass

See notes to consolidated financial statements.
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December 31 December 31
2002 2001
$806,000 $875,889
{99,449 {80,029
706,551 795,860
3,528 3,733
5,996 5,942
869 877
15,640 416
732,584 807.828
29,759 30,392
1.584 2,382
$763 837 $840,612
$141,970 $126,044
209,746 304,985
35,400 34,002
387116 465,031
66,250 66,250
75,000 75,000
9 9
199,079 196,032
- (2,190)
7o (1,694}
35,753 42,174
376,821 375,581
$763,937 $840,612




PARKWAY PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF INCOME

{In thousands, excep! per share data)

Revenues

Income from office and parking properties...
Management company income.. "
Interest on note receivabie from Moore Bundmg ‘Associates LP .
incentive management fee from Moore Building Assaciales LP ..
Dividend income........co.ccens e
Equity in earnings of unconsal
Other income and defEmal GRIMS ....oe e eeve e acre et et et s e et st st s sr s

Expenses
Office and parking properties:
ORETEHNG BXPENSE. iev.everieisisisseresrresecersseaessre e casaente e ntes s ch e nsm b s s ren st
Interest expense:
Contractuat... ;
Amortization of Ioar co .

Depreciation and amoriization............ccceeeeene
Operating expense for other real estate PrOPeItiES ........cvveee v ee v oot sn s
interest expensa on bank notes:

Contractual... ka8 e e e €81 2 860804 SRR 2o
Amortizaticn of loan costs..
Management company expenses.
Generzl and administrative .,
income before gain {loss), mmonty mterest dlscontmued operahuns

ANd eXra0rdinary BBM ... e e en s e e

Gain {loss) on sale of joint venture mterﬂst, real estate and real estate equ'ty securitie
Impairment loss on eftice property.... conrenenies s
Minority interest - unit holders ..
Income before discontinued operanons and extranrdlnanf BBM...... oo
Discartinued operations:

Income from discontinued operations ...

Gain on sale of real estate from mscontnr ued operanms
Income before exiraordinary item............cccos .
Extrasrdinary less on earlyextinguishment of mortgage notes payab!e
HElINCOME .. s
Change in unrealized gain on real eslate equity securities...
Change in market value of interest rate swWap........coee

Comprehensive MCOME ... e s smn s s s nie

Net income available to common steckholders:

BT ICOIIE . .ottt e enb et e e et e re o eb e s acsan a1 n ettt s
Dividends on preferred stock ...

Dividends on convertible p'efe'red stock .
Net income available to common stockhnlders ...................................

Net income per common share;.
Basic:
Income excluding discontinued operations and extraordinary em ...
Discontinued operations .. SOOI
Extraordinary item .. .
HBEINOOMIE oo et ettt e ce e et e s es e aeas a1 ebe e a i st b s s s en e o1 ninn
Diluted:
Income excluding discontinued operatuona and ex'raordmary item ..
Discontinued operauons FESOTRPIN .
Extraordinary item .. .
BEBE ITODITIR 1. et eee s st mtmas s encre st a s aen s st en e or et e bbb emabas s e s en e me s s e caenrn s

Dividends per COMMON SHAFE ...t e
Weyghted average shares ou‘tstandmg

Basic ... .
Jlluted .............................................................................................................................. s

See notes 1o consolidated financial statements.
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Year Ended December 31

2002 2001 2000
$152,442 $135,968 $118,970
1,197 845 922
893 £73 805
325 216 191
- 495 1,205
824 62 47
401 238 384
156,084 138,797 122,524
65,942 57,465 49,397
18,765 20,279 16,185
249 247 176
27,412 23,788 18,651
3¢ 39 60
£,053 4,800 8,389
592 697 538
418 379 738
5,029 4,861 3.951
31,508 25,242 25,428
(474) 1811 8,471
{1,584) - -
(2} 3 (4
22,528 27,850 34,896
a7 . .
770 - -
30,345 27,850 34,896
{833} (1.302) -
28,512 26,548 34,896
. {821 821
1,524 {1.684) -
$ 31,036 S 24,033 $ 35,717
$ 28,512 S 26,548 $ 34,896
{8,787 {5,797 {9,797)
{6.257) (3,249) .
5 17,458 S 17,502 $ 29,099
$ 187 $ 2.0 $ 296
09 - -
{0 {14 -
S 187 $ 187 $ 296
$ 184 $ 1.99 $ 293
08 - -
{09) (14 .
S 184 $ 188 $ 293
S 255 $ 245 $ 212
8,312 9,239 9,825
2,480 9,442 8,926




PARKWAY PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

{In thousands)

8.75% Series A Preferred stock, $.001 par value
Balance at beginning Of VBT .........rcveerecerees st seen serrere e enereneseesenns
Balance at Bn0 OF YEA ..ottt

8.34% Series B Cumulative Convertible
Preferred stock, $.001 par value
Balance at beginning of YBar ... irmmrni e
Shares issued - stock offerings....
Balance at BN 0F YEAT ..o s se e nneenae

Common stock, $.001 par value
Balance at baginning of YEaAN.......ccccveveiv et s e
Purchase of Company stock
BalanCe al 8Nt OF YEAT ..o e

Additional paid-in capital

Balance at beginning 0f YEAI......cv i cseisseseesnescsnssesesveons
Stock 0pONS 8XerCISed.....cvvveve et
Shares issted in ligu of DIrectors' fEES ..o
Restricted Shares iSSUEH. ... e e
Reclassification for issuance of restricted Shares ..o oorceoncerer v
Shares issued - employvee excellence

FECOGNIHON PIOGIAIM .cvvevvivvevererere e ireser st esebee st eneen s eor e

Shares issued - DRIP Plan ....oo.vcevceev v
Shares issued - stock offerings
Purchase of Company stocK........cccovevenn.

Balance at Bnd OF YBAT. ..o e s

Unearned compensation
Balance at beginning of YBa% ..o v e
Restricted shares isSHed. .......coovvveveev e,
Reclassification for issuance of restricted shares ..o,
Amartization of unearned CoMPENSAtON ....cvivi oo v e
Balance at end of YEar.......ccviceevecrier e s

Accumulated other comprehensive income (Joss)
Balance at beginning Of Y8AT ... e s et
Change in net unrealized gain {loss) on real
estate equity SEOUMHES ..o s
Change in market value of interest rate swap

Balance at enq DT YBAT ot s s s et s ernernen )

Retained eamnings
Balance at beginning Of YT ... et
NEE INCOME....oier sttt be s nre e st s saa b essen s
Preferred stock dividends declarad..........cooevvoveeeeeee e ere e
Convertible preferred stock dividends declarad......oo.vvvevvcevcevcencciceeee e
Common stock dividends GECIATE. ......c.covioreireorinecree e iecreoressereene
BalanCe at BNd Of YEaF......cvvvcer e s b s e

Total stockholders® equity ...

Year Ended December 31
5002 2001 2000
$ 66250 $ 86250 S 66,250
66.250 56.250 66.950
75,000 . -
. 75,000 .
75.000 75.000 -
9 10 10
- U) -
g 9 70
196,032 214,568 220,526
2.996 1343 130
62 55 70
. 60 262
- - (843)
3 2 .
1310 - )
- {1,994 -
424) (18.002) (5.577)
156,579 196,032 514,568
(2,190) (3.£02) (4,923)
. 60} (262)
) - 843
2,190 1,272 940
- Z.150) [3.407)
(1,694) 821 ;
3 ®21) 821
1,524 (1,694) .
(707 (1.634) 527
42174 47,502 39,201
90512 26,548 34’896
(5.797) (5.797) 5.797)
(6.257) (3.249) -
(23.879) (22830)  {20.799)
3753 12.174 47.502
S 376821  § 375581 S 395,749

See notes to consolidatad financial statements.
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PARKVYAY PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF GASH FLOWS
{In thousands)

Year Ended December 31 -

2002 2001 2000

Operating activities
NELINCOME 1cvv vt enaete s sss s s b s e sensesesnasearasrassessenssesessenne $ 28512 § 26548 § 34,89
Adjustments to reconcile net income to cash
provided by operating activities:

Depreciation and amortizalion. ... iremenmimmoeeo - 27412 23,788 18,651
Depreciation and amortization -

GISCONENUBT OPEIEHONS ..ot 22 - -
Amortization of loan costs 832 944 714
Amortization of uneamed COMPENSAON.......ciuvmrrecrrei e e 2,190 1,272 940
Extraordinary loss on early extinguishment

O ABDL e b b e 833 1,302
{Gain) loss on real estate available for sale, office

property and real estate equity securities.......ccen e teriranns 1,029 (1,611 (9,471)
Loss on sale of joint verture inerest. ... 269 - -
Equity in earnings of consolidated joint ventures (824 (62) 47
(81110 OO O SOOT U RO VU RO VAR RSO (11} {8) (22)
Changes in aperating assets and liabilities;

Increase in receivabies and Oher 888818 ... eveee e {5,150) (9,617} {3.947)

Increase (decrease) in accounts payable and

ACCTUBT BXPENSES...cvrireriecrerirercererermeanesrersasnsaseoncressrsassoreercirsons 7,415 9.892 {4,916}
Cash provided by operating activities ... 83,529 52,448 37,798
investing activities

Payments received on MOrgage I0ans ... v enncnnrccnieen 8 €& 8
Net decrease in note receivable from

Moore Bulding ASSOCIAIES LP ....ocoivviireer et s 946 1,921 9,495
Distributions from unconsolidated joint vanilres .....oocvvvecriveercceneienes 1,641 34 20
Investment in unconsolidated joINt VENIUIE........vevceevrcscvenceee e {1,663) - -
Purchases of real estate retated investments ..o oo (87,823) (213,847 (16,499)
Purchases of real estate equity SECUIMHES....ov v - ' - (32,588)
Proceeds from sales of joint venture interest, real

estate and real astaie equily SBCUTTTIES vovvicniomcrmccniocnancnon e 58,602 29,503 49,083
Real estate development........cccceirienvcirenien (230) (42} {8,240)
Improvements to real estate related investments ... {20,063) (15,726) {14,274}
Cash used in investing activities ............ccccoveecr e, (58,582 {198,151} {12,194)

Financing activities

Principal payments on mortgage notes payable.........ooccvcvrviiiccciecinene, (20,840) {26,48E) (10,266)
Net proceeds from (payments on) bank borrowings.... 17,450 42 468 {4,758)
Proceeds from long-1erm fiNancing ... e 29,975 106,000 21,000
Prepayment premium on early extinguishment

ofdebt............... SO SNSRI SO (713} (1,102} -
Stock aptions exercised.............cceveeereeeenee e rinans [T 2,996 1,343 130
Dividends paid 0N COMMON SIOCK. ..c...ivrirviimice e riccere e rnreirerer {23,445} (22.416) (20,456}
Dividends paid on preferred stock (12,054) {7,481 {5,797}
Purchase of Company stack........ {424) {18,003} {5,577)
Proceeds from DRIP PIAN ..ot 1,310 - -
Proceeds from S0k DBINGS. ..o e - 73,006 -
Cash (used in} provided by financing activities...........c.cccc i (5,745} 147,330 (25,724}
Increase {decrease) in cash and cash equivalents..............cccoeecmnne, (738) 1627 {120)
Cash and cash equivalents at heginning of year............cco.ovcceiiene 2,392 765 885
Cash and cash equivalents atend of year ..........ccoocovvvennne e e enreseaen S 1594 § 2392 % 765

See notzs to consolidated financial statements,
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NOTES TO CONSOLIDATED FINANGIAL STATEMENTS
December 31, 2002

NOTE A - Summary of Significant Accounting Policies
Principles of consolidation

The consolidated financial statements include the accounts of Parkway Properties, Inc. ("Parkway" or "the Company”} and
its majority owned subsidiaries. All significant intercompany transactions and accounts have been eliminated.

Basis of presentation

The accompanying financial statements reflect all adjustments which are, in the opinion of management, necessary for a fair
statement of the results for the periods presented. All such adjustments are of a normal recurring nature. The financial statements
should be read in conjuncion with the annua! report and the notes therste.

Effective January 1, 1997, the Comnpany elected to be taxed as a rea! estate investment trust {REIT) under the Internal Revenue
Code of 1986, as amended.

The Company completed its reorganization into the UPREIT {Umbrella Partnarship REIT) structure effective January 1,
1888. The Compary anticipates that the UPREIT structure will enabie it 1o pursue zdditional investment oppartunities by having
the abifity to offer tax-advantaged operating partnership units to property owners in exchange for properties,

Business

The Company's operations are exclusively in the real estate industry, principally the operation, management, and
ewnership of cffice buildings.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United Stetes
reguires managemenl to make estimates and assumptions that affect the regorted amounts of asseis and liabilities, the
cisclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Cash equivalents

The Company considers all highly liquid investments with @ maturity of three months or less when purchased to be
cash equivalents,

Investment in uncansolidated joint ventures

As of December 31, 2002, Parkway has two investments in unconsolidated jeint ventures, which are accounted for using
the equity method of accounting. Parkway's investments in unconsolidated joint ventures consist of 2 50% interest in Wink-
Parkway Partnership and a 30% interest in Parkway 233 North Michigan, LLC. We have a non-controlling interest in these
investments and account for our interest using the equity method of accounting. Therefore, we report our share of income and
losses based on our ownership interest in these entities. We classxfy our mteres“ts as non- con‘mﬂmg when we hold less thana -
majority voting interest in the entity.

Real estate properties

Real estate properties are carried at cost less accumulated depreciation. Cost includes the carrying amount of the
Company's investment plus any additional consideration paid, liabilities assumed, costs of securing title (not to exceed fair
market value in the aggregate} and improvements mads subsequent to acquisition. Depreciation of buildings is computed
using the straight-fine method over their estimated useful lives of 40 years. Depreciation of tenant improvements, including
personal property, is computed using the straight-line method over the term of the lease involved. Maintenance and repair
expenses are charged to expense as incurred, while improvements are capitalized and depreciaied in accordance with the
useful lives outlined above, Geographically, the Company's properties are concentrated in the Southeastern and Southwestern
United States and Chicaga.
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The Company evaluates its real estate assets upon occurrence of significant adverse changes in their operations to assess
whether any impairment indicators are present that affect the recovery of the carrying amount.  Real estate assets are
classified as held for sale or held and used in accordance with Statemant of Financial Accounting Standards ("SFAS"} No. 144,
"Accounting for the Impairment or Disposal of Long-Lived Assets”. In accordance with SFAS No. 144, we record assets held
for sale at the lower of carrying amaunt or fair value tess cost to sell. With respect to assets classified as held and used, we
recognize and impairment lcss 1o the extent the carrying amount is not recoverable and exceeds its fair value.

Management continually evaluates the Company's office buildings and the markets where the properties are located o
ensure that these buildings continue to meet their investment criteria. During 1988, managemart implemented a self
management strategy for the Company's office buildings which requires the Company to have minimum sguare footage in an
area in order for the strategy to be cost effective. If the office properties no longer meet management's investment criteria or
the management of the building is not cost effective, management may considar 2 sale of the office property. If such a sale
becomes probable, the office praperty is classified as held for sale.

Gains from sales of real estate are recognized based on the provisions of Statement of Financial Accounting Standards
{"SFAS") No. 66 which require upon closing, the transfer of rights of ownarship to the purchaser, receipt from the purchaser of
an adequate cash down payment and adequate continuing investment by the purchaser. I the requirements for recognizing
gains have not been mel, the sale and related costs are recorded, but the gain is deferred and recognized generally on the
instaliment method of accounting as collections are received.

Maragement fee income and leasing and brokerage commissions are recorded in income as earned. Such fees on
Company-owned properties are eliminatec in consolidation.

Revenue from real estate rentals is recognized and accrued as earned on a pro rata basis over the term of the lease.

Non-core assets (see Note F) are carried at the lower of cost or fair value minus estimated costs to sell. Operating real
estate held for investment is stated at the lower of cost or net realizable value. [n 2002, an impairment loss of S205,000 was
recorded on 11.856 acres of land in New Orleans, Louisiana. The loss on the land was computed based on market resgarch
and comparable sales in the area.

Real estate equity securities

Real estate equity securities owned by the Company, if any, are categorized as available-for-sale securities, as defined by
SFAS No. 115, "Accounting for Certain investments in Debt and Equity Securities” and are reflected at market, Net unrealized
gains and losses are reflected in comprehensive income as a separate component of stockholders’ equity until realized. As of
December 31, 2002 and 2001, Parkway ¢id not own any real estate equity securities.

Dividend income is recognized on the accrual basis based on the number of shares owned as of the dividend record date,
Interest income recognition

interest is generally accrued monthly based on the oulstanding loan balances. Recognition of irterest income is
viscontinued whenever, in the opinion of management, the collectibility of such income becomes doubtful. After a loan is
classified as non-earning, interest is recognized as income when received in cash.
Amortization

Debt origination costs are deferred and amortized using a mathod that approximates the interest methad cver the term of
the loan. Leasing costs are deferred and amortized using the straight-line method over the term of the respective lease.

Derivative Financial Instruments

Tha Company follows SFAS No. 133 "Accounting far Derivative Instruments and Hedging Activities” and recognizes all
derivative instruments on the balance sheet at their fair value, Charges in the fair value of derivatives are recorded each
period in current earnings or other comprehensive income, depending on whether a derivative is designated as part of a hedge
transaction and, if it is, the type of heoge transaction. The ineffective portion of the hedge, if any, is immediately recognized in
earnings.
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Stock based compensation

The Company grants stack options for a 1ixed number of shares to employzaes and directors with an exercise price equal fo
or above the fair valug of the shares at the date of grant. The Company accounts for stock cption grants in accordance with
AP3 Opinion No. 25, "Accounting for Stock Issued to Emplayees” (the intrinsic value methad), and accordingly, recognizes no
compensation expense for the stock option grants. The following table illustrates the effect on net income and earnings per
share if the company had applied the fair value recognition provisions of FASB Statement No. 123, Accounting for Stock-Based
Compensation, 10 stock-based employes compensation.

Year Ended December 31
2002 2001 2000

{in thousands, except per share data)
Net income available to common stockholders ... e $17,458  S17,502  §28,099
Stock based amployes compensation costs assuming fair value method ......... {763} {1,083) 887
Pro forma net income available 1o common Stockholders.........oovevvrcrcrniennns $16,695  $16,413  §28,212
Pro forma net income per common share;
Basic:

Net income available 10 common SICKNOIErS ..o o 1.87 5 1.87

$ $
Stock based employee compensation costs assuming fair value method .. {.08) {11) {09)
Pro forma nat inCome par COMMON SNATE........veceieeceee st $ 179 & 176 § 287
Diluted:
Net income available to common Stockhofders v $ 184 $ 18 § 293
Stock based employeg compensaiion costs assuming fair valug method .. {.08) (11 {09)
Pro forma net incame par ComImMon Share........cocveeeiivimeccnncrsieen s $ 1.76 $ 174 § 284

The Company also accounts for restricted stock in accordance with APB No. 25 and accordingly, compensation expense is
recognized over the expected vesting period.

Income taxes

The Company is a REIT for faderal income tax purposes. A corporate REIT is a legal entity that holds real estate assets,
and through distributions to stockholders, is permitted to reduce or avoid the payment of Federal income taxes at the corporate
level. To maintain qualification as a REIT, the Company is subject to a number of organizational and operational requirements,
including a requirement that it currently distribute 1o stockholders at least 80% of its annual REIT taxable income.

Net Income Per Common Share
Basic earnings per share (EPS) is computed by dividing income available o commoen stockholders by the weighted-
average number of common shares gutstanding for the year. In arriving at income available to common stockholders,
preferred stock dividends are deducted. Diluted EPS reflects the potential dilution that could occur if dilutive operating
partnership units, dilutive employee stock oplions and warrants and dilutive 8.34% Series B cumulative convertible preferred
stock were exercised or converted into common stock that then shared in the eamings of Parkway.
The computation of diluted EPS is as follows:

Year Ended December 31

_ 2002 2001 2000
Numerator: {in thousands, except per share data)
Basic and diluted net income ‘
available 10 common sI0CKNOIZErS... oo i e $17,458 $17,502 $29,099
Denominator:
Basic weighted BVErage SharES s seavesscosersees 8,312 9,339 9,825
Effect of employee stock options and warrants 168 103 101
Diluted weighted average ShaMES......cveorcmrincrccnnesricercereeseirense e $.480 9,442 9,826
Diluted BAMINGS PEF SHATE .c.ivir i s insscos s raeensesncessseserernissionas $ 184 § 1.85 $ 293

The computation of diluted EPS did not assume the conversion of the 8.34% Series B cumulative convertible preferred
stock because their inclusion wouid have been antidilutive.
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Reclassifications

Cerlain reclassifications have been made in the 2001 and 2000 consolidated financial statements to conform to the 2002
classifications with no impact on previously reported net income or stockholders' equity.

New Accounting Pronsuncements

in the first guarter of 2002, the Company adopted SFAS No. 144, "Accounting for the Impairment or Disposal of Long-
Lived Assets". SFAS No. 144 supersades SFAS No. 121, "Accounting for the Impairment of Long-Lived Asssts and for Long-
Lived Assets to Be Disposed Of", however, it retains the fundamental provisions of SFAS No 121 related to the recognition and
measurement of the impairment of long-lived assets to be "held ant used”. In addition, SFAS No. 144 provides more guidance
¢n estimating cash flows when performing a recoverability fest, requires that a long-lived asset to be disposed of other than by
sale {e.g., abandoned) be classified as "held and used" until it is disposad of and establishes more restrictive criteria to classify
an asset as "held for sale.” The adoption of SFAS No. 144 had no effect on the Company's consolidated resulfs of operations
or firancial position.

In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements No. 4, 44, and 62, Amendment of FASB
Statement No. 13, and Technical Corrections”. SFAS No. 145 will require gains and losses ¢n extinguishments of cebt to be
classified as income or loss from coniinuing operations rather than as exiraordinary items as previously required under SFAS
No. 4 unless the extinguishment qualifies as an extraordinary item under the provisions of APB Opinion No. 30. SFAS No. 145
also amends SFAS No.13 to require certain modifications to capital lzasas fo be treated as a sale-leaseback and modifies tha
accounting for sub-leases when the original lessee remains a secondary obligor {or guarantor). The company is required 1o
adopt SFAS No. 145 in the first quarter of 2003, Managemeant does not anticipate that the adoption of SFAS No. 145 will have
a significant effect on the Company’s consolidated results of cperations or financial position.

Note B - Investment in Office and Parking Properties
At December 31, 2002, Parkway owned or had a direct inferest in 54 gffice and parking properties located in ning states

with an aggregate of 8,525,000 square feet of leasable space. The purchase price of office properties acquired during the year
ended December 31, 2002 is as follows (in thousands): :

Purchase
Market Location Price
Phoenix, AZ ..ccocvvvecenrens $70,355
Houston, TX e 27,186

397,541

The unaudited pro forma effect an the Company's results of operations of the 2002 purchases as if the purchases had
cecurred on January 1, 2001 is as follows (in thousands, except per share data):

Year Ended
Becember 31
2002 2001
RBVENUES ..vvverrieriererirernre v orens S 9,334 $20,433
Net income $ 3,783 $ 8,290
Basic earnings per share .......... $ 4 $ 8%

Diluted earnings per share........ $ .40 $ .88

Pro forma results do not purport to be indicative of actual results had the purchase been made at January 1, 2001, or the
results that may occur in the future.

On May 30, 2002, Parkway sold a 70% interest in its investment in Parkway 233 North Michigan LLC {the "Chicago Joint
Venture"), a subsidiary limited liability company that owns the 233 North Michigan Avenue building in Chicago, 1o an affiliate of
Investcorp International, Inc. (*Investcorp”) for & price equal to approximately 70% of the Company's ariginal gurchase price of
the property plus all capital cests since it acquired the property in June 2001, Parkway continues 1o provide management and
legsing for the building on a day-10-tay basis. in connection with the sale, Parkway recognized a $250,000 acquisition feg in
accordance with the terms of the joint venture agrezment. The Company recorded a loss on the sale of the 70% interest in the
Chicago Joint Venture of $269,000.

Prior to the Chicago Joint Venture, the subsidiary that owned 233 North Michigan Avenue was capitalized with equity of
approximately S72 million and a 10-year first mortgage with a balance of approximately $1C5 million as of May 30, 2002. The
first mortgage remained in place as an obligation of the Chicago Joint Venture. Parkway received net cash proceeds of
approximately $55 million from the sale and used the proceeds to purchase new properties and o reduce short-term
borrowings under the Company's linzs of credit The Chicago Joint Venturs is accounted for using the equity method of
accounting.
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On May 31, 2002, the Company closed on the sale of its 98,000 sguare foot office property in Indianapolis, Indiana for net
praceeds of $3,182,000. The Company recorded a gain for financial reporting purposes of $770,000 an the sale. The net
proceeds from the sale were used o reduce amounts outstanding on the Company's tines of cradit,

In 20G2, the Company recorded an impairment loss on its office property in Greenvills, South Carefina in the amount of
$1.6 million. The loss on the Greenville property was created largely by rental rate decreases and current conditions within the
market. The estimated fair value of the Greenville property was determined based upon current prices of similar properties in
the market area. .

The following is @ schedule by year of future approximate minimum rental receipts under noncancelable leases for
cffice buildings owned as of December 31, 2002 {in thousands).

$119.421
107,374
86,608
66,700
50,788
141452
$572,343

Note C - Investiment in Unconsolidated Joint Ventures

in addition to the 54 office and parking properties ownad directly, the Company is also invest2d in two joint ventures with
unrelated investors. Parkway refained a minority interest of 30% in ane joint venture and 50% in the other. These
investments are accounted for using the squity method of accounting, as Parkway does not contral either of these joint
ventures.  Accordingly, the assets and liabilities of the joint ventures are not included on Parkway's consolidaied balance
sheets as of December 31, 2002 and 2001, Information relating te these consolidated joint ventures is defailed balow,

Parkway owns a 30% interest in the Chicago Joint Venture. The carrying amount of the joint venture interest at December
31, 2002 was $15,209,000. In addition, the Company owns a 50% interest in an office property in New Orleans, Louisiana
knawn as the Wink Building. The building is 100% teased and occupied by the cther 50% partner. The carrying amount of the
joint venture interest at December 31, 2002 and 2001 was $431,000 and $416,000, respectively.

- Balance sheet! information for the unconsolidated joint veniures is summarized below as of December 31, 2002 and
December 31, 2001 {in thousands): ;

Balance Sheet Information

December 31, 2002 December 31, 2001

233 North Wink Combined 233 North Wink Combined

Michigan Building Total Michigan Building Total
Unconsolidated Joint Ventures (at 100%):
Real Estate, Net....ocvc e, $172,073 $1,303 $173,376 8 - $1,328 $1,328
Other ASSELS. ... 16,416 159 16,575 - 177 177
Total ASSEIS .vvvcrirere e $188 489 $1,462 $189,951 $ - $1,505 $1,505
Mortgage Debt ..o $103.741 $ 596 $104,337 $ - $ 661 $ 661
Other Liabilities ..o 11630 2 11,632 - 15 15
Partners'/Shareholders’ Equity........ 73,118 854 73,982 - 829 829
Tota! Liabilities and

Partners'/Shareholders' Equity ... 5188,489 $1,452 5189,951 S - 51,505 $1,505

Parkway's Share of Unconsolidated Joint Ventures:
Real Estate, Net.....cccoeeeecinnnes $ 51622 $ 652 $ 52,274 $ - $ 664 $ 664
fMortgage Bebt....ooceeeevenricniinennas $ 31122 S 298 $ 31,420 $ - $ 331 $ 331
Net Investment in Joint Ventures ... $ 15,209 S 431 $ 15,640 S - S 416 $ 416
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Income statement information for the unconsolidated joint ventures is summarized below for the years ending December
31, 2002 and 2001 {in thousands):

Results of Operations

For the Year Ended For the Year Ended
December 31, 2002 December 31, 2001
233 North Wink Combined 233 North Wink Combined
Michigan Building Total Michigan Building Total
Uncensolidated Joint Ventures (at 100%):
REVENUES ...o.ecverrre e sserreira e $19,537 8304 $19,841 3 - $284 $284
Operating Expenses......... (8,649) (89) {8,735 - TN {77
Net Operating Income...... 10,891 215 11,108 - 207 207
Interest Expanse........c.. {5.469) (54) {5,523) - (60) {60)
Loan Cest Amortization 70) (3) {73} - 3) {3)
Depreciation and Amgrtization....... {2,831) 23) {2,854) - (22) 22}
Net Income...c.cevieecr e $ 2521 $135 $ 2,656 $ - $122 $122
Parkway's Share of Unconsolidated Joint Ventures:
NEt INCOME....cvv e e 75 $ 68 § 824 3 - $ 82 $ 82
interest Expense _ S 1,641 5 27 $ 1,668 § - $ 30 $ 30
Loan Cost Amortization.................. .52t $ 2 $ 23 3 - $ 2 $ 2
Depreciation and Amortization....... S 849 S 12 $ 861 $ - S 11 $ 11

Parkway's share of the unconsolidated joint ventures® debt is as follows for December 31, 2002 and 2001 (in thousands):

Monthly Outstanding Balance
Description Fixed Rate RMaturity  Debt Service 12/31/02 123107
Mortgage Notes Payable:
233 North Michigan Avenug......... 7.350% 011 $ 229 § 31,122 $ -
Wink Building.......cccooevrcvrrenrinienns 8.625% 07/01/09 5 298 331
$ 24 S 31420 3§ 331
Weighted Average Interest Rate at End of Period 7.362% 8.6825%

Parkway's share of the scheduled principal payments on mortgage debt for the unconsolidated joint vertures for each of
the next five years and thereafter through maturity as of December 31, 2002 and 2001 are as follows {in thousands):

Scheduled Amorlization
233 North Wink
Schedule of Mortgage Maturities by Year: Michigan  Building Total
§ 9522 S 35 $ 557
561 38 538
502 42 844
647 46 693
695 50 745
28,095 87 28,182

‘ ' $31,122 $298 $31,420

Rote D - Note Receivable from Moore Building Associates LP

The redevelopment of the Toyota Center, formerly the Moore Building, was substantially completed as of June 30, 2000.
This building is owned by Moore Building Associates LP {the "Partnership”), which added an institutional investor, Banc of
America Historic Ventures, LLC, in March 2000, subject to certain conditions of the Partnership agreement pertaining o the
completion of the huilding and realization of the historic tax credits. During the second quarter of 2000, the majority of these
conditions were met and management determined that the certification of the historic tax credits was probable. With the
conditions for the institutional investor ownership in the Partnership being met, the Company's ownership interest became less
than 1%. Therefore, the Company deconsolidated the Partnership resulting in an increase of $18,358,000 in a note receivable
from the Partnership and a corresponding decrease in real estate development. Also, during the second quarter of 2000, the
Partnership compleled a $15,000,000 permanent financing of the Toyota Center with the proceeds used to reduce the
Company's note receivable from the Parinership. The Company in turn reduced short-term borrowings under its bank lines of
credit. At Decemnber 31, 2002, the note receivable from the Partnership totaled $5,996,000 and bears interest at 13%.
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Note E - Real Estate Equity Securities

During 2001, the Company sold its equity interests in other publicly-traded REITS held through its RSVYP Program for nat
proceeds of 524,051,000. A net non-recurring gain of $1,581,000 was recognized on the sales in 2001. The RSYP Program is
the Company's initiative to take advantage of discounted REIT valuations by purchasing common equity in other REs.
Parkway did not own any real estate equity securities at December 31, 2002 and 2001,
Note F - Non-Core Assels

At December 31, 2002, Parkway's investmant in non-core assets consisted of the following (in thousands);

Size Location Book Value
T2 A0S wevivvriie e cre e csns san s erar New Orleans, LA $1,807
17 ACTES covvverere v eeriresenrensrenss v e Charlote, NC 1,721
Mortgage 10anS.......cverrenneie s Texas 859
$4.397

in 2002, the Company recorded an impairment loss of $205,000 cn the land in New Orleans, Louisiana. The lass was
computed based on market research and comparable sales in the area.

There were three mortgage loans outstanding at December 31, 2002 secured by residential real estate and a retail certer.
Note G - Notes Payable
Notes payable to banks

At December 31, 2002, the Company had $141,870,000 outstanding under two hank lines of credit and a term lcan. The
lines of credit include a $15,000,000 line of credit with PNC Bank (the “$15 miilion ling"), and a §135,000,000 line of credit
with a consortium of 13 banks with J.P. Morgan Chase & Co. serving as the lead agent (the "$135 million line"). The interest
rates on the lines of credit are equal to the 30-day LIBOR rate plus 112.5 to 137.5 basis points, depending upon overall
Company leverage. The weighted average inlerest rates on the $15 million line and the $135 million line were 2.68% and
4.98% at December 31, 2002, respectively.

On June 4, 2002, Parkway entered into a Credit Agreement (the "Credit Agreement") with JP Morgan Chase Bark, as
Administrative Agent, Wachovia Bank, National Assaciation, as Syndication Agent, and other banks as participants. The Cradit
Agreement, among other things, provided for a new $35 million one-year term loan facility (the "Term Loan"} of which $35
million was drawn upon and paid to Parkway as of June 4, 2002. Excluding bank fees and closing costs, the Term Loan bears
interest at a rate equal to LIBOR plus 112.5 to 137.5 basis points, depending on Parkway's leverage. Accrued and unpaid
interest under the Term Loan is pavable monthly with the final interest paymeni as well as the entire principal amount
ggts;anding thereunder due and payable on June 4, 2003. The interes? rate on the Term Loan was 2.81% at December 31,

p2.

Covenants related to the S15 million line, the $135 million ling and the Term Loan incluce requirements for maintenance
of minimum tangible net worth, fixed charge coverage, interest coverage, and debt service coverage. Tha lines also establish
limits on the Company's indebtedness and dividends.

The Company's interest rate hedge contracts are summarized as follows (in thousands):

Fair
Market Value
Type of Notional  Maturity Fixed December 31
Hedge Amaunt Date Reference Rate Rate 2002 201
Swap 851,000  01/15/03  1-Month LIBOR 5.44%  $(170) 5(1,694)

Reverse Swap $ 5300 07/15/06  1-Month LIBOR + 3.455% 8.08% 325
$155 S{1,694)

The Company designated the swap as a hedge of the variable interest rates on the Cormpany's borrowings under the $135
miliion line. Accordingly, changes in the fair value of the swap are recegnized in accumulated other comprehensive income
untit the hedged item is recegnized in earnings. , v
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During 2002, the Company entered into a revarse swap interest rate contract. The effect of the raverse swap is to convert
a fixed rate mortgage note payable to a variable rate. The Company does not hold or issue these types of derivative contracts
for trading or speculative purposes.

The $15 million line is unsecured and is expected to fund the daily cash requirements ¢f the Company's treasury
management system. This line of cradit matures August 3, 2003 and has a current interest rate equal o the 30-day LIBCR
rate plus 130 basis points. The Company paid a facitity fee of $15,000 {10 basis points) upon closing of the loan agreement.
Undsr the $15 million line, the Company does nat pay annual administration fzes or fees on the unused portion of the line.

The $135 million fine is also unsecured and is expected to fund acquisitions of additional investments. This line of cradit
matures June 28, 2004 and has a current interest rate equal to the LIBOR rate plus 137.5 basis points. The Company paid a
facility fee of $225,000 {16.67 basis points) and origination fees of $464,000 {41.85 basis points) upon closing of the loan
agreement and pays &n annual administration fee of 8$37,500. The Company also pays fees on the unused portion of the line
based upon overall Company leverage, with the current rate sat at 25 basis points.

The Term Loan is unsecured and is expected to fund acquisitions of additional investments. The Term Loan matures June
4, 2003 and has a current interest rate equal o the LIBOR rate plus 137.5 basis points. The Company paid facility and
origination fees of $170,000 {48.57 besis points) upon closing of the loan agreement. The Company does not pay annual
administration fees or fees on the unused portion of the Term Loan. .

Morigage notes payable without recourse

A summary of fixed rate mortgage notes payable at Decembar 31, 2002 and 2001 which are non-recourse fo the
Company, is as follows (in thousands):

Carrying
Amount Note Balance
Interest Monthly Maturity of Becember 31
Office Property Rate Payment Date Collateral 2002 2001
WMoorefield I (). 7625% & - 030103 § - % -5 1,785
Lakewond ll......coerreeceecircencre e 8.080% 68  07/15/06 10,256 5,624 5,652
Teachers Insurance and
Arnuity Association (12 properties)... 6.945% 863  07/01/08 157,620 78,051 82,487
HOREYWEN ..cvvveeecr e 8.125% 83  1010/08 14,561 5,311 5,922
Capitol Center .........occovrnnenne 8.180% 165  09/01/10 38,260 20,367 20,663
One Jackson Place................. 7.850% 152 10/10/10 17,897 14,742 15,383
(BM Buitding (1).ceucveoririiieas 7.700% - 03/01/11 - - 3,546
SunCom Builtding.......c.coevevevenns 7.000% 5%  06/01/11 11,785 4,446 4,826
233 North Michigan {2} 7.350% - 07/11/11 - - 105,359
400 Narth Belt......c..cocorvreee 8.250% 85  0B/01/11 9,389 4,789 5,163
Woodhranch......ooeeeeeeenrivcnnne 8.250% 32 08/O1/11 4,248 2,306 2,486
Falls POINEE (1} .ovververiarincreneerirncnicrians 8.375% - 0161112 - - 5112
Roswell Norh.......cccoeeivinne 8.375% 33 910112 4,681 2,515 2,695
Bank of America Plaza 7.100% 146  05/10112 29,883 20,273 -
One Park 10 Plaza.....oceer v 7.100% 64  08/01/12 7,163 9,478 -
BB&T Financial Center 7.300% 137 11/10/12 21,520 11,674 12,439
First Tenressee Plaza.......ccovcorrnnnn, 7170% 136 12/15/12 28,982 11,647 12,417
Morgan Keegan TOWer .......cccccoverereens 7.620% 163 10/01/18 33,046 18,523 18,050
§ 2178 $389 291 5208,746  $304,985

{1) During 2002, an extraordinary loss on early extinguishment of mortgage notes payable was recognized in the amount
of $833,000, Principal paid on the early extinguishment of mortgage notes payable was $9,874,000.

{2) On May 30, 2002, Parkway soid a 70% interest in 233 North Michigan Avenug to Investcorp Intemnational, Inc. The

maertgage note payable will remain an obligation of the resuiting joint venture. See Note C - Investment in Unconsolidated Joint
Ventures for information regarding the maorigage note payable.
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The aggregate annual maturities of mortgage notes payable at December 31, 2002 are as fellows {in thousands):

2003 $ 11,062
2004 11,808
2005 12,804
2008 17,669
2007 14.294
Subsequently 142,018

$209,746

Kote H - Income Taxes

The Company elected o be taxed as a real estate investment trust (REIT) under the internal Revenue Code, commencing
with its taxable year ended December 31, 1987, To qualify as a REIT, the Company must meet a number of organizational and
cperational requirements, including a requirement that it currently distribute at least 30% of its adjusted taxable income fo its
stockholders. 1t is management's current intertion to adhere fo these requiremants and maintain the Company's REIT status.
As a REIT, the Company generally will not be subject to corporate level federal income tax on 1axable income it distributes
currently 1o its stockholders. If the Company fails 1o qualify as a REIT in any iaxable year, it will be subject to iederal income
taxes at regular corporaie rates (inciuding any apolicable alternative minimum tax) and may not be able to qualify as a REIT for
four subsequent taxable years. Even if the Company qualifies for taxation as a REIT, the Company may he subject to certain
state and local texes on its income and property, and 10 federal income and excise taxes on its undisfributed taxable income. In
additicn, taxable income from non-RE activities managed through taxable REIT subsidiaries is subject to federal, staie and
local income taxes.

in January 1998, the Company completed its rearganization into an umbrelia partnership REIT ("UPREIT") structure under
which substantially all of the Company's office building real eslate assets are owned by an cperating partnership, Parkway
Properties LP (the "Cperating Partnership™). Presently, substantially all interests in the Operating Partnership are ownec by the
Company and a wholly-owned subsidiary.

At December 31, 2002, the Company had net operating loss {"NOL") carryforwards for federal income {ax purposes of
approximately $9,174,000, which expire at various dates through 2018. The Company expects to utilize the remaining NOL by
December 2007, The utilization of these NOLs can cause the Company to incur a small alternzative minimum tax liability.

The Company’s income differs for income tax and financial reporting purpcses principally because real estate owned has a
gifferent basis for tax and financial reporting purposes, producing difierent gains upon disposition and different amounts of
annual depreciation. The following reconciles GAAP net income to taxable income for the years ending December 31, 2002,
2001 and 2000 {in thousands):

2002 2001 2000

Estimate Actual Actual
GAAP net income from REIT operations (Note 1) ..o, $29,512 $26,548 $34,895

GAAP to tax adjustments:

Depreciation and amortization .......ccceiceinrinnrceeionsierersesrssineerieers 3,406 2,498 2,187
Gains and losses from capital fransactions 2572 {165) {6,840)
Restricted stack amortization............c.ococcveicecveneinne 2,189 1,272 940
Other GifferenCes. .o {887} (225) an
Taxable income before adjustments ... . 36,792 29,928 31,176
Less: NOL CArmYIOrWarG ..o v rereeiseeesereesene st ssnses e snsar s ses s s {1,293) {1,131 (2,681)
Adjusted taxable income subject to 90% dividand requirement................. $35,499 $28,797  §28,485

Note 1 - GAAP net income from REIT operations is net of amounts attributable to minority irterest.

The following reconciles cash dividends pzid with the dividends paid deduction for the years ending December 31, 2002,
2001 and 2000 {in thousands}):

2002 2001 2000

Estimate Actual Actual
Cash Gvidends PRI ...ccovcoriiiari oo oo eeer e aeessarees $35,499  $31,463 $26,253
Less: Dividends designaled 10 prior YEar. .....ocovoovoevvrvninrenmcnnoncrnieenrenns - (2,666) (434)
Plus: Dividends cesignated from following ¥8ar.....cocccvorimvrcceercnnccens - - 2,666
Dividends paid dBGUCHDN .........cvceeeeeeceeee e e §35,499  $28.797 $28,485
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The following characterizes distributions paid per common share for the years ending December 31, 2002, 2007 and 2000;

2002 2001 2000
Amount  Percemtage  Amount Percemtage  Amount  Percentage
Ordinary INCOME..c.vevvvvvecercerreneens § 2.52 98.4% $ 245 100.0% $ 1.94 91.5%
Capital Gains .....cercrerrerrecrerninnens - - - - 0.10 4.7%
Unrecaptured Section 1250 gain ..... 0.04 1.6% - .08 3.8%

§ 256 100.0% $ 245 100.0% $ 212 180.0%

Note | - Stock Option and Long-Term Compensation Plans

The Company has elected to follow APB No, 25 and related Interpretations in accounting for its emplovee stock options
because, as discussed below, the alternative fair value accounting provided for under SFAS No. 123, "Accounting for Stock-
Based Compensation”, reguires the use of option valuation models that were not developed for use in valuing employee stock
options.

The 1994 Stock Option Plan, as amended provides Parkway common shares ("Shares"} to employees or officers of the
Company and its subsidiaries upon the exercise of options and upon incentive grants pursuant to the Stock Option Plan. On
July 1 of each year, the number of Shares available for grant shall automatically increase by one percent {1%} of the Shares
cutstanding on such date, provided that the number of Shares available for grant shall never exceed 12.5% of the Shares
outstanding. In accordance with these provisions, the Shares availabie for grant increased 93,101 in 20062, 93,337 in 2001,
and 97,890 in 2000. Under the 1981 Directors Stock Option Plan, as amended, options for up to 25C,C00 shares may be
granted to non-employee directors. Both plans have fen-year terms.

The 2001 Directors' Plan replaced the 18971 Direclors' Plan, which provided for identical option grants to the directors.
The 1991 Directors’ Pian expired on March 14, 2001, Under the 2001 Directors' Plan, options for up 1o 300,000 shares of
common stock may be granted.

0n June 3, 1898, fhe stockholders of the Company approved amendments 1o the Company's 1994 Stock Option and Long-
Term Compensation Plan that authorized the Compensation Committes %0 issue restricted stock awards. Since that dats,
shares of restricied stock have been issued fo officers of the Company as follows (in thousands, except per share data):

Stock Price
Kumber of Per Share
Sate Shares at Grant Date  Restricted Stock

03/04/99 150 $28.375D $4,256
03/14/99 ] $32.1875 258
05/10/00 2 $31.1250 62
11/01/00 6 $28.5625 171
12/11/00 1 $28.5000 28
03/08/01 2 $30.0000 60

168 $4 836

The vesting period for the stock was stated as 10 years, but would be accelerated to December 31, 2002, if certain
operating resufts were achieved by the Company through the 5 in 50 Plan. Parkway met the goals set forth in the 5 in 50
Plan. In February 2003, the Company's Compensation Committee determined that alf of the restricted shares were vested.
The Company had fully amortized the restricted shares as of December 31, 2002.

The Company recorded $4,836,000 as additional paid-in capital when the shares of the restricted stock were issued offset
by unearned compensation of the same amount. The uneamed compensation was deducted from stockholders’ eguity and is
fully amortized as of December 31, 2002. Compensation expense related to the restricted stock of $2,180,00C and
$1,272,000 was recognized in 2002 and 2001, respectively,

Pro forma information regarding net income and net income per share is required by SFAS No. 123, and has bzen
cetermined as if the Company had accounted for its employee stock options under the fair value method of that Statement.
The fair value for these options was estimated at the date of grant using a Black-Scholes option pricing model with the
following weighted-average assumptions for 2002, 2001 and 2000: risk-free interest of 3.50%, 4.50%, and 6.25%,
respectively: cividend yield of 7.30%, 7.91% and 7.15%, respectively, volatility factor of the expected market price of the
Company's common stock of 202, .218 and .204, respectively; and a weighted-average expected life of the options of five
years for the 1994 Stock Option Plan in 2002, 2001 and 2000; and five years, three years and five years for 2002, 2001 and
2000, respactively, for the 1991 Directors Stock Option Plan. Because the Company's amployee stock options have
characteristics significantly different from those of fraded options, and because changes in the subjective input assumgtions
can materially affect the fair value estimate, in management's opinion, the existing model does nol necessarily provide a
reliable single measure of the fair value of its employee stock options, The weighted average fair value of options granted
turing 2002, 2001 and 2000 was $2.75, $2.88 and $3.29, respectivaly.
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For purposes of pro forma disclosures, the estimated fair value of the options granted in 2002, 2001 and 2000 is
amortized to expense over the options' vesting period. The Company's pro forma information is detailed in Note A - Summary
of Significant Accounting Policies under Stock based compensation.

A summary of the Company's stock option activity and related information is as follows:

1994 Stock 1991 Directors 2001 Directors
Option Plan Stock Option Plan Stock Option Plan
Weighted Weighted Weighted
Average Average Average
Shares Price Shares Price Shares Price
Outstanding at January 1,2000........... 589,184 51832 113,500 $21.38 - $ -
210,375 29.68 28,500 30.81 - -
{6,135} 17.54 - - - -
{45,252} 30.51 - - - -
Outstanding at December 31, 2000...... 748,172 27.75 142,000 23.27 - -
Granted....cvioe oo 177,200 32.80 - - - -
f {18,350) 2373 (49,500) 17.86 - -
(36,320) 30.66 (3.000) - -
869,702 28.75 83,500 25.91 - -
Granth....cooconveecvnecrmreiinircrcnnaneinenns 72,750 35.69 - - 33,000 33.186
Exercised (97,084) 29.38 (25,500) 22.32 {3,000 30.70
Forfeited {17,171) 30.87 - - - -
Outstanding at December 31, 2002...... 828,197 $29.24 64,000 $27.34 30,000 833.41

Foilowing is 2 summary of the status of options outstanding at December 31, 2002

Cutstanding Options Exercisable Dptions
Weighted
Average Weighted Weighted

Remaining Average Average

Contractual Exercise Exercise
Exercise Price Range Number Life Price Number Price
1994 Stock Dption Plan v
$ 9.00-%12.22 : 1.7 years $11.13 46,198 $11.13
$12.23 - $15.75 3.1 years $14.16 32,170 $14.16
$15.76 - §25.63 3.5 years $21.00 18,125 $21.00
$25.64 - 828.00 6.3 years $27.72 68,700 §27.32
$23.01 - 531.00 7.0 years $30.08 77,064 $29.89
$31.01 - 833.50 6.2 years $31.42 207,194 $31.27
$33.51 - §36.00 9.1 years $34.51 - -
1991 Directors Stock Option Plan
$ 8.00-%10.20 8,250 2.1 years $ 944 8.250 $ 9.44
$10.21 - §16.00 2,250 3.5years $16.00 2,250 $16.00
$25.01 - 530.00 18,000 5.8 years $27.57 18,000 $27.57
$30.01 - 836.00 35,500 6.3 years $32.10 35,500 - $3210
2001 Directors Stock Option Plan ,
$30.01 -836.00 oo 15,000 8.4 years $30.70 15,000 $30.70
$36.00-840.00 ... ierevnrrenens 15,000 9.4 years $36.12 15,000 $36.12

Kote J - Other Matiers

The Company adopted a Dividend Reinvestment and Stock Purchase Plan ("DRIP") during 1999 and registered 1,000,000
shares of its common stock in connection therewith, The Company began accepting subscriptions under the plan in February
2000. Shareholders may purchase shares of the Company's common stock through the DRIP by reinvesting dividends or by
making cash payments from $100 to $10,000 per month to the DRIP.

. During the vear ending December 31, 2002, the Company purchased 14,100 shares of its common stock at an average
price of $30.08. Since June 1998, the Company has purchased a total of 2,141,593 shares of its common stock, which
represents approximately 19.3% of the common stock outstanding when the buyback program wes initiated on June 30, 19398,
The Company has the authority to purchase an additional 485,900 shares undsr its existing authorization from its Boarg of
Directors.

During 2001, the Company issued 2,142,857 shares of its Series B Cumulative Convertible Preferred Stock to
Rothschilc Five Arrows for ret proceeds of $73,006,000. The funds were applied to the purchase of the 233 North Michigan
Avenue Building and adjacent parking garage in Chicago, H#iinois and were used to reduce amounts of debt outstanding on the
Company's lines of credit. The dividend payment rate on these shares is 8.34% and dividends of $6,257,000 and $3,249,000
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were declared on the stock in 2002 and 2001, respectively. Each share of Series B Cumulative Convertible Preferred Stock is
convertible, at any time after Decamber 31, 2002, intc one share of Company common stock. Holders of Series B Cumulative
Convertible Preferred Stock are entitled to vote on all matters submitted to the holders of Company common stock as a single
class. In connection with the sale of its convertible preferred equity, Parkway issued a warrant to Five Arrows fo purchase
75,000 shares of the Company's common stock at a price of $35 for a period of seven years,

Supplemental Profit and Loss Information

Included in operating expenses are taxes, principally property taxes, of $17,365,000, $14,883,000 and $11,335,000 for
the years ended December 31, 2002, 2001 and 2000, respectively.

Supplemental Cash Fiow information

Year Ended December 31

2002 2001 2000
(In thousands)

IMEIESE PRIC ...oivevee e esb s v as et $24,740 $24,553 323,279
INCOME tAXES PAIC oeovevecrerercrr e s 19 142 152
Restricted shares issued and adjustments - 60 (581)
Shares issued in lieu of Direclors' feeS ..o 62 55 70
Mortgage transferred in sale of 70% interest in

Parkway 233 North Michigan LLC.....c...o.ccivonceeinrccencircnns 73,288 - -
Nota receivable from the sale of 70% irtarest in

Parkway 233 North Michigan LLC ... 747 - -

Litigation

The Company is not presently engaged in any litigation other than ordinary routine litigation incidental to its business.
Management believes such litigation will not materially affect the consolidated financial position, operations or liquidity of the
Company.

Interest, Rents Receivahle and Other Assets

December 31
2002 2001

{In thousands)
Rents receivable (net 0 reSBIVES). oo $ 775 $ 2717
Straight line rent receivadle. ..o 6,942 5,855
Other receivables................... 5,343 7,455
Unamortized lease costs ......... 7,495 8,007
Unamortized loan costs ... 1,983 3,320
Escrow and other deposits .. 4,893 3,367
Prepaid ifems....c.occeverevrernes 1.040 354
DHET ASSELS ittt rr e ene st 1.288 717

$29,759 $30,392

Accounts Payable and Dther Liabilities

December 31
2002 2001
{in thousands})
Office property payables:
Acgrued expenses and acCounts PAYADIE vvvoerererer e ernns $11,842 $ 8,424
Accrusd property taxes 10,892 14,197
Security deposits .cooveiiioviens 2.011 1,608
Corporate payables ..c..oevvevrecnniens 4,088 3,584
Dividends payable........c.coocerrenrnees 2,772 2,772
Deferrad gains ......ccocommuveierresenee 869 877
Accrued payrol e 1,455 1,190
Interest pavable ..o vminincncnens 1,082 1,001
Oher PaYADIES.........c oo ettt serer et e 348 351

$35,400 $34,002
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Subsequent events

Effective January 6, 2003, the Company entered into an interest rate swap agreesment with a notionzl amount of §50
millicn which fixed 30-day LIBOR at 1.545%. The new agreement, which matures December 31, 2003, effectively fixes the
interest rate at 2.92% on $50 million of variable rate borrowing.

On February 11, 2003, Parkway purchased the Citrus Center, a 258,000 square foot office building in Oriando Florida, for
$32,000,000 plus $2,590,000 in closing costs and anticipated first year capital expenditures. The purchase was funded by the
assumption of an existing first mortgage on the building of $19,695,000 and $12,305,000 in cash, which represents the
investment of the remaining proceeds from the Chicago Joint Verture, which was completed in May 2002. The non-recourse
mertgage with Legg Mason Real Estate Services, Inc, has a fixed interest rate of 7.91% and matures August 1, 2007,

On March 6, 2003, Parkway sold a 70% interest in the Viad Corporate Center in Phoenix, Arizona to Investcorp {the "Viad
Joint Venture") for $42 million. Parkway continues {o provide management and leasing services for the building. In connection
with the sale, Parkway will recognize an acquisition fee of $175,000 in the first quarter of 2003. The estimated gain on this
transaction is approximately $800,000.

Simultaneous with the sale, the Viad Joint Venture closed a $42.5 million mortgage with Bear Stearns. The non-recourse
first mortgage is interest-only for a term of two years with three one-year extension options. Interest due under the morigage
will be floating rate, which at the time of closing was approximately 4.26%. Parkway received net cash proceeds from this
transaction of approximately $54 million and will use the proceeds to purchase new properties and o reduce short-term
borrowings under the Company's lines of credit. The Viad Joint Venture will be accounted for using the equity method of
accounting and the Company's pro rata share of debt from the joint venture will be included in the calculation of the ratic of
cebt to total market capitalization,

Kote K - Fair Values of Financial Iastruments
Cash and cash equivalents
The carrying amounts for cash and cash equivalents approximated fair value at December 31, 2002 and 2001.
Morlgage loans
The fair values for mortgage loans receivable are estimated based on netrealizable valuz and discounted cash flow
analysis, using interest rates currently being offered on loans with similer terms to borrowers of simifar credit quality. The
aggregate fair value of the mortgage loans receivable at December 31, 2002 approximated its carrying amount of $869,000.
The fair value of the morigage notes payable without recourse are estimated using discounted cash flow analysis, based
on the Company's current incremental borrowing rates for simifar types of borrowing arangements. The aggregate fair value
cf the morigage notes payable without recourse at December 31, 2002 was $224,227,000 as compared 1o its carrying amount

of $209,746,000. The aggregate fair value of the mortgage notes payable without recourse at December 31, 2001 was
$311,522,000 as compared to its carrving arnount of $304,985,000.
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Note L - Selecled Quarterly Financial Data {Unaudited):

Summarized quarterly financial data for the ysars ended December 31, 2002 and 2001 are as foliows (in thousands,

excepl per share data):

Revenues (other than gains) ........cocoveecverevevveeecveens v
EXPASES .ovvireriirimncrenmanninennconns "
Loss on sale of joint venture interest ..o .
impairment loss on real estate availzble for sale ...,
Impairment loss on office Property ........coocvecvecorrennecnrcnnnes
Minority interest - unit holders......ccovveeoniieeeenes
Income before discontinued operations and

extraordinany HeM ..o s
Discontinued operations:

Income from discontinugd operations .....c.oovvvieeeciiviennns

Gain on sale of real estate from

discontinued 0Perations ......ccceecveerereeeenneresensenieens

Income before extraordinary item
Extraordinary loss on early extinguishment of

mortgage Notes Payable ......cvrraremrinrcrononnn

NEt INCOME.....c. e seersee e b eas
Dividends on preferred StoCK ..o icvniecccninneeens
Dividends on convertible preferred Stock ..o
et income available to common SWOCKNOIETS ..o

Net income per common share:
Basic:
Income excluding discontinued operations
and extraordinany Hem .o
Discontinued operations
Extraordinary item................
NELINCOME.....eco et e
Diluted:
income excluding discontinued operations
and extraorginary Mem ......cvvvoianioinenn
Discontinued operations... v
EXtraordinary e ...
NELINCOME. ...t

Dividends per COMMON SNATZ......ccovviiee vt

2002

First Second Third Fourth
% 41,080 S 39,529 $ 37,775 $ 37,700
(32,539 (31,868) {30,206) (29,875}
- (269) - -

- - - (205)

- - - (1.594)

- )] (1)

8,541 7,383 7,569 6,023

- 47 - -

- 770 - -

8,541 8,210 7,569 6,025
{18 - - {815)
8,523 8,210 7,96 5210
{1,449) {1,449) {1,450} (1,449)
{1,564) (1,565) (1,564) (1,564)

S 5510 $ 5196 $ 4555 $ 2197
$ .80 $ 47 b 49 S 32
- 08 - -

- - - {.09)

S 60 S 56 $ A9 S 23
$ 59 3 .46 P 48 S 32
- 09 - -

- - - {.08)

S .58 S 55 $ 48 S 23
S B3 $ B3 $ .65 $ B3
9,254 9,285 9,329 8378
9,401 8,502 9,493 8,520
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Revenues (other than Gains) ......c.cevvevrcervvererccre v,
EXPENSES ..veeeiscervcenreeente et sse s reras e

Gain on real estate and rzal estate equity securities
Minority interest - unit holders.....cocroricncninn,
Income before extraordinary BEM ...

Extraordinary loss on early extinguishment of

mortgage notes payable .......cvecivimoncaniicssninns

Net InCoOme........cocerivvee e,

Dividends or preferred SI0CK. ..o vveervecvennreiinnnnens
Dividends ar convertible preferred stock ...

Net income available to common stockholders

Net income per common share:
Basic;

income excluding extraordinary flem ..........c.ccoco s

Extracrdinary loss on early extinguishment

of mortgage notes payable ....ccoeiiieecniens
NELINCOME. ..o cercrrcorenranrconcnnenrenncinsnes corcnsessmmesnncres

Diluteg:

income exciuding extraordinary Hem ..o receirinins

Extraordinary loss on early extinguishment

of mortgage notes payable .....oovcveeerriernieiinnnns
NELINCOME. ....coveviriricrisrier e e

2001

Arst Second Third Fourth
$ 30,909 $ 31,468 $ 37477 3 38,943
(24,653} (25,093) (30,642) (32,167}
1611 - - -
(1) (1) - (1)
7.866 5,374 6,835 8,775

- - - (1,302)

7,866 6,374 6,835 5473
{1,449 {1,443} {1,450) (1,449

- (128) {1,555) {1,565)

$ 6417 $ 4795 $ 3830 $ 2459
S 0568 $ 051 $ 041 $ o4
- - - {14)

$ (68 $ 051 S 041 §  0.27
S 067 $ 05 $ 040 $ 0.40
- - - {(.14)

$ 087 $§ 051 $ 040 $ 026
$ 056 $ 063 $ 083 $ 063
9,425 9,320 9,362 9,250
89,521 9,425 8,490 9,360
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Corporate Headquarters

Parkway Properties, Inc.

One Jackson Place, Suite 1000
188 East Capitol Street

Jackson, MS 39201

(601) 948-4091 / 1-800-748-1667

Independent Auditors
Ernst & Young LLP

Registrar and Transfer and Dividend Agent
Computershare Trust Company, Inc.
1-800-942-5802

Shares

The Common Stock of Parkway Properties, Inc.
is listed on The New York Stock Exchange under
the symbol PKY.

The 8.75% Series A Cumulative Redeemable

Preferred Stock of Parkway Properties, Inc. is

Listed on The New York Stock Exchange under
The symbol PKY PrA,

Dividend Reinvestment and Stock Purchase Plan
The Company offers a Dividend Reinvestment
and Stock Purchase Plan which allows its
shareholders to automatically invest dividends

as well as make voluntary cash payments for
the purchase of additional shares at a discount.
For additional information, contact Computershare
Trust Company, Inc. at 1-800-942-5909 or visit
our Web site at www.pky.com.

Shareholder Information
Information on the Company, including news

releases, quarterly reports and Form 10-K,

is available at www.pky.com. Questions or
requests for information can be e-mailed
1o the Company at mail@pky.com.

Annual Meeting

The Annual Stockholders Meeting will be held at
1:30 p.m. on May 8, 2003, at the SunCom Building,
111 East Capitol Street, Jackson, Mississippi.

Member
National Association of Real Estate
Investments Trusts, Inc.

Urban Land Institute
Certified Commercial Investment Member
Institute for Real Estate Management

Building Owners & Managers
Association International

Danie! P. Friedman

New York, NY; Director since 2002;
Managing Member, Radiant Partners,
LLG; Vice Chairman of Imperial Parking
Corporation.

Roger R, Friou
Jackson, MS; Director since 1995;
Private Investor.

Martin L. Garcia

Tampa, FL; Director since 1998;
Managing Director, Pinehill Capiral
Partners; President, Garcia Enterprises;

Hill, Ward & Henderson, PA.

Matthew W. Kaplan’
New York, NY; Director since 2000;
Managing Director, Rothschild Realty, Inc. ©

Michael J. Lipssy

Orlando, FL; Director since 1997;
President, The Lipsey Company
(Commercial real estate training
and consulting).

Joe F. Lynch

Houston, TX; Director since 1994;
Chairman of the Board and Chief
Executive Officer, First Continental
Corporation; Limited Partner and
Manager of the General Partner of First
Continental Investment Co., Lid.

Steven G. Rogers

Jackson, MS; Director since 1996;
President and Chief Operating Officer
since 1993; Chief Executive Officer
since 1997.

Leland R. Speed

Jackson, MS; Director since 1978;
Chairman of the Board since 1980;
Chief Execurtive Officer 1980 10 1997;
Chairman of the Board, EastGroup
Properties, Inc.

EXECUTIVE OFFICERS

Leland R. Speed

Chairman of the Board

Steven G. Rogers

President and Chief Executive Officer
Marshalt A. Loeb

Senior Vice President, Chief
Financial Officer and Secretary
Sarah P. Clark

Senior Vice President, Strategic
Planning and Investor Relations
David R. Fowler

Senior Vice President

James M. Ingram

Senior Vice President

Thomas C. Maioney

Senior Vice President

G. Mitch Mattingly

Senior Vice President

Regina P. Shows -

Senior Vice President

Jack R. Sutlenbsrger

Senior Vice President of Technical Services

OFFICERS

John V. Barton I

Vice President

John J. Buckley

Vice President

Roy H. Butts

Vice Presidentand Treasurer
James S, Chustz

Vice President

Susan D. Egger

Vice President of Human Resources
William R. Flatt

Vice President

Kathleen C. Haftings

Vice President

Carol M. Matheny

Vice President, Third Party Reporring
Lisa L. McCary

Vice President

Mandy M. Pope

Vice President and Controller

G. Ryan Robison

Vice President

Edwin E. Sallis 1l

Vice President of Information Technology
Warren L. Speed

Vice President and Customer Advocate
Amy B. Batson

Director of Customer Services

John P, Gifferd

Director of Financial Operations
Barbara A. Griffin

Director of Insurance and Administration
Michael E. Weeks

Assistant Controller
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