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Corporate Profile

-Cornerstone Realty Income Trust, Inc.

is a fully integrated, self-managed and
self-advised real estate company that

has operated as a Real Estate Investment
Trust (REIT) since its founding in 1993.
Headquartered in Richmond, Virginia, it
focuses on the ownership and management
of multifamily properties in select markets
in Virginia, North Carolina, South Carolina,
Georgia and Texas. Currently Cornerstone
owns and manages 80 apartment communi-
ties containing 20,686 apartment homes,
and employs approximately 650 people at
its apartment communities, divisional offices
and corporate headquarters. The company’s
common shares trade on the New York

Stock Exchange under the symbol TCR.
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Current Portrolio of Communities

Location

Virginia/Raleigh Divisi

Raleigh/Durham
Richmond
Norfolk/Va. Beach
Winston-Salem
Charlottesville
Witmington
Greenshoro
Fredericksburg
Greenville (N.C.)

Charlotte
Atlanta
Charleston (S.C.)
Asheville
Columbia (5.C.)
Myrtle Beach

Dallas/Fort Worth
Austin
San Antonio

TTOLIT

Units.

10 2,222 10.7
6 1,693 8.2
4 909 4.4
2 530 2.6
1 425 2.1
1 276 1.3
1 264 1.3
1 258 1.2
1 171 0.8

27 6,748 32.6

11 2,911 14.1
6 1,841 8.9
2 656 3.2
2 560 2.7
2 419 2.0
1 288 1.4

24 6,675 32.3

26 6,604 31.9
2 429 2.1
1 230 1.1

29 7,263 35.1
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Letter to Shareholders

Dear Fellow Shareholders:

In last year’s letter I stated “there is a slow-
down present in the real estate industry, and
both the multifamily sector and Cornerstone
will feel the effects of it.” That forecast
became reality during 2001 as the recession,
along with apartment oversupply in some
of our largest markets, caused our Funds
from Operations (FFO) to fall 6% from
$1.28 per common share in 2000 to $1.20
per share in 2001.

To date in 2002, overall traffic at our
apartment communitics has increased com-
pared with late last year, and we are oplimistic
that continued improvement will result in
higher occupancy rates as the year progresses.

Most of our apartment communities’ rents are

in the mid-priced range, which we believe pro-
vides greater stability for the overall portfolio
during times of slower growth.

In 2001 our common shareholders were
rewarded with a total return on their invest-
ment of 18% while the Dow Jones Industrial
Average, S&P 500 and Nasdaq indices fell for
the second year in a row. Over the past two
years, our common stock has generated an
average annual total return of 19.6%, and
since our stock was listed on the New York
Stock Exchange, shareholders have enjoyed
an average annual total return of 11.5%.

While we experienced a short-term
economic m_oim._o,z: in 2001, we believe we
operate in some of the best long-term apart-
ment markets in the country. The states in
which we operate have been leaders in popula-
tion growth over the past decade, and they are

expected to continue growing strongly in the

years ahead. Because of this, in 2001 we took
advantage of a very favorable acquisition
climate to expand our portfolio by more than
14%, adding a total of 2,610 units in North
Carolina, Georgia and Virginia.

The five Class A properties (1,398 units)
in North Carolina were acquired through a
combination of attractive financing and equity
in the form of Operating Partnership Units
(OP Units), which are exchangeable for shares
of our common stock on a one-for-one basis.
The $22.2 million in OP Units were priced
at $11.95. In addition, two of the new North
Carolina communities are in the midst of
expansions that will add 286 units to our
portfolio this year. When completed Corner-
stone will acquire the additional units with
financing and the issuance of another $10
million in OP Units priced at $11.95.

Last year we also completed a successful

$280-million tender offer for our Series A
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The Courts On Pear Ridge, Dallas, Texas
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Virginia/Raleigh Division
The Virginia/Raleigh division, with a total
of 27 communitics and 6,748 units, includes

L)

three of the company’s six largest markets —
Raleigh/Durham, Richmond and Norfolk/
Virginia Beach — and several secondary
markets in Virginia and North Carolina.

The Raleigh/Durham market was the 12
fastest growing metropolitan area in the U.S.
from 1990 to 2000 with nearly 40% population
growth versus 13% for the nation as a whole.
With a current population of 1.2 million peo-
ple, the arca employs 700,000 workers. Tt also
serves as the home of the Research Triangle
Park, a 7,000-acre rescarch and development
center with 140 businesses and organizations
employing 50,000 people. Companies there
include many multinational corporations in
the biotechnology, pharmaceutical, telecom-
munications and computer industries. The
region also is an important academic center
and home to Duke University, the University
of North Carolina at Chapel Hill and North
Carolina State University. The market’s 87,000
apartments were 93% occupied at year-end.

Moderate growth and stability are the
hallmarks of Virginia’s Richmond and
Norfolk/Virginia Beach markets. Richmond,

with a population of approximately one

e il 3oL 4
Bottom: (L to R) Skip Nash, Tammy McKay Top: (L to R)
Kim Tillery-Serens, Kimberly IEdwards, Maria Boren

million people, serves as the capital of
Virginia and enjoys a diverse economy with
approximately 570,000 jobs in manufacturing,
distribution, services and other industries.
The area contains about 68,000 apartment
homes with year-end occupancy at 94%.
The Zogo_g?mmim Beach economy
is heavily influenced by distribution and
shipping, tourism and military operations.
The metropolitan area has a population of
1.6 million people with employment totaling
approximately 710,000. The area’s 115,000
apartments had an occupancy rate of 95%

at year-end.
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Carclina/Atlanta Division

)

The company’s Carolina/Atlanta division
includes 24 properties with 6,675 units in
Charlotte, Atlanta and several smaller markets
in North and South Carolina. Although the
Charlotte and Atlanta apartment markets
are experiencing the effects of the recession
and sigmficant new apartment construction,
both areas have large populations and have
enjoyed strong economic growth during
the past decade.

With 4.1 million residents, Atlanta is the
11* largest metropolitan area in the country
and grew the fourth fastest during the past
decade. It also was the top job producer in
the nation from 1990 to 2000 with nearly
70,000 jobs created per year for a total cur-
rent employment base of 2.1 million people.
Today Atlanta ranks as the seventh largest
apartment market in the U.S. with more than
320,000 units, and at year-end those apart-

ments were 92% occupied.

(L to R) Lisa Foley, Brandi Robelotto, Deborah Joyce

Charlotte, now the nation’s second largest
banking center, has a population of 1.5 million
people and employs 875,000 people in a wide
variety of industries. It was one of the top 20
citics in the U.S. for population growth during
the last decade. The metropolitan area con-
tains 97,000 apartment homes that were 90%

occupied at year-end.
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Regional Property
Manager (S.C.)

Manager (Atlanta)

Lee Ann Edwards
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Dave Bunting

Regional Property
Manager (Atlanta)

Manager (S.C.)

Lisa Foley

Regional Property
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Outlook

Resident Movie Theatre at Legacy Park, Charlotte, N.C.
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For Cornerstone, the positive outlook for
the nation’s apartment industry is magnified
by the long-term strength of the markets in
which the company operates. From 1990 1o
2000 the populations of all five states where
Cornerstone operates grew faster than the
nation as a whole, and four of the five are
among the eight fastest-growing states since
the beginning of the new decade. While the
U.S. population grew 13.2% from 1990 o
2000, Cornerstone’s major markets of
Atlanta, Dallas/Fort Worth and Charlotte
grew 39%, 29% and 29%, respectively.

Cornerstone’s portfolio of apartment
communitics is well positioned to capitalize
on the favorable trends occurring in the
apartment industry and in individual markets.
Virtually all of the company’s properties have
been acquired one-by-one following careful
examination of the construction, specific

location, quality and scope of amenities,

m
;

resident profile and other key factors. Most
communities have undergone substantial
upgrading and are maintained as meticulously
as possible. During the past three years, the
company has invested nearly $82 million in
capital improvements at its properties, with
an additional $15 million planned for this year.
To successfully vperate and grow
these assets, Cornerstone has enhanced its
management structure and strengthened

its management team at every level from

(L to R) Patrick Morin, Senior Vice President;

David Carneal, Senior Vice President of Operations;

Stacy Wiseman, Vice President of Human Resources;
Carol Melton, Vice President of Asset Management

and Accounting

the individual apartment communities and
divisional offices to the corporate headquarters.
Together, all Cornerstone associates in the
field and at corporate headquarters work
closely as a team to provide our apartment
residents with attractive, comfortable and
well-maintained homes, and our sharcholders
with the highest possible return on their
investment in the company.

All associates arc dedicated to helping
the company continue its strong growth and
rcalize its mission: We are one of the leading
multifamily REITs in the South, and we
distinguish oursclves by building quality
relationships, exceeding expectations, and
rewarding people through a culture that

promotes integrity, respect and loyalty.
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Cornerstone Realty Income Trust, Inc. Selected Financial Data

As of December 31, v 2001 2000 1999 1998 1997
(In thousands, except per share data and apartment communities owned)
Operating Results®
Rental and property income $ 152,668 $ 146,555 $121,087 $ 88,752 $ 70,116
Income before gain on sales of investments and minority interest
of unit holders in operating partnership | 17,997 35,214 30,122 23,225 19,226
Gain on sales of investments | - 22,930 - - -
Net income 17,990 58,144 30,037 23,211 19,226
Distributions 1o preferred shareholders 7,698 30,305 12,323 - —
Excess consideration paid over book value to preferred shareholders 27,492 — - - -
Net (loss) income available to common shareholders (17,200) 27,839 17,714 23,211 19,226
Distributions to common shareholders 45,905 40,251 42,050 38,318 31,325
Per Share
Net (loss) income per common share $ AQ.&\#@V 3 0.77 $ 045 $  0.62 $ 0.59
Distributions per preferred share $ 2.31 $ 2.19 $ 097 — -
Distributions per common share $ 1.12 $ 1.10 $ 1.07 % 1.03 $ 1.00
Distributions representing return of capital 32% 41% 11% 20% 23%
Weighted average common shares outstanding—basic 43,450 36,081 39,183 37,631 32,618
Balance Sheet Data
Investment in rental property—gross $1,074,266 $ 869,335 $919,129 $587,438 $ 487,575
Total assets $ 980,691 $ 799,781 $869,265 $552,348 $ 474,186
Notes payable—unsecured $ 55,000 $ 13,210 $157,500 $201,893 $ 151,569
Notes payable-secured $ 554,600 $ 245,423 $105,046 — -
Shareholders’ equity $ 333,834 $ 522,002 $574,365 $339.171 $ 315,328
Common shares outstanding &£7,665 34,926 38,712 39,114 35,510
Other Data
Cash flow from:
Operating activitics $ 51,836 $ 53,913 $ 63,010 $ 45,028 $ 34,974
Investing activities $ (79,796) $ 50,254 $(31,144) $(97,863) $(161,969)
Financing activities $ 32,475 $(116,294)  $(18,187) $ 50,912 $ 128,327
Number of apartment communities owned at year—end 30® 72 87 58 51
I'unds from operations calculation
Net income $ 17,990 $ 58,144 $ 30,037 $ 23,211 $ 19,226
Adjustments:
Gain on sales of investments - (22,930) - - -
Depreciation of rental property 39,999 36,295 29,310 20,741 15,163
Other® = — 141 15 403
Funds from operations"” $ 57,989 $ 71,509 $ 59,488 $ 43,967 $ 34,792

(a) On July 23, 1999, the company merged with Apple Residential Income Trust, Inc. See Note 2 to the consolidated financial statements.

(b) The company purchased ten apartment communities of which one apartment community is combined with an existing apartment community and two are adjacent to each other and are operated
as one :N~=ﬁ-===~ HQSN:--~.~4V...

(c) Included in the 1997 operating results is $0.4 million of management contract termination expense resulting from the company’s conversion to “self-administered” and “self-managed” status.

(d) Funds from operations is defined as net income (computed in accordance with generally accepted accounting principles) excluding gains and (losses) from sales of depreciable property and depreciation and
amortization. This definition conforms with the National Association of Real Estate Investment Trust’s (NAREIT) definition issued in Qctober 1999 which was effective beginning January 1, 2000. The
company considers funds from operations in evaluating property acquisitions and its operating performance and believes that funds from operations should be considered along with, but not as an alternative to net
income and cash flows as a measure of the company’s activities in accordance with generally accepted accounting principles and not necessarily indicative of cash available to Jund cash necds.
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Management's Discussion and Analysis of Financial Condition and Results of Operations continued

Results of Operations
Comparison of the year ended December 31, 2001
to the year ended December 31, 2000

Income and Occupancy

During 2001 the national economy, as well as

the markets in which the company operates,
experienced a general downturn, This downturn
had an effect on the company’s occupancy and
its rental rates. The company also experienced an
increase in expenses as a result of increased costs
to rent vacant apartments. These factors were

more severe in the fourth quarter of the year.

The company’s property operations for the year
ended December 31, 2001 include the results of
operations for the entire year from 72 properties
acquired before 2001 and from the 10 properties
acquired in 2001 from their respective acquisition
dates. One of the apartment communities acquired
in 2001 is combined with an existing apartment
community owned by the company and two are
adjacent to each other and are operated as one
apartment community. The operations of the 16
properties sold on March 10, 2000 are reflected
through the sale date. The increases in rental
income and operating expenses for the year ended
December 31, 2001 over the same period in 2000
are primarily due to the effect of the properties
acquired in 2001 offset in part by a reduction in
average economic occupancey from 93% in 2000

to 92% in 2001.

The principle source of the company’s revenue
is the rental operation of its apartment com-
munities. Rental revenues increased 4% in 2001

to $152.7 million, up $6.1 million over 2000. The

increase in rental income is primarily duc to the

factors described above. Rental revenue is
expected to continue to increase from the impact
of planned improvements, which are being made
in an effort to improve the properties’ market-

ability, economic occupancies, and rental rates.

Expenses

Total property operating expenses (excluding
depreciation, general and administrative, other
depreciation and other expenses) increased 10.8%
to $62.2 million in 2001 from $56.1 million in
2000. The increase is primarily due to the incre-
mental effect of the 2001 acquisitions, higher
real estale tax assessments, increase in property
insurance costs and higher rental costs due to
higher vacancics. The operating expense ratio
(the ratio of property operating expenses to
rental revenue) increased to 41% in 2001

from 38% in 2000 and is due to the factors
described above.

General and administrative expenses totaled
1.3% and 1.2% of revenues in 2001 and 2000,
respectively. These expenses represent the
administrative expenses of the company as
distinguished from the operations of the
company’s properties.

Depreciation of real estate increased to $40
million in 2001 from $36 million in 2000, and
is directly attributable to a full year of depre-
ciation of the 2000 and 2001 acquisitions from
their respective acquisition dates as well as
depreciation on the capital expenditures made

in 2000 and 2001.

Interest Income and Expense

The company carned interest income of $0.5
million in 2001 and $0.6 million in 2000 from

the investment of its cash and cash reserves. The
decrease in 2001 is mainly due to the decreasing
interest rates in 2001 compared to 2000 as well

as a decrease in average invested funds.

The company incurred $30.9 million and $17.7
million of interest expense in 2001 and 2000,
respectively, associated with borrowings under its
unsecured lines of credit and mortgage notes and
amortization of deferred financing costs. During
2001 and 2000, the company incurred interest
expense of $28 million and $7.9 million, respec-
tively, associated with mortgage notes and $2.2
million and $9.3 million, respectively, associated
with the unsecured facilities. The company
amortized as interest expense deferred financing
costs of $0.7 million in 2001 and $0.5 million in
2000. The increase in interest expense is due to
the fixed and variable rate mortgage notes placed
or assumed on 26 apartment communities during
2001, which was offset in part by decreasing in-
terest rates on the company’s unsecured lines of
credit during 2001. The overall weighted average
interest rate for all borrowings was 6.8% and
7.2% during 2001 and 2000, respectively. The
decrease in the weighted average rate is attribu-
table to lower fixed and variable interest rates

in 2001 compared to 2000. Average debt, secured
and unsecured, increased from $240 million in
2000 to $451 million in 2001. This increase is
primarily attributable to $146.6 million in
financing used to fund the cash portion of the
exchange offer for the company’s Series A

Convertible Preferred Shares and acquisitions.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

basis, net operating income increased 7% from
1999. Rental and other revenues increased 3%
while operating expenses decreased 4% from 1999.

Related-Party Transactions

Mr. Glade M. Knight serves as Chairman and
Chief Executive Officer of two extended-stay
hotel REITs, Apple Suites, Ine., formed during
1999 and Apple Hospitality Two, Inc., formed
during 2001. The company provided real estate
acquisition, offering-related and other services
and rented office space to these entities and
received payment of approximately $0.3 million.
During 2000 and 1999, the company received $0.3
million and $0.2 million, respectively, from Apple
Suites, Inc. for the same services and office space.
The majority of the payment is reflected as a
reduction in the company’s general and

administrative expenses.

Prior to the Apple merger, the company or affil-
iates provided property management, advisory, and
real estate brokerage services for Apple. Mr. Knight
also served as the Chairman and Chief Exccutive
Officer of Apple. The fees received by the company
from service contracts with Apple terminated upon
consummation of the merger. (Sce Note 8 to the
consolidated financial statements.)

Property management fees charged to Apple
were 5% of gross revenues. Advisory fees charged
to Apple were .1% to .25% of total capital raised
by Apple. Real estate commissions were generally
2% of the purchase price of each property Apple
acquired. The company received $1.9 million n
1999 for advisory and property management
services. The company received $0.6 million in
1999 in real estate brokerage commissions. The
company amortized into expense $0.2 million in
1999 of the $2 million purchase price the company

paid for the acquisition of the brokerage services
contract with Apple. Income from the company’s
investment in Apple was $0.2 million in 1999.
During May 1999, Apple paid the company $1.5
million to modify the company’s right of first
refusal to purchasc Apple and the service contracts
between Apple and the company to allow for ter-
mination of such agreements in the event of a
change in control of the company. The company
recorded the payment as other income.

Liguidity and Capital Resources

The company’s primary sources of liquidity are
rental revenues generated from the properties,
proceeds from unsccured lines of credit, rein-
vestment of distributions, and proceeds from

secured debt.

The company believes rental revenues generated
from the properties and borrowings on its lines of
credit will be sufficient to meet normal property
operating expenses, payment of distributions,
capital improvements, and scheduled principal
payments of mortgage debt in 2002, Ac
December 31, 2001, the company had $8.7

million in cash and cash equivalents.

In September 2000, the Board of Directors
authorized the repurchase of up to an additional
$50 million of the company’s common shares.
Under this authorization, the company has, as
of December 31, 2001, repurchased 1.9 million
common shares at an average price of $10.86
per share for $20.8 million. For the year ended
December 31, 2001, the company repurchased
1.4 million common shares at an average price

of $10.85 per share for $14.7 million.

On April 18, 2001, the company completed a
tender offer for the company’s outstanding Series
A Convertible Preferred Shares (“Exchange
Offer”). A total of 12.5 million preferred shares
were Lendered, representing 99% of the issued
and outstanding Series A Convertible Preferred
Shares. Of the Serics A Convertible Preferred
Shares tendered, the holders of 0.7 million such
shares received two common shares for cach
preferred share and the holders of 11.7 million
shares received one common share and $12.25

in cash for each preferred share. The company
issued a total of 13.2 million common shares and
paid $143.8 million in cash in exchange for all of
the preferred shares tendered in the Exchange
Offer. The difference between the total consi-
deration given and the carrying valuce of the
preferred shares totaled approximately $27.5
million, including direct transaction expenses,
and is included in the statement of operations
as a reduction to arrive at net loss available to
common shareholders. The preferred shares
were listed on the New York Stock Exchange

on August 7, 2001. At December 31, 2001, 0.1

million preferred shares remained outstanding.

During 2001, the company obtained a total of
$206.9 million in fixed rate secured financing from
two separate commercial lenders. The financings
are secured by mortgages on a total of 20 apart-
ment communities. At the request of the lender,
these financings were provided to new wholly-
owned subsidiaries of the company, which were
formed for the special purpose of receiving the
financial proceeds and holding the mortgaged
properties. The company continues to manage
these properties. All of these financings are
reflected on the audited consolidated financial

statements of the company.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations contined

During the year ended December 31, 2001, the
company obtained $206.9 million in new fixed
rate morlgage notes. Interest rates on the 2001
mortgage notes obtained range from 6.42% to
7.16%. The notes require monthly installments,
including either principal and interest or interest
only and are secured by 20 apartment communitics.

In conjunction with the acquisition of four apart-
ment communities in 2001, the company assumed
$71.9 million in fixed rate mortgage notes. The
notes are due in monthly installments, including
principal and interest. One of the mortgage notes
in the amount of $25.5 million was recorded at a
fair value of $25.9 million at the date of assump-
tion. The difference between the fair value and
principal balance is being amortized as an adjust-
ment to interest expense over the term of the
note. The mortgage note bears interest at a fixed
rate of 7.37% per annum and an effective interest
rate of 6.75%, including the effect of the fair
value adjustment, and has a maturity date of
October 2004. The company assumed $31.2
million in variable rate mortgage notes in con-
junction with the acquisition of two apartment
communities in 2001. The notes require monthly
payments of interest only.

Unsecured

On April 18, 2001, the company obtained a $50
million extension on its existing $50 million
unsecured line of credit with a commercial bank.
The existing unsecured line of credit matures
December 2002 bearing interest at LIBOR plus
90 basis points. During the period of time in
which a portion of the extension is outstanding,
the entire outstanding balance of the unsecured

line of credit bears interest at LIBOR plus 120

basis points. The company borrowed $100 million
on the unsecured line of credit to fund part of
the cash portion of the exchange offer for the
company’s Series A Convertible Preferred Shares,
described in Note 5 to the consolidated financial
statements. The company repaid the $50 million
extension in June and July 2001 with proceeds
from the secured financings described above. The
company is obligated to pay lenders a quarterly
commitment fee equal to .25% per annum of the
unused portion of the line. The unsecured line

of credit at December 31, 2001 and 2000 had

an outstanding balance of $50 million and $13
million, respectively.

The unsecured line of credit agreement contains
certain covenants which, among other things,
require maintenance of certain financial ratios
and includes restrictions on the company’s ability
to make distributions to its sharcholders over
certain amounts. At December 31, 2001, the
company was not in default with this agreement.

The company’s $7.5 million unsecured line of
credit for general corporate purposes bears interest
at LIBOR plus 120 basis points. The maturity
date is February 1, 2003. At December 31, 2001,

borrowings under this arrangement were $5 million.

Capital Requirements

The company has an ongoing capital expenditure
commitment to fund its renovation program for
recently acquired properties. The company antic-
ipates that it will continue to operate as it did in
2001 and fund these cash needs from a variety of
sources including equity raised from its dividend
reinvestment plan, excess cash flow from oper-

ations over distributions, and debt provided by

its lines of credit. The company may seek to
obtain additional debt financing to meet its
objectives. Given the company’s current debt
level, the company believes that it would be
able to obtain debt financing from a varicty
of sources, both secured and unsccured.

Capital resources are expected to grow with the
future sale of the company’s shares and from
cash {low from operations. Approximately 14%
of all 2001 common stock distributions, or $6.5
million, was reinvested in additional common
shares. In general, the company’s liquidity

and capital resources are belicved to be more
than adequate to meet its cash requirements

during 2002.

The company is operated as, and annually
elects to be taxed as, a real estate investment
trust under the Internal Revenue Code. As a
result, the company has no provision for federal
income taxes, and thus there is no effect on the
company’s liquidity from federal income taxes.

Operating Parinership

The company has approximately an 88% interest
as a general partner in Cornerstone NC Operating
Limited Partnership, a Virginia limited partner-
ship (the “Limited Partnership”}. The Limited
Partnership acquired five apartment communities,
with a total of 1,398 apartment homes located

in North Carolina for a purchase price of $100.2
million. The total consideration for the trans-
action includes the assumption of $77.6 million
in secured financing, the issuance of $22.2 million
in the form of operating partnership units, des-
cribed below, and a deposit of $0.4 million. The
company entered into an agreement of limited
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Management’s Discussion and Analysis of Financial Condition and Results of Operations contined

T June 2001, the Financial Accounting
Standards Board (FASB) issued SFAS No. 141,
“Business Combinations,” and SFAS No. 142,
“Goodwill and Other Intangibles,” effective for
fiscal years beginning after December 15, 2001.
Under the new rules, goodwill and intangible assets
deemed to have indefinite lives will no longer be
amortized but will be subject to annual impair-
ment tests i accordance with the Statements.
Other intangible assets will continue to be amor-
tized over their useful lives. The company will
adopt these new accounting standards beginning
the first quarter of fiscal 2002. Currently, the
company does not have any goodwill or intan-
gible assets, therefore, the adoption of these
standards will not have a material impact on

its financial statcments.

In August 2001, the FASB issucd SFAS No. 144,
“Accounting for the Impairment or Disposal of
Long-Lived Asscts.” The Statement supercedes
SFAS No. 121, “Accounting for the lmpairment
of Long-Lived Assets and for Long-Lived Assets
to be Disposed of ” and Accounting Principles
Board (APB) Opinion No. 30, “Reporting the
Results of Operations-Reporting the Effects of
Disposal of a Segment of a Business, and Extra-
ordinary, Unusual and Infrequently Occurring
Events and Transactions,” for segments of a
business to be disposed. SFAS No. 144 retains
the requirements of SFAS No. 121 relating to
recognition and measurement of an impairment
loss and resolves certain implementation issues

resulting from SFAS No. 121. This Statement is
effective for fiscal years beginning after December
15, 2001. We currently are assessing the impact of
this Statement on the company. However, we do
not anticipate this Statement will have a material
impact on the consolidated financial position or
results of operations of the company.

Market Risk Disclosure

The company is subject to changes in the fair
market value of its fixed rate secured debt
amounting to $523 million at December 31, 2001.
If market interest rates for fixed rate debt were
100 basis points higher at December 31, 2001,
the fair value of fixed rate debt would decrease
by $27 million to $496 million. If market interest.
rates for fixed rate debt were 100 basis points
lower at December 31, 2001, the fair value of
fixed rate debt would have increased from $523

million to $568 million.

The company has market risk exposure to
short-term interest rates from variable rate
borrowings under its existing unsecured line of
credit and variable rate secured debt. The existing
unsecured line of credit bears interest at LIBOR
plus 90 basis points. The company may utilize
variable rate debt up to specified limits to total
market capitalization. The company has analyzed
its interest rate risk exposure. If market interest
rates for these types of credit facilitics average
100 basis points niore in 2002 than they did in
2001 and the company’s line of credit was at the

maximum of $50 million and the variable rate
secured debt remained at $31.2 million, the
company’s interest expense would increase,

and net income would decrease by $0.8 million.
These amounts are determined by considering
the impact of hypothetical interest rates on the
company’s borrowing cost. These analyses do
not consider the effects of the reduced overall
economic activity that could exist in such an
environment. Further, in the event of a change
of such magnitude, management would likely
take actions to further mitigate its exposure to
the o—EEmP However, due to the uncertainty of
the specific actions that would be taken and their
possible effects, the sensitivity analysis assumes
no changes in the company’s financial structure,

Impact of Inflation

The company does not believe that inflation
had any significant impact on its operation of
the company m 2001. Future inflation, if any,
would likely cause increased operating expenses,
but the company believes that increases in
expenses would be more than offset by increases
in rental revenues. Continued inflation may also
cause capital appreciation of the company’s
propertics over time, as rental rates and
replacement costs increase.
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Cornerstone Realty Income Trust, Inc. Consolidated Balance Sheets

December 31, 2001 2000
(In thousands, except per share data)
Assets
Investment in rental property
Land $ 148,203 $127,441
Buildings and property improvements 897,851 718,906
Furniture and fixtures 28,212 22,988
1,074,266 869,335
Less accumulated depreciation {131,554) (91,555)
942,712 117,780
Cash and cash equivalents 8,656 4,141
Prepaid expenses 3,494 1,396
Deferred financing costs, net 4,792 3,603
Other assets 21,037 12,861
Total Assets $ 980,691 B $799,781
Liabilities and Shareholders’ Equity
Liabilities
Notes payable—unsecured $ 55,000 $ 13,210
Notes payable—secured 554,600 245,423
Distributions payable 76 7,103
Accounts payable and accrued expenses 12,992 10,312
Rents received in advance . 565 356
Tenant security deposits 1,445 1,375
Total Liabilities 624,678 277,779
Minority interest of unit holders in operating partnership 22,179 -
Shareholders’ Equity
Preferred stock, no par value, authorized 25,000 shares; 128 shares and 12,627
$25 liquidation preference, Series A Cumulative Convertible Redeemable issued and outstanding 2,695 265,194
Common stock, no par value, authorized 100,000 shares; issucd and outstanding 47,665 shares
and 34,926 shares, respectively 480,529 342,455
Deferred compensation (685) 47)
Distributions greater than net income @.b@\womv (85,600)
‘otal Shareholders’ Equity 333,834 522,002
Total Liabilities and Shareholders’ Equity $ 980,691 ) $799,781

See accompanying notes to consolidated financial statements.
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Cornerstone Realty Income Trust, Inc. Consolidated Statements of Shareholders’ Equity

26

Distributions
Common Stock Preferred Stock (Greater) Total
Number Number Deferred Less Than  Sharcholders’
of Shares Amount of Shares Amount  Compensation  Net Income Equity

(In thousands, except per share data)
Balance at December 31, 1998 39,114 $388,131 — - $(109) $(48,851) $339,171
Net income — - — - - 30,037 30,037
Issuance of Series A Convertible Preferred Shares — — 12,666 $262,946 — - 262,946
Cash distributions declared to common

shareholders ($1.07 per share) — — — - — (42,050) (42,050)
Cash distributions for Series A Convertible

Preferred Shares - - - - - (11,215) (11,215)
Imputed distributions on Series A Convertible

Preferred Shares - - — 1,109 - (1,109) -
Exercise of stock options 1 5 - — - — 5
Purchase of common stock held by Apple Residential

[ncome Trust, Inc. (“Apple”™) (758) (7,769) - - — - (7,769)
Purchase of common stock (789) (7,815) - - - - (7,815)
Conversion of minority interests of unit holders

in operating partnership 186 1,850 - - - — 1,850
Preferred stock converted to common stock 25 399 (16) (399) - - -
Amortization of deferred compensation - — - — 36 - 36
Shares issued through dividend reinvestment plan 933 9,169 - - - - 9,169
Balance at December 31, 1999 38,712 383,970 12,650 263,656 (73) (73,188) 574,365
Net income - - - - - 58,144 58,144
Cash distributions declared to common

sharcholders ($1.10 per share) — - - - - (40,251) (40,251)
Cash distributions for Scriecs A Convertible

Preferred Shares - - — — - (28,187) (28,187)
Imputed distributions on Series A Convertible

Preferred Shares — - - 2,118 - (2,118) -
Excrcise of stock options 4 39 - - - - 39
Purchase of common stock (4,459) (48,243) — - — — (48,243)
Preferred stock converted to common stock 36 580 (23) (580) - - -
Amortization of deferred compensation - - - — 26 - 26
Shares issued through dividend reinvestment plan 633 6,109 - - — - 6,109
Balance at December 31, 2000 34,926 $342,455 12,627 $265,194 $ (47) $(85,600) $522,002
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Years Ended December 31, ,, 2001 2000 1999
(In thousands)
Cash Flow From Operating Activities w
Net income i $17,990 $58,144 $30,037
Adjustments to reconcile net income to net cash provided by operating activities ”
Gain on sales of investment ‘ - (22,930) -
Depreciation and amortization ,_ 40,025 36,318 29,383
Minority interest of unit holders in operating partnership 7 - 85
Amortization of deferred compensation ! 59 26 36
Amortization of deferred financing costs ‘ 735 456 306
Amortization of mortgage notes payable premium u (258) (209) -
Amortization of Apple Realty Group, Inc. contract “ - - 241
Changes in operating assets and liabilities: w
Operating assets _ (8,376) (4,360) (2,472)
Operating liabilities : 1,654 (13,532) 5,394
Net cash provided by operating activities 51,836 53,913 63,010
|
|
Cash Flow From Investing Activities |
Acquisitions of rental property, net of debt assumed (58,856) (45,197) -
Capital improvements ; (19,482) (32,016) (30,342)
Development of real estate assets | (1,618) - -
Funding of real estate reserve for replacement w (1,010) (187) (699)
Proceeds from sale of land i 785 - 765
Cash assumed in acquisition ,_ 385 - -
Net proceeds from the sale of rental property i - 127,654 —
Net cash used in the purchase of Apple Residential Income Trust, Inc. , = - (868)
Net cash (used in) provided by investing activities _ (79,796) 50,254 (31,144)
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Notes to Consolidated Financial Statements

Note 1
General Information and Summary
of Significant Accounting Policies

Business

Cornerstone Realty Income Trust, Inc. (together
with its subsidiaries, the “company”), a Virginia
corporation, is an owner-operator of one business
segment consisting of residential apartment com-
munities in the southern regions of the United
States. As of December 31, 2001, the company,
as a general partner, has approximately an 88%
interest in Cornerstone NC Operating Limited
Partnership. This partnership holds certain
apartment communities in North Carolina and
was formed by the company and the prior owner,
which is a minority limited partner and

is not otherwise related to the company, as
discussed in Note 5 below.

All significant intercompany accounts and trans-
actions have been eliminated in consolidation. The
company’s common stock trades on the New York

Stock Exchange under the ticker symbol “TCR.”

Cash and Cash Equivalents

Cash equivalents include highly liquid investments
with original maturities of three months or less.
The fair market value of cash and cash equivalents

approximates their carrying value.

Investment in Rental Property

The investment in rental property is recorded
at cost, net of depreciation, and includes real
estate brokerage commissions to related parties
for purchases prior to October 1, 1996.

The company records impairment losses on rental
pany p
property used in operations if indicators of im-
pairment are present, and the undiscounted cash
flows estimated to be generated by the respective
g Y p
properties are less than their carrying amount.
Impairment losses are measured as the difference
between the asset’s fair value less cost to sell, and
its carrying value. No impairment losses have
been recorded to date.

Repairs and maintenance costs are expensed as
mcurred while significant improvements, reno-
vations and replacements are capitalized. The
company capitalizes expenditures related to
acquiring new assets, materially enhancing the
value of an existing asset or substantially
extending the useful life of an existing asset.
The company’s capital expenditures include floor
coverings, HVAC equipment, roofs, appliances,
siding, exterior painting, parking lots, interior
upgrades, gating and access systems. Depreciation
is computed on a straight-line basis over the esti-
mated useful lives of the related assets which are
217.5 years for buildings, range from 10 to 27.5
years for major improvements and range from
three to seven years for furniture and fixtures.

Development

During 2000, the company began development
at two apartment communities. The company
capitalizes costs incurred during the development
of the assets (including interest, property taxes,
and other direct and indirect costs) when the
development commences and ends when the

asset is ready for leasing.

Income Recognition

Rental income, interest, and other income are
recorded on an accrual basis. Rental concessions
are recognized on a straight-line basis over the

terms of the respective leases. The company’s
apartment communities are leased under lease
agreements that, typically, have terms that do
not exceed one year. The company deferred rental
concessions of $0.6 million and $0.3 million at

December 31, 2001 and 2000, respectively.

Deferred Financing and Lease

Origination Costs

Deferred costs consist of loan fees and related
expenses which are amortized on a straight-line
basis that approximates the effective interest
method over the terms of the related notes.
Accumulated amortization of deferred financing
costs totaled $0.9 million and $0.2 million in
2001 and 2000, respectively. In addition, the
company defers direct costs incurred to originate
a lease which are amortized over the life of the
lease which on an average is one year. Deferred
lease origination costs were §1.1 million and $0.4

million at December 31, 2001 and 2000, respectively.

Stock Incentive Plans

The company elected to follow Accounting
Principles Board (APB) Opinion No. 25,
“Accounting for Stock Issued to Employees”
(APB 25) and related Interpretations in account-
ing for its employee stock options. As discussed
in Note 6, the alternative fair value accounting
provided for under Financial Accounting
Standards Board (FASB) Statement No. 123,
“Accounting for Stock-Based Compensation,”
(“FASB 123”) requires use of option valuation
models that were not developed for use in valuing

mwﬁmv—O%@@ stock Oﬁﬂmozm.

Under APB 25, because the exercise price of the
company’s employee stock options equals the

market price of the underlying stock on the date
of grant, no compensation expense is recognized.
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Notes to Consolidated Financial Statements continved

Recent Accounting Pronouncements
Statement of Financial Accounting Standards
(SFAS) No.133 and 138, “Accounting for Certain
Derivative Instruments and Hedging Activities”
became effective January 1, 2001. The company
currently does not have any derivatives subject
to this Statement.

In June 2001, the FASB issued SFAS No. 141,
“Business Combinations,” and SFAS No. 142,
“Goodwill and Other Intangibles,” effective for
fiscal years beginning after December 15, 2001.
Under the new rules, goodwill and intangible
assets deemed to have indefinite lives will no
longer be amortized but will be subject to annual
impairment tests in accordance with the State-
ments. Other intangible assets will continue to
be amortized over their useful lives. The company
will adopt these new accounting standards begin-
ning the first quarter of fiscal 2002. Currently,
the company does not have any goodwill or
intangible assets, therefore, the adoption of these
standards will not have a material impact on its
financial statements.

In August 2001, the FASB issued SFAS No. 144,
“Accounting for the Impairment or Disposal of
Long-Lived Asscts.” The Statement supercedes
SFAS No. 121, “Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets
to be Disposed of” and APB Opinion No. 30,
“Reporting the Results of Operations—Reporting
the Effects of Disposal of a Segment of a Busi-
ness, and Extraordinary, Unusual and Infrequently

Occurring Events and Transactions,” for segments

of a business to be disposed. SFAS No. 144

retains the requirements of SFAS No. 121 relating
to recognition and measurement of an impair-
ment loss and resolves certain implementation
issues resulting from SFAS No. 121. This State-
ment is effective for fiscal years beginning after
December 15, 2001. We currently are assessing
the impact of this Statement on the company,
however, we do not anticipate this Statement
will have a material impact on the consolidated
financial position or results of operations of
the company.

Note 2
Acquisition, Disposition,
and Development

Acguisitions

During 2001, the company purchased 10 apart-
ment communities, comprising 2,610 apartment
homes, for purchase prices totaling $184.6
million. One of the apartment communities
acquired is combined with an existing apartment
community owned by the company and two are
adjacent to each other and are operated as one
apartment community.

Development

The company classifies land relating to
construction in progress as land on its balance
sheet. Capitalized interest and real estate taxes
aggregated approximately $0.2 million and $0.1
million during 2001 and 2000, respectively. Land
associated with construction in progress was $3.7
million and $1.1 million as of December 31, 2001
and 2000, respectively.

Disposition of Investments

On March 10, 2000, the company closed the sale
of 16 apartment communities containing 3,609
apartment homes for $136.5 million. The sale
resulted in a gain of $22.9 million for financial
reporting purposes. The proceeds of the sale
were used to pay down the company’s existing
unsecured line of credit and fund $35 million

of tax-free exchanges.

Acquisition of Apple Residential

Income Trust, Inc.

On July 23, 1999, the company completed the
acquisition of Apple Residential Income Trust,
Inc. (“Apple”), which owned 29 apartment
communities, containing 7,503 apartment homes.
The merger qualified as a tax-free reorganization
and was accounted for under the purchase method
of accounting for financial reporting. The acqui-
sition was structured as a merger of Apple into

a wholly-owned subsidiary of the company. The
aggregate purchase price was approximately $311
million. Under the terms of the merger agreement,
each Apple shareholder received 0.4 share of the
company’s $25 Series A Convertible Preferred
Shares for each share of Apple common stock.

A total of 12.7 million shares of the company’s
Series A Convertible Preferred Shares were issued
as a result of the merger. In addition, the com-
pany assumed approximately $32 million of
Apple’s debt with an effective interest rate of
approximately 6.475%. No goodwill was recorded
as a result of this transaction.
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Notes to Consolidated Financial Statements continved

The following is a reconciliation of accumulated depreciation (in thousands):

34

2001 2000 1999
Balance at January 1 $ 91,555 $ 77,538 $48,228
Depreciation expense 39,999 36,295 29,310
Real estate sold - (22,278) -
Balance at December 31 - m»@w?mm& $ 91,555 $77,538

MNote &
Notes Payable

Secured

Secured borrowings outstanding at December 31, 2001 and 2000 were as follows (dollars in thousands):

Ouistanding Principal

Effective Interest Rate

2001 m 2000 December 31, 2001 Maturity Date
Fixed rate debt® $ 16,875 - 6.98% January 2012
9,431 — 6.42 November 2011
72,135 — 6.75 October 2004, May 2011
8,495 - 7.10 July 2011
80,634 — 7.16 July, August 2011
15,598 - 6.83 April 2011
75,500 - 6.99 March 2011
141,000 $141,000 7.35 December 2010
73,500 73,500 7.29 October 2006
30,232 30,923 6.48 June 2003 through March 2007
Variable rate debt 15,200 - 3.34 October 2005
1,000 - 3.64 October 2005
15,000 - 3.58 April 2005
_ $554,600 | $245,423

™ Includes fuir value adjustments aggregating §1.0 million in 2001 and $0.8 million in 2000 that were recorded in connection with eight apartment communities acquired in 1999 and 2001.
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Notes to Consolidated Financial Statements continued

During 1999, the company’s June 25, 1996
unsecured note was refinanced with a $5.5
million unsecured note from a commercial bank.
The unsecured note was paid in full in September
1999 with proceeds from the 1999 secured debt

described above.

The carrying amounts of the company’s
unsecured debt borrowings approximate fair
value at December 31, 2001 and 2000.

Duaring 2001 and 2000, the company capitalized
interest of $0.2 million and $0.1 million. No
interest was capitalized in 1999. Overall,
weighted-average interest rate incurred for all

borrowings was 6.8% in 2001 and 7.2% in 2000.

Note 5
Operating Partnership and
Shareholders’ Equity

Operating Partnership

The company has approximately an 88% interest
as a general partner in Cornerstone NC Operating
Limited Partnership, a Virginia limited partner-
ship (the “Limited Partnership”). The Limited
Partnership acquired five apartment communities,
with a total of 1,398 apartment homes located

in North Carolina for a purchase price of $100.2
million. The total consideration for the trans-
action includes the assumption of $77.6 million
in secured financing, the issuance of $22.2 million
in the form of operating partnership units, de-
scribed below and a deposit of $0.4 million. The
company entered into an agreement of limited
partnership (the “Agreement”) with State Street,
LLC, and State Street I, LLC, North Carolina

limited liability companies (collectively, the

“Limited Partner”). Pursuant to the Agreement,
the Limited Partner contributed property to the
Limited Partnership in exchange for a total of
1.3 million preferred operating partnership units
and 0.6 million non-preferred operating partnership
units valued at $22.2 million. The non-preferred
operating partnership units shall convert into
preferred operating partnership units over time
or as certain lease-up and stabilization criteria
are met. The preferred operating partnership
units can be exchanged at the option of the holder.
The preferred operating partnership units shall
be exchangeable for either cash or common shares
on a one-for-one basis, at the company’s option
on or after October 1, 2002.

Preferred Stock

The company issued Series A Convertible
Preferred Shares in July 1999, in connection

with the Apple merger. The company imputed
dividends calculated as the present value difference
between the perpetual preferred stock distribution
and the stated distribution rate. The imputed
dividend is reflected as additional non-cash pre-
ferred stock distributions. The company declared
and paid total distributions of $2.3088 per share
on the Series A Convertible Preferred Shares
during 2001.

On April 18, 2001, the company completed a
tender offer for the company’s outstanding Series
A Convertible Preferred Shares (“Exchange
Offer”). A total of 12.5 million preferred shares
were tendered, representing 99% of the issued
and outstanding preferred shares. Of the pre-
ferred shares tendered, the holders of 0.7 million
such shares received two common shares for each
preferred share and the holders of 11.7 million

shares received one common share and $12.25
in cash for each preferred share. The company
issued a total of 13.2 million common shares
and paid $143.8 million in cash in exchange for
all of the preferred shares tendered in the Ex-
change Offer. The difference between the total
consideration given and the carrying valuc of

“the preferred shares totaled approximately $27.5

million, including direct transaction expenses,
and is included in the statement of operations
as a reduction to arrive at net loss available to
common shareholders. The preferred shares
were listed on the New York Stock Exchange
on August 7, 2001. At December 31, 2001, 0.1

million preferred shares remained outstanding,

Common Stock

During 2000, the company completed its $50
million common share repurchase program
which was authorized by the Board of Directors
in September 1999. The Board authorized the
repurchase of up to an additional $50 million
of the company’s common shares in September
2000. Pursuant to the additional authorization,
the company has, as of December 31, 2001,
repurchased 1.9 million common shares at an
average price of $10.86 per share for $20.8
million. For the year ended December 31, 2001,
the company repurchased 1.4 million common
shares at an average price of $10.85 per share

for $14.7 million.

In 1997, the company adopted a Dividend Rein-
vestment and Share Purchase Plan (as amended
from time to time, “Plan”) which allows any
recordholder to reinvest distributions without
payment of any brokerage commissions or other
fees. Of the total proceeds raised from common
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Notes to Consolidated Financial Statements continued

Pro forma information regarding net income

and earnings per share is required by FASB 123,
which also requires that the information be
determined as if the company has accounted for
its employee stock options granted subsequent to
December 31, 1994 under the fair value method
described in that statement. The fair value for
these options was estimated at the date of grant
using a Black-Scholes option pricing model with
the following weighted-average assumptions for

2001, 2000, and 1999:

ﬁ | 2000 1999
Risk-free interest | 5.0% ﬂ 5.9% 5.6%
Dividend yields F 9.0% | 9.0%  9.0%
Volatility factors 142 1 171 .160
Weighted-average | M
expected life 4
(years) N 10 m 10 10

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
employee stock options have characteristics
significantly different from those of traded
options, 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 measure of the fair value of its

employee stock options.

For purposes of FASB 123 pro forma disclosures,
the estimated fair value of the options is amor-
tized to expense over the options’ vesting period.
As the options are immediately exercisable, the
full impact of the pro forma adjustment to net
income is disclosed below (in thousands, except
per share data).

| 2001

2000 1999

Net (loss) income
available to

common

shareholders
Pro forma ($17,210); $27,594 $17,581
As reported ($17,200) $27,839 $17,714

Earnings per

common share |

—diluted
Pro forma ($ .&cf $ 768 45
As reported (3 4008 778 45

401(K) Savings Plan

Eligible employees of the company participate in
a contributory employee savings plan. Under the
plan, the company may match a percentage of
contributions made by eligible employees, such
percentage to apply to a maximum of 1% of
their annual salary. Expenses under this plan

for 2001, 2000 and 1999 were $73,894, $73,445
and $65,117, respectively.

Note 7
Commitments

In connection with the acquisition of the five
apartment communities discussed in Note 5, the
company is committed to acquire two additional
apartment communities with a total of 286

apartment homes currently under construction

if certain criteria are met. The purchase price

of $26 million includes the assumption of $16
million variable rate financing bearing interest at
LIBOR plus 135 basis points and the issuance of
0.8 million non-preferred operating partnership
units valued at $10 million. The non-preferred
operating partnership units shall convert into
preferred operating partnership units once certain
criteria are met. The preferred operating part-
nership units can be exchanged at the option of
the holder. The preferred operating partnership
units shall be exchangeable for either cash or
common shares on a one-for-one basis, at the
company’s option on or after October 1, 2002.
The company is not obligated to acquire the two
apartment communities until the construction is
completed and certain lease-up and stabilization

criteria are met,

Note 8
Related-Party Transactions

Mr. Knight also served as the Chairman and
Chief Executive Officer of Apple. Prior to the
merger with Apple, the company provided
services to Apple. The services the company
rendered to Apple terminated upon the

consummation of the merger (See Note 2).

Prior vo the merger, the company or its affiliates
provided real estate brokerage services to Apple.
Under the terms of the brokerage contract with
Apple, the company received a real estate com-
mission equal to 2% of the purchase price of the
apartment communities acquired plus reimburse-
ment of certain expenses. During 1999, the
company earned $0.6 million in real estate

brokerage commissions.
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Note 10
Quarterly Financial Data (Unaudited)

The following is a summary of quarterly results of operations for the years ended December 31, 2001 and 2000:

First Second Third Fourth

Quarter Quarter Quarter Quarter
(In thousands, except per share data)
2001 S s T T s s e
Revenues $36,431 $36,239 $38,115 $41,883
Income before interest and dividend income (expense) 12,852 11,615 13,639 10,346
Net income (loss) 7,978 4,728 5,690 (406)
Distributions to preferred shareholders 7,467 80 76 75
Excess consideration paid over book value to preferred shareholders - (27,492) - -
Net income (loss) available to common shareholders 511 (22,843) 5,614 (482)
Basic and diluted earnings per common share 01 {.51) .12 (.01)
Distributions per common share .28 28 .28 28
2000
Revenues $37,292 $35,236 $37,530 $36,497
Income before gain on sales of investments 9,217 9,348 8,942 7,707
Gain on sales of investments 23,406 - (248) (228)
Net income 32,624 9,348 8,693 7.479
Distributions to preferred sharcholders 7,997 7,419 7,464 7,425
Net income available to common shareholders 24,627 1,929 1,230 53
Basic and diluted earnings per common share .65 .05 .03 .00
Distributions per common share .27 .28 .28 .28
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Cornerstone Realty Income Trust, Inc.
306 East Main Street

Richmond, Virginia 23219

Phone: (804) 643-1761

Fax: (804) 782-9302

www.cornerstonereit.com




