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STRUCTURED TO SUCCEED

To Our Shareholders:

Real estate is a cyclical business. In Reckson’s 45-year
history we have prospered through many cycles. We
have been able to accomplish this by developing an
infrastructure and franchise that is modeled for success
over the longterm. We measure the success of our
business over years not quarters. This approach
enables us to recognize different points in the market
cycle and adjust our strategy accordingly. When
market conditions warrant, we will pursue active
expansion. Conversely, when market conditions are
weak, or uncertain, we will take a more conservative
stance to ensure that we are well positioned to

capitalize on opportunities when they arise.

In last year’s shareholder letter, we noted that we
remained cautious about the market environment.
With this cautious bias we chose to maintain our
conservative strategy of focusing on retaining

high occupancies, controlling operating expenses,
maintaining the highest level of investment discipline
and preserving optimum financial flexibility. In
retrospect, it turned out there was good reason for
our concern. 2002 proved to be a challenging
operating environment — job growth was anemic,
geopolitical instability worsened, and corporate
credibility issues resulted in the fall of what were
once considered “high credit” companies such

as Arthur Andersen and WorldCom/MCI.

Left: Scott Rechler, Chairman of the Executive Committee and
Co-Chief Executive Officer

Right: Donald Rechler, Chairman of the Board and

Co-Chief Executive Officer
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With this backdrop, most companies remained
cautious about the future and held back on adding to
their payroll or committing to additional office space.
This resulted in the U.S. overall office occupancy rates
dropping from 85.1% to 81.4%. The markets were
further weakened as tenants seeking to mitigate their
excess space costs added a significant amount of
sublet space to the market supply, pushing U.S. market
rents down an average of $1.63 per square foot,

or 5.8%. As expected, while still challenging, our
markets outperformed the rest of the country. The
overall office occupancy rates in our markets, based
on a weighting for Reckson'’s portfolio distribution,

dropped only 150 basis points to 85.0%.

How Dip Reckson Do In TH!S ENVIRONMENT?
RecksoN OuTtrPERFORMED In WHAT Was ONE OF
THE BEST PERFORMING MARKETS IN THE COUNTRY

Despite a challenging environment, Reckson was able
fo increase overall portfolic occupancy from 94.6%
at the beginning of the year to 95.4% at the end of
the year. In addition, with office occupancy at year-
end of 95.7%, Reckson outperformed market
occupancy by over 10 percentage points. This was
no easy task. During the year, we executed 255
leases encompassing 2.8 million square feet or
approximately 14% of our porifolio. We renewed
60% of our expiring office and industrial /R&D leases.
We placed two new development projects into service
and brought them to stabilization. Even in this
challenging environment, where market rents were
declining, we were able o achieve higher replace-
ment rents as we re-leased space. The average rents
on renewal and replacement space were 14% higher
than the prior average rents for such spaces. During
the year, we also generated core same property

NOI growth of 7.7% (3.9% net of minority interests

in joint ventures).

Qur StrucTuRE Has Posimoned Us Wew

STRONG FRANCHISE

This outperformance was not a surprise. We have
built a franchise designed to outperform in both good
and bad times. We have one of the most respected
management teams in our market. We own some of the
highest quality buildings in our markets and we provide
the highest level of service to our tenants. Further, we
maintain strong relationships with the communities and

real estate professionals in each of our markets.

This outperformance is best demonstrated by reviewing
two development projects that we put into service dur-
ing 2002. In New Jersey, we completed the redevel-
opment of a 123,000 square foot office building in
Short Hills that was vacated by AT&T. We were able
to lease this entire building to Dun & Bradstreet within
four months of completing the project. in Melville,
Long Island, we signed leases with Zurich American
Insurance Company and Salomon Smith Barney to
bring the occupancy at our 277,500 square foot
ground-up office development to approximately 75%,

meeting our pro forma leasing objectives.

REGIONAL DECENTRALIZATION

As the only landlord with a significant presence

in all of the major office markets in the New York
Metropolitan area, we are in a unique position to
address tenants’ desires to decentralize regionally.

As anticipated, since September 1 1th regional
decentralization has become a key focus for many
companies that are located in Manhattan. Many
Manhattan based real estate advisors and professionals
are addressing their clients’” needs by broadening their
Manhattan focus to include a regional perspective.
The Westchester market has seen the most significant

benefit from this regional decentralization where several

major financial institutions such as Morgan Stanley







and New York Life Insurance Company, as wel| as a
number of fop internationg| law firms, have chosen
to reallocate o portion of their Space needs from

Manhatian fo the surrounding subyrbgn markets,

MARKET PrRESENCE

Another key competitive advantage s Reckson’s
significant market presence. This is most evident in

Long Island gng Westchester where we are the largest

io, we are able
to meet the changing needs of our tenants

by moving
them between buildings, enabling us 1o cq

existing tenants making up 75 000 square feet to

other locations throughout oyr Westchester portfolio.

TENANT RELATIONSHIPS

communication with them. This relaﬁonship has
enabled us to reney many tenants’ leases wel| before
they expire. We began Pursuing early legse renewals
at the beginning of 2000 when we recognized that
the office market was about to weaken and it has
served us well over the last couple of years. During
2002, we successfully completed the early re

of 236,000 square feet of legses originally schedyled

to expire in subsequent years. Another henefit from

the strong bong we form with o
tenants are comfortable making longer commitments

to the relationship. This was evidenced during 2002
where office leases signed had an average legse

ferm of 7.1 vears qs compared to 5.4 yeqrs for

2001 - an increase of ~uvar 2mos
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ENVESTAMENT DISCIPLINE

Consistent with our previously stated strategy, during
2002 we maintained a disciplined approach to
underwriting investment opportunities. We believe
that we are in the business of making great
investments — not investing for the sake of simply
expanding our portfolio. For us to acquire an asset,
it must pass our stringent underwriting criteria,
provide superior risk adjusted returns and offer

strategic benefits to cur franchise.

During 2002, we did not acquire any new properties.
That is not to say we were not active. We underwrote
and bid on over $3.5 billion of properties. Many

of these properties, primarily the properties without
nearterm lease expiration exposure, were sold at
prices that we did nct believe properly reflected

the turbulent market conditions and were sold at
unsustainable prices. Much of this excessive pricing
was fueled by foreign investors who were capitalizing
on tax advantages and their desire to purchase trophy
assets with stable nearterm income streams. An
example of how much pricing has increased can be
seen by reviewing our 1350 Avenue of the Americas
investment which we acquired for $234 per square
foot at the beginning of 2000. This past year, a
similar quality asset on Avenue of the Americas

sold for approximately $470 per square foot.

We chose to focus most of our investment energy
on properties that had vacancy or nearterm lease
expirations since we believed that we could create
value by effectively underwriting the leasing risks.
Unfortunately, most of these properties were taken
off the market after their owners realized that they

could not achieve their high price expectations.
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assets, over the past few years we have capitalized on
this aggressive pricing environment by selling $500
million of assets or joint venture inferests. We have
used the proceeds from these sales to strengthen our
balance sheet and repurchase shares of our Company.
We view opportunistically priced share repurchases as
an attractive allocation of capital. During 2002, we
repurchased $75 million of equity at a significant

discount to the value of our underlying net assets.

FINANCIAL FLEXIBILITY

While we will continue to pursue repurchases of our

undervalued equity, we believe it is critical to maintain

financial flexibility to be well positioned to capitalize
on attractive opportunities. We continue to take
proactive steps to ensure that we maintain the most
flexible and cost efficient balance sheet. In June,

to capitalize on the low interest rate environment,

we issued $50 million of five-year senior unsecured
notes at an “all in” rate of 6.126%. In addition,

we decided to pursue an early renewal of our line

of credit even though it did not expire until September
2003. We successfully completed the refinancing of
our $500 million line of credit in January. This line
was broadly subscribed and carried a rate of interest
of 90 basis points above LIBOR - a 15 basis point

improvement from our prior line.

360 Hamilton Avenue
White Plains, New York




CorRPORATE GOVERNANCE

We have always prided ourselves on practicing the

highest level of corporate governance and maintaining

frequent and candid communication with our shareholders.

During 2002, we enhanced these areas even further.
We added two new independent board members with
significant regulatory and operating experience -
Peter Quick, who currently serves as President of the
American Stock Exchange and as a member of its
Board of Governors, and Ronald Menaker, who formerly
served as Managing Director and Head of Corporate
Services of J.P. Morgan & Co. Inc. In addition fo

our existing Audit Committee and Compensation

Committee, which consist entirely of independent

directors, we have also established a separate
committee of independent directors to specifically

monitor corporate governance related matters.

One of our core ideologies is fo treat our shareholders
like partners. We provide our shareholders with all

of the information they need to make an informed
assessment about our business’ results and prospects.
Additionally, since our initial public offering we have
been publishing a quarterly package which supplements
the comprehensive disclosures which we file publicly
on a quarterly basis. As a matter of course, each
quarter we seek to enhance the data and improve the
format of this package to provide additional detail to

our shareholders. Today, our quarterly supplemental

Corporate Headquarters
225 Broadhollow Road
Melville, New York
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package is 45 pages and has detailed information
and analysis about all aspects of our business. If
you have not had a chance to review our quarterly

supplemental in the past, we encourage you to do so.

2002 OutLook

As we approach 2003 we remain cautious. The
economic and geopolitical environments remain
uncertain. Specifically as it relates to our markets,

we expect fo continue fo feel repercussions from the
contraction of the financial services sector and the
impact of telecom companies, such as WorldCom/MCI

(our second largest tenant), as they pursue substantial

restructurings. In addition, the current environment
has led to increased operating expenses such as
higher utility costs, additional security and insurance
costs and increased real estate taxes. We will continue
to leverage the strength of our structure to navigate

through these difficult markets and gain market share.

With respect to the investment market, we are hopeful
that 2003 will offer some interesting opportunities.
We believe that pricing will begin to rationalize

as investors start factoring in the weaker market
fundamentals. While we will remain disciplined,

we will use our intimate market knowledge and

relationships to pursue every potential opportunity.

Above: 50 Marcus Drive
Melville, New York

Left: 58 South Service Road
Melville, New York







In addition, we will continue to pursue joint venture
structures to make ourselves more competitive while

adhering to our investment criteria.

As we have done in the past, we will continue to

refine our porffolio by selling non-core assets and
interests in certain other assets to capitalize on

investor appetite. We will use these proceeds to
maintain financial flexibility and opportunistically

repurchase Reckson equity.

Another key priority for 2003 is to focus on harvesting
our 338 acre land portfolio. We are actively working
on maximizing the value of each of these 14 sites

by pursuing re-zonings or build-to-suit opportunities.

We believe that we have the opportunity to extract

tremendous value from this strategy.

While 2003 may prove to be a difficult operating
environment, we are confident that our experience,
franchise and market position have prepared us to
address any challenge that comes our way. We
will continue to execute our strategy, positioning us
to outperform our markets and, at the same time,

seek out opportunities where we can create value.

We would like to thank our Board, our investors,
our employees and our communities for their

continued support.

Scott Rechler

Chairman of the Executive Committee and
Co-Chief Executive Officer

Nt Wi

Donald Rechler

Chairman of the Board and
~ ~L- ... g




RECKSON'S CORE IDEOLOGY

VISION

Reckson will be the “Landlord of Choice”
in the New York Tri-State area.
MISSION

We are in the business of improving
the quality of life in the workplace
through innovation, design excellence

and providing premier service.

VALUES

« Tenant satisfaction comes first

Do what is right by acting honestly,

fairly and maintaining integrity

o Act as a team, share knowledge,

foster a challenging and rewarding

work experience for all employees

» Strive for continued improvement
individually and continued progress

as a Company

» Be responsible to the communities in

which we operate

o Treat our shareholders as we would

treat our partners

By acting in this manner, we will

maximize the value of our Company.
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RECKSON ASSOCIATES REALTY CORP.
Sezcrep Financial Dava
{IN THOUSANDS EXCEPT PER SHARE DATA AND PROPERTY COUNT)

For the Year Ended December 31,

2002 2001 2000 1999 1998

Qreraning Darva:
Total revenues . ... $506,092 $514,646  $483,298  $387,664  $261,327
Total expenses. . .. ... i 407,545 393,022 371,426 297,131 199,967
Income before minority interests, preferred dividends and

distributions, valuation reserves, equity in earnings of real

estate joint ventures and service companies, gain on sales of

real estate, discontinued operations and extraordinary loss . . 98,547 121,624 111,872 90,533 61,360
Minority inferests . .. ... ... 24,968 10,097 20,694 16,035 10,467
Preferred dividends and distributions . ... .. ... .. .. ... 23,123 23,977 28,012 27,001 14,244
Valuation reserves on investments in affiliate loans and joint

ventures and other investments . .. ... . ... . ... ... ... - 166,101 - - —
Equity in earnings of real estate joint ventures and service

COMPANIBS . o o v et e e e e e 7,113 2,087 4,383 2,148 1,836
Gainonsalesof realestate .. ....... ... ... ......... 537 20,173 18,669 10,052 -
Discontinued operations (net of minority interests’ share) . . . .. 4,762 1,019 1,208 1,135 1,080
Extraordinary loss {net of minority interests’ share) .. ... ... .. 2,335 2,595 1,396 555 1,670
Net income {loss) allocable to Class A common shareholders . . 47,604 (44,243) 62,989 47,529 37,895
Net income (loss) allocable to Class B common shareholders . . 12,929 (13,624) 23,041 12,748 -
Per SHarz Data = Crass A Common SHAREHOLDERS:
Basic:

Basic net income {loss) before extraordinary foss ... .. .. .. $ J9 0% (119 ¢ 119 ¢ 100 % 97

Gainonsalesorrealestate . ............ ... ... .. 01 .29 .28 A7 -

Discontinued operations . .. ........... .. . . ... 07 .02 .02 .02 .03

Extraordinary loss .. ... ... ... ... oL {.G3) (.04) (.03) (on {.04)

Basic netincome floss) .. ...... ... ... L, $ 84 % (92) $§ 146 $ 118 $ 096

Weighted average shares outstanding . ... ... ...... ... 49,669 48,121 43,070 40,270 39,473

Caosh Dividends declared. . .. ................... ... $ .76 % 166 $ 153 0§ 145 $ 133
Diluted:

Diluted net income [loss) before extraordinary loss . ... .. .. $ J9 % (119 8 137 0§ 99 3 96

Gain on sales or real estate . .. ... .. e 01 29 .28 7 -

Discontinued operations ... .......... . . L7 .02 .02 02 .03

Extraordinaryloss ... ... ... {.C4) (-04) (.02) (o (-04)

Diluted netincome {loss) ... . ... ... $ 23 % (920 § 145 0§ 137§ 95

Diluted weighted average shares outstanding ... ... ... .. 49,968 48,121 43,545 40,676 40,010
Per Srare Dara — Crass B Common SHAREHOLDERS?
Basic:

Basic net income (loss) before extraordinary loss . ... ... .. $ .21 $ (1700 $ 182 $ 160 § -

Gainonsalesorrealestate . ......... ... ... ... . ... L1 42 .43 27 -

Discontinued operations ... ....... .. .. ... . L. 11 .02 .03 .04 -

Extraordinary loss .. ... . ... (.03) (.06) (.04) (.02} —

Basic net Income {loss) .. ... .. ... ... L $ 128 $ (132) $ 224 ¢ 189 § -

Weighted average shares outstanding .. .. ............ 10,122 10,284 10,284 6,744 -

Cash Dividends declared. . . . ...................... $§ 239 $ 255 ¢ 235 $ 154 ¢ -
Diluted:

Diluted net income (loss) before extraordinary loss ... ... .. $ 92 $ (1700 $ 154 $ 124 ¢ —

Gainonsalesorrealestate . ..... ... ... .. ... .. ... - 42 .07 .03 -

Discontinued operations . .. ....... .. ... . ol 02 .02 .01 — -

Extraordinary loss .. ... ... L (.04} (.06) (.03) (.01} -

Diluted net income floss) .. ........ ... ... . ........ $ . $ (1320 $ 159 § 126 § —

Diluted weighted average shares outstanding ... . ....... 10,122 10,284 10,284 6,744 -

27
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RECKSON ASSOCIATES REALTY CORP.
Sewscren Fivancial Data—conmnuen
(in thousands except per share data and property count)

For the Year Ended December 31,
2002 2001 2000 1999 1998

Batanct Suzer Data (period end):
Commercial real estate properties, before accumulated depreciation  $2,954,527 $2,880,879 $2,770,6407 $2,208,399 $1,737,133

Cash and cash equivalents {4) . ... .............. ...... 30,827 121,975 17,843 21,368 2,349
Total @ssets . . ..o 2,907,920 2,994,218 2,998,030 2,733,878 1,854,816
Mortgage notespayable . .. .. .. ... . .. L 740,012 751,077 728,971 459,174 253,463
Unsecured credit facility (4) . ... .. ... ... 267,000 271,600 216,600 297,600 465,850
Unsecuredtermloan . ............................. - — — 75,000 20,000
Senior unsecured notes . . ... 499,305 449,463 449,385 449,313 150,000
Market value of equity (1) ..o 1,681,372 1,915,587 2,016,390 1,726,845 1,332,882
Total market capitalization including debt (Tand 2} . ... . ... .. 3,052,818 3,251,599 3,397,204 2,993,756 2,199,936
Gruer Daras

Funds from operations (basic){3) ... ... ... ... ... ... . $ 161,023 $ 179487 $ 167,782 $ 130,820 $ 97,497
Funds from operations {diluted) (3) ..................... $ 184,146 $ 206,288 $ 202,169 $ 161,681 § 99,450
Total square feet (atend of period) .. ... ....... . ... . ... 20,284 20,611 21,291 21,385 21,000
Number of properties {at end of period) . ................ 178 182 188 189 204

{1

(3)

(4)

Based on the sum of: {i) the market value of the Company’s Class A common stock and operating partnership units (assuming conversion)
of 55,522,307, 57,469,595, 53,046,928, 48,076,648 and 47,800,049 at December 31, 2002, 2001, 2000, 1999 and 1998,
respectively {based on a per share/unit price of $21.05, $23.36, $25.06, $20.50 and $22.19 ot December 31, 2002, 2001, 2000,
1999 and 1998, respectively), (i) the market value of the Company’s Class B common stock of 9,915,313, 10,283,513, 10,283,513
and 10,283,763 shares at December 31, 2002, 2001, 2000 and 1999, respectively (based on a per share price of $22.40, $25.51,
$27.19 and $22.75 at December 31, 2002, 2001, 2000 and 1999, respectively), (iii) the liquidation preference value of 10,834,500,
11,192,000, 11,192,000 and 15,192,000 shares of the Company's preferred stock at December 31, 2002, 2001, 2000 and 1999,
respectively (based on o per share value of $25.00), (iv) the liquidation preference value of 19,662, 30,965, 42,518 and 42,518 of
the operating partnership’s preferred units at December 31, 2002, 2001, 2000 and 1999, respectively (based on a per unit value of
$1,000) and (v} ot December 31, 2000 and December 31, 1999, the contributed value of a minority partners’ preferred interest of $85

million.

Debt amount is net of minority partners’ proportionate share of joint venture debt plus the Company’s share of unconsolidated joint venture

debt.

Management believes that funds from operations {'FFO"') is an appropriate measure of performance of an equity REIT. FFO is defined by
the National Association of Real Estate Investment Trusts "NAREIT") as net income or loss, excluding gains or losses from debt
restructuring and sales of properties plus depreciation and amortization, and affer adjustments for unconsolidated partnerships and joint
ventures. FFO does not represent cash generated from operating activities in accordance with Generally Accepted Accounting Principles
and is not indicative of cash available to fund cash needs. FFO should not be considered as an alternative o net income as an indicator
of the Company’s operating performance or as an alternative to cash flow as a measure of liquidity. FFO for the year ended December
31, 2001 excludes $163 million of valuation reserves on investments in affiliate loans and joint ventures. Since all companies and analysts
do not calculate FFO in a similar fashion, the Company’s calculation of FFO may not be comparable to similarly tiled measures as reported
by other companies.

On January 4, 2002, approximately $85 million of the cash proceeds received from the sale of a 49% interest in the property located at
919 Third Avenue, New York, NY, was used to pay down the Company's unsecured credit facility.



RECKSON ASSOCIATES REALTY CORP.

Manacement’s Discussion aND ANALYSIS OF
Financial Conomon anp Resulrs of Operations

The following discussion should be read in conjunction with the
historical financial statements of Reckson Associates Realty Corp.
{the “"Company’) and related notes thereto.

The Company considers certain statements set forth herein to be
forward-locking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended, with respect to the
Company's expectations for future periods. Certain forward-looking
statements, including, without limitation, statements relating to the
timing and success of acquisitions and the completion of
development or redevelopment of properties, the financing of the
Company’s operations, the ability to lease vacant space and the
ability to renew or relet space under expiring leases, involve risks
ond uncerfainties. Many of the forward-looking statements can be
identifed by the use of words such as “"believes’’, ‘may”’, “expects”’,
“anticipates’, “infends” or similar expressions. Although the
Company believes that the expectations reflected in such
forward-looking statements are based on reasonable assumptions,
the actual results may differ materially from those set forth in the
forward-looking statements and the Company can give no assurance
that its expectation will be achieved. Among those risks, trends and
uncertainties are: the general economic climate, including the
conditions offecting industries in which our principal tenants
compete; changes in the supply of and demand for office and
industrial / R&D properties in the New York Tri-State area; changes
in interest rate levels; downturns in rental rate levels in our markets
and our ability fo lease or re-lease space in a timely manner at
current or anficipated rental rate levels; the availability of financing
to us or our tenants; financial condition of our tenants; changes in
operating costs, including utility, security and insurance costs;
repayment of debt owed to the Company by third parties {including
Froniline Capital Group); risks associated with joint ventures;
liability for uninsured losses or environmental matters; and other risks
associated with the development and acquisition of properties,
including risks that development may not be completed on schedule,
that the tenants will not take occupancy or pay rent, or that
development or operating costs may be greater than anticipated.
Consequently, such forward-looking statements should be regarded
solely as reflections of the Company’s current operating and
development plans and estimates. These plans and estimates are
subject to revisions from time to time as additional information
becomes available, and actual results may differ from those
indicated in the referenced statements.

Critical Accounting Policies

The consolidated financial statements of the Company include
accounts of the Company and all majority-owned and controlled
subsidiaries. The preparation of financial statements in conformity
with accounting principles generally accepted in the United States
("GAAP") requires management to make estimates and assumptions
in certain circumstances that affect amounts reported in the
Company's consolidated financial statements and related notes. In
preparing these financial statements, management has utilized
information available including its past history, industry standards
and the current economic environment, among other factors, in
forming its estimates and judgments of certain amounts included in
the consolidated financial statements, giving due consideration to
materiality. It is possible that the ultimate outcome as anticipated by
management in formulating its estimates inherent in these financial
statements may not materialize. However, application of the critical
accounting policies below involves the exercise of judgment and use
of assumptions as to future uncertainties and, as o result, actual
results could differ from these estimates. In addition, other companies
may utilize different estimates, which may impact comparability of
the Company’s results of operations to those of companies in similar
businesses.

Revenue Recognition and Accounts Receivable

Rental revenue is recognized on a straight line basis, which
averages minimum rents over the terms of the leases. The excess of

renfs recognized over amounts contractually due are included in
deferred rents receivable on the Company’s balance sheets. The
leases also typically provide for tenant reimbursements of common
area maintenance and other operating expenses and real estate
taxes. Ancillary and other property related income is recognized in
the period earned.

The Company makes estimates of the collectibility of its accounts
receivables related to base rents, tenant escalations and
reimbursements and other revenue or income. The Company
specifically analyzes tenant receivables and analyzes historical bad
debts, customer credit worthiness, current economic trends and
changes in customer payment terms when evaluating the adequacy
of its allowance for doubtful accounts. In addition, when tenants are
in bankruptcy the Company makes estimates of the expected
recovery of pre-petition administrative and damage claims. In some
cases, the ultimate resolution of those claims can exceed beyond a
year. These estimates have a direct impact on the Company’s net
income, because a higher bad debt reserve resulis in less net
income.

The Compony records interest income on investments in
morigage notes and notes receivable on an accrual basis of
accounting. The Company does not accrue interest on impaired
loans where, in the judgment of management, collection of interest
according to the contractual terms is considered doubtful. Among the
factors the Company considers in making an evaluation of the
collectibility of interest are: (i} the status of the loan, {ii} the value of
the underlying collateral, (iii) the financial condition of the borrower
and {iv) anticipated future events.

Gain on sales of real estate are recorded when title is conveyed
to the buyer, subject to the buyer’s financial commitment being
sufficient to provide economic substance to the sale and the
Company having no substantial continving involvement with the
buyer.

Real Estate

Land, buildings and improvements, furniture, fixtures and equipment
are recorded at cost. Tenant improvements, which are included in
buildings and improvements, are also stated at cost. Expenditures for
ordinary maintenance and repairs are expensed to operations as
they are incurred. Renovations and / or replacements, which
improve or extend the life of the asset are capitalized and
depreciated over their estimated useful lives.

Depreciation is computed utilizing the straight-line method over
the estimated useful lives of ten to thirty years for buildings and
improvements and five to ten years for furniture, fixtures and
equipment. Tenant improvements are amortized on a straight-line
basis over the term of the related leases.

The Company is required to make subjective assessments as to
the useful lives of its properties for purposes of determining the
amount of depreciation to reflect on an annual basis with respect to
those properties. These assessments have a direct impact on the
Company’s net income. Should the Company lengthen the expected
useful life of a particular asset, it would be depreciated over more
years, and result in less depreciation expense and higher annual net
income.

Assessment by the Company of certain other lease related costs
must be made when the Company has a reason to believe that the
tenant will not be able to execute under the term of the lease as
originally expected.

long Lived Assets

On a pericdic basis, management assesses whether there are any
indicators that the value of the real estate properties may be
impaired. A property’s value is impaired only if management’s
estimate of the aggregate future cash flows (undiscounted and
without interest charges) to be generated by the property are less

29




30
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than the carrying value of the property. Such cash flows consider
factors such as expected future operating income, trends and
prospects, as well as the effects of demand, competition and other
factors. To the extent impairment has occurred, the loss will be
measured as the excess of the carrying amount of the property over
the fair value of the property.

The Company is required to make subjective assessments as to
whether there are impairments in the value of its real estate
properties and other investments. These assessments have a direct
impact on the Company's net income, because taking an impairment
results in an immediate negative adjustment fo net income. In
determining impairment, if any, the Company has adopted Financial
Accounting Standards Board (“FASB") Statement No. 144,
" Accounting for the Impairment or Disposal of Long Lived Assets”'.

Stock-Based Compensation

Effective January 1, 2002 the Company has elected to follow FASB
Statement No. 123, “Accounting for Stock Based Compensation”
(“Statement No. 123"). Statement No. 123 requires the use of
option valuation models which determine the fair value of the option
on the date of the grant. All future employee stock option grants will
be expensed over the options' vesting periods based on the fair
value ot the date of the grant in accordance with Statement No. 123.
The Company expects minimal financial impact from the adoption of
Statement No. 123. To determine the fair value of the stock options
granted, the Company uses a Black-Scholes option pricing mode!.
Historically, the Company had applied Accounting Principles Board
Opinion No. 25 and related interpretations in accounting for ifs
stock option plans and reported pro forma disclosures in its Form
10K filings by estimating the fair value of options issued and the
related expense in accordance with Statement No. 123,
Accordingly, no compensation cost had been recognized for its
stock option plans prior to the Company’s adoption of Statement No.
123.

in December 2002, the FASB issued Statement No., 148,
“Accounting for Stock-Based Compensation—~Transition and
Disclosure” (“Statement No. 148”). Statement No. 148 amends
Statement No. 123 to provide alternative methods of transition for an
entity that voluntarily adopts the fair value recognition method of
recording stock option expense. Statement No. 148 also amends the
disclosure provisions of Statement 123 and APB Opinion No. 28.
“Interim Financial Reporting” to require disclosure in the summary of
significant accounting policies of the effects of an entity’s accounting
policy with respect tc stock options on reported net income and
earnings per share in annual and interim financial statements.

Overview and Background

The Reckson Group, the predecessor to the Company, was engaged
in the ownership, management, operation, leasing and development
of commercial real estate properties, principally office and industrial
buildings, ond also owned certain undeveloped land located
primarily on long Island, New York. In June 1995, the Company
completed an initial public offering {the “IPO"), succeeded to the
Reckson Group’s real estate business and commenced operations.

The Company is a self-administered and self managed real estate
investment trust ("REIT") engoged in the ownership, acquisition,
leasing, financing, management and development of office and
industrial properties and also owns land for future development. The
Company's growth strategy is focused on the commercial real estate
markets in and around the New York tri-state area (the “Tri-State
Area”). The Company owns all of its interests in its real properties,
directly or indirectly, through Reckson Operating Partnership, L.P.
(the “"Operating Parinership”).

In connection with the IPO, the Company was granted ten year
options fo acquire ten properties (the “Option Properties”} which are
either owned by certain Rechler family members who are also
executive officers of the Company, or in which the Rechler family
members own a non-controlling minority interest at a price based

upon an agreed upon formula. In years prior to 2001, one Option
Property was sold by the Rechler family members to a third party and
four of the Option Properties were acquired by the Company for an
aggregate purchase price of approximately $35 million, which
included the issuance of approximately 475,000 OP Units valued at
approximately $8.8 million. Currently, certain Rechler family
members refain their equity interests in the five remaining Option
Properties (the “Remaining Option Properties”) which were not
contributed to the Company as part of the IPO. Such options provide
the Company the right to acquire fee inferest in two of the Remaining
Option Properties and the Rechlers’ minority interests in three
Remaining Option Properties. The - Independent Directors are
currently reviewing whether the Company should exercise one or
more of the options relating to the Remaining Option Properties.

The Company conducts its management, leasing and construction
related services through taxable REIT subsidiaries as defined by the
Internal Revenue Code of 1986 (the “Code”). These services are
currently provided by Reckson Mancgement Group, Inc., RANY
Management Group, Inc., Reckson Construction Group New York,
Inc. and Reckson Construction Group, Inc. (collectively, the “Service
Companies”) in which, as of September 30, 2002, the Operating
Partnership owned a 97% non-controlling interest. An entity which is
substantially owned by certain Rechler family members who are also
executive officers of the Company owned a 3% controlling interest in
the Service Companies. In order to minimize the potential for
corporate conflicts of interests which became possible as a result of
changes to the Code that permit REITs to own 100% of taxable REIT
subsidiaries, the Independent Directors of the Company approved
the purchase by the Operating Partnership of the remaining 3%
interest in the Service Companies. On October 1, 2002, the
Operating Partnership acquired such 3% interests in the Service
Companies for an aggregate purchase price of approximately
$122,000. Such amount was less than the total amount of capital
contributed to the Service Companies by the Rechler family members.
As a result of the acquisition of the remaining interests in the Service
Companies, the Operating Partnership commenced consolidating
the operations of the Service Companies. During 2002, Reckson
Construction Group, Inc. billed approximately $144,000 of market
rate services and Reckson Management Group, Inc. billed
approximately $313,000 of market rate management fees to the
Remaining Option Properties. In addition, for the year ended
December 31, 2002, Reckson Construction Group, Inc. performed
market rate services, aggregating approximately $322,000 for a
property in which certain executive officers maintain an equity
interest.

Reckson Management Group, Inc. leases 43,713 square feet of
office and storage space at a Remaining Option Property for its
corporate offices located in Melville, New York at an annual base
rent of approximately $1.2 million. Reckson Management Group,
Inc. also leases 10,722 square feet of warehouse space used for
equipment, materials and inventory storage at a Remaining Option
Property located in Deer Park, New York at an annual base rent of
approximately $75,000.

A company affiliated with an Independent Director of the
Company leases 15,566 square feet in a property owned by the
Company at an annual base rent of approximately $431,500.
Reckson Strategic Venture Partners, LLC (“RSVP”) leases 5,144
square feet in one of the Company’s joint venture properties at an
annual base rent of approximately $176,000.

During July 1998, the Company formed Metropolitan Partners,
LLC (“Metropolitan”) for the purpose of acquiring Class A office
properties in New York City. Currently the Company owns, through
Metropolitan, five Class A office properties aggregating
approximately 3.5 million square feet.

During September 2000, the Company formed  joint venture
(the “Tri-State JV*) with Teachers Insurance and Annuity Association
(“TIAA") and contributed nine Class A suburban office properties
aggregating approximately 1.5 million square feet to the Tri-State JV
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for @ 51% majority ownership interest. TIAA confributed
approximately $136 million for a 49% interest in the Tri-State JV
which was then distributed to the Company. The Company is
responsible for managing the day-to-day operations and business
affairs of the Tri-State JV and has substantial rights in making
decisions affecting the properties such as leasing, marketing and
financing. The minority member has certain rights primarliy intended
to protfect its investment. For purposes of its financial statements the
Company consolidates the Tri-State JV.

On December 21, 2001, the Company formed a joint venture
with the New York State Teachers’ Retirement Systems (“NYSTRS”)
(the "919JV"’) whereby NYSTRS acquired a 49% indirect interest in
the property located at 919 Third Avenue, New York, NY for $220.5
million which included $122.1 million of its proportionate share of
secured mortgage debt and approximately $98.4 million of cash
which was then distributed to the Company. The Company is
responsible for managing the day-te-day operations and business
affairs of the 219JV and has substantial rights in making decisions
affecting the property such as developing a budget, leasing and
marketing. The minority member has certain rights primarily intended
to protect its investment, For purposes of its financial statements the
Company consolidates the 919JV.

As of December 31, 2002 the Company owned 178 properties
linclusive of 11 joint venture properties) in the Tri-State Area
suburban and Central Business District (“CBD”}) markets,
encompassing approximately 20.3 million rentable square feet, all
of which are managed by the Company. These properties include 60
Class A suburban office properties encompassing approximately
8.5 million rentable square feet, of which 42 of these properties, or
74% as measured by square foolage, are located within the
Company’s fen office parks. Reckson has historically emphasized the
development and acquisition of properties that are part of
lorge-scale suburban office parks. The Company believes that
owning properties in planned office and industrial parks provides
certain strategic advantages, including the following: (i} certain
tenants prefer being located in a park with other high quality
companies to enhance their corporate image, (i) parks afford
tenants certain aesthetic amenities such as a common landscaping
plan, standardization of signage and common dining and
recreational facilities, (iii) tenants may expand (or contract) their
business within a park, enabling them to centralize business
functions and (iv) a park provides tenants with access to other tenants
and may facilitate business relationships between tenants. The
properties also include 15 Class A CBD office properties
encompassing approximately 5.1 million rentoble square feet. The
CBD office properties consist of five properties located in New York
City, eight properfies located in Stamford, CT and two properties
located in White Plains, NY. Additionally, the properties include
101 industrial / R&D properties encompassing approximately 6.7
million rentable square feet, of which 71 of these properties, or 58%
as measured by square footage, are located within the Company’s
three industrial parks. The properties clso include two refail
properties comprising approximately 20,000 rentable square feet.
The Company also owns a 355,000 square foot office property
located in Orlando, Florida.

The Company also owns approximately 338 acres of land in 14
separate parcels of which the Company can develop approximately
3.2 million square feet of office space and approximately 470,000
square feet of industrial / R&D space. The Company is currently
evalucting alternative land uses for certain of the land holdings to
recalize the highest economic value. These alternatives may include
rezoning certain land parcels from commercial to residential for
potential disposition. As of December 31, 2002, the Company had
invested approximately $121.2 million in these development
projects. Management has made subjective assessments as to the
volue and recoverability of these investments based on current and
proposed development plans, market comparable land values and
alternative use values. The Company has capitalized approximately

$10.5 million during 2002 related to real estate taxes, interest and
other carrying costs related to these development projects. Since the
IPO, the Company has developed, redeveloped, renovated or
repositioned 27 properties encompassing approximately 5.3 million
square feet of office and industrial space.

During February 2003, the Company, through Reckson
Construction Group, Inc., entered into a contract with an affiliate of
First Data Corp. to sell @ 19.3-acre parcel of land located in Melville,
N.Y. and has been retained by the purchaser to develop a
build-to-suit 195,000 square foot office building for aggregate
consideration of approximately $47 million. This transaction is
scheduled to close during the first quarter of 2003 and construction
of the oforementioned office building is scheduled to commence
shortly thereafter.

The Company holds a $17.0 million note receivable which bears
interest at 11.5% per annum and is secured by a minority partnership
interest in Omni Partners, L.P., owner of the Omni, a 579,000 square
foot Class A office property located in Uniondale, N.Y. {the "Omni
Note”). The Company currently owns a 60% majority partnership
interest in Omni Partners, L.P. and on March 14, 2007 may exercise
an option to acquire the remaining 40% interest for a price based on
Q0% of the fair market value of the property. The Company also
holds three other notes receivable aggregating $36.5 million which
bear interest at rates ranging from 10.5% to 12% per annum and are
secured in part by a minority pariner’s preferred unit interest in the
Operating Partnership, ceriain interest in real property and a
personal guaranty (the “Other Notes” and collectively with the Omni
Note, the “Note Receivable Investments”). As of December 31,
2002, management has made subjective assessments as to the
underlying security value on the Company’s Note Receivable
Investments, Based on these assessments the Company's
management believes there is no impairment to the carrying value
related to the Company’s Note Receivable Investments. The
Company also owns a 355,000 square foot office building in
Orlando, Florida. This non-core real estate holding was acquired in
May 1999 in connection with the Company's initial New York City
portfolio acquisition. This property is cross collateralized under a
$103 million mortgage note payable along with one of the
Company’s New York City buildings.

The Company also owns a 60% non-controlling interest in a
172,000 square foot office building located at 520 White Plains
Road in White Plains, New York {the “520§V"} which it manages.
The remaining 40% interest is owned by JAH Realties LP. jon
Halpern, the CEO and a director of HQ Global Workplaces, is a
partner in JAH Realties, L.P. As of December 31, 2002, the 5205V
had total assets of $21.0 million, a mortgage note payable of $12.5
million and other liabilities of $197,000. The Company's allocable
share of the 5201V mortgage note payable is approximately $7.5
million. This mortgage note payable bears interest at 8.85% per
annum and matures on September 1, 2005. In addition, the 520}V
had total revenues of $4.2 million and $4.0 million and total
expenses of $3.3 million and $3.3 million for the years ended
December 31, 2002 and 2001, respectively. The operating
agreement of the 5204V requires joint decisions from all members on
all significant operating and capital decisions including sale of the
property, refinancing of the property’s mortgage debt, development
and approval of leasing strategy and leasing of rentable space. As a
result of the decision-making participation relative to the operations
of the property, the Company accounts for the 5205V under the
equity method of accounting. The 520JV contributed approximately
$648,000 and $478,000 to the Company’s equity in earnings of
recl estate joint ventures for the year ended December 31, 2002 and
2001, respectively.

Through its ownership of properties in the key CBD and suburban
office markets in the Tri-State Areq, the Company believes it has o
unique competitive advantage as the trend toward the regional
decentralization of the workplace increases. Due fo the events of
September 11, 2001, as well as technological advances which
further enable decentralization, companies are strategically
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re-evaluating the benefits and feasibility of regional decentralization
and reassessing their long-term space needs. The Company believes
this multi-location regional decentralization will continve to take
place, increasing as companies begin to have befter visibility as to
the future of the economy, further validating our regional strategy of
maintaining a significant market share in each of the key CBD and
suburban office markets in the Tri-State Area.

The Company’s core business strategy is based on a long-term
outlook considering real estate is a cyclical business. The Company
seeks to accomplish long-term stability and success by developing
and maintaining an infrastructure and franchise that is modeled for
success over the long-term. This approach allows the Company to
recognize different points in the market cycle and adjust our strategy
accordingly. Currently, the Company remains cautious about the
market environment. With this cautious bias we choose to maintain
our conservative operating strategy of focusing on retaining high
occupancies, controlling operating expenses, maintaining a high
level of investment discipline and preserving financial flexibility.

The market capitalization of the Company at December 31,
2002 was approximately $3.1 billion. The Company's market
capitalization is based on the sum of (i) the market value of the
Company’s Class A common stock and common units of limited
partnership interest in the Operating Partnership [“OP Units”)
{assuming conversion) of $21.05 per share / unit (based on the
closing price of the Company’s Class A common stock on December
31, 2002), {ii) the market value of the Company’s Class B common
stock of $22.40 per share (based on the closing price of the
Company's Class B common stock on December 31, 2002), (iii) the
liquidation preference value of the Company’s Series A preferred
and Series B preferred stock of $25 per share, {iv) the liquidation

" preference value of the Operating Partnership’s preferred units of

$1,000 per unit and {v) approximately $1.4 billion {including its
share of joint venture debt and net of minority partners’ interests
share of joint venture debt] of debt outstanding ot December 31,
2002. As g result, the Company’s total debt to total market
capitalization ratio at December 31, 2002 equaled approximately
44.9%.

During 1997, the Company formed Froniline Capital Group,
formerly Reckson Service Industries, Inc. {“Frontline”) and RSVP.
RSVP is a real estate venture capital fund which invests primarily in
real estate and real estate opercling companies outside the
Company's core office and industrial focus and whose common
equity is held indirectly by Frontline. in connection with the formation
and spin-off of Fronttine, the Operating Partnership established an
unsecured credit facility with Frontline (the “Frontline Facility”] in the
amount of $100 million for Frontline to use in its investment activities,
operations and other general corporate purposes. The Company
advanced approximotely $93.4 million under the Frontline Facility.
The Operating Partnership also approved the funding of investments
of up to $100 million relating to RSVP [the “RSVP Commitment”},
through  RSVP-controlled joint ventures {for REIT-qualified
investments} or advances made to Frontline under an unsecured loan
facility {the “RSVP Facility”} having terms similar to the Frontline
Facility {advances made under the RSVP Facility and the Frontline
Facility herecfter, the “Frontline Loans”}. During March 2001, the
Company increased the RSYP Commitment to $1 10 million and as of
December 31, 2002, approximately $109.1 million had been
funded through the RSVP Commitment, of which $59.8 million
represents investments by the Company in RSVP-controlled
{REIT-qualified) joint ventures and $49.3 million represents loans
made to Frontline under the RSVP Facility. As of December 31,
2002, interest accrued {net of reserves) under the Frontline Facility
and the RSVP Facility was approximately $19.6 million. RSYP
refained the services of two managing directors to manage RSVP’s
day to day operations. Prior to the spin off of Frontline, the Company
guaranteed certain salary provisions of their employment
agreements with RSVP Holdings, LLC, RSVP’s common member. The
term of these employment agreements is seven years commencing

March 5, 1998, provided however, that the term may be earlier
terminated after five years upon certain circumstances. The salary for
each managing director is $1 million in the first five years and $1.6
million in years six and seven.

At June 30, 2001, the Company assessed the recoverability of
the Frontline Loans and reserved approximately $3.5 million of the
interest accrued during the three-month period then ended. In
addition, the Company formed a committee of its Board of Directors,
comprised solely of independent directors, to consider any actions to
be taken by the Company in connection with the Frontline Loans and
its investments in joint ventures with RSVYP. During the third quarter of
2001, the Company noted o significant deterioration in Frontline's
operations and financial condition and, based on its assessment of
value and recoverability and considering the findings and
recommendations of the committee and its financial advisor, the
Company recorded a $163 million valuation reserve charge,
inclusive of anticipated costs, in its consolidated statements of
operations relating fo its investments in the Frontline Loans and joint
ventures with RSVP. The Company has discontinued the accrual of
interest income with respect to the Frontline Loans. The Company has
also reserved against its share of GAAP equity in earnings from the
RSVP controlled joint ventures funded through the RSYP Commitment
until such income is realized through cash distibutions. If the
RSVP-controlled joint ventures reported losses, the Company would
record its proportionate share of such losses.

At December 31, 2001, the Compceny, pursuant to Section 166
of the Code, charged off for tax purposes $70 million of the
aoferementioned reserve directly reloted to the Frontline Facility,
including accrued inferest. On February 14, 2002, the Company
charged off for tax purposes an additional $38 million of the reserve
directly related to the Frontline Facility, including accrued interest,
and $47 million of the reserve directly related to the RSVP Facility,
including accrued interest.

Frontline is in default under the Frontline Loans from the
Operating Partnership and on June 12, 2002, filed o voluntary
petition for relief under Chapter 11 of the U.S. Bankruptcy Code.

As a result of the foregoing, the net carrying value of the
Company’s investments in the Froniline loans and joint venture
investments with RSVP, inclusive of the Company's share of
previously accrued GAAP equity in earnings on those investments, is
approximately $65 million which was reassessed with no change by
management as of December 31, 2002. Such amount has been
reflected in investments in service companies and affiliate loans and
joint ventures on the Company’s consolidated balance sheet. The
common and preferred members of RSVP are currently in dispute
over cerfain provisions of the RSVP operating agreement, The
members are currently negotiating to restructure the RSVP operating
agreement to seftle the dispute. There can be no assurances that the
members will successfully negotiate a setlement.

Both the Frontline Facility and the RSVP Facility terminate on June
15, 2003, are unsecured and advances thereunder are recourse
obligations of Frontline. Notwithstanding the valuation reserve, under
the terms of the credit facilities, interest accrued on the Frontline Loans
ata rate equal to the greater of (a} the prime rate plus two percent and
(b} 12% per annum, with the rate on amounts that were outstanding
for more than one yeor increasing annually at a rate of four percent
of the prior year's rafe. In March 2001, the credit facilities were
amended to provide that (i} interest is payable only at maturity and {ii)
the Company may transfer all or any portion of its rights or obligations
under the credit facilities to its affiliates. The Company requested
these changes as a result of changes in REIT tax laws. As a result of
Frontline’s default under the Frontline Loans, interest on borrowings
thereunder accrue at default rates ranging between 13% and 14.5%
per annum.

Scott H. Rechler, who serves as Co-Chief Executive Officer and a
director of the Company, serves as CEQ and Chairman of the Board
of Directors of Frontline.
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HQ Global Workplaces, Inc. ("HQ"), one of the largest providers
of flexible officing solutions in the world and which is controlled by
Frontline, currently operates nine (formerly eleven) executive office
centers in the Company's properties, three of which are held through
joint ventures. The leases under which these office centers operate
expire between 2008 and 2011, encompass approximately
202,000 square feet and have current contractual annual base rents
of approximately $6.1 million. On March 13, 2002, as a result of
experiencing financial difficulties, HQ voluntarily filed a petition for
relief under Chapter 11 of the U.S. Bankruptcy Code. Subsequent to
HQ filing for bankruptey protection it defaulted under their leases
with the Company. Further, effective March 13, 2002, the
Bankruptcy Court granted HQ's petition to reject two of its leases
with the Company. The ftwo rejected leases aggregated
approximately 23,900 square feet and provided for contractual
base rents of approximately $548,000 for the 2002 calendar year.
Commencing April 1, 2002 and pursuant to the bankruptey filing,
HQ has been paying current rental charges under its leases with the
Company, other than under the two rejected leases. The Company is
in negotiation to restructure four of the leases and leave the terms of
the remaining five leases unchanged. All negotiations with HQ are
conducted through a commitiee designated by the Board and
chaired by an independent director. There can be no assurance as to
whether any deal will be consummated with HQ or if HQ will affirm
or reject any or all of its remaining leases with the Company. As a
result of the foregoing, the Company has reserved approximately
$550,000 (net of minority partners’ interests and including the
Company’s share of unconsolidated joint venture interest), or 74%,
of the amounts due from HQ as of December 31, 2002. Scott H.
Rechler serves as non-executive Chairman of the Board of HQ and
Jon Halpern is the Chief Executive Officer and a director of HQ.

WorldCom/MCl and its affiliates {“WorldCom”), a telecommu-
nications company, which leased, as of December 31, 2002,
approximately 527,000 square feet in thirteen of the Company’s
properties located throughout the Tri-State Area voluntarily filed a
petition for relief under Chapter 11 of the U.S. Bankruptcy Code on
July 21, 2002. The total annualized base rental revenue from these
leases amounted to approximately $12.0 million, or 2.9% of the
Company's total 2002 annudlized rental revenue, making it the
Company's second largest tenant based on base rental revenue
earned on a consolidated basis. All of WorldCom's leases were
current on base rental charges through December 31, 2002 and the
Company currently holds opproximately $300,000 in security
deposits relating to these leases. In February 2003, the Bankruptcy
Courtgranted WorldCom's petition fo reject three of its leases with the
Company. The three rejected leases aggregated approximately
192,000 square feet and provided for confractual base rents of
approximately $4.8 million for the 2002 calendar year. The
Company is currently in negofiations to restructure the remaining
WorldCom leases. There can be no assurance as to whether
WorldCom will affirm or reject any or all of its remaining leases with
the Company. As a result of the foregoing, the Company has written
off approximately $1.1 million of deferred rent receivable. In
addition, the Company reserved an additional $475,000 against the
deferred rents receivable representing approximately 46% of the
outstanding deferred rents receivable attributable to the remaining
WorldCom leases.

MetroMedia Fiber Network Services, Inc. [“MetroMedia”}, which
leased approximately 112,000 square feet in one property from the
Company, voluntarily filed a petition for relief under Chapter 11 of
the U.S. Bankruptcy Code in May 2002. MetroMedia’s lease with
the Compaony provided for contractual base rent of approximately
$25 per square foot amounting to $2.8 million per calendar year
and expired in May 2010. In July 2002, the Bankruptcy Court
granted MetroMedia’s petition to restructure and reduce space under
its existing lease. As a result, the lease was amended to reduce
MetroMedia's space by 80,357 square feet to 31,718 square feet.
Annual base rent on the 31,718 square feet MetroMedia will
continue fo lease is $25 per square foot amounting to approximately

$793,000 per annum. Further, pursuant to the Bankruptcy Court
order MetroMedia is required to pay to the Company a surrender fee
of approximately $1.8 million. As a result of the foregoing, the
Company wrote-off approximately $388,000 of deferred rent
receivable relating to this lease and recognized the aforementioned
surrender fee.

Arthur Andersen, LLP ("AA”) leased approximately 38,000
square feet in one of the Company’s New York City buildings. AA’s
lease with the Company provided for base rent of approximately $2
million on an annualized basis and expired in April 2004. AA has
experienced significant financial difficulties with its business and as
a result has entered into a lease termination agreement with the
Company effective November 30, 2002. In October 2002, AA paid
the Company for all base rental and other charges through
November 30, 2002 and o lease termination fee of approximately
$144,000. As a result of the foregoing, the Company has written off
approximately $130,000 of deferred rent receivable aftributable 1o
AA's lease.

Results of Operations

The Company's total revenues decreased by $8.6 million or 1.7%
from 2001 to 2002 and increased by $31.3 million or 6.5% from
2000 to 2001. Property operating revenues, which include base
rents and tenant escalations and reimbursements {“Property
Operating Revenues”} increased by $3.9 million or .8% from 2001
to 2002 and $45.7 million or 10.2% from 2000 to 2001. The 2002
increase in Property Operating Revenues is atftributable fo net
increases in rental rates and lease termination fees in our “same
store” properties of $8.2 million. In addition, Property Operating
Revenues increased by $8.7 million attributable to lease up of newly
developed and redeveloped assets. These increases were offset by
$10.6 million of revenue attributable to six properties that were sold
in 2001 and an increase in reserves or write-offs of $2.4 million
related to tenant receivables and deferred rents receivable. The
2001 increase in Property Operating Revenues is primarily
attributable to increases in rental rates in our “same store” properties
amounting to $29.3 million. In addition, $12.4 million of the
increase was generated by the lease up of newly developed and
redeveloped properties added to the operating portfolio. The
increase in Property Operating Revenues offset the decrease of
$14.4 million in other revenues. This decrease is primarily dve to @
decrease of $11.6 million related to interest earned on advances
made under the Frontline Loans.

The Company’s base rent reflects the positive impact of the
straight-line rent adjustment of $26.6 million in 2002, $41.6 million
in 2001 and $38.8 million in 2000. The 2002, 2001 and 2000
straight-line rent adjustment includes $9.4 million, $26.9 million and
$23.3 million, respectively, generated from the property located at
919 Third Avenue, New York, NY, which is primarily attributable to
rental abatement periods for the three largest tenants.

During the year ended December 31, 2002, the Company
incurred approximately $6.3 million of bad debt expense related to
tenant receivables and deferred rents receivable which accordingly
reduced total revenues for the year then ended. ‘

Property operating expenses, real estate taxes and ground rents
(“Property Expenses”) increased by $7.8 million or 4.6% from 2001
to 2002 and $11.2 million or 7.2% from 2000 to 2001. The 2002
increase in Property Expenses is primarily due to a $5.3 million
increase in property operating expenses and a $5.9 million increase
in real estate taxes related to our “same store” properties. Included in
the $5.3 million increase in property operating expenses is $2.7
million and $1.4 million of increased insurance and security costs,
respectively. These increases result primarily from implications of the
events that occurred on September 11, 2001 and the security cost
increases relate primarily to our New York City properties. In
addition, Property Expenses increased by $2.0 million attributable to
the lease up of newly developed and redeveloped properties. These
increases in Property Expenses were offset by $5.4 million of
expenses aftributable to six properties that were sold in 2001. The
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2001 increase in Property Expenses is primarily due to an increase
in property operating expenses of $10.2 million in our “same-store”
properties which consists of a $6.2 million increase in property
operating expenses and a $4.0 million increase in real estate taxes.
The increase in Property Expenses is also afiributable to increases in
labor costs, maintenance contracts and security costs. In addition,
there was an increase in Property Expenses of $2.7 million due to
higher occupancy levels at our developed and redeveloped
properties.

Gross operating margins (defined as Property Operating
Revenues less Property Expenses, taken as a percentage of Property
Operating Revenues) for 2002, 2001 and 2000 were 64.9%,
66.1% and 65.2%, respectively. The slight decrease from 2001 to
2002 in gross operating margin percentages resulted primarily from
portfolio wide increases in real estate toxes and property and
liability insurance costs. The increase from 2000 to 2001 is
primarily due fo an increase in rental rates.

Marketing, general and administrative expenses were $31.6
million in 2002, $30.6 million in 2001 and $27.2 million in 2000.
The increase in marketing, general and administrative expenses is
primarily due to the increased costs of maintaining offices and
infrastructure in each of the Company’s five divisional markets and
costs associated with the growth of the Company. The Company's
business strategy has been to expand further into the Tri-State Area
suburban and CBD markets and the New York City market, to create
a superior franchise value by applying its standards for high quality
office and industrial / R&D space and premier tenant service fo its
five operating divisions. Over the past three years the Company has
supported this effort by increasing its marketing programs and
strengthening its resources and operating systems. The cost of these
efforts is reflected in both marketing, general and administrative
expenses as well as the revenue growth of the Company. To a lesser
extent, in 2001, the increase in marketing, general and
administrative costs was impacted by legal and professional fees
incurred in  connection with certain cancelled acquisition
transactions and amortization of deferred compensation costs.
Marketing, general and administrative expenses as a percentage of
operating revenues from continuing operations were 6.2% in 2002,
5.9% in 2001 and 5.6% in 2000.

Interest expense was $88.6 million in 2002, $93.1 million in
2001 and $96.3 million in 2000. The decrease of $4.5 million from
2001 to 2002 is attributable to an overall decrease in interest rates
on the Company’s unsecured credit facility emounting to
approximately $8.7 million. This decrease was offset by (i)
increased inferest expense of $1.7 million on the Company’s senior
unsecured notes resulting from the issuance of $50 million of
five-year notes in June 2002, (ii} a net increase in mortgage interest
expense of approximately $520,000 which was primarily
attributable to the $50 million principal increase on the debt of 919
Third Avenue in July 2001 and the satisfaction of three mortgage
nofes payable aggregrating approximately $24.3 million during
2001 and (iii) approximately a $2.0 million decrease in capitalized
interest attributable to o decrease in the level of development
projects. The decrease of $3.2 million from 2000 to 2001 is
attributable to lower interest rates and a decreased average balance
on the Company’s unsecured credit facility. This was partially offset
by an increase in the Company’s mortgage notes payable which
was the result of the refinancing of the property located at 919 Third
Avenue, New York, NY. The weighted average balance outstanding
on the Company’s unsecured credit facility was $284.5 million in
2001 and $416.5 million in 2000.

included in depreciction and amortization expense is amortized
financing costs of $4.5 million in 2002, $4.5 million in 2001 and
$4.1 million in 2000.

For the year ended December 31, 2001, the Company’s
consolidated statement of operations includes valuation reserve
charges of $166.1 million which is comprised of the following: (i)
valuation reserve charges, inclusive of anticipated costs, of $163

million related to the Company’s investments in the Frontline Loans
and joint ventures with RSVP {see Overview and Background for a
further discussion of this valuation reserve charge), (i) in November
1999, the Company received 176,186 shares of the common stock
of Frontline as fees in connection with the Frontline Loans. As a result
of certain tax rule provisions included in the REIT Modernization Act,
it was determined that the Company could no longer maintain any
equily position in Frontline. As part of a compensation program, the
Company distributed these shares to certain non-executive
employees subject to recourse loans. The loans were scheduled to be
forgiven over time based on continued employment with the
Company. Based on the current value of Frontline’s common stock
the Company has established a valuation reserve charge relating to
the outstanding balance of these loans in the amount of $2.4 million
and (iii) based on the Company’s value assessment of its investment
in Captivate Network, Inc., an unrelated technology based service
company, the Company recorded a valuation reserve charge of
approximately $700,000.

Extraordinary losses, net of limited pariners’ minority interest,
resulted in a $2.4 million loss in 2002, a $2.6 million loss in 2001
and a $1.4 million loss in 2000. The extraordinary losses were all
aftributable to the write-offs of certain deferred loan costs incurred in
connection with the Company’s refinancing of its debt.

Liguidity and Capital Resources

Historically, rental revenue has been the principal source of funds
to pay operating expenses, debt service and capital expenditures,
excluding non-recurring capital expenditures of the Company. The
Company expects to meet its short-term liquidity requirements
generally through its net cash provided by operating activities along
with the Credit Facility previously discussed. The Credit Facility
contains several financial covenants with which the Company must
be in compliance in order to borrow funds thereunder, During certain
quarterly periods, the Company may incur significant leasing costs
as a result of increased market demonds from tenants and high levels
of leasing transactions. As a result, during these periods the
Company's cash flow from operating activities may not be sufficient
to pay 100% of the quarterly dividends due on its common stock. To
meet the short-term funding requirements relating to these leasing
costs, the Company may use proceeds of property sales or
borrowings under its Credit Facility. The Company expects to meet
cerfain of its financing requirements through long-term secured and
unsecured borrowings and the issuance of debt and equity securities
of the Company. There can be no assurance that there will be
adequate demand for the Company’s equity at the time or at the
price in which the Company desires to raise capital through the sale
of additional equity. In addition, when valuations for commercial
real estate properties are high, the Company will seek to sell certain
properties or interests therein to realize value and profit created. The
Company will then seek opportunities to reinvest the capital realized
from these dispositions back into value-added assets in the
Company’s core Tri-State Area markets, as well as pursue its stock
repurchase program. The Company will refinance existing mortgage
indebtedness or indebtedness under the Credit Facility at maturity or
retire such debt through the issuance of additional debt securities or
additional equity securities. The Company anticipates that the
current balance of cash and cash equivalents and cash flows from
operating activities, together with cash available from borrowings
and equity offerings, will be adequate to meet the capital and
liquidity requirements of the Company in both the short and
long-term.

As a result of current economic conditions, certain tenants have
either not renewed their leases upon expiration or have paid the
Company to terminate their leases. In addition, a number of U.S.
companies have filed for protection under federal bankruptcy laws.
Cerfain of these companies are tenants of the Company. The
Company is subject to the risk that other companies that are tenants
of the Company may file for bankruptcy protection. This may have
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an adverse impact on the financial results and condition of the
Company. In addition, vacancy rates in our markets have been
trending higher and in some instances our asking rents in our markets
have been trending lower and landlords are being required to grant
greater concessions such as free rent and tenant improvements.
Additionally, the Company carries comprehensive liability, fire,
extended coverage and rental loss insurance on all of its properties.
Five of the Company’s properties are located in New York City. As a
result of the events of September 11, 2001, insurance companies are
limiting coverage for acts of terrorism in all risk policies. In November
2002, the Terrorism Risk Insurance Act of 2002 was signed into law
which, among other things, requires insurance companies to offer
coverage for losses resulting from defined “acts of terrorism” through
2004. The Company's current insurance coverage provides for full
replacement cost of its properties, except that the coverage for acts of
terrorism on its properties covers losses in an amount up to $300
million per occurrence. As a result, the Company may suffer losses
from acts of terrorism that are not covered by insurance. In addition,
the mortgage loans which are secured by certain of the Company’s
properties contain customary covenants, including covenants that
require the Company to maintain property insurance in an amount
equal to replacement cost of the properties. There can be no
assurance that the lenders under these mortgage loans will not take
the position that exclusions from the Company’s coverage for losses
due to terrorist acts is a breach of a covenant which, if uncured, could
allow the lenders to declare an event of defoult and accelerate
repayment of the morigage loans. Other outstanding debt
instruments contain standard cross default provisions that would be
triggered in the event of an acceleration of the mertgage loans. This
matter could adversely affect the Company’s financial results, its
ability to finance and/or refinance its properties or to buy or sell
properties.

The terrorist attacks of September 11, 2001 in New York City
may adversely effect the value of the Company’s New York City
properfies and its obility to generate cash flow. There may be a
decrease in demand in metropolitan areas that are considered at risk
for future terrorist attacks, and this decrease may reduce the
Company's revenues from property revenues.

In order to qualify as a REIT for federal income tax purposes, the
Company is required to make distributions to its stockholders of at
least 90% of REIT taxable income. The Company expects to use its
cash flow from operating activities for distributions to stockholders
and for payment of recurring, non-incremental revenue-generating
expenditures. The Company intends 1o invest amounts accumulated
for distribution in short-term investments.

Summary of Cash Flows

Net cash provided by operating activities totaled $196.1 million in
2002, $186.0 million in 2001 and $169.2 million in 2000.
Increases for each year were primarily attributable to the growth in
cash flow provided by the acquisition of properties and / or the
increased occupancy levels of the Company’s development
properties and the increase in rental rates in all of the Company’s
markets. The lower level of increase in 2002 is attributable to a more
competitive operating environment in which the Company did not
acquire additional properties as well as a decrease in market rental
rates and occupancies in the Company’s markets.

Net cash used in investing activities totaled $85.1 million in
2002, $87.5 million in 2001 and $261.3 million in 2000. The
decrease in cash flows used in investing activities over the past three
years is primarily afiributable to the Company’s decrease in property
acquisitions. Cash used in investing activities during 2002 related
primarily to the Company’s ongoing development of its properties,
the acquisition of approximately 52.7 acres of development land
located in Valhalla, NY and costs associated with creating tenant
space including the payment of leasing costs. Cash used in investing
activities during 2001 and 2000 related primarily to investments in
real estate properties including development costs. Included in these

investing activities for the 2001 and 2000 periods is the Company’s
investments of approximately $18.7 million and $16.3 million,
respectively, in RSVP-controlled (REIT qualified) joint ventures. Cash
used in investing activities for the 2001 and 2000 periods was offset
by proceeds from the redemption of the Company's preferred equity
investments in Keystone Property Trust as well as from sales of real
estate, securities and mortgage note receivable repayments in each
of the years then ended.

Net cash used in financing activities totaled $202.2 million in
2002. Net cash provided by financing activities totaled $5.7 million
in 2001 and $88.6 million in 2000. Cash used in financing
activities during 2002 related primarily to the Company's stock
buy-back program and repurchases of its Series A preferred stock
aggregating approximately $75 million. In addition, during 2002
cash used in financing activities was impacted by principal
payments on secured borrowings and dividends and distributions.
These uses of cash were offset by the Company issuing $50 million
of five-year senior unsecured notes. Cash provided by financing
activities during 2001 and 2000 related primarily fo proceeds from
secured debt financings, minority partner contributions and
advances under the Company’s unsecured credit facility. Cash
provided by financing activities for the 2001 and 2000 periods was
offset by advances made under the Froniline Loans of approximately
$7.2 million and $13.6 million, respectively. Cash provided by
financing activities during these years was also offset by principal
payments on secured borrowings and the unsecured credit facility as
well as loan and equity issuance costs ond dividends and
distributions.

Investing Activities

On April 1, 2002, the Company paid approximately $23.8 million
to acquire 52.7 acres of land located in Valhalla, NY on which the
Company can develop approximately 875,000 square feet of office
space. The Company currently owns and operates three buildings
encompassing approximately 700,000 square feet in the same
office park in which this land parcel is located. This acquisition was
financed in part from the sales proceeds of an office property being
held by a qualified intermediary for the purposes of an exchange of
real property pursuant to Section 1031 of the Code and from an
advance under the Credit Facility.

On August 7, 2002, the Company sold an industrial property on
long Island aggregating approximately 32,000 square feet for
approximately $1.8 million. This property was sold to the sole tenant
of the property through an option contained in the tenant’s lease. On
August 8, 2002, the Company sold two Class A office properties
located in Wesichester County, NY aggregating approximately
157,000 square feet for approximately $18.5 million. Net proceeds
from these sales were used to repay borrowings under the Credit
Facility and for general corporate purposes.

The following table sets forth the Company’s invested capital
(before valuation reserves) in RSVP controlled (REIT-qualified) joint
ventures and amounts which were advanced under the RSVP
Commitment to Frontline, for its investment in RSVP controlled
investments (in thousands):

RSVP
confrolled
joint Amounts
ventures advanced Yotal
Privatization . ......... $21,480 $ 3,520 $ 25,000
Student Housing . ... . . .. 18,086 3,935 22,021
Medical Offices ... ... .. 20,185 — 20,185
Pcrking .............. - 9,091 9,091
Resorts . ............. — 8,057 8,057
Net leased retail . ... . ... — 3,180 3,180
Other assets and overhead . — 21,598 21,598
$59,751 $49,381 $109,132
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Included in these investments is approximately $16.5 million of
cash that has been contributed to the respective RSVP controlled joint
ventures or advanced under the RSVP Commitment to Frontline and
is being held, along with cash contributed by the preferred investors.

Financing Activities

During 2002, the Company paid cash dividends on its Class A
common stock of approximately $1.70 per share and opproximately
$2.59 per share on its Class B common stock.

The Board of Directors of the Company has authorized the
purchase of up to five million shares of the Company’s Class A
common stock and / or its Class B common stock. It is anticipated
that transactions conducted on the New York Stock Exchange will be
effected in accordance with the safe harbor provisions of the
Securities Exchange Act of 1934 and may be terminated by the
Company at any time.

As of December 31, 2002, under this buy-back program, the
Company purchased 368,200 shares of Class B common stock at an
average price of $22.90 per Class B share and 2,698,400 shares
of Class A common stock at an average price of $21.60 per Class A
share for an aggregate purchase price for both the Class A and
Class B common stock of approximately $66.7 million. As a result of
these purchases, annual common stock dividends will decrease by
approximately $5.5 million. Previously, under the Company’s prior
stock buy-back program, the Company purchased and retired
1,410,804 shares of Class B common stock at an average price of
$21.48 per Class B share and 61,704 shares of Class A common
stock at an average price of $23.03 per Class A share for an
aggregate purchase price for both the Class A and Class B common
stock of approximately $31.7 million.

The Board of Directors of the Company has formed a pricing
committee to consider purchases of up to $75 million of the
Company's outstanding preferred securities. During October 2002,
the Company purchased and retired 357,500 shares of its Series A
preferred stock at $22.29 per share for approximately $8.0 miltion,
As a result of this purchase, annual preferred dividends will decrease
by opproximately $682,000.

During the year ended December 31, 2002, approximately
11,303 preferred units of limited partnership interest in the
Operating Partnership, with a liquidation preference value of
approximately $11.3 million, were exchanged for 451,934 CP
Units at an average price of $24.66 per OP Unit. In addition,
666,468 OP Units were exchanged for an equal number of shares
of the Company’s Class A common stock.

During the year ended December 31, 2001, approximately
11,553 preferred units of limited partnership interest in the
Operating Partnership, with a liquidation preference value of
approximately $11.6 million, were exchanged for 456,351 OP
Units at an average price of $25.32 per OP Unit. In addition,
660,370 OP Units were exchanged for an equal number of shares of
the Company’s Class A common stock.

In May 2001, a minority partner that owned an $85 million
preferred equity investment in Metropolitan converted its preferred
equity investment into 3,453,881 shares of the Company’s Class A
common stock based on a conversion price of $24.61 per share. As
a result of the minority partner’s conversion of its preferred equity
investment, the Company owns 100% of Metropolitan.

The Company currently has a three year $500 million unsecured
revolving credit facility (the “Credit Facility”) from JPMorgan Chase
Bank, as administrative agent, Wells Farge Bank, National
Association as syndication agent and Citicorp North America, Inc.

and Wachovia Bank, National Association as co-documentation
agents. The Credit Facility matures in December 2005, contains
options for a one year extension subject to a fee of 25 basis points
and, upon receiving additional lender commitments, increasing the
maximum revolving credit amount to $750 million. In addition,
borrowings under the Credit Facility are currently priced off LIBOR
plus 90 basis points and the Credit Facility carries a facility fee of 20
basis points per annum. In the event of a change in the Operating
Partnership’s unsecured credit rating the interest rates and facility fee
are subject to change. The outstanding borrowings under the Credit
Facility were $267.0 million ot December 31, 2002.

The Credit Facility replaced the Company’s $575 million
unsecured credit facility (the “Prior Facility” and together with the
Credit Facility, the “Credit Facility”). As a result, certain deferred
loan costs incurred in connection with the Prior Facility were written
off. Such amount is reflected as an extraordinary loss in the
Company’s consolidated statements of operations.

The Company utilizes the Credit Facility primarily to finance real
estate investments, fund its real estate development activities and for
working capital purposes. At December 31, 2002, the Company
had availability under the Credit Facility to borrow approximately an
additional $203.0 million subject to compliance with cerfain
financial covenants.

On June 17, 2002, the Operating Partnership issued $50 million
of five-year 6.00% (6.125% effective rate) senior unsecured notes.
Net proceeds of approximately $49.4 million received from this
issuance were used to repay outstanding borrowings under the Prior
Facility.

Capitalization

The Company's indebtedness at December 31, 2002 totaled
approximately $1.4 billion (including its share of joint venture debt
and net of minority pariners’ interests share of joint venture debt) and
was comprised of $267.0 million outstanding under the Credit
Facility, opproximately $499.3 million of senior unsecured nofes
and approximately $605.1 million of mortgage indebtedness with a
weighted average interest rate of approximately 7.3% and a
weighted average maturity of approximately 9.0 years. Based on
the Company's total market capitalization of approximately $3.1
billion at December 31, 2002 (calculated based on the sum of (i) the
market value of the Company’s Class A common stock and OP Units,
assuming conversion, (i) the market value of the Company’s Class B
common stock, (iii} the liquidation preference value of the
Company’s preferred stock, {iv} the liquidation preference value of
the Operating Partnership’s preferred units and {v) the $1.4 billion of
debt}, the Company’s debt represented approximately 44.9% of its
total market capitalization.

During 2002, the Company repurchased 2,698,400 shares of its
Class A common stock, 368,200 shares of its Class B common stock
and 357,500 shares of its Series A preferred stock for an aggregate
price of approximately $75 million dollars. In addition, the
Operating Partnership issued $50 million of five-year, 6.00% senior
unsecured notes. Net proceeds from this issuance were used to repay
outstanding borrowings under the Prior Facility.

On Qctober 16, 2000, the Company’s Board of Directors
announced that it adopted a Shareholder Rights Plan (the “Rights
Plan”) designed to protect shareholders from various abusive
takeover tactics, including attempts to acquire control of the
Company at an inadequate price, depriving shareholders of the full
value of their investment. A description of the Rights Plan is included
in the Notes to Financial Statements of the Company.



RECKSON ASSOCIATES REALTY CORP.

Manacement’s Discussion anp ANALYSIS OF
Financial Conprmion anp Resuits oF Orerations [CoNTNuED)

Contractual Obligations and Commercial Commitments

The following table sets forth the Company's significant debt obligations by scheduled principal cash flow payments and maturity date and its
commercial commitments by scheduled maturity ot December 31, 2002 (in thousands):

Maturity Date

2003 2004 2005 2006 2007 Thereafter Total

Mortgage notes payable (1) .. ... ... .. $12,300  § 13,169 $ 14167 $ 13,785 $ 11,305 $117,389 $ 182,115
Mortgage notes payable (2) {3). .. ... .. — 2,616 18,553 129,920 60,539 346,269 557,897
Senior unsecured notes . . .. ... ... ... — 100,000 — — 200,000 200,000 500,000
Unsecured credit facility. ... .. ..... . —_ —_ 267,000 — — — 267,000
Land lease obligations. . ... ... ... .. 2,707 2,811 2,814 2,795 2,735 43,276 57,138
Operating leases .. . .............. 1,368 1,313 1,359 1,407 1,455 683 7,585
All rights lease obligations . . ... . ... .. 369 379 379 379 379 4,280 6,165

$16,744  $120,288  $304,272 $148,286  $276,413 $711,897  $1,577,900

(1} Scheduled principal amortization payments.
{2} Principal payments due at maturity.

{3) tn addition, the Company has a 60% interest in an unconsolidated joint venture property. The Compan)/(s)gro rata share of the mortgage debt at December 31, 2002 is approximately $7.5
million. This mortgage note payable bears interest ot 8.85% per annum and matures on September 1, 2005,

Cerlain of the mortgage notes payable are guaranteed by cer-
tain limited partners in the Operating Partnership and/or the Com-
pany. In addition, consistent with customary practices in non-recourse
lending, certain non-recourse mortgages may be recourse fo the
Company under cerfain limited circumstances including environmen-
tal issues and breaches of material representations.

At December 31, 2002, the Company had approximately $1.0
million in outstanding undrawn standby letters of credit issued under
the Credit Facility. In addition, approximately $45.1 million, or
6.1%, of the Company’s mortgage debt is recourse to the Company.

Other Matters

Thirteen of the Company’s office properties which were acquired by
the issuance of OP Units are subject to agreements limiting the
Company’s ability to transfer them prior to agreed upon dates
without the consent of the limited partner who transferred the
respective property to the Company. In the event the Company
transfers any of these properties prior to the expiration of these
limitations, the Company may be required to make a payment
relating to taxes incurred by the limited partner. The limitations on
seven of the properties expire prior to June 30, 2003. The limitations
on the remaining properties expire in 2013.

Eleven of the Company's office properties are held in joint
ventures which contain certain limitations on transfer. These
limitations include requiring the consent of the joint venture partner to
transfer a property prior to various specified dates ranging from
2003 to 2005, rights of first offer, and buy / sell provisions.

The Company has historically structured long term incentive
programs {“LTIP"} using restricted stock and steck loans. In July
2002, as a result of certain provisions of the Sarbanes Oxley
legislation, the Company has discontinued the use of stock loans in
its LTIP. In connection with LTIP grants made prior to the enactment
of the Sarbanes Oxley legislation the Company made stock loans to
certain executive and senior officers to purchase 1,372,393 shares
of its Class A common sfock at market prices ranging from
$18.44 per share to $27.13 per share. The stock loans were set to
bear interest at the mid-term Applicable Federal Rate and were
secured by the shares purchased. Such stock loans [including
accrued interest] vest and are ratably forgiven each year on the
anniversary of the grant date based upon vesting periods ranging
from four to ten years based on continued service and in part on
aftaining cerfain annual performance measures. These stock loans
had an inifial aggregate weighted average vesting period of
approximately nine years. Approximately $4.5 million and $3.7
million of compensation expense was recorded for the years ended

December 31, 2002 and 2001, respectively, related to these LTIP.

Such amount has been included in markeling, general and
administrative expenses on the accompanying consolidated
statements of operations.

During 2002, approximately $3.9 million of stock loans made in
prior years in connection with the aforementioned LTIP matured.
These stock loans were secured by 155,418 shares of Class A com-
mon stock which were issued at prices ranging from $22.50 per
share to $27.13 per share. As a result of the Company discontinu-
ing the use of stock loans as part of its LTIP the stock loans were
satisfied with restricted stock held by the Company which secured
the stock loans. The aggregate market value of these shares on the
maturity dates of the stock loans was approximately $3.4 million.
The aggregate difference between the market value of these shares
and the carrying value of the stock lcans was recorded as a loss on
the accompanying consolidated statements of operations. The
155,418 shares of Class A common stock were subsequently retired
by the Company.

The outstanding stock loan balances due from executive and se-
nior officers aggregated approximately $17.0 million and $24.3
million at December 31, 2002 and 2001, respectively, and have
been included as @ reduction of additional paid in capite! on the
accompanying consolidated statements of siockholders’ equity.
Other outstanding loans to executive and senior officers amounting
to approximately $1.0 million at December 31, 2002 and 2001,
related to life insurance contracts and approximately $1.0 million
and $.9 million at December 31, 2002 and 2001, respectively, pri-
marily related to tax payment advonces on a stock compensation
award made fo a non-executive officer.

In November 2002, the Company granted rights to 190,524
shares of its Class A common stock to certain executive officers.
These shares vest ratably over a four year period and will be issued
in ratable installments on each anniversary date of the grant as
compensation to the executive officer.

The Company established a new LTIP for its executive and senior
officers. The four year plan has a core component which provides for
annual stock based compensation based upon continued service and
in part based on attaining certain annual performance measures. The
plan has a special long term component which provides for
compensation fo be earned at the end of a four year period if the
Company altains certain four year cumulative performance measures.
Amounts earned under the special long term component may be paid
in cash or stock af the discretion of the Compensation Committee of
the Board. Performance measures are based on total shareholder
refurns on a relative and absolute basis.
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Funds From Cperations

Management believes that funds from operations (“FFO’'} is an appropriate measure of performance of an equity REIT. FFO is defined by
the National Association of Real Estate Investment Trusts {""INAREIT”) as net income or loss, excluding gains or losses from debt restructuring
and sales of properties plus depreciation and amortization, and after adjustments for unconsolidated partnerships and joint ventures. FFO does
not represent cash generated from operating activities in accordance with GAAP and is not indicative of cash available to fund cash needs.
FFO should not be considered as an alternative fo net income as an indicator of the Company’s operating performance or as an alternative to
cash flow as o measure of liquidity. {See Selected Financial Data). FFO for the year ended December 31, 2001 excludes $163 million of
valuation reserves on investments in affiliate loans and joint ventures.

Since all companies and analysts do not calculate FFO in a similar fashion, the Company’s calculation of FFO presented herein may not
be comparable to similarly titled measures as reported by other companies.

The following table presents the Company’s FFO calculation for the years ended December 31 (in thousands):

2002 2001 2000
Income before minority interests, preferred dividends and distributions, equity in earnings of real

estate joint ventures and service companies, gain on sales of real estate, valuation reserves,

discontinued operations and extraordinary loss . ...... . ... .. L L i L § 98,547 $121,624 $111,872
Add:

Equity in earnings of real estate joint ventures and service componies .. ... ..... ... . ... 7,113 2,087 4,383

Gainonsalesof real estate . . . .. ... 337 20,173 18,669

Discontinued operations (net of limited partners’ minority interest) . ... ............ .. .. 4,762 1,019 1,208

Limited partners’ minority interest .. .. .. .. ... L L - 5,878 -
Less:

Minority partners’ inferests in consolidated partnerships ... .. ... ... ... ... ... . ... 18,730 15,975 9,120

Limited partners” minorify inferest .. .. ... . e ©,238 - 11,574

Preferred dividends and distributions . . . . ... ... 23,123 23,977 28,012

Valuation reserves or investments in affiliate loans and joint ventures and other investments . . - 166,101 —

Extraordinary loss, net of limited partners’ minority interest . . .. . . ..... ... ... ... ..... 2,335 2,595 1,396
Net income {loss) allocable to common shareholders ... ... ... ... ... ... .. ... .. .. 54,533 (57,867) 86,030
Adijustments for basic Funds From Operations
Add:

Limited partners’ minority inferest . . ... ... e 6,948 — 11,669

Real estate depreciation and amortization .. ... ... .. L o e 108,206 100,967 90,552

Minority partners’ interests in consolidated partnerships . . .. ....... .. ... 18,730 15,975 2,120

Valuation reserves on investments in affiliate loans and jointventures .. ....... .. .. .. .. - 163,000 -

Extraordinary loss, net of limited partners’ minority interest . ... ........... ... ...... 2,335 2,595 1,396
Less:

Limited partners’ minority inferest ... ... L e - 5727 -

Gaoinonsalesofrealestate . .. ... . 5,433 20,173 18,669

Amounts distributable to minority partners in consolidated partnerships .. ... ... ... ... .. 24,996 19,083 12,316
Basic Funds From Operafions . ... .. ... .. .o 161,023 179,687 167,782
Add:

Dividends and distributions on dilutive sharesand units .. ... .. ... ... ... . ... .. ... . 23,123 26,601 34,387
Diluted Funds From Operations . . ... ... .« $184,186 $206,288 $202,169
Weighted Average Shares/OP Units outstanding (1) . ....... ... .. .. .. ... ... ...... 67,180 66,057 61,050
Diluted Weighted Average Shares/OP Units outstanding {1) . .......... ... ... .. .. .... 78,133 79,027 78,119

{1) Assumes conversion of limited partnership units of the Operating Partnership.
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infiation

The office leases generally provide for fixed base rent increases or
indexed escalations. In addition, the office leases provide for
separate escalations of real estate taxes, operafing expenses and
electric costs over a base amount. The industrial leases generally
provide for fixed base rent increases, direct pass through of certain
operating expenses and separate real estate tax escolations over a
base amount. The Company believes that inflationary increases in
expenses will be offset by contractual rent increases and expense
escalations described above. As a result of the impact of the events
of September 11, 2001, the Company has realized increased

insurance costs, particularly relating to property and terrorism
insurance, and security costs. The Company has included these costs
as part of its escalatable expenses. The Company has billed these
escalatable expense items to its tenants consistent with the terms of
the underlying leases and believes they are collectible. To the extent
the Company's properties contain vacant space, the Company will
bear such inflationary increases in expenses.

The Credit Facility bears interest ot a variable rate, which will be

influenced by changes in short-term interest rates, and is sensitive to
inflation.

Quantitative and Qualitative Disclosures About Marke? Risk

The primary market risk facing the Company is interest rate risk on its long term debt, mortgage notes and notes receivable. The Company will,
when advantageous, hedge its interest rate risk using financial instruments. The Company is not subject to foreign currency risk.

The Company manages its exposure to interest rate risk on its variable rate indebtedness by borrowing on a short-term basis under its Credit
Facility until such time as it is able to retire the short-term variable rate debt with either a long-term fixed rate debt offering, long term mortgage
debt, equity offerings or through sales or partial sales of assets.

The Company will recognize oll derivatives on the balance sheet at fair value. Derivatives that are not hedges will be adjusted to fair value
through income. If a derivative is o hedge, depending on the nature of the hedge, changes in the fair value of the derivative will either be offset
against the change in fair value of the hedged asset, liability or firm commitment through earnings, or recognized in other comprehensive
income until the hedged item is recognized in earnings. The ineffective portion of a derivative’s change in fair value will be immediately
recognized in earnings. As of December 31, 2002, the Company had no derivates.

The fair market value (“FMV”} of the Company’s long term debt, mortgage notes and notes receivable is estimated based on discounting
future cash flows at interest rates that management believes reflects the risks associated with long term debt, morigage notes and notes
receivable of similar risk and duration.

The following table sefs forth the Company's long term debt obligations by scheduled principal cash flow payments and maturity date,
weighted average interest rates and estimated FMV at December 31, 2002 (dollers in thousands):

For the Year Ended December 31,

2003 2004 2005 2006 2007 Thereafter Total (1) FMV

Long term debt:
Fixedrate .............. $12,300 $115,785 $ 32,720 $143,705 $271,844 3$663,658 $1,240,012 $1,260,299
Weighted average

interestrate . ... ....... 7.51% 7.47% 6.92% 7.38% 7.51% 7.32% 7.37%
Varigblerate .. ... ....... $ - — $267,000 $ - $ - 3 — $ 267,000 $ 267,000
Weighted average

interestrate ... .. ...... —% —% 4.25% —% —-% —% 4.25%

(1) Includes aggregate unamortized issuance discounts of approximately $695 on the senior unsecured notes issued during March 1999 and June 2002, which are due at maturity.

In addition, the Company has assessed the market risk for its variable rate debt, which is based upon LIBOR, and believes thot a one percent
increase in the LIBOR rate would have an approximate $2.7 million annual increase in interest expense based on $267.0 million of variable
rate debt outstanding at December 31, 2002.

The following table sets forth the Company’s mortgage notes and notes receivable by scheduled maturity date, weighted average interest
rates and estimated FMV at December 31, 2002 {dollars in thousands):

For the Year Ended December 31,

2003 2004 2005 2006 2007 Thereafter  Total (2) FMV
Mortgage notes and notes receivable:
Fixedrate . ... ... .. .. ... ... $— $36,500 $— $— $— $16,990  $53,490 $54,642
Weighted average inferestrate .. ... ........ -% 10.23% =% —% —% 11.95% 10.77%

{2} Excludes interest receivables aggregating approximately $1.1 million.
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Consoupatep Barance Swrers
{IN THOUSANDS, EXCEPT SHARE AMOUNTS)

December 31,

2002 2001
Assers
Commercial real estate properties, at cost: (Notes 2, 3, 5 and ¢)
Land .. $ 418,040 $ 408,837
Buildings and improvements .. ... ... 2,415,252 2,328,374
Developments in progress:
Land L e ©2,924 69,365
Development costs . .. ..o e 28,311 74,303
Furniture, fixtures and equipment ... ... .. L 13,595 7,725
2,968,122 2,888,604
Less accumulated depreciation .. .. ... L. L (434,018) (361,960}
2,514,104 2,526,644
Investments in real estate jointventures ... ... ... 6,116 5,744
Investment in mortgage notes and notes receivable (Note 6} .. ... ...... ... ... ... .. ... 54,547 56,234
Cash and cash equivalents (Note @) .. ... . 30,827 121,975
Tenant receivables . .. ... e 14,0350 9633
Investments in service companies and affiliate loans and joint ventures (Note 8) .. ........ ... 73,332 79,184
Deferred rents receivable . . . ... . 107,366 81,089
Prepaid expenses and other assets . ... ... .. L L 37,235 45,495
Contract and land depesits and pre-acquisition costs ... ... ... L L 240 3,782
Deferred leasing and loan costs, less accumulated amortization of $48,049 and $41,411,
respechively ... 78,103 64,438
Total ASSEts . . o $2,907,920 $2,994,218
Liasiues
Mortgage notes payable {Note 2) . .. ... ... $ 740,012 $ 751,077
Unsecured credit facility {Note 3) .. ... ... .. . 267,000 271,600
Senior unsecured notes (Note 4) . . .. .. ... . L 499,305 449,463
Accrued expenses and other liabilities . . .. ... ... . . 93,783 87,683
Dividends and distributions payable . ....... ... . L 31,575 32,988
Total Liabilities . . . .. . 1,631,675 1,592,811
Minority partners’ interests in consolidated partnerships .. .. ....... .. .. ... .. L L 242,934 242,698
Preferred unit interest in the operating partnership . ... ... ... ... o o 19,662 30,965
Limited partners’ minority interest in the operating partnership . .................. .. .... 71,420 81,887
334,016 355,550
Commitments and contingencies [Notes 9,10and 13) ... ......... ... ... ... ... ... .. - -
Srocxwowers” Eeuny (Note 7)
Preferred Stock, $.01 par value, 25,000,000 shares authorized
Series A preferred steck, 8,834,500 and 9,192,000 shares issued and outstanding, respectively 88 92
Series B preferred stock, 2,000,000 shares issued and outstanding .. .. ............ .. .. 20 20
Common Stock, $.01 par vaiue, 100,000,000 shares authorized
Class A common stock, 48,246,083 and 49,982,377 shares issued and outstanding,
respectively ... 482 500
Class B common stock, 9,915,313 and 10,283,513 shares issued and cutstanding, respectively o9 103
Treasury Stock, Class A common, 2,698,400 and O shares, respectively and
Class B common, 368,200 and O shares, respectively ... ........ ... .. . ... ... ... (63,954) —
Additional paid in capifal ... ... 1,005,494 1,045,142
Total Stockholders’ Equity . . ... .. .. 042,229 1,045,857
Total Liabilities and Stockholders” Equity . ...... ... . i $2,907,920 $2,994,218

{see accompanying notes to financial statements}
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Consouparen Sratemints ofF Opirations
{IN THOUSANDS, EXCEPT SHARE AMOUNTS)

For the Year Ended December 31,

2002 2001 2000

Revenues (Nore 10):
Property operating revenves:

Base Rents . .. ... . . . $ 437,393 $ 434,671 $ 394,019

Tenant escalations and reimbursements ... ..... . ... .. ... ... 60,689 59,538 54,470
Total property operating revenues . . . ... ... ... 498,082 494,209 448,489
Inerest income on mortgage notes and notes receivable (including $4,287,

$4,196 and $5,237, respedivegy from reloted properties). ... ... ... 6,279 6,238 8,212
Investment and other income (including $85, $5,164 and $21,455, respectively

from related parties) .. ... .. ..o L 1,731 14,199 26,597

Total revenues . . . .. .. 506,092 514,646 483,298
EXPENSESS
Property operaling expenses . .. ......... ... 175,841 167,291 156,103
Marketing, general and administrative .. .. .. ... ... .. L. 31,578 30,553 27179
IntEreSt . . o 88,585 93,070 96,335
Depreciation and amortization .. ... ... . ... ... .. L. 112,381 102,108 21,809

Total eXpenses . . .. ... 407,545 393,022 371,426
Income before minority interests, preferred dividends and distributions, equity in

earnings of real estate joint ventures and service companies, gain on sales of

recl estate, valuation reserves, discontinued operations and extraordinary loss . 98,547 121,624 111,872
Minority partners’ interests in consolidated partnerships . .. ....... ... (18,730) (15,975} (9,120)
Limited partners’ minorig interest in the operating partnership (6,238) 5,878 (11,574)
Distributions to preferred unitholders . ... ... ... ... . ..... ... (1,288) {2,111) (2,641)
Equity in earnings of real estate joint ventures and service companies (including

$465, $1,450 and $2,792, respectively from related parties) . . ... ... ... .. 1,113 2,087 4,383
Gain on sales of real estate (Note &) . . ... .. ... .. .............. 337 20,173 18,669
Valuation reserves on investments in affiliate loans and joint ventures and other

investments (Nofes 8and 13) ... ... ... .. .. ... ........ - (166,101} -
Income {loss) before discontinued operations, extraordinary loss and dividends to

preferred shareholdersfoss . . . ... ... .. ... ... .. ... .. ... .. 73,941 (34,425) 111,589
Discontinued operations (net of limited partners’ minority interest):

Income from discontinued operations .. ... ....... ... ... 495 1,019 1,208

Gainonsalesofrealestate . . ... ... ... ... ... . 4,267 — —
Income (loss) before extraordinary loss and dividends to preferred shareholders . . 78,703 (33,406} 112,797
Extraordinary loss on extinguishment of debts (net of limited partners’ minority

nferest] .. (2,335) (2,595) {1,396}
Nef income (loss] ... .. ... 76,368 (36,001) 111,401
Dividends to preferred shareholders .. .. ... ... ... ... ... ... (21,835) {21,866) (25,371)
Net income {loss) allocable to common shareholders ... ... ..., ... $ 54,533 $ (57.867) § 86,030
Net income {loss) allocable to:

Class A common shareholders . . ... ... .. ... ... .. .. ... . ... $ 41,604 $ (44,243) §$ 62,989

Class B common shareholders . . ... ... ... ... ... ... .. ... 12,929 (13,624) 23,041
TOMl oo $ 54,533 § (57,867) $ 86,030
Basic net income (loss) per weighted average common share:

Class Acommon .. ... $ J9  § (119} ¢ 1.19

Gainonsalesof realestate . ... ... ... . .. .. ... ... ... 01 29 .28

Discontinued operations . .. ... . ... 087 .02 .02

Extraordinary loss .. ... ... ... . (.03) {.04) (.03)

Basic net income (loss) per Class Acommon ... ................ 88 $ {92) $ 1.46

ClassBcommon . ... .. ... .. . . . . . $ 5.21 $ (1.70) $ 1.82

Gainonsalesofrealestate . ...... ... ... ... . L 01 A2 43

Discontinued operations . .. ....... .. .. ... o A1 .02 .03

Extraordinary loss . ... ... . . Lo (.85) (.06) (.04)

Basic nef income (loss} per Class B common .. ................. $ .28 $ (1.32) § 2.24
Basic weighted average common shares outstanding:

Class ACommon . .. ... 49,669,000 48,121,000 43,070,000

Class Bcommon ... ... .. 10,122,000 10,284,000 10,284,000
Diluted net income (loss) per weighted average common share:

Class A common . .. ..ot $ 83 (92) $ 1.45

ClassBcommon . ........ .. .. .. . $ 26 $ (1.32) § 1.59
Diluted weighted average common shares ouistanding:

Class Acommon . .. ... e 49,968,000 48,121,000 43,545,000

ClassBcommon ... .. ... i, 10,122,600 10,284,000 10,284,000

(see accompanying notes fo financic! statements)
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Cowsouparzp Statements oF SrocxrHoLpers’ Equiry
{IN THOUSANDS)

Limited
Additional Total Partners’
Preferred Stock Common Stock Treasury Paid in Retained  Stockholders’  Minority
Series A Series B Class A Class B Stock capital Earnings Equity Interest
Stockholders’ equity January
1,2000 ............ $92 $60 $404 $103 $ — $ 1,116,297 $ - $1,116,956 § 90,986
Conversion of Series B
Preferred Stock .. ...... — (40) 42 - — (6,765} — (6,763) 6,763
Redemption of OP Units . . . - - — — - - — - {125)
Net proceeds from long term
compensation issuances . . - - 8 - - 6,656 - 6,664 -
Netincome . ........... - — - - —_— - 86,030 86,030 11,494
Dividends and distributions
paid and payable . . . . .. - - - — — (4,198) (86,030} (90,228) (11,765)
Stockholders’ equity
December 31, 2000 . ... @2 20 454 103 — 1,111,990 — 1,112,659 97,353
Issuance of OP Units . . . . .. — - - - — - - — 11,557
Redemption of OP Units . . . - - 6 - - 15,412 — 15,418  [15,577)
Net proceeds from long term
compensation issuances . . - - 5 - - 6,423 - 6,428 -
lssuance of Class A common .
stock . ... L. — - 35 - — 77,777 - 77,812 7,188
Repurchases of Class A
common stock . ....... - - - - - (1,421} — (1,421) —
Netloss .............. - - - — — - (57,867} (57,867} (6,030}
Dividends and distributions
paid and payable . .. . .. - - — — — (165,039) 57,867 (107,172}  (12,604)
Stockholders’ equity
December 31, 2001 . ... 92 20 500 103 - 1,045,142 - 1,045,857 81,887
Issuance of OP Units . . .. .. - — — — - 5,274 — 5,274 6,135
Redemption of OP Units . . . - —_ 7 — - 7,148 — 7,155 (7,173)
Net proceeds from long term
compensation issuances . . - - (2) — _ 3,988 — 3,986 -
Issuance of Class A common
stock . ... - - 4 — - 7.065 — 7,069 -
Repurchases of Class A and
Class B common stock . . . — — (27) (4) (63,954) - - (63,985) (2,738}
Repurchases of Series A
preferred stock ........ {4) — — — - (7,041) - (7,045) (924)
Net income . ........... - —_ — — - — 54,533 54,533 6,682
Dividends and distributions
paid and payable . . . . . . - - - - - (56,082) (54,533) (110,615) (12,449
Stockholders’ equity

December 31, 2002 .. $88 $20 3482 $ 99 $(63,954) $1,003,494 $ - $ 942,229 $71,420

(see accompanying notes fo financial statements)

42



RECKSON ASSOCIATES REALTY CORP.

Consouparep Statzments of Casu Frows
{IN THousanDs)

For the Year Ended December 31,

2002 2001 2000
Cash Frows From Oreraning Acivimiess
NET INCOME [LOSS). . . o . v e e e e e e e e $ 76,368 § (36,001) $111,401
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization . ... . ... e 112,341 102,108 91,809
Extraordinary loss, net of limited partners’ minority interest .. .. ... .. .............. 2,335 2,595 1,396
Minority partners’ interests in consolidated partnerships . ... ........ ... ... ... ... .. 18,730 15,975 9,120
Limited partners’ minority interest in the operating partnership ... ... ... ... ... .. .. 6,238 {5,878) 11,574
Gain on sales of real estate, securities and mortgage repayment . . .......... ... ... .. {#,804) (19,199) (17,836)
Valuation reserves on investments in affiliate loans and joint ventures and other investments . - 166,101 -
Equity in earnings of real estate joint ventures and service companies .. ........... ... (1,113) {(2,087) (4,383)
Changes in operating assets and liabilities:
Deferred rents receivable ... ... .. ... .. {26,277) (38,186} {35,798)
Prepaid expenses and other assefs . .. ... . ... 4,870 (4,925) (9.582)
Tenant and aoffiliate receivables . . ... ... ... . {8,417) 1,878 {6,394)
Accrued -expenses and other liabilities ... ... L L 17,878 3,607 17,857
Net cash provided by operating activities ... . ........ . ... .. .. .. .. . 196,149 185,988 169,164
CasH Frows From InvestmenT AcTivimies:
Purchases of commercial real estate properties . ....... ... ... . ... . - - (190,548)
Increase in contract and land deposits and pre-acquisition costs . ... ... . oL - (3,267) (2,023)
Additions fo developments in progress . .. ... . (41,896) (8,260} (13,392
Additions to commercial real estale properties . ...... .. L. oo (88,052) (152,074} (89,818)
Payment of deferred leasing costs .. ... ... .. (16,414) (10,513) (24,082)
Distributions from investments in real estate joint ventures . .. ... ... . ... .. ... 276 82 368
Acquisition of controlling interests in service companies ... .......... ... L (122) — —
Additions to furniture, fixtures and equipment . . ... ... L (2,814) (635) (742)
investments in affiliate joint ventures ... ... L - (25,056) (10,780)
Proceeds from redemption of preferred securities . . ... ... ... ... L L 1,528 35,700 19,903
Proceeds from sales of real estate, securities and mortgage note receivable repayments . . . . 22,022 76,503 49,810
Net cash used in investing activities . .. .. ... ... . L e (85,072) (87,520) (261,304)

Casn Fliows From Financne Acnivimies:

Proceeds from secured borrowings ... .. .. . 325,000 297,163

Principal payments on secured borrowings ... ... ... Lo (11,665) (302,894) (27,367)
Proceeds from issuance of senior unsecured notes, net of issuance costs . ... ... ... ... .. £ 432 — —
Payment of loan and equity issuance costs ... . ... L (1,568) (6,252) {11,649)
Investments in affiliate loans and service companies .. ... ... . .. oL - (12,388) (12,51¢6)
Proceeds from unsecured creditfacility . . ... .. ... . . 158,000 153,000 689,600
Principal payments on unsecured creditfacility .. .. ... .. ... oo o (162,600) (98,000) (845,600)
Repurchases of common stock .. ... . . L (66,723) (1,421) -
Repurchase of Series A preferred stock ... .. .. ... ... .. . o oL (7,969) - -
Proceeds from issuance of common stock and exercise of options, net of issuance costs . . . . 6,310 2,813 4,010
Contributions by mincrity partners in consolidated parterships ... ... ..... ... ... ... 1,343 101,832 135,975
Distributions to minority partners in consolidated partnerships . ... .............. ... . {20,051) (16,458) (12,632)
Distributions to limited partners in the operating partnership .. ..................... (12,5490) (12,395) {(11,654)
Distributions to preferred unitholders . .. ... .. ..o oL (1,320) (2,231) (2,641)
Dividends to common shareholders . ... . ... ... . .. ... ... . ... ... ... ... (891,825) (103,118} (87,437)
Dividends to preferred shareholders .. .. ........ .. . . ... . . ... L (21,949) (21,824) (26,637)
Net cash (used in} provided by financing activities ... ....... ... ... .. ... ... .. .. (202,225) 5,664 88,615
Net increase {decrease) in cash and cash equivalents ... ......... ... ... .. ....... . {91,148) 104,132 {3,525)
Cash and cash equivalents at beginning of period .. .. ... ... oo 121,975 17,843 21,368
Cash and cash equivalents atend of period .. . ... ... .. ... . Lo oL $ 30,827 $121,975 § 17,843
SuppLemenTal Discrosure of Casn Frow Inrormanion:

Cash paid during the period for interest, including interest capitalized . ... .......... .. $ 98,083 $105087 $106,106

(see accompanying notes to financial statements)
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1. Description of Business and
Significant Accovnting Policies

Description of Business

Reckson Associates Realty Corp. (the “Company”) is a self-
administered and self managed real estate investment trust (“REIT)
engaged in the ownership, management, operation, leasing and
development of commercial real estate properties, principally office
and industrial buildings and also owns land for future development
(collectively, the “Properties”’) located in the New York tri-state area
(the *“Tri-State Area’’}.

Organization and Formation of the Company

The Company was incorporated in Maryland in September 1994. In
June 1995, the Company completed an Initial Public Offering {the
“IPO’’) and commenced operations.

The Company became the sole general partner of Reckson Op-
erating Partnership, L.P. {the “Operating Partnership”} by contribut-
ing substantially all of the net proceeds of the IPO, in exchange for
an approximate 73% interest in the Operating Partnership. All Prop-
erties acquired by the Company are held by or through the Operat-
ing Partnership. In conjunction with the IPC, the Operating
Partnership executed various option and purchase agreements
whereby it issued common units of limited partnership interest in the
Operating Partnership {"OP Units”’) to certain continuing investors
and assumed cerfain indebtedness in exchange for (i} inferests in
certain property partnerships, (i} fee simple and leasehold interests
in properties and development land, (iii) certain other business as-
sets and (iv) 100% of the non-voting preferred stock of the manage-
ment and construction companies. The Company’s ownership
percentage in the Cperating Partnership was approximately 89.5%
and 89.2% at December 31, 2002 and 2001, respectively.

Basis of Presentation and Summary of Significant Accounting Policies

The accompanying consolidated financial statements include the
consolidated financial position of the Company and the Cperating
Partnership at December 31, 2002 and 2001 and the results of their
operations and their cash flows for each of the three years in the
period ended December 31, 2002. The Operating Partnership’s in-
vestments in majority owned and controlled real estate joint ventures
are reflected in the accompanying financial statements on a consol-
idated basis with a reduction for the minority partners’ interest. The
Operating Partnership also invests in real estate joint ventures where
it may own less than a controlling interest. Such investments are also
reflected in the accompanying financial statements on the equity
method of accounting. The operating results of Reckson Manage-
ment Group, Inc., RANY Management Group, Inc., Reckson Con-
struction Group New York, Inc. and Recksen Construction Group,
Inc. (collectively, the 'Service Companies”), in which the Operating
Partnership owned a 97% non-controlling interest are reflected in
the accompanying financial statements on the equity method of ac-
counting through September 30, 2002. On October 1, 2002, the
Operating Partnership acquired the remaining 3% interests in the
Service Companies for an aggregate purchase price of approxi-
mately $122,000. As a result, the Operating Partership com-
menced consolidating the operations of the Service Companies. All
significant intercompany balances and transactions have been elim-
inated in the consolidated financial statements.

Minority partners’ interests in consolidated partnerships repre-
sent a 49% non-affiliated interest in RT Tri-State LLC, owner of a nine
property suburban office porffolio, a 40% non-affiliated interest in
Omni Partners, L.P., owner of a 579,000 square foot suburban of-
fice property and beginning December 21, 2001, a 49% non-
affiliated interest in Metropolitan 919 Third Avenue, LLC, owner of
the property located at 919 Third Avenue, New York, NY. Limited
partners’ minority inferest in the Operating Partnership was approx-
imately 10.5% and 10.8% at December 31, 2002 and 2001, re-
spectively.

Use of Estimates

The preparation of financial statements in conformity with account-
ing principles generally accepted in the United States {"GAAP"'} re-
quires management fo make estimates and assumptions that affect
the amounts reported in the financial statements and accompanying
notes. Actual results could differ from those estimates.

Real Estate

Land, buildings and improvements, furniture, fixtures and equipment
are recorded at cost. Tenant improvements, which are included in
buildings and improvements, are also stated at cost. Expenditures
for ordinary maintenance and repairs are expensed to operations as
they are incurred. Renovations and / or replacements, which im-
prove or extend the life of the asset are capitalized and depreciated
over their estimated useful lives.

Depreciation is computed utilizing the straight-line method over
the estimated useful lives of ten to thirty years for buildings and
improvements and five to ten years for furniture, fixtures and
equipment. Tenant improvements, which are included in buildings
and improvements, are amortized on a straight-line basis over the
term of the related leases.

Long Lived Assets

On a periodic basis, management assesses whether there are any
indicators that the value of the real estate properties may be
impaired. A property’s value is impaired only if management’s
estimate of the aggregate future cash flows (undiscounted and
without inferest charges) to be generated by the property are less
than the carrying value of the property. Such cash flows consider
factors such as expected future operating income, trends and
prospects, as well as the effects of demand, competfition and other
factors. To the extent impairment has occurred, the loss will be
measured as the excess of the carrying amount of the property over
the fair value of the property.

The Company is required to make subjective assessments as to
whether there are impairments in the value of its real estate
properties and other investments. These assessments have a direct
impact on the Company’s net income, because taking an impairment
results in an immediate negative adjustment to net income. In
determining impairment, if any, the Company has adopted Financial
Accounting Standards Board {FASB’’} Statement No. 144,
“Accounting for the Impairment or Disposal of Long Lived Assets”
(See Recent Accounting Pronouncements).

Cash Equivalents

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

Tenant's lease security deposits aggregating approximately $5.6
million and $5.1 million at December 31, 2002 and 2001, respec-
tively have been included in cash and cash equivalents on the ac-
companying balance sheets. -

Deferred Costs

Tenant leasing commissions and related costs incurred in connection
with leasing tenant space are capitalized and amortized over the life
of the related lease. In addition, loan costs incurred in obtaining
financing are capitalized and amortized over the term of the related
loan. ‘

Costs incurred in connection with equity offerings are charged to
stockholders equity when incurred.

Income Taxes

Commencing with its faxable year ended December 31, 1995, the
Company elected to be taxed as a REIT under the Internal Revenue
Code of 1986 (the ""Code”). To qualify as a REIT, the Company
must meet a number of organizational and operational requirements,
including a requirement that it currently distribute at least 90% of its
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adjusted taxable income to its stockholders. It is management's
current intention to adhere to these requirements and maintain the
Company’s REIT status. As a REIT, the Company generally will not be
subject to corporate level federal income tax on taxable income it
distributes currently to its stockholders. If the Company fails to qualify
as a REIT in any taxable year, it will be subject to federal income
taxes at regular corporate rates (including any applicable al ternative
minimum tax} and may not be able to qualify as a REIT for the
subsequent four taxable years. Even if the Company qualifies for
taxation as a REIT, the Company may be subject to certain state and
tocal taxes on its income and property, and to federal income and
excise taxes on its undistributed taxable income. In addition, taxable
income from non-REIT activities monaged through the Service
Companies as taxable REIT subsidiaries are subject to federal, state
and local income taxes. (See Note 14 for the Company's
reconciliation of GAAP net income to taxable income, its
reconciliation of cash distributions to the dividends paid deduction
and its characterization of taxable distributions).

Revenue Recognition

Minimum rental income is recognized on a siraight-line basis over
the term of a lease. The excess of rents recognized over amounts
contractually due are included in deferred rents receivable on the
accompanying balance sheets. Contractually due but unpaid rents
are included in tenant receivables on the accompanying balance
sheets. Certain lease agreements provide for reimbursement of real
estate taxes, insurance, common area maintenance costs and in-
dexed rental increases, which are recorded on an accrual basis.

The Company records interest income on investments in mort-
gage notes and notes receivable on an accrual basis of accounting.
The Company does not accrue interest on impaired loans where, in
the judgment of management, collection of interest according fo the
contractual terms is considered doubtful. Among the factors the
Company considers in making an evaluation of the collectibility of
interest are: (i} the status of the loan, (ii) the value of the underlying
collateral, (iii) the financial condition of the borrower and (iv) antic-
ipated future events.

Gain on sales of real estate are recorded when title is conveyed
to the buyer, subject to the buyer’s financial commitment being suffi-
cient to provide economic substance to the sale and the Company
having no substantial continuing involvement with the buyer.

Earnings Per Share

In 1997, the Financial Accounting Standards Board {FASB”) is-
sued Statement No. 128, "Earnings per Share” {"’Statement No.
128") which replaced the calculation of primary and fully diluted
earnings per share with basic and diluted earnings per share. Unlike
primary earnings per share, basic earnings per share excludes any
dilutive effects of options, warrants and convertible securities. Di-
luted earnings per share is very similar to the previously reported
fully diluted earnings per share. The conversion of OP Units into Class
A common stock would not have a significant effect on per share
amounts as the OP Units share proportionately with the Class A com-
mon stock in the results of the Operating Partnership’s operations.

Stock Options

Effective January 1, 2002 the Company has elected to follow FASB
Statement No. 123, ""Accounting for Stock Based Compensation’
("Statement No. 123"). Statement No. 123 requires the use of op-
tion valuation models which determine the fair value of the option on
the date of the grant. All future employee stock option grants will be
expensed over the options’ vesting periods based on the fair value at
the date of the grant in accordance with Statement No. 123. The
Company expects minimal financial impact from the adoption of
Statement No. 123. To determine the fair value of the stock options
granted, the Company uses a Black-Scholes option pricing model.

Historically, the Company had applied Accounting Principles Board
Opinion No. 25 [“APB No. 25"') and related interpretations in ac-
counting for its stock option plans and reported pro forma disclo-
sures in its Form 10-K filings by estimating the fair value of options
issued and the related expense in accordance with Statement No.
123 (see Note 7). Accordingly, no compensation cost had been rec-
ognized for its stock option plans prior to the Company’s adoption
of Statement No. 123.

In December 2002, the FASB issued Statement No. 148,
“Accounting for Stock-Based Compensation—Transition ond
Disclosure” (“Statement No. 148”). Statement No. 148 amends
Statement No. 123 to provide clternative methods of transition for an
entity that voluntarily adopts the fair value recognition method of
recording stock option expense. Statement No. 148 also amends the
disclosure provisions of Statement 123 and APB Opinion No. 28.
“Interim Financial Reporting” to require disclosure in the summary of
significant accounting policies of the effects of an entity’s accounting
policy with respect to stock options on reported net income and
earnings per share in annual and interim financial statements.

The following table sets forth the Company’s pro forma informa-
tion for its Class A common stockholders for the years ended Decem-
ber 31 (in thousands except earnings per share data):

2002 2001 2000
Net income (loss) as reported . . . . . . . $41,604 $(44,243) $62,989
Add: Stock option expense included in net
income {loss) . . ... ... ..... 94 — —

Less: Stock option expense determined
under fair value recognition method
foralawards . . .7, ... L. {495) (476) {318)

Pro forma net income {loss) . . . . . . .. $41,203 $(44,719) $62,671
Net income (loss) per share as reported:
Basic. . ... ...... ... .... $ 84 $ (.92 $ .46
Diluted . . . . ....... . ..... $ 83 5 (92 $ 1.45
Pro forma net income {loss) per share:
Basic. . ... ... ... ... $ .83 5 1.93) $ 1.46
Diluted . . . .. ...... ... ... $ 82 $ 193) $ .44

The fair value for those 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, respec-
tively: risk-free interest rate of 3%, 5% and 5%; dividend yields of
7.38%, 7.52% and 7.31%; volatility factors of the expected market
price of the Company’s Class A common stock of .198 and a
weighted-average expected life of the option of five years.

For purposes of pro forma disclosures, the estimated fair value of
the options is amortized to expense over the options’ vesting period.

Derivative Investments

FASB Statement No. 133, “Accounting for Derivative Instruments
and Hedging Activities,” which became effective January 1, 2001
requires the Company to recognize all derivatives on the balance
sheet at fair value. Derivatives that are not hedges must be adjusted
to fair value through income. If a derivative is a hedge, depending
on the nature of the hedge, changes in the fair value of the derivative
will either be offset against the change in fair value of the hedged
asset, liability, or firm commitment through earnings, or recognized
in accumulated other comprehensive income (“OCI”) until the
hedged item is recognized in earnings. The ineffective portion of a
derivative’s change in fair value will be immediately recognized in
earnings. As of January 1, 2001, the carrying value of the Compa-
ny’s derivatives equaled their fair value and as a result no cumula-
tive effect changes were recorded. Additionally, as of June 30,
2001, the fair value of the Company’s derivatives equaled approx-
imately $3.7 million and was reflected in other assets and CCl on
the Company’s balance sheet. On July 18, 2001, the morigage note
payable to which these derivatives relate to was funded and their
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fair value at that fime was approximately $676,000 less than their
carrying value. This amount is being amortized to interest expense
over the term of the mortgage note to which it relates. Because of the
Company’s minimal use of derivatives, the adoption of this Statement
did not have a significant effect on earnings or the financial position
of the Company.

Recent Accounting Pronouncements

In October 2001, the FASB issued Statement No. 144, “‘Ac-
counting for the Impairment or Disposal of Long-lived Assets”
(“Statement No. 144”). Statement No. 144 provides accounting
guidance for financial accounting and reporting for the impairment
or disposal of long-lived assets. Statement No. 144 supersedes FASB
Statement No. 121, Accounting for the Impairment of Long-lived
Assets and for long-Lived Assets to be Disposed of. It also super-
sedes the accounting and reporting provisions of Accounting Princi-
ples Board Opinion No. 30, Reporting the Results of Operations—
Reporting the Effects of Disposal of @ Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Trans-
actions related to the disposal of @ segment of a business. The Com-
pany adopted Statement No. 144 on January 1, 2002. The adoption
of this statement did not have a material effect on the results of op-
erations or the financial position of the Company. The adoption of
Statement No. 144 does not have an impact on net income (loss)
allocable to common shareholders. Statement No. 144 only impacts
the presentation of the results of cperations and gain {loss) on sales
of real estate for those properties sold during the period within the
consolidated statements of operations.

On January 1, 2002, the Company adopted the provisions of
FASB Statement No. 142, “Goodwill and Other Intangible Assets”
(“Statement No. 142"}, This statement makes significant changes to
the accounting for business combinations, goodwill, and intangible
assets. Among other provisions, Statement No. 142 requires that a
portion of the purchase price of real estate acquisitions be assigned
to the fair value of an intangible asset for above market operating
leases or to an intangible liability for below market operating leases.
Such intangible assets or liabilities are then required to be amortized
info revenue over the remaining life of the respective leases. The
adoption of this statement did not have an effect on the Company's
results of operations or financial condition for the year ended
December 31, 2002,

In April 2002, the FASB issued Statement No. 145, {“Statement
No. 145”), which rescinded Statement No. 4, ‘‘Reporting Gains
and Losses from Extinguishment of Debt”’. Statement No. 145 is ef-
fective for fiscal years beginning cfter May 15, 2002. The Com-
pany will adopt Statement No. 145 on January 1, 2003 which will
result in a change to reported net income {loss).

In November 2002, the FASB issued Interpretation No. 45,
“Guarantor's  Accounting and Disclosure  Requirements  for
Guarantees”, Including Indirect Guarantees of Indebtedness of
Others {“FIN 45”). FIN 45 significantly changes the current practice
in the accounting for, and disclosure of, guarantees. Guarantees and
indemnification agreements meeting the characteristics described in
FIN 45 are required to be initially recorded as a liability at fair value.
FIN 45 also requires a guarantor to make significant new disclosures
for virtually all guarantees even if the likelihood of the guarantor
having to make payment under the guarantee is remote. The
disclosure requirements within FIN 45 are effective for financial
statements for annual or interim periods ending after December 15,
2002. The initial recognition and initicl measurement provisions are
applicable on a prospective basis to guarantees issued or modified
after December 31, 2002. The Company is currently evaluating the
effects of FIN 45 on the Company's results of operations or financial
condition.

In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities” (“FIN 46"), which
explains how to identify variable interest entities (“VIE") and how to
assess whether fo consolidate such entities. The provisions of this
interpretation are immediately effective for VIE's formed after
January 31, 2003. For VIE's formed prior to January 31, 2003, the
provisions of this interpretation apply to the first fiscal year or interim
period beginning ofter June 15, 2003. Management has not yet
determined whether any of its consolidated or unconsolidated
subsidiaries represent VIE’s pursuant to such interpretation. Such
defermination could result in o change in the Company's
consolidation policy related to such entities.

Reclassifications

Certain prior year amounts have been reclassified to conform to the
current year presentation.
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2. HMortgage Notes Payable

At December 31, 2002, there were 16 fixed rate mortgage notes payable with an aggregate outstanding principal amount of approximately
$740.0 million. These mortgage notes are secured by properties with an aggregate carrying value at December 31, 2002 of approximately
$1.5 billion and which are pledged as collateral against the mortgage notes payable. In addition, approximately $45.1 million of the $740.0
million is recourse to the Company. The mortgage notes bear interest at rates ranging from 6.45% 1o 10.10%, and mature between 2004 and
2027. The weighted average inferest rates on the outstanding mortgage notes payable at December 31, 2002, 2001 and 2000 were
approximately 7.3%, 7.3% and 7.8%, respectively. Certain of the mortgage notes payable are guaranteed by certain limited partners in the
Operating Partnership and / or the Company.

The following table sets forth the Company’s morigage notes payable at December 31, 2002, by scheduled maturity date (dollars in
thousands):

Principal Interest Maturity Amortization

Property Outstanding Rate Date Term {Years)
80 Onville Drive, Islip, NY .. ... ... ... .. .. .. ...... $ 2616 10.10%  February, 2004 Interest only
395 North Service Road, Melville, NY ... ... ... .. ... ...... 19,709 6.45% October, 2005  $34 per month
200 Summit Lake Drive, Valhalla, NY .. ... ... ... ... ... .. 19,373 9.25% January, 2006 25
1350 Avenue of the Americas, NY, NY . .. .. ... .. ... ...... 74,631 6.52% June, 2006 30
landmark Square, Stamford, CT{a) .. ... ... ... ... .. ...... 45,090 8.02% October, 2006 25
100 Summit Lake Drive, Valhalla, NY .. ... .. ... ... .. ...... 19,101 8.50% April, 2007 15
333 Earle Ovington Bivd., Mitchel Field, NY (b) .. ............. 53,864 7.72% August, 2007 25
810 Seventh Avenue, NY, NY . .. ... .. ... ... ... .......... 82,854 7.73% August, 2009 25
100 Wall Street, NY, NY .. ... 35,904 7.73% August, 2009 25
6900 Jericho Turnpike, Syosset, NY .. .. ... .. ... .. ... ..... 7,348 8.07% July, 2010 25
6800 Jericho Turnpike, Syosset, NY ... ... ... ... ... .. 13,922 8.07% July, 2010 25
580 White Plains Road, Tarrytown, NY .. ... ... ... ... .. 12,685 7.86% September, 2010 25
919 Third Avenue, NY, NY {c) ...... ... .. ... . ... ... .. ... 246,651 6.867% August, 2011 30
110 Bi-County Bivd., Farmingdale, NY . .. ................ ... 3,635 9.125% November, 2012 20
One Orlando Center, Orlando, FL{d) . .. .. .................. 38,366 6.82% November, 2027 28
120 West 45th Street, NY, NY {d) . ........... ... ...... .. .. 64,263 6.82% November, 2027 28
Total / Weighted average .. .......... ... ... i, $740,012 7.26%

{a} Encompasses six Class A office properties.
(b} The Company has o 60% general portnership interest in this property and its proportionate share of the aggregate principal amount is approximately $32.3 million.
{e) The Company has a 51% membership interest in this property and its proportionate share of the aggregate principal amount is approximately $125.8 million.

(d}  Subject to interest rate adjustment on November 1, 2004 to the greoter of 8.82% per annum or the yiefd on noncallable U.S. Treasury obligations with a term of fifteen years plus 2%
|
per annum.

In addition, the Company has a 60% interest in an unconsolidated joint venture property. The Company’s pro rata share of the mortgage
debt at December 31, 2002 is approximately $7.5 million. This morigage note payable bears interest at 8.85% per annum and matures on
September 1, 2005.

Scheduled principal repayments to be made during the next five years and thereafter, for morigage notes payable outstanding at Decem-
ber 31, 2002, are as follows (in thousands):

Scheduled Due at

principal maturity Total
2008 L $ 12300 % - $12.300
2004 L 13,169 2,616 15,785
2000S e 14,167 18,553 32,720
20006 e 13,785 129,920 143,705
2007 11,305 60,539 71,844
Thereafter . ... . 117,389 346,269 463,658

$182,115 $557,897 $740,012

3. Unsecured Credit Facility

The Company currently has a three year $500 million unsecured revolving credit facility {the “Credit Facility”) from JPMorgan Chase Bank, as
administrative agent, Wells Fargo Bank, National Association as syndication agent and Citicorp North America, Inc. and Wachovia Bank,
National Association as co-documentation agents. The Credit Facility matures in December 2005, contains options for a one year extension
subject to a fee of 25 basis points and, upon receiving additional lender commitments, increasing the maximum revolving credit amount to
$750 million. In addition, borrowings under the Credit Facility are currently priced off LIBOR plus 90 basis points and the Credit Facility carries
a facility fee of 20 basis points per annum. In the event of a change in the Operating Partnership’s unsecured credit rating the interests rates
and facility fee are subject to change. The outstanding borrowings under the Credit Facility were $267.0 million at December 31, 2002,

The Credit Facility replaced the Company’s $575 million unsecured credit facility (the “Prior Facility” and together with the Credit Facility,
the “Credit Facility”). As a result, certain deferred loan costs incurred in connection with the Prior Facility were written off and are reflected as
an extraordinary loss in the accompanying consolidated statements of operations.

The Company utilizes the Credit Facility primarily to finance real estate investments, fund its real estate development activities and for
working capital purposes. At December 31, 2002, the Company had availability under the Credit Facility to borrow approximately an
additiona! $203.0 million subject to compliance with certain financial covenants.

The Company capitalized interest incurred on borrowings to fund certain development projects in the amount of $8.3 million, $10.2 million
and $11.5 million for the years ended December 31, 2002, 2001 and 2000, respectively.
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&, Senior Unsecured Notes
As of December 31, 2002, the Operating Partnership had outstanding approximately $499.3 million {net of issuance discounts] of senior

unsecured nofes (the “Senior Unsecured Notes”). The following table sefs forth the Operating Partnership’s Senior Unsecured Notes and other
related disclosures by scheduled maturity date (dollars in thousands):

Face Coupon
Issuance Amount Rate Term Maturity
March 26, 1999 . $100,000 7.40% 5 years March 15, 2004
June 17, 2002 . . e $ 50,000 6.00% 5 years June 15, 2007
August 27, 1997 L Lo e $150,000 7.20% 10vyears  August 28, 2007
March 28, 1999 . . . . e $200,000 7.75% 10years March 15, 2009

Interest on the Senior Unsecured Notes is payable semiannually with principal and unpaid interest due on the scheduled maturity dates. in
addition, the Senior Unsecured Notes issued on March 26, 1999 and June 17, 2002 were issued at aggregate discounts of $738,000 and
$267,500, respectively. Such discounts are being amortized over the term of the Senior Unsecured Notes to which they relate.

On June 17, 2002, the Operating Partnership issued $50 million of 6.00% (6.125% effective rate) Senior Unsecured Notes. Net proceeds
of approximately $49.4 million received from this issuance were used to repay outstanding borrowings under the Prior Facility.

3. Lond Leases, Alr Rights and Operoting leases

The Company leases, pursuant to noncancellable operating leases, the land on which twelve of its buildings were constructed. The leases,
which contain renewal options, expire between 2009 and 2084. The leases either contain provisions for scheduled increases in the minimum
rent at specified intervals or for adjustments to rent based upon the fair market value of the underlying land or other indexes at specified
infervals. Minimum ground rent is recognized on a siraight-line basis over the terms of the leases. The excess of amounts recognized over
amounts contractually due is approximately $3.3 million and $3.0 million at December 31, 2002 and 2001, respectively. These amounts are
included in accrued expenses and other liabilities on the accompanying balance sheets.

In addition, the Company, through the acquisition of certain properties, is subject to two air rights lease agreements. These lease agreements
have terms expiring between 2048 and 2073, including renewal options.

Reckson Management Group, Inc. is subject to operating leases for certain of its management offices and warehouse storage space. These
operating leases expire between 2003 and 2009. {see Note 8).

Future minimum lease commitments relating to the land leases, air rights lease agreements and operating leases during the next five years
and thereafter are as follows {in thousands):

48

Year ended Land Air Operating
December 31, Lleases Rights eases
20003 L $ 2,707 $ 369 $1,368
2004 . 2,811 379 1,313
20005 . 2,814 379 1,359
2006 . L e e e 2,795 379 1,407
2007 . 2,735 379 1,455
Thereafter . ... ... 43,276 4,280 683
$57,138 $6,165 $7,585

6. Commercial Real Estate Investments

As of December 31, 2002, the Company owned and operated 75
office properties (inclusive of eleven office properties owned through
joint ventures) comprising approximately 13.6 million square feet,
101 industrial properties comprising approximately 6.7 million
square feet and two retail properties comprising approximately

20,000 square feet located in the Tri-State Area.
The Company also owns approximately 338 acres of land in 14

separate parcels of which the Company can develop approximately
3.2 million square feet of office space and approximately 470,000
square feet of industrial / R&D space. Included in these development
parcels is 52.7 acres of land located in Valhalia, NY which the
Company acquired in April 2002 for approximately $23.8 million
ond which it con develop approximately 875,000 square feet of
office space. The Company currently owns and operates three build-
ings encompassing approximately 700,000 square feet in the same
office park in which this land parcel is located. This acquisition was
financed in part from the sales proceeds of an office property being
held by o qualified intermediary for the purposes of an exchange of
real property pursuant to Section 1031 of the Code and from an
advance under the Credit Facility. The Company is currently evalu-
ating alternative land uses for certain of the land holdings to realize

the highest economic value. These alternatives may include rezoning
cerfain land parcels from commercial to residential for potential dis-
position. As of December 31, 2002, the Company had invested ap-
proximately $121.2 million in these development projects.
Management has made subjective assessments as to the value and
recoverability of these investments based on current and proposed
development plans, market comparable land values and alternative
use values. The Company has capitalized approximately $10.5 mil-
lion for the year ended December 31, 2002 related to real estate
taxes, interest and other carrying costs related to these development
projects.

During February 2003, the Company, through Reckson Construc-
tion Group, Inc., entered into a contract with an affiliate of First Data
Corp. to sell o 19.3-acre porcel of land located in Melville, N.Y.
and has been retained by the purchaser to develop a build-to-suit
195,000 square foot office building for aggregate consideration of
approximately $47 million. This transaction is scheduled to close
during the first quarter of 2003 and construction of the aforemen-
tioned office building is scheduled to commence shortly thereafter.

The Company helds a $17.0 million note receivable which bears
interest at 11.5% per annum and is secured by a minority partner-
ship interest in Omni Pariners, L.P., owner of the Omni, a 579,000
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square foot Class A office property located in Uniondale, N.Y. (the
"Omni Note"). The Company currently owns a 60% majority part-
nership interest in Omni Partners, L.P. and on March 14, 2007 may
exercise an option to acquire the remaining 40% interest for a price
based on 90% of the fair market value of the property. The Com-
pany also holds three other notes receivable aggregating $36.5 mil-
lion which bear interest at rates ranging from 10.5% to 12% per
annum and are secured in part by a minority parner's preferred unit
interest in the Operating Partnership, certain interest in real property
and o personal guaranty {the “Other Notes' and collectively with
the Omni Note, the ""Note Receivable Investments’’). As of Decem-
ber 31, 2002, management has made subjective assessments as to
the underlying security value on the Company’s Note Receivable In-
vestments. Based on these assessments the Company’s management
believes there is no impairment fo the carrying value related to the
Company's Note Receivable Investments. The Company also owns a
355,000 square foot office building in Orlando, Florida. This non-
core real estate holding was acquired in May 1999 in connection
with the Company’s initial New York City portfolio acquisition. This
property is cross collateralized under @ $103 million mortgage note
payable along with one of the Company’s New York City buildings.

The Company also owns a 60% non-controlling interest in a
172,000 square foot office building located at 520 White Plains
Road in White Plains, New York (the “520jV") which it manages.
The remaining 40% interest is owned by JAH Reclties L.P. Jon
Halpern, the CEQ and a director of HQ Global Workplaces, is a
partner in JAH Realties, L.P. As of December 31, 2002, the 520V
had total assets of $21.0 million, 6 morigage note payable of $12.5
million and other liabilities of $197,000. The Company’s allocable
share of the 520JV mortgage note payable is approximately $7.5
miflion. This mortgage note payable bears interest at 8.85% per
annum and matures on September 1, 2005. In addition, the 520}V
had total revenues of $4.2 million and $4.0 million and total ex-
penses of $3.3 million and $3.3 million for the years ended Decem-
ber 31, 2002 and 2001, respectively. The operating agreement of
the 520}V requires joint decisions from alt members on all significant
operating and capital decisions including sale of the property, refi-
nancing of the property’s mortgage debt, development and approval
of leasing strategy and leasing of rentable space. As a result of the
decision-making participation relative to the operations of the prop-
erty, the Company accounts for the 520}V under the equity method
of accounting. The 520}V contributed approximately $648,000 and
$478,000 to the Company’s equity in earnings of real estate joint
ventures for the year ended December 31, 2002 and 2001, respec-
tively.

On August 7, 2002, the Company sold an industrial property on
Long Island aggregating approximately 32,000 square feet for ap-
proximately $1.8 million. This property was sold to the scle tenant of
the property through an option contained in the tenant's lease. On
August 8, 2002, the Company sold two Class A office properties
located in Westchester County, NY aggregating approximately
157,000 square feet for approximately $18.5 million. Net proceeds
from these sales were used to repay borrowings under the Credit
Facility and for general corporate purposes. The Company recorded
an aggregote net gain of approximately $4.9 million as o result of
these sales. In addition, in accordance with Statement No. 144, the
operating results of these properties and the resulting gain on sales
of recl estate have been reflected as discontinued operations for all
periods presented on the accompanying statements of operations.

During September 2000, the Company formed a joint venture
{the “Tri-State V) with Teachers Insurance and Annuity Association
{"TIAA") and contributed nine Class A suburban office properties
aggregating approximately 1.5 million square feet to the Tri-State JV
for @ 51% majority ownership interest. TIAA contributed approxi-
mately $136 million for a 49% interest in the Tri-State JV which was
then distributed to the Company. As a result, the Company realized
a gain of approximately $15.2 million. The Company is responsible
for managing the day-to-day operations and business affairs of the
Tri-State JV and has substantial rights in making decisions offecting

the properties such as leasing, marketing and financing. The minor-
ity member has certain rights primarily intended to protect its invest-
ment. For purposes of its financial statements the Company
consolidates the Tri-State JV.

On December 21, 2001, the Company formed a joint venture
with the New York State Teachers’ Retirement System ("NYSTRS")
(the "919)V") whereby NYSTRS acquired a 49% indirect interest in
the property located at 919 Third Avenue, New York, NY for $220.5
million which included $122.1 million of its proportionate share of
secured mortgage debt and approximately $98.4 million of cash
which was then distributed to the Company. As a result, the Com-
pany realized a gain of approximately $18.9 million. The Company
is responsible for managing the day-to-day operations and business
affairs of the 919JV and has substantial rights in making decisions
affecting the property such os developing a budget, leasing and
marketing. The minority member has cerfain rights primarily intended
to protect its investment. For purposes of its financial statements the
Company consolidates the 919JV.

7. Stockholders’ Equity

An OP Unit and a share of Class A common stock have essentially
the same economic characteristics as they effectively share equally
in the net income or loss and distributions of the Operating Partner-
ship. Subject to certain holding periods, OP Units may either be re-
deemed for cash or, at the election of the Company, for shares of
Class A common stock on a one-for-one basis.

On December 31, 2002, the Company had issued and outstand-
ing 2,915,313 shares of Class B Exchangeable Common Stock, par
value $.01 per share (the “Class B common stock”). The dividend on
the shares of Class B commen stock is subject to adjustment annually
based on a formula which measures increases or decreases in the
Company’s Funds From Operations, as defined, over a base year.
The Class B common stock currently receives an annual dividend of
$2.5884 per share.

The shares of Class B common stock are exchangeable at any
time, at the option of the holder, into an equal number of shares of
Class A common stock, par value $.01 per share, of the Company
subject to customary antidilution adjustments. The Company, at its
option, may redeem any or all of the Class B common stock in ex-
change for an equal number of shares of the Company’s Class A
common stock at any time following November 23, 2003.

The Board of Directors of the Company has authorized the pur-
chase of up to five million shares of the Company’s Class A common
stock and / or its Class B common stock. It is anticipated that trans-
actions conducted on the New York Stock Exchange will be effected
in accordance with the safe harbor provisions of the Securities Ex-
change Act of 1934 and may be terminated by the Company at any
time.

As of December 31, 2002, under this buy-back program, the
Company purchased 368,200 shares of Class B common stock at
an average price of $22.90 per Class B share and 2,698,400
shares of Class A common stock at an average price of $21.60 per
Class A share for an aggregate purchase price for both the Class A
and Class B common stock of approximately $66.7 million. As a
result of these purchases, annual common stock dividends will de-
crease by approximately $5.5 million. Previously, under the Com-
pany’s prior stock buy-back program, the Company purchased and
retired 1,410,804 shares of Class B common stock at an average
price of $21.48 per Class B share and 61,704 shares of Class A
common sfock at an average price of $23.03 per Class A share for
an aggregate purchase price for both the Class A and Class B com-
mon stock of approximately $31.7 million.

The Board of Directors of the Company has formed a pricing
commiftee to consider purchases of up to $75 million of the Compa-
ny’s outstanding preferred securities.

On December 31, 2002, the Company had issued and outstand-

ing 8,834,500 shares of 7.625% Series A Convertible Cumulative
Preferred Stock (the “Series A preferred stock”). The Series A
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preferred stock is redeemable by the Company on or after April 13,
2003 at a price of approximately $25.95 per share with such price
decreasing, at annual intervals, to $25.00 per share over o five year
period. In addition, the Series A preferred stock, at the option of the
holder, is convertible at anytime into the Company’s Class A
common stock at a price of $28.51 per share. On October 14,
2002, the Company purchased and retired 357,500 shares of the
Series A Preferred stock at $22.29 per share for approximately
$8.0 million. As a result of this purchase, annual preferred dividends
will decrease by approximately $682,000.

The Company currently has issued and outstanding two million
shares of Series B Convertible Cumulative Preferred Stock (the “Se-
ries B preferred stock”). The Series B preferred stock is redeemable
by the Company as follows: (i} on or after March 2, 2002 to and
including June 2, 2003, at an amount which provides an annual
rate of return in respect to such share of 15%, (i) on or after june 3,
2003 to and including June 2, 2004, $25.50 per share and {iii) on
or after June 3, 2004 and thereafter, $25.00 per share. In addition,
the Series B preferred siock, at the option of the holder, is convertible
at anytime into the Company’s Class A common stock af a price of
$26.05 per share. The Series B preferred stock currently accumu-
lates dividends at a rate of 8.85% per annum.

During the year ended December 31, 2002, approximately
11,303 preferred units of limited partnership interest in the Operat-
ing Partnership, with a liquidation preference value of approximately
$11.3 million, were exchanged for 451,934 OP Units ot an aver-
age price of $24.66 per OP Unit. In addition, 666,468 OP Units
were exchanged fer an equal number of shares of the Company’s
Class A common stock.

During the yeor ended December 31, 2001, approximately
11,553 preferred units of limited parinership interest in the
Operating Partnership, with a liquidation preference valve of
approximately $11.6 million, were exchanged for 456,351 OP
Units at an average price of $25.32 per OP Unit. In addition,
660,370 OP Units were exchanged for an equal number of shares of
the Company’s Class A common stock.

In October 2000, the Company instituted a Shareholder Rights
Plan {the “Rights Pian”} designed to protect shareholders from various
abusive takeover tactics, including attempts to acquire control of the
Company at an inadequate price. Under the Rights Plan, each
shareholder receives one Right to acquire one one-thousandth of o
share of a series of junior participating preferred stock af an initial
purchase price of $84.44 for each share of the Company’s
outstanding Class A common stock owned. The Rights will be
exercisable only if a person or group acquires, or announces an
infention to acquire, 15% or more of the Company’s Class A common
stock, or announces a tender offer which would result in beneficial
ownership by a person or group of 15% or more of the Class A
common stock. If any person acquires 15% or more of the
outstanding shares of Class A common stock or if the Company is

acquired in a merger after such an acquisition, all Rights holders
except the acquiring person will be entifled to purchase the
Company’s Class A common stock ot a discounted price. The Rights
will expire at the close of business on October 13, 2010, unless
earlier redeemed by the Company.

During July 1998, the Company formed Metropolitan Partners,
LLC (“Metropolitan”) for the purpose of acquiring Class A office
properties in New York City. In May 2001, a minority pariner that
owned an $85 million preferred equity investment in Metropolitan
converted its preferred equity investment into 3,453,881 shares of
the Company’s Class A common stock based on o conversion price
of $24.61 per share. As a result of the minority partner’s conversion
of their preferred equity investment, the Company owns 100% of
Metropolitan.

The Company has historically structured long term incentive pro-
grams (“LTIP") using restricted stock and stock loans. In July 2002,
as a result of certain provisions of the Sarbanes Oxley legislation,
the Company has discontinued the use of stock loans in its LTIP. In
connection with LTIP granis made prior to the enactment of the
Sarbanes Oxley legislation the Company made stock loans to cer-
tain executive and senior officers to purchase 1,372,393 shares of
its Class A common stock at market prices ranging from $18.44 per
share to $27.13 per share. The stock loans were set to bear interest
at the mid-term Applicable Federal Rate and were secured by the
shares purchased. Such stock loans (including accrued interest) vest
and are ratably forgiven each year on the anniversary of the grant
date based upon vesting periods ranging from four to fen years
based on continued service and in part on attaining certain annval
performance measures. These stock foans had an initial aggregate
weighted average vesting period of approximately nine years. Ap-
proximately $4.5 million and $3.7 million of compensation expense
was recorded for the years ended December 31, 2002 and 2001,
respectively, related to these LTIP. Such amount has been included in
marketing, general and administrative expenses on the accompany-
ing consolidated statements of operations.

During 2002, approximately $3.9 million of stock loans made in
prior years in connection with the aforementioned LTIP matured.
These stock loans were secured by 155,418 shares of Class A com-
mon stock which were issued at prices ranging from $22.50 per
share to $27.13 per share. As a result of the Company discontinu-
ing the use of stock loans as part of its LTIP the stock loans were
satisfied with restricted stock held by the Company which secured
the stock loans. The aggregate market value of these shares on the
maturity dates of the stock loans was approximately $3.4 million.
The aggregate difference between the market value of these shares
and the carrying value of the stock loans was recorded as a loss on
the accompanying consolidated statements of operations. The
155,418 shares of Class A common stock were subsequently retired
by the Company.
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The outstanding stock loan balances due from executive and se-
nior officers aggregated approximately $17.0 million and $24.3
million at December 31, 2002 and 2001, respectively, and have
been included as a reduction of additional paid in capital on the
accompanying consolidated statements of stockholders’ equity.
Other outstanding loans to executive and senicr officers amounting
to approximately $1.0 million at December 31, 2002 and 2001,
related to life insurance contracts and approximately $1.0 million
and $.9 million at December 31, 2002 and 2001, respectively, pri-
moarily related to tax payment advances on a stock compensation
award made fo a non-executive officer.

In November 2002, the Company granted rights to 190,524
shares of its Class A common stock to certain executive officers.
These shares vest ratably over a four year period and will be issued
in ratable instaliments on each anniversary date of the grant as
compensation to the executive officer.

The Company established a new LTIP for its executive and senior
officers. The four year plan has a cere component which provides for
annual stock based compensation based upon continued service and
in part based on attaining certain annual performance measures. The
plon has o special long term component which provides for
compensation to be earned at the end of a four yeor period if the
Company attains certain four year cumulative performance measures.
Amounts earned under the special long term component may be paid
in cash or stock at the discretion of the Compensation Committee of
the Board. Performance measures are bosed on totol shareholder
returns on a relative and absolute basis.

The following table sets forth the Company's reconciliation of numerators and denominators of the basic and diluted earnings per weighted
average common share and the computation of basic and diluted net income (loss] per weighted average share for the Company’s Class A
common stock as required by Statement No. 128 for the years ended December 31 {in thousands except for earnings per share dataj:

2002 2001 2000

Numerator:
Income (loss) before dividends to preferred shareholders, discontinued operations, extraordinary

loss and income allocated to Class B shareholders ... .......................... $ 73,947  $(34,425) $111,589
Dividends to preferred shareholders . ... .. .. ... ... .. . L {21,835) {21,866) (25,371}
Discontinued operations (net of share applicable to limited portners and Class B common

shareholders) . . . ... .. . 3,647 770 885
Extraordinory loss {net of share applicable to limited pariners and Class B common shareholders) (1,779) (1,971) (1,032
(Income) loss allocated to Class B common shareholders . .. ..................... ... (12,364) 13,249 (23,082)
Numerator for basic and diluted net income {loss) pershare . ........... ... ... ...... $ 41,604  $(44,243) $ 62,989
Denominator:
Denominator for basic net income (loss) per share- weighted average Class A common shares . 49,669 48,121 43,070
Effect of dilutive securities:
Common stock equivalents . .. ... ... L. 299 - 475
Denominator for diluted net income {loss) per Class A common share-adjusted weighted average

shares and assumed conversions . ... ... ... 49,968 48,121 43,545
Basic net income (loss) per Class A common share:

Basic netincome {loss) . ... ... ... $ J9 0% (119§ 1.9

Gainonsalesofrealestate .. ... .. ... . ... Kol 29 .28

Discontinued operalions . .. ... ... .. .07 .02 .02

Extraordinary 10ss . . ... . e (-03) (.04) {(03)

Basic net income (loss) per Class A common share ... ... ... ..

$ 84 5 (92 $ 146

Diluted net income (loss) per Class A common share:

Diluted netincome floss) ... ..........................
Gainonsalesofrealestate ... .. .......... ... ... ... ...
Discontinued operations . ....... .. ... ... ... .. ...
Extraordinary loss . ... ...

................. $ 79 $ (119 $ 1.7
.................. .01 29 28
.................. 07 02 02
................. (.04) (.04) (.02)

Diluted net income {loss) per Class A common share ... .......

$ .83 $ (92) $ 145
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The following table sets forth the Company’s reconciliation of numerators and denominators of the basic and diluted earnings per weighted
average common share and the computation of basic and diluted net income {loss] per weighted average share for the Company’s Class B
common stock as required by Statement No. 128 for the years ended December 31 (in thousands except for earnings per share dota}:
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2092 2001 2000

Numerator:
Income {loss) before dividends to preferred shareholders, discontinued operations, extraordinary

loss and income allocated to Class A common shareholders ... ... ... ........ .. $§ 73,941 $(34,425) $111,589
Dividends fo preferred shareholders . . .. .. ... .. .. . (21,835) (21,866) (25,371)
Discontinved operations {net of share applicable to limited partners and Class A common

shareholders) . . .. ... 1,121 249 323
Extraordinary loss (net of share applicable to limited partners and Class A common shareholders) {556) (624} (364)
(Income} loss allocated to Class A common shareholders .. .. .. ... ... ... .......... {39,742) 43,042 (63,134)
Numerator for basic net income {loss) pershare . ... ... .. . . .. oL 12,929 13,624) 23,041
Add back:
Net income allocated to Class A common shareholders . ... ... ... ... ... . ........ 41,604 - 62,989
Limited partners’ minority interest in the operating pariership .. .. ....... ... .. ...... €,238 - 11,574
Numerator for diluted net income (loss) pershare . ....... ... ... ... ... .. ... ... $ 60,771 $(13,624) $ 97,604
Denominator:
Denominator for basic net income (loss) per share-weighted average Class B common shares . 10,122 10,284 10,284
Effect of dilutive securities:
Weighted average Class A common shares outstanding .. .. ...... .. ... ... ... ... 49,669 - 43,070
Weighted average OP Units outstanding . ....... ... .. ... .. .. ... ... . 7,389 — 7,696
Common stock equivalents . .. ... . 299 - 475
Denominator for diluted net income (loss) per Class B common share- adjusted weighted average

shares and assumed CONVEISIONS . . . . o v vttt e e e e &7 479 10,284 61,525

Basic net income (loss} per Class B common share:

Basic net income {loss) .. ... ... .
Gainonsalesof realestate . ... ... ... .. ... . L.
Discontinued operations . ...... ... ... ... .. 0L
Extraordinaryloss . ........ ... ... .. . ..l

$  1.21 $ (1700 ¢ 1.82

.................. 01 42 43
.................. A1 02 03
.................. (.05) (.06} (.04)

Basic net income {loss) per Class B common share . .. ..........

$ 1.28 $ (1320 $ 224

Diluted net income (loss) per Class B common share:

Diluted netincome f{loss) . ...... ... .. ... L
Gainonsalesof realestate ... ... ... ... L
Discontinved operations . ............ .. ... ... ... ...
Extraordinary loss ... ... ... .. ...

$ 92 ¢ (1700 $ 1.4

.................. - 42 07
.................. .02 02 01
.................. (.04) (.06) (.03)

Diluted net income (loss) per Class B common share . ....... ...

$ 90 $ (132 $ 1.59

The Company’s computation for purposes of calculating the diluted weighted average Class B common shares outstanding is based on the
assumption that the Class B common stock is converted to the Company’s Class A common stock.

Employee Stock Option Plans and Related Disclosures

The Company has five outstanding stock option plans {the “Plans”)
for the purpose of attracting and retaining executive officers,
directors and other key employees.

The following table sets forth the authorized shares of Class A
common stock which have been reserved for issuance under the
Plans, the options granted under the Plans and their corresponding
exercise price range per share as of December 31, 2002:

Class A i :
Common Options Exercise price range
shares granted
reserved M2 from (1) to (1)
Amended and Restated
1995 Stock Option Flan 1,500,000 1,545,038 $12.04 $25.56

1996 Employee Stock
Option Plan . . . . . . 400,000 269,600 $19.67 $26.13

Amended and Restated
1997 Stock Option

Plan. . . .. . ... .. 3,000,000 2,525,965 $22.67 $27.04
1998 Stock Optoin Plan . . 3,000,000 2,280,501 $17.75 $25.67
2002 Stock Option Plan . 1,500,000 - — -
Total . . ... 9,400,000 6,621,104

{1} Exercise prices have been split adjusted, where applicable.
{2) inclusive of options subsequently forfeited by grantees and exclusive of share grants.

Options granted to employees generally vest in three equal in-
staliments on the first, second and third anniversaries of the date of
the grant.

The independent directors of the Company have been granted
options to purchase 116,000 shares of Class A common stock pur-
suant fo the Amended and Restated 1995 Stock Option Plan at ex-
ercise prices ranging from $12.04 to $25.56 per share and options
to purchase 43,000 shares of Class A common stock pursuant to the
Amended and Restated 1997 Stock Option Plan at exercise prices
ranging from $24.70 to $25.23 per share. The options granted to
the independent directors were exercisable on the date of the grant.

Two former independent directors of the Company were previ-
ously granted options to purchase 62,500 shares of Class A com-
mon stock pursuant to the Amended and Restated 1995 Stock Option
Plan. During 2002, these former independent directors exercised
26,000 options resulting in proceeds to the Company of approxi-
mately $422,000.
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During 2002 and 2001, employees exercised 389,283 and
182,596 options, respectively resulting in proceeds to the Company
of approximately $5.9 million and $2.8 million, respectively.

Prior to 2002, the Company applied APB No. 25 and related
interpretation in accounting for its Plans and reported only pro forma
information regarding net income and earnings per share deter-
mined as if the Company had accounted for its Plans under the fair
value method as required by Statement No. 123 in the footnotes to
its financial statements.

The Black-Scholes option valuation model was developed for use
in estimating the fair value of traded options which have no vesting
restrictions and are fully transferable. In addition, option valuation
models require the input of highly subjective assumptions including
the expected stock price volatility. Because the Company’s Plans
have characteristics significantly different from those of traded op-
tions and because changes in the subjective input assumptions can
materially affect the fair value estimate, in management’s opinion,
the existing models do not necessarily provide a reliable single mea-
sure of the fair value of its employee stock options.

The following table summarizes the Company’s stock option ac-
tivity and related information:

Weighted-
GVETGSE
exercise
Options price
Otgstandigg - January 1, 2000 . . .. 5,;?;,;?2} %%%ég
ranted . .. ... , .
Exercised . . ......... .. ..... 280,087) $13.00
Forfeited .. ................ 145,000 $22.50
Outstcndiéwg - December 31, 2000 . 5,486,2861 %22.70
Granted . . ................. 177, 22.61
Exercised .. ................ 182,596) $15.41
Forfeited . ......... . ... .... 118,133) $22.84
Otgsfandicr;g - December 31, 2001 5,36;,288 253189
ranted . ... L L 47, 4.
Exercised .. ... ... ... . ... (415,283} $15.20
Forfeited . .............. ... (82,002) $23.95
Cutstanding - December 31, 2002 . 4,913,570 $24.17

The following table sets forth the weighted average fair value of
options granted for the years ended December 31, and the weighted
average per share exercise price and vested options exercisable at
December 31:

2002 2001 2000
Weighted average fair
value of options granted $ 1.43 $ 194 % 2.15
Weighted average per
share exercise price ... $  2285§% 2270% 2217
Vested options
exercisable .. ..... . . 4,575,181 4,498,828 5,137,588

Exercise prices for options outstanding, under all Plans, as of
December 31, 2002 ranged from $12.04 per share to $27.04 per
share. The weighted-average remaining contractual life of those
options is approximately 5.81 years.

8. Related Party Transaciions

in connection with the IPO, the Company was granted ten year op-
tions to acquire ten properties (the “Option Properties”) which are
either owned by certain Rechler family members who are also exec-
utive officers of the Company, or in which the Rechler family mem-
bers own a non-controlling minority interest at a price based upon
an agreed upon formula. In years prior to 2001, one Option Prop-
erty was sold by the Rechler family members to a third party and four
of the Option Properties were acquired by the Company for an ag-
gregate purchase price of approximately $35 million, which in-
cluded the issuance of approximately 475,000 OP Units valued at
approximately $8.8 million. Currently, certain Rechler family mem-
bers refain their equity interests in the five remaining Option Proper-
ties [the “"Remaining Option Properties”) which were not contributed
to the Company as part of the IPO. Such options provide the Com-

pany the right to acquire fee interest in two of the Remaining Option
Properties and the Rechler's minority interests in three Remaining
Option Properties. The Independent Directors are currently review-
ing whether the Company should exercise one or more of the op-
tions relating to the Remaining Option Properties.

The Company conducts its management, leasing and construc-
tion related services through taxable REIT subsidiaries as defined by
the Code. These services are currently provided by the Service Com-
panies in which, as of September 30, 2002, the Operating Partner-
ship owned a 97% non-controlling interest. An entity which is
substantially owned by certain Rechler family members who are also
executive officers of the Company owned a 3% controlling interest in
the Service Companies. In order to minimize the potential for corpo-
rate conflicts of interests which became possible as o result of
changes to the Code that permit REITs to own 100% of taxable REIT
subsidiaries, the Independent Directors of the Company approved
the purchase by the Operating Partnership of the remaining 3% in-
terest in the Service Companies. On October 1, 2002, the Operat-
ing Partnership acquired such 3% interests in the Service Companies
for an aggregate purchase price of approximately $122,000. Such
amount was less than the total amount of capital contributed to the
Service Companies by the Rechler family members. As a result of the
acquisition of the remaining interests in the Service Companies, the
Operating Partnership commenced consolidating the operations of
the Service Companies. During 2002, Reckson Construction Group,
Inc. billed approximately $144,000 of market rate services and
Reckson Management Group, Inc. billed approximately $313,000
of market rate management fees to the Remaining Option Properties.
in addition, for the year ended December 31, 2002, Reckson Con-
struction Group, Inc. performed market rate services, aggregating
approximately $322,000 for a property in which certain executive
officers maintain an equity interest.

Reckson Management Group, Inc. leases 43,713 square feet of
office and storage space at o Remaining Option Property for its cor-
porate offices located in Melville, New York at an annual base rent
of approximately $1.2 million. Reckson Management Group, Inc.
also leases 10,722 square feet of warehouse space used for equip-
ment, materials and inventory storage at a Remaining Option Prop-
erty located in Deer Park, New York at an annual base rent of
approximately $75,000.

A company affiliated with an Independent Director of the Com-
pany leases 15,566 square feet in a property owned by the Com-
pany at an annual base rent of approximately $431,500. Reckson
Strategic Venture Partners, LLC (“RSVP") leases 5,144 square feet in
one of the Company’s joint venture properties at an annual base rent
of approximately $176,000.

During 1997, the Company formed Frontline Capital Group,
formerly Reckson Service Industries, Inc. (“Frontline”) and RSVP.
RSVP is a real estate venture capital fund which invests primarily in
real estate and real estate operaling companies outside the Compa-
ny's core office and indusirial focus and whose common equity is
held indirectly by Frontline. In connection with the formation and
spin-off of Frontline, the Operating Parinership established an unse-
cured credit facility with Frontline (the “Frontline Facility”) in the
amount of $100 million for Frontline to use in its investment activi-
ties, operations and other general corporate purposes. The Com-
pany advanced approximately $93.4 million under the Frontline
Facility. The Operating Partnership also approved the funding of in-
vestments of up to $100 million relating to RSVP {the “RSVP Commit-
ment"}), through RSVP-controlled joint ventures ({for RET-qualified
investments) or advances made to Fronttine under an unsecured loan
facility (the “RSVP Facility”) having terms similar to the Frontline Fo-
cility (advances made under the RSVP Facility and the Frontline Fa-
cility hereafter, the “Frontline Loans”). During March 2001, the
Company increased the RSVP Commitment to $110 million and as
of December 31, 2002, approximately $109.1 million had been
funded through the RSVP Commitment, of which $59.8 million
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represents investments by the Company in RSVP-controlled
(REIT-qualified) joint ventures and $49.3 million represents loans
made to Frontline under the RSVP Facility. As of December 31,
2002, interest accrued (net of reserves) under the Frontline Facility
and the RSVP Facility was approximately $19.6 million. RSVP
retained the services of two managing directors to manage RSVP's
day to day operations. Prior to the spin off of Frontline, the Company
guaranteed certain salary provisions of their employment
agreements with RSVP Holdings, LLC, RSVP’s common member. The
term of these employment agreements is seven years commencing
March 5, 1998, provided however, that the term may be earlier
terminated after five years upon certain circumstances. The solary for
each managing director is $1 million in the first five years and $1.6
million in years six and seven.

At June 30, 2001, the Company assessed the recoverability of
the Frontline Loans and reserved approximately $3.5 million of the
interest accrued during the three-month period then ended. In addi-
tion, the Company formed a committee of its Board of Directors,
comprised solely of independent directors, to consider any actions to
be taken by the Company in connection with the Frontline Loans and
its investments in joint ventures with RSVP. During the third quarter of
2001, the Company noted a significant deterioration in Frontline's
operations and financial condition and, based on its assessment of
value and recoverability and considering the findings and recom-
mendations of the committee and its financial advisor, the Company
recorded a $163 million valuation reserve charge, inclusive of an-
ticipated costs, in its consolidated statements of operations relating
to its investments in the Frontline Loans and joint ventures with RSVP.
The Company has discontinved the accrual of interest income with
respect to the Frontline Loans. The Company has also reserved
against its share of GAAP equity in earnings from the RSVP con-
trolled joint ventures funded through the RSVP Commitment until such
income is realized through cash distributions. If the RSVP- controlled
joint ventures reported lesses the Company would record its propor-
tionate share of such losses.

At December 31, 2001, the Company, pursuant to Section 166
of the Code, charged off for tax purposes $70 million of the afore-
mentioned reserve directly related to the Frontline Facility, including
accrued interest. On February 14, 2002, the Compony charged off
for tax purposes an additional $38 million of the reserve directly
related to the Frontline Facility, including accrued interest, and $47
million of the reserve directly related to the RSVP Facility, including
acerued interest.

Frontline is in default under the Frontline Loans from the Operat-
ing Partnership and on June 12, 2002, filed o voluntary petition for
relief under Chapter 11 of the U.S. Bankruptcy Code.

As a result of the foregoing, the net carrying value of the Com-
pany’s investments in the Froniline Loans and joint venture invest-
ments with RSVP, inclusive of the Company’s share of previously
accrued GAAP equily in earnings on those investments, is approxi-
mately $65 million which was reassessed with no change by man-
agement as of December 31, 2002. Such amount has been reflected
in investments in service companies and affiliate loans and joint ven-
tures on the Company’s consolidated balance sheet. The common
and preferred members of RSVP are currently in dispute over certain
provisions of the RSVP operating agreement. The members are cur-
rently negotiating to restructure the RSVP operating agreement to set-
tle the dispute. There can be no assurances that the members will
successfully negotiate a seftlement.

Both the Frontline Facility and the RSVP Facility terminate on June
15, 2003, are unsecured and advances thereunder are recourse
obligations of Frontline. Notwithstanding the valuation reserve, un-
der the terms of the credit facilities, interest accrued on the Frontline
Loans at a rate equal to the greater of (o) the prime rate plus two

percent and {b) 12% per annum, with the rate on amounts that were
outstanding for more than one year increasing annually at a rate of
four percent of the prior year's rate. In March 2001, the credit facil-
ities were amended to provide that (i} interest is payable only at
maturity and (i) the Company may transfer all or any portion of its
rights or obligations under the credit facilities to its offiliates. The
Company requested these changes as a result of changes in REIT tax
laws. As a result of Frontline’s default under the Froniline Loans,
inferest on borrowings thereunder accrue at default rates ranging
between 13% and 14.5% per annum.

Scott H. Rechler, who serves as Co-Chief Executive Officer and o
director of the Company, serves as CEO and Chairman of the Board
of Directors of Frontline.

9, Fair Yaluve of Financial Instruments

In accordance with FASB Statement No. 107, “Disclosures About
Fair Value of Financial Instruments”, management has made the fol-

lowing disclosures of estimated fair value at December 31, 2002 as
required by FASB Statement No. 107.

Cash equivalents, accounts receivable, accounts payable and
accrued expenses and variable rate debt are carried at amounts
which reasonably approximate their fair values.

The fair value of the Company's long-term debt, mortgage notes
and notes receivable is estimated based on discounting future cash
flows at interest rates that management believes reflects the risks as-
sociated with long-term debt, mortgage notes, accounts payable and
accrued expenses and accounts and notes receivable of similar risk
and duration. At December 31, 2002, the estimated aggregate fair
value of the Company’s notes and mortgage notes receivable ex-
ceeded their carrying value by approximately $1.2 million and the
aggregate fair value of the Company’s long term debt exceeded its
carrying value by approximately $20.3 million.

Considerable judgment is necessary to interpret market data and
develop estimated fair value. The use of different market assumptions
and/or estimation methodologies may have a material effect on the
estimated fair value amounts.

10. Remnial Income

The Company’s office and industrial / R&D properties are being
leased to tenants under operating leases. The minimum rental amount
due under certain leases are generally either subject to scheduled
fixed increases or indexed escalations. In addition, the leases gen-
erally also require that the tenants reimburse the Company for in-
creases in certain operating costs and real estate taxes above base
year costs.

Expected future minimum rents to be received over the next five
years and thereafter from leases in effect ot December 31, 2002 are
as follows {in thousands}:

2003 . . $ 409,143
2004 . 395,029
2005 .. 355,969
2006 . .. 309,136
2007 267,376
Thereafter . ...... .. ... ... ... ... 1,291,328

$3,027,981

* Minimum rental income is recognized on a straight-line basis
over the term of the lease. The excess of rents recognized over
amounts contractually due are included in deferred rents receivable
on the accompanying balances sheets. Contractually due but unpaid
rents are included in tenant receivables on the accompanying
balance sheets. During the year ended December 31, 2002, the
Company incurred approximately $6.3 million of bad debt expense
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related to tenant receivables and deferred rents receivable which
accordingly reduced total operating revenues on the accompanying
statements of operations.

11. Segment Disclosure

The Company owns all of the interests in its real estate properties
directly or indirectly through the Operating Partnership. The Compa-
ny’s portfolio consists of Class A office properties located within the
New York City metropolitan area and Class A suburban office and
industrial / R&D properties located and operated within the Tri-State
Area (the “Core Portfolio”). The Company’s portfolio also includes
one office property located in Orlando, Florida. The Company has
Managing Directors who report directly to the Co-Presidents and

Chief Financial Officer who have been identified as the Chief Oper-
ating Decision Makers due to their final authority over resource allo-
cation, decisions and performance assessment.

The Company does not consider (i) interest incurred on its Credit
Facility and Senior Unsecured Notes, (i) the operating performance
of the office property located in Orlando, Florida, {iii} the operating
performance of those properties reflected as discontinued operations
on the Company’s consolidated statements of operations and (iv} the
operating resulis of the Service Companies as part of its Core
Portfolio’s property operating performance for purposes of its
component disclosure set forth below.

The accounting policies of the reportable segments are the same
as those described in the summary of significant accounting policies.

The following tables set forth the components of the Company’s revenues and expenses and other related disclosures, as required by FASB
Statement No. 131 “Disclosures About Segmenis of an Enterprise and Related Information”, for the years ended December 31 (in thousands):

2002
Core Portfolio Other Consolidated Totals

Revenuess
Base rents, tenant escalations and reimbursements . ... ... ... L. $ 489,818 $ 8,264 $ 493,082
Otherincome . .. oo 1,870 6,940 8,010
Total Revenues ... .. e 490,388 15,204 306,092
Expenses:
Property expenses .. ... . . ... 170,723 4,318 175,041
Marketing, general and administrative .. ... ... .. ... L L. 18,686 12,892 31,578
IBEIESE . . o 51,907 36,678 88,585
Depreciation and amortization . ... ... .. ... 104,064 8,277 112,341
Total EXPeNses ... oot 343,380 62,1485 £07,545
Income (loss} from continuing operations before minority interests, preferred

dividends and distributions, valuation reserves, equity in earnings of real

estate joint ventures and service companies, gain on sales of real estafe,

discontinued operations and extraordinary loss ... ... ... oL $ 145,508 §{46,961) $ 098,547
Total @sseds. . . . ... . ... $2,685,817 $222,103 $2,907,920

2001
Core Portfolio Other Consolidated Totals

Revenues:
Base rents, tenant escalations and reimbursements .. ... ... L. $ 484,953 $ 9,256 $ 494,209
Other income . . . ..o oo 4,314 16,123 20,437
Total Revenues .. .. ... . 489,267 25,379 514,646
Expenses:
Property expenses .. ... ... 164,357 2,934 167,291
Marketing, general and administrative ... .. ... L. L oL 20,466 10,087 30,553
Ierest . . o e 51,376 41,694 93,070
Depreciation and amortization . ... ... .. L o 94,480 7,628 102,108
Total EXPeRses ... ... i 330,679 62,343 393,022
Income {loss) from continuing operations before minority interests, preferred

dividends and distributions, valuation reserves, equity in earnings of real

estate joint ventures and service companies, gain on sales of real estate,

discontinued operations and extraordinary loss ... ... .. ... . ... $ 158,588 $ (36,964) $ 121,624
Total @ssets . . ... $2,763,771 $230,447 $2,994,218
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2000
Core Portfolio Other Consolidated Totals

Revenues: ]
Base rents, tenant escalations and reimbursements . ... ... L. $ 438,738 $ 9,751 $ 448,489
Other iNCOME . . . . .o e 1,212 33,597 34,809
Total Revenues . .. .. 439,950 43,348 483,298
Expenses:
Property expenses . . ... .. . 153,577 2,526 156,103
Marketing, general and administrative ... ... ... . o Lo oL 20,414 6,765 27,179
Iferest .« e 40,463 55,872 96,335
Depreciation and amortization .. ... .. ... .. 83,663 8,146 1,809
Total EXPENSes . .. ..ot 298,117 73,309 371,426
Income {loss) from continuing operations before minority interests, preferred

dividends and distributions, equity in earnings of real estate joint ventures and

service companies, gain on sales of real estate, discontinued operations and

extraordinary 1oss . .. ... $ 141,833 $129,961) $ 111,872
Total @SSEIS . o i e $2,604,494 $393,536 $2,998,030

12. Non-Cosh Investing and Financing Activities

Additional supplemental disclosures of non-cash investing and
financing activities are as follows:

During the year ended December 31, 2002, approximately
11,303 preferred units of limited parinership interest in the
Operating Partnership, with a liquidation preference value of
approximately $11.3 million, were exchanged for 451,934 OP
Units ot an average price of $24.66 per OP Unit. In addition,
666,468 OP Units were exchanged for an equal number of shares of
the Company’s Class A common stock.

During the year ended December 31, 2001, approximately
11,553 preferred units of limited partnership inferest in the
Operating Partnership, with a liquidation preference value of
approximately $11.6 million, were exchanged for 456,351 OP
Units at an average price of $25.32 per OP Unit. In addition,
660,370 OP Units were exchanged for an equal number of shares of
the Company’s Class A common stock.

13. Commitments and Contingencies

The Company has entered into amended and restated employment
and noncompetition agreements with its chairman and six executive
officers. The agreements are for five years and expire on August 15,
2005.

The Company had outstanding undrawn lefters of credit against
its Credit Facility of approximately $1.0 million and $37.4 million at
December 31, 2002 and 2001, respectively.

The Company sponsors a defined contribution savings plan
pursuant to Section 401(k) of the Code. Under such plan, there are
no prior service costs. Employees are generally eligible to participate
in the plan after six months of service. Employer contributions are
based on a discretionary amount defermined by the Company’s
management. As of December 31, 2002, the Company has not
made any contributions 1o the plan.

HQ Global Workplaces, Inc. ("HQ"), one of the largest providers
of flexible officing solutions in the world and which is controlled by
Frontline, currently operates nine {formerly eleven} executive office
centers in the Company's properties, three of which are held through
joint ventures. The leases under which these office centers operate
expire between 2008 and 2011, encompass approximately
202,000 square feet and have current contractual annual base rents
of approximately $6.1 million. On March 13, 2002, as a result of
experiencing financial difficulties, HQ voluntarily filed a petition for
relief under Chapter 11 of the U.S. Bankruptcy Code. Subsequent to
HQ filing for bankruptcy protection it defaulted under their leases
with the Company. Further, effective March 13, 2002, the
Bankruptcy Court granted HQ's petition to reject two of its leases with
the Company. The two rejected leases aggregated approximately
23,900 square feet and provided for contractual base rents of
approximately $548,000 for the 2002 calendar year. Commencing
April 1, 2002 and pursuant to the bankruptey filing, HQ has been
paying current rental charges under its leases with the Company,

other than under the two rejected leases. The Company is in
negotiation to restructure four of the leases and leave the terms of the
remaining five leases unchanged. All negotiations with HQ are
conducted through a committee designated by the Board and
chaired by an independent director. There can be no assurance as to
whether any deal will be consummated with HQ or if HQ will affirm
or reject any or all of its remaining leases with the Company. As a
result of the foregoing, the Company has reserved approximately
$550,000 [net of minority partners’ interests and including the
Company’s share of unconsolidated joint venture interest), or 74%,
of the amounts due from HQ as of December 31, 2002. Scott H.
Rechler serves as the non-Executive Chairman of the Board and Jon
Halpern is the Chief Executive Officer and a director of HQ.

WorldCom/MCl  and its  offiliates  (“WorldCom”), a
telecommunications company, which leased, as of December 31,
2002, approximately 527,000 square feet in thirteen of the
Company’s properties located throughout the Tri-State Area
voluntarily filed a pefition for relief under Chapter 11 of the U.S.
Bankruptcy Code on July 21, 2002. The total onnualized base rental
revenue from these leases amounted to approximately $12.0 million,
or 2.9% of the Company’s total 2002 annualized rental revenue,
making it the Company’s second largest tenant based on base rental
revenue earned on a consolidated basis. All of WorldCom's leases
were current on base rental charges through December 31, 2002
and the Company currently holds approximately $300,000 in
security deposits relating to these leases. In February 2003, the
Bankruptcy Court granted WorldCom's petition to reject three of its
leases with the Company. The three rejected leases aggregated
approximately 192,000 square feet and provided for contractual
base rents of approximately $4.8 million for the 2002 calendar
vear. The Company is currently in negotiations to restructure the
remaining WorldCom leases. There can be no assurance as to
whether WorldCom will affirm or reject any or alf of its remaining
leases with the Company. As a result of the foregoing, the Company
has written off approximately $1.1 million of deferred rent
receivable. In addition, the Company reserved an additional
$475,000 against the deferred rents receivable representing
approximately 46% of the outstanding deferred rents receivable
attributable to the remaining WorldCom leases.

MetroMedia Fiber Network Services, Inc. {“MetroMedia”}, which
leased approximately 112,000 square feet in one property from the
Company, voluntarily filed a petition for relief under Chapter 11 of
the U.S. Bankruptcy Code in May 2002. MetroMedia’s lease with
the Company provided for contractual base rent of approximately
$25 per square foot amounting to $2.8 million per calendar year
and expired in May 2010. In July 2002, the Bankruptcy Court
granted MetroMedia’s petition to restructure and reduce space under
its existing lease. As a result, the lease was amended to reduce
MetroMedia’s space by 80,357 square feet to 31,718 square feet.
Annual base rent on the 31,718 square feet MetroMedia will
continue fo lease is $25 per square foot amounting to approximately
$793,000 per annum. Further, pursuant to the Bankruptey Court
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order MetroMedia is required to pay to the Company a surrender fee
of approximately $1.8 million. As a result of the foregoing the
Company wrote-off approximately $388,000 of deferred rent
receivable relating to this lease and recognized the aforementioned
surrender fee,

Arthur Andersen, LLP {"AA”) leased approximately 38,000
square feet in one of the Company’s New York City buildings. AA’s
lease with the Company provided for base rent of approximately $2
million on an annualized basis and expired in April 2004. AA has

14. Income Texes

experienced significant financial difficulties with its business and as a
result has entered into a lease termination agreement with the
Company effective November 30, 2002. in October 2002, AA paid
the Company for all base rental and other charges through
November 30, 2002 and a lease termination fee of approximately
$144,000. As a result of the foregoing, the Company has written off
approximately $130,000 of deferred rent receivable attributable to
AA's lease.

The following table sets forth the Company’s reconciliation of GAAP net income to taxable income for the years ended December 31 {in

thousands and unaudited):

2002
{estimated) 2001 2000

GAAP netincome (loss) . ... ...... ... . ... ... $ 76,368 $ (36,001} $111,401
Minority interests and distributions to preferred unit holders . . ... ... 26,256 12,208 23,335
Extraordinary loss on extinguishment of debts (net of limited partners’

minority interest) . ... ... 2,333 2,595 1,396
Add: GAAP depreciation and emortization .. .. ...... ... ... ... 112,341 102,108 91,809
Less: Tax depreciation and amortization .. ....... ... ......... (61,380) (73,330) (57,293)
GAAP/tax difference on gains / losses from capital transactions . . . . 5,024 (5,828) (8,255}
Straight-line rental income adjustment . .. ... ... ... L (26,567) (41,489) (38,785}
GAAP / tax difference on reserve charge-off . ... ... .. ... ... (85,000) 97,056 -
Other GAAP / tax differences, net .. ... ... ... ... ... . .... (18,418) 8,463 7,278
Taxable income before minority interests ... ......... ... ..... . 30,959 65,782 130,886
Minority inferests . .. ... ... (20,810) (20,451) (31,083)
Taxable income to REIT . . . . oo $ 10,149 $ 45,331 $ 99,803

The following table sets forth the Company's reconciliation of cash distributions to the dividends paid deduction for the years ended

December 31 (in thousands):

2002
(estimated) 2001 2000
Total cash distributions . .. ... ... ... ... $ 134,976 $124,942 $114,074
Less: Cash distributions on restricted shares . .. .............. .. (1,876) (1,560) (1,059)
Returnofcapital ... ... ... ... (123,450) {74,691) -
Cashdividends paid .. ... ... ... ... ... ... . ... ..., 10,050 48,691 113,015
Less: dividends designatedto prioryear . ........ .. ... . ... - - (8,688)
Add: dividends designated from followingyear . ... ... ... . ... - - -
Dividends paid deduction ... ......... .. . . ... .. . ... $ 10,0590 $ 48,691 $104,327

The following tables set forth the characterization of the Company’s taxable distributions per share on its Class A common and Class B

common stock for the years ended December 31:

2002
Class A common stock ({estimated) 2001 2000
Ordinary income . .. ... $ - - $.349 21.5% $1.364 90.0%
Returnof capital ... ... . 1.698 100.0% 1.192 73.5% — —
long-term rate capital gains ... .. ... L - - 019 1.2% 0.086 57%
Unrecaptured Section 1250 gain ... ... ... ... ... ...... - - 061 3.8% 0.065 4.3%
Totals .. .o 1.698 100.0% $1.621 100.0% $1.515 100.0%

2002
Class B common stock (estimated) 2001 2000
Ordinary income ... ... ... $ - - % 537 21.5% $2.090 90.0%
Returnof capital . ... ... 2.593 108.0% 1.838 73.5% - —
Long-term rate capital gains ... ... ... - - .029 1.2% 0131 57%
Unrecaptured Section 1250 gain ... ... ... ... .. . .. - - 094 3.8% 0.099 4.3%
Totals ..o $2.593 100.0% $2.498 100.0% $2.320 100.0%
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The following summary represents the Company’s results of operations for each fiscal quarter during 2002 and 2001 {in thousands, except
share amounts):

2002
First Quarter Second Quarter Third Quarter Fowrth Quarter

Total revenues from continuing operations .. .................. $ 123,794 & 124,778 & 128,678 § 128,842
Income before preferred dividends and distributions, minority interests,

equity in earnings of real estate joint ventures and service

companies, gain on sales of real estate, discontinued operations

and extraordinary loss ... ... $ 27,878 $ 25,737 $ 22,778 $ 22,154
Preferred dividends and distributions . ... . ... ... ... . ... (5,948) (5,767) {5,760) (5,648)
Minority interests . . ... .. ... (7,024) (6,456) (5,695) {5,793)
Equity in earnings of real estate joint ventures and service companies . 335 159 104 315
Gainonsalesofrealestate . ........ ... ... ... i 537 - - -
Discontinued operations (net of limited partners’ minority interest} . . . . 204 132 4,707 (281)
Extraordinary loss {net of limited partners’ minority interest) ... ... .. - - - (2,335)
Net income allocable to common shareholders . .. .......... ... $ 15,982 § 13,805 § 16,7134 § 8,612
Net income allocable to:

Class A common shareholders . .. ... .. ... ... ..... $ 12,159 § 10,548 $ 12,334 $ 6,363

Class B common shareholders ... ............. ... ....... 3,823 3,257 3,800 2,089
Total $ 15,982 $ 13,805 $ 16,134 $ 8,612
Basic net income per weighted average common share:

Class ACOMMON . . oo $ 23 8 21 § I8 § 18

Gainonsalesof realestate .. ... ... o L L 01 - - -

Discontinued operations . ........... . ... .. ... .. - - 07 -

Extraordinaryloss . ... ... .. ... . - - - (.08}

Basic net income per weighted average Class A common share ... $ 24 § 21 3 25 $ 14

Class Bcommon . ... oo $ 36 § 32 $ 27 $ 27

Gainonsalesofrealestate ... ....... ... ... .. ... .. . ... 01 - - -

Discontinued operations . .......... ... ... . ... - - 11 -

Extraordinary loss ... ... ... . - - - {-06)

Basic net income per weighted average Class B common share. ... $ 37 $ 32 $ 38 $ 21
Basic weighted average common shares outstanding:

Class Acommon ... oo 50,013,140 50,775,300 49,525,372 43,383,554

ClassBeommon . ... oo 1¢,283,513 10,283,513 10,010,423 9,215,313
Diluted net income per weighted average common share:

Class ACOMMON . . . vt $ 24 0§ 21 § 25 $ .14

Class B common . . .o $ 26 8 22 $ 26 $ .15
Diluted weighted average common shares outstanding:

Class ACOMMON ..ottt e 50,350,189 57,164,788 49,825,400 48,551,222

ClassBcommon . ... .o i 10,283,513 10,283,513 10,010,423 2,215,313
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2001
First Quarter  Second Quarter Third Quarter Fourth Quarter

Total revenues from continuing operations . .. ........ ... ... .. .... $ 1290559 $§ 130,754 $ 130,695 $ 123,638
Income before preferred dividends and distributions, minority interests,

voluation reserves, equily in earnings of real estate joint ventures and

service companies, gain on sales of real estate, discontinued operations

and extraordinary loss ... ... ... $ 34,523 $ 31,304 §$ 29,395 § 26,402
Preferred dividends and distributions . ... ... ... ... L (6,085) {5,928) (5,996} (5,968)
Minorify inferests . . ... ... L (8,423) {6,644) 11,619 (6,649)
Valuation reserves on investments in affiliate loans and joint ventures and

otherinvestments . ... ... . ... ... - - (163,000} (3,101}
Equity in earnings of real estate joint ventures and service companies . . . .. 398 801 505 383
Gainonsalesofrealestate . ...... ... .. ... ... ... — — 972 19,201
Discontinued operations (net of limited partners’ minority interest) . ....... 275 226 180 338
Extraordinary loss {net of limited partners’ minority interest) . . .. .. ....... - - (2,595} -
Net income (loss) allocable to common shareholders .. ... .. ...... ... $ 20,688 $ 19,759 $ (128,920} $ 30,606
Net income (loss} allocable to:

Class A common shareholders . ... .. ... . ... .. $ 15,308 § 15,109 § (97,944) § 23,284

Class B common shareholders . ... . ... ... . ... 5,380 4,650 {30,976) 7,322
Total $ 20,688 $ 19,759 $ (128,920) $ 30,606
Basic net income (loss) per weighted average common share:

Class A common ... ... $ 34 % 32 % 1.94) $ .20

Gainonsalesofrealestate . ... ... ... . ... - - .01 26

Discontinued operations . ... .. ... ... .. - - - 01

Extroordinary loss .. ... . - — (.04) -

Basic net income (loss) per weighted average Class A common share . ... $ 34 3 32 $ (1.97) $ 47

Class B commOon . . . e $ 52 % 45 % 297y $ .30

Gainonsalesofrealestate . . ..... ... ... . ... ... ... ... — - .02 .40

Discontinued 0perations . . .. ...t - - - .01

Extraordinary foss .. ... . L - — (-06) -

Basic net income {loss) per weighted average Class B common share . ... $ 52 % 45 8 (3.01} $ 71
Basic weighted average common shares outstanding:

Class Acommon ... ... e 45,483,544 47,221,917 49,715,423 49,994,025

ClassBcommon . ... ... ... . . . . . ... 10,283,513 10,283,513 10,283,513 10,283,513
Diluted net income (loss) per weighted average common share:

Class A COMMON . . . .. $ 33 3 32 % (1.97) $ Ab

Class B COMMON ..o oo $ 37§ 34 $ (3.01) § .50
Diluted weighted average common shares outstanding:

Class Acommon .. ... . .. 45949816 47,600,390 49,715,423 51,005,494

ClassBcommon . ... .. ... ... . . . . . 10,283,513 10,283,513 10,283,513 10,283,513
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Report of Independent Auditors

Boord of Direcfors and Steckholders
Reckson Associates Realty Corp.

We have audited the accompanying consolidated balance sheets of
Reckson Associates Realty Corp. as of December 31, 2002 and
2001, and the related consolidated statements of operations,
stockholders’ equity, and cash flows for each of the three years in the
period ended December 31, 2002. These financial statements are
the responsibility of the Company’s management. Our responsibility
is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing 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 fest 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, as 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 to above present
fairly, in ail material respects, the consolidated financial position of
Reckson Associates Realty Corp. at December 31, 2002 and 2001,
and the consolidated results of its operations and its 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.

New York, New York
February 27, 2003



Price Range of Common Stock and Distribution History
Class A Common Stock
The Company’s Class A common stock began trading on the New York Stock Exchange [“NYSE"’} on May 25, 1995, under the symbol “RA"".

The following table sets forth the quarterly high and low closing prices per share of the Company’s Class A common stock as reported on
the NYSE and the distributions paid by the Company for each respective quarter ended.

High Low Distribution
March 31,2001 . $ 2588 $ 2190 $ .3860
June 30, 2001 . . L $ 23.90 $ 2114 $ .4246(1)
September 30,2001 ... ... ... L. ) $ 2415 $ 21.90 $ 4246
December 31,2001 . ... ... . ... $ 24.46 $ 2215 $ 4246
March 31,2002 .. . o $24.68 $22.54 $.8246
June 30,2002 . . .. $26.00 $24.18 $.4246
September 30,2002 ... ... ... $24.92 $21.08 $.8246
December 31,2002 . . ... ... . ., $22.95 $20.10 $.8246

{1) Commencing with the distribution for the quarter ending June 30, 2001, the Board of Directors of the Company increased the quarterly distribution to $.4246 per share, which is
equivalent to an annual distribution of $1.6984 per share.

Class B Common Stock
The Company’s Class B common stock began trading on the NYSE on May 25, 1999 under the symbol “RA.B".

The following table sets forth the quarterly high and low closing prices per share of the Company’s Class B common stock as reported on
the NYSE and the distributions paid by the Company for each respective quarter ended.

High Low Distribution
March 31,2001 .. . .. $ 27.50 $ 2290 $ .6000
June 30, 2001 . $ 25.00 $ 22.40 $ .6164(1)
September 30, 2001 ... ... ... $25.60 $23.29 $ 6492
December 31, 2001 . . . .. ... $ 25.76 $ 23.55 $ .6492
March 31,2002 ... .. . . . $25.76 $23.86 $.6492
June 30,2002 . ... $27.07 $25.30 $.6485(2)
September 30,2002 ... . ... ... $25.95 $22.30 $.6471
December 31, 2002 . .. . ... ... $23.88 $20.70 $.6477

{1} Commencing with the distribution for the three month period ended July 31, 2001, the Board of Directors of the Company increased the quarterly distribution to $.6492 per share, which
is equivalent to an annual distribution of $2.5968 per share.

{2) Commencing with the distribution for the three month period ended July 31, 2002, the Board of Directors of the Company decreased the quarterly distribution to $.6471 per share, which
is equivalent to an annual distribution of $2.5884 per share.
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INVESTOR
RELATIONS

For questions about the Company,

to subscribe to the Company’s email
distribution list, or to request corporate
information such as a copy of the
Company’s Form 10K and annual
report filed with the Securities and
Exchange Commission, please confact
Susan McGuire, Vice President Investor
Relations, at the Company’s corporate
headquarters or send requests by e-mail
to investorrelations@reckson.com.

For additional information, please

visit the Company’s web site at
www.reckson.com.

STOCK
LISTINGS

The stock of Reckson Associates Realty
Corp. is traded on the New York Stock
Exchange under the following symbols:

Class A Common Stock: RA
Class B Common Stock: RA.B
Series A Preferred Stock: RA.A

Note that symbols may vary by
stock quote provider.

CORPORATE INFORMATION

CORPORATE
HEADQUARTERS

225 Broadhollow Road

Melville, New York 11747-4883

Telephone: (631) 694-6900
(888) RECKSON

Facsimile:  (631) 622-6790

REGIONAL
OFFICES

Westchester/Connecticut Division
360 Hamilton Avenue

White Plains, New York 10601
(914) 7507200

New Jersey Division

51 JFK Parkway

Short Hills, New Jersey 07078
(973) 313-3300

New York City Division

1350 Avenue of the Americas
New York, New York 10019
(212) 753-6600

CORPORATE
COUNSEL

Wachtell, Lipton, Rosen & Katz
51 West 52nd Street
New York, New York 10019

INDEPENDENT
AUDITORS

Ernst & Young LLP
5 Times Square
New York, New York 10036

TRANSFER AGENT
AND REGISTRAR

For address changes, dividend
payment guestions, registration
changes or lost stock certificates
pleose contact:

American Stock Transfer & Trust Co.
59 Maiden Lane

New York, New York 10038
Telephone: (877) 777-0800
www.amstock.com

ANNUAL MEETING
OF SHAREHOLDERS

The annual meeting of shareholders
of Reckson Associates Realty Corp.
will be held on May 29, 2003 at
9:30 a.m. at The Omni, 333 Earle
Ovington Blvd., Uniondale, New York.

Certain matters discussed within this annual report are “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of
1995. Although the Company believes the expectations reflected in such forward-looking statements are based on reasonable assumptions, forward-looking
statements are not guarantees of results and no assurance can be given that the expected results will be delivered. Such forward-looking statements ore
subject to certain risks, trends and uncertainties that could cause actual results to differ materially from those expected. Among those risks, trends and
uncertainties are the general economic climate, including the conditions affecting industries in which our principal tenants compete; financial condition of
our tenants; changes in the supply of and demand for office and industrial/R&D properties in the New York Tri-State area; changes in interest rate levels;
downturns in renta! rate levels in our markets and our ability to lease or release space in a timely manner at current or anficipated rental rate levels; the
availability of financing to us or our tenants; changes in operating costs, including utility, security and insurance costs; repayment of debt owed to the
Company by third parties (including Frontline Capital Group); risks associated with joint ventures; liability for uninsured losses or environmental matters;
and other risks associated with the development and acquisition of properties, including risks that development may not be completed on schedule, that







