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53.5% Total Return in 2004

RANKED #1 IN OFFICE SECTOR

259.6% 5-Year Total Return

RANKED #2 N OFFICE SECTOR _FOR - YEAR TOTAL BETURN

r.7% Dividend Increase in 2004 = |

™ CONSECUTIVE YEAR OF DIVIDEND INCREASES

in 2004

1.7% ANNUALIZED GROWTH IN FFO SINCE




| Acquired
§May 2002

863,000 Rentable 779,000 Rentable 2,550,000 Rentable 1,750,000 Rentable
Sguare Feet Square Feet Square Feet Square Feet

Major Tenants Major Tenants Major Tenants Major Tenants

5% ownership interest




SL Green Realtly Corp.

COoOMPANY PROFILE

SL Green Realty Corp. is a self-administered and self-managed real estate investment trust, or
REIT, that principally acquires, owns, repositions and manages a portfolio of commercial office prop-
erties primarily in Midtown Manhattan. SL. Green was founded in 1980 as S.L. Green Properties, Inc.
and went public on August 20, 1997. SL Green has established a consistent track record of producing
industry-leading returns while creating long-term value for its shareholders. At IPO, the Company
owned 9 properties totaling 2.2 million square feet. As of December 31, 2004, the Company’s port-
folio had grown to 28 properties aggregating nearly 17.0 million square feet. SL Green Realty Corp.
is the only publicly held REIT predominantly focused in Manhattan.

THEN & NOW

2,219,000

247,000

264

7,900

-

" Peeember 81,

Market Capirtalization

(in billions)

Share Price

Number of
Properties

Total
Square Feet

Average
Property Size
(in square feet)*

Avenue
Properties

Buildings Over
20 Stories

Number
of Tenants

Average
Tenant Size
(tn square feet)

$4.6

$60.55

28

17,000,000

654,000

27

16

965

17,600

* Consolidates 286, 290 and 292 Madison Avenues

CONTINUING TO CUTPERFORM

Total Return based on a $100 investment made in 1999
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FINANGCIAL HIGHLIGHTS

% Increase

Year Ended December 31, 2004 2003
(In thousands, except per shave and ventable square feet data)

Total Revenue $ 348,988 $ 286,419
Net Income ' $ 209,430 $§ 98,159
Net Income Per Common Share (diluted) $4.75 $2.66
Funds from Operations (diluted)’ $ 162,377 § 135473
Funds from Operations Per Share (diluted) $3.77 $3.48
Total Market Capitalization $4,601,400  $3.323,600
Net Rentable Square Feet (including joint ventures) 17,000,000 15,152,000
Annual Dividend (per common share) $2.04 $1.90

1 A reconciliation of FFO to net income computed in accordance_ with GAAP is provided on page 30.

218
113.4
78.6
19.9
8.3
38.4
12.2
7.7
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Left to right:

Stephen L. Green
Chairman of the Board;
Executive Committee

Marc Holliday
President and

Chief Executive Officer;
Director,

Executive Committee

TO OUR SHAREHOLDERS:®

2 004 was a landmark year for SL Green, as we reached
new milestones and laid a solid foundation for the future.

By adhering to a business philosophy we call “Growth by
Design,” our total market capitalization surpassed $4.6

billion, up from $3.3 billion at the end of 2003, demon-

strating the value we are creating. Our stock price
reached a record high at year-end, evidencing the confi-
dence that the investment community has in our vision
and our ability to achieve our stated goals consistently
and throughout various economic climates.

We outperformed the office sector in terms of total
return to shareholders and growth in funds from opera-
tions, and intend to continue that performance track
record in 2005 and beyond. And as a result of our
planned external growth, we became the Jargest owner
of commercial office properties in New York City,
cementing the dominant niche position we have pursued
within one of the most dynamic and competitive real
estate markets in the world.

Notably, we implemented our succession plan in 2004,
putting in place a stable and experienced management
team that will provide sound leadership and continuity
for many vears to come. Most of these managerial changes
were promoted from within, underscoring the depth and
creativity within our organization.

2004 In Review

SL Green ended the year with a record total return to share-
holders of 53.5 percent. But outperformance is not unique
to SL Green. For the past five years, we have provided our
shareholders with the second highest return in the office
sector at 260 percent, and have continued to outperform
the S&P 500 which posted a 17 percent decline for the
same time period. And although many office REITs

posted high returns during 2004, SL Green achieved a #1
ranking in the office sector and a #6 ranking among 143
diversified REI'TS.

Due to our excellent operating results and positive outlook
for the future, we increased the common stock dividend by
approximately 8 percent from $1.90 to $2.04 per share.
We have increased our cash dividend every year since
1999, making 2004 the sixth consecutive year of dividend
increases for our shareholders. SL Green’s yield and payout
ratio remain among the lowest in the office sector, which
is by design as it enables retention of capital to fund
future growth and to provide our shareholders with
future dividend increases.

Revenues increased an impressive 33 percent to $505 mil-
lion when including our portion of joint venture revenues,
and FFO was up 8.3 percent to $3.77 per share. Net income
increased by more than 75 percent to $4.75 per share, a sub-
stantial portion of which were gains associated with the sales
of 17 Battery Place North, 1466 Broadway and the partial
sale of equity in One Park Avenue. These sales demonstrate
our commitment to recycling capital on an accretive basis,
a cornerstone of SL Green’s growth and profitability.

During 2004, SL Green was again a net acquirer within
the Manhattan office market, completing the acquisition
of four value-added investments—625 Madison Avenue,
485 Lexington Avenue and 750 Third Avenue (the TIAA-
CREEF Portfolio), and 19 West 44th Street. Each property
was acquired for existing or near-term vacancy that will
enable SL Green to participate in the rising rental market
occurring in Manhattan. As we continue to see market
fundamentals improve in Manhattan, we are excited about
the earnings growth potential that these new properties
will provide in the near term.




SL Green Realty Corp.

In total, we added 2.6 million square feet to the portfolio,
and increased total square feet under ownership and man-
agement from 15.1 million to 17.0 million square feet,
making us the largest commercial landlord in Manhattan.

Occupancy at year-end stood at 96.5 percent, well above
the market average for Manhattan office properties.
Increasing demand formed the backdrop for our leasing
achievements, as we signed more than 2 million square
feet, representing nearly 10 percent of all leases signed in
Midtown Manhattan during the year. We have experi-
enced more than a 5 percent increase in average rent for
office leases signed during the fourth quarter of 2004, the
largest increase in nearly 18 months.

Dividend Per Share
(in dollars)

We had an exceptional year in the structured finance
arena. After evaluating strategic alternatives of funding
the structured finance business, and exploring the merits
of accessing third-party capital to continue the expansion
of this highly successful business, we completed the suc-
cessful initial public offering (IPO) of stock in Gramercy
Capital Corp. (NYSE: GKK). On August 2, 2004,
Gramercy raised $187.5 million through the issuance of
12.5 million shares of common stock at $15 per share.

During the first year of operations, Gramercy exceeded
management’s expectations by achieving profitability within
the first quarter of operations, declaring an initial dividend
of $0.15 per share, and completing 15 investments total-
ing more than $400 million. Gramercy ended the year
with a share price of $20.60 for a total return of 37 per-
cent, and total market capitalization of more than $400
million. With nearly $300 million of available debt capac-
ity on the balance sheet at December 31, 2004, Gramercy
is well positioned for growth into 2005.

We anticipate Gramercy will be a meaningful contributor to
FFO going forward. SL Green has invested $69 million in
Gramercy in exchange for a 25 percent ownership interest.
Today, our investment has an estimated value of more than
$85 million. Additionally; we maintain an ownership position
in GKK Manager LLC, the external manager and advisor to
Gramercy, which provides SL Green with additional income
in the form of management, outsourcing and servicing fees.

SL Green’s capital markets activities in 2004 were focused
on maintaining a strong balance sheet and reducing our
cost of capital. The Company raised more than $1.2 bil-
lion of capital, including $235 million through the
1ssuance of perpetual preferred and common stock, $635
million through secured and unsecured debt, $108 mil-
lion through joint venture partnerships and $256 million
through dispositions. Even with SL Green’s substantial
growth, combined debt to total market capitalization was
a modest 37 percent at year-end.

As a result of the strong sponsorship we enjoy in the cap-
ital markets, we successfully extended maturities, lowered
borrowing costs and increased liquidity during the year.
The strength of our balance sheet provides tremendous
flexibility and positions us to take advantage of additional
growth opportunities as we enter 2005. As of year-end,
we had approximately $330 million of availability on our
lines of credit.

Manhattan Market Outlook

The outlook for the Manhattan real estate markets is very
promising. As economic conditions in New York City con-
tinue to improve, the results are accelerating demand for
office space, residential condominiums and hotel rooms.
Unemployment in Manhattan has declined from a peak of
8.4 to 6.2 percent currently with health services and profes-
sional services firms leading the way in job additions.
Securities industry profits and employment continued their
rebound since the low levels of 2002, and are projecting a
12.8 percent increase in industry profits and 3.5 to 4.0 per-
cent growth 1n employment during 2005. During 2004,
the securities industry achieved the highest level of prof-
irability since 2001, with $19.5 billion of profits in 2004
and over $22 billion projected for 2005. Additionally, New
York City tourism and hotel occupancies, leading indicators
of an improving economy, recorded their highest levels
since the year 2000.

Increased commercial activity has driven the vacancy rate
in Midtown Manhattan down from a high of 12 percent in
2002 to just 10 percent at the end of 2004, with expectations
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NEARLY 90 PERCENT,

DRIVING THE
VACANCY RATE IN

MANHATTAN FROM

Rent Per Square Feet
(in dollars)

12 PERCENT
IN 2002, TO WHAT

IS PROJECTED

TO BE IN

SINGLE DIGITS

BY 2006.

for vacancy to drop into single digits in 2005. Of this space
availability, only 6 to 7 percent represents direct vacancy
while another 3.0 to 3.5 percent represents sublet space.
Since most of the well-built, contiguous space in the sub-
let market has been eliminated since 2001, rents are poised
to increase as market equilibrium has been reached.

We believe rents in Midtown will increase by as much as
10 percent or more in 2005 after three years of steady and
significant decreases. We are seeing this dynamic across the
board, but most notably in well-located large contiguous
blocks of quality space.

This ongoing recovery should be prolonged and sustained
due to limited new supply of office space slated for com-
pletion and a conunuing trend of conversion of office prop-
erties to residential use. 3.9 million square feet of office
space in four separate projects were completed and deliv-
ered in 2004. Substantially all of this space has been leased.
In addition, there are only five projects expected to be com-
pleted in Midtown over the-next three years of which
approximately 60 percent Has ‘been pre-leased, leaving
appr@’iﬁét@ly 2.5 million square feet of availability, or less
thant1 percent of Midtown’s.inventory of space.

This modest addition to inventory is more than offset by an
increasing number. of office-to-residential conversion proj-
ects. Conversions were once the domain of Downtown;
however, prices for residential condominiums have risen to

Improving Market Fundamentals
Midtown Class “A” Office Market

Vacancy Rate
(percent)

. Rent Per Square Feet

— \/acancy Fate

levels that justify taking well-located Midtown properties
out of service for conversion to residential use. At least
eight projects are either planned or underway in Midtown,
representing over 2 million square feet of rentable office
space slated for conversion, with more contemplated.

These local market forces combined with the lack of readily
available development sites and continued job growth in the
financial services, health services and securities industry,
bode well for office economics for the foreseeable future.

2005 Forecast

2005 brings with it a number of new opportunities and
challenges that will be incorporated into SL Green’s
“Growth by Design™ business plan. Given our expecta-
tions for declining vacancies and rising rents, we will
continue to be net acquirers of real estate in 2005. We
will accomplish this by leveraging our core competitive
advantages: (i) accessing readily available and relatively
inexpensive capital, (i) utilizing our long-standing
relationships among owners and brokers in New York
City, (i) issuing SL Green’s Operating Partnership
Units to achieve tax efficiencies for sellers, (iv) aggres-
sively deploying our team of investment professionals,
led by Chief Investment Officer, Andrew Mathias and
(v) evaluating and creatively securing complex targeted
transactions. While prices for office properties have
increased significantly over the last several years, we do
not subscribe to the “bubble” theory of pricing and




SL Green Realty Corp.

expect that prices will remain relatively stable in 2005
absent any material increases in long-term borrowing
costs. Market price stability for commercial real estate is
being supported by the securitization of debt (via CMBS)
and equity (via REITS).

Even though we continue to maintain a pro-growth strat-
egy, we will mitigate our risks significantly by selling
mature properties that are deemed no longer core to the
long-term earnings growth of the Company. We have
always been an avid proponent of harvesting and recycling
our capital gains in a tax efficient manner. This strategy has
enabled us to acquire new properties using low cost equity
while focusing our leasing, management and construction
resources on larger-scale, higher quality properties that
contribute greater earnings growth over time.

More than in previous years, our activities will be centered
on the redevelopment and leasing of properties acquired
in 2004. We have commenced a substantial redevelop-
ment and marketing program for the portfolio of proper-
ties we acquired from TIAA-CREE The buildings are
located just 1% blocks from Grand Central Terminal and
offer the largest contiguous block of vacant space in
Midtown at a time when this type of product is in high
demand. Our marketing team has re-branded this new
complex “Grand Central Square” and we are encouraged
by the market’s favorable reaction.

We will also put the finishing touches on 625 Madison
Avenue, another recent addition to the portfolio. At
acquisition in October 2004, the property was 63 per-
cent leased. Within five months from the closing, we
were able to raise the occupancy level to 92 percent, hav-
ing executed leases with Polo Ralph Lauren and Related
Capital. We expect that the property will be essentially
fully-leased by the end of this year.

Directly related to our dramatic growth, we will reinforce
our organization with several new hires that will continue
our tradition of hiring the best talent available in New
York City to add depth to our ranks. We will be targeting
people who can continue our evolution in leasing and
management to levels that are consistent with SL Green’s
high quality portfolio.

Other strategic initatives include the continuation of our
successful and profitable structured finance business.
Substantially all debt-related investments are now carried
out through the Gramercy platform as we continue to be
an active investor and manager of this company, using our

relationships and understanding of real estate finance to
help ensure that Gramercy reaches its full potential.

Within SL Green, participating preferred equity will pro-
vide structured equity opportunities consistent with past
investments in 1370 Avenue of the Americas and The
News Building. In 2004, SL Green completed a $75 mil-
lion participating preferred equity investment in a 36-
building, 4.7 million square foot suburban office portfolio
located primarily in New Jersey. The portfolio is owned
by the Gale Companies, a highly regarded New Jersey-
based owner and operator of suburban office buildings.
Through this strategic alliance, SL Green and Gramercy
have established a vehicle for structured debt and equity
investments in New Jersey.

in Clesing

The Company’s outlook for 2005 is very positive after an
extremely solid performance in 2004. Our highly success-
ful strategy of “Growth by Design” is always being care-
fully tuned in response to changing market conditions
without deviating from our core real estate and finance
competencies in New York City.

We have established ourselves as a market leader in
Manhattan and our goal is to solidify our position
through continued growth in assets and earnings while
at the same time increasing our occupancy levels and
operational excellence.

We enter 2005 with low leverage and record high capac-
ity in large part due to the efforts of our Chief Financial
Officer, Gregory Hughes. This is an enviable position
to be in at the start of what we hope will be a period of
sustained rental growth and asset appreciation.

-

Stephen L. Green AN
. Pt ",
Chairman of the Board, /;\rﬁ‘;f \5}3\\
Executive Committee //cl’}/ MECEIVEDER,
i - N
e N
g . 7
s G{ Arp o \\:’4;\
NN Y 9 Zn,-. \ \\
&\ VLAl NN
R Py
P
\{:\/\\ /(\‘\‘\" -
WANZUS
. AN
Marc Holliday s

President and Chief Executive Offictr;
Darectoy, Executive Commuitee




APPROACH

MANAGEMENT |
CONTINU U

ASSEMEB l‘ﬂjﬂ
VIOST PRE ] QU
=\

BORIroLIcor ¥

DFFICE PROPERTI

IN VIANHAT TAN.

Standing left to right: Marc Holliday, President and Chief Executive Officer and Stephen L. Green, Founder and
Chairman of the Board; Seated left to right: Andrew W. Mathias, Chief Investment Officer; Andrew S. Levine,
Executive Vice President, General Counsel and Corporate Secretary; Gregory F. Hughes, Chief Financial Officer
and Gerard T. Nocera, Chief Operating Officer.

Stephen L. Green, Founder and Chairman of the Board. Stephen L. Green founded S.L. Green Real Estate in 1980.
He has served as the Chairman of the Board and Chief Executive Officer of SL Green Realty Corp. since 1997. During
his tenure, he has been involved in the acquisition of over 30 Manhattan office buildings containing in excess of four
million square feet and the management of 50 Manhattan office buildings containing in excess of 10 million square
feet. Mr. Green is a Governor of the Real Estate Board of New York, an at-large member of the Executive Committee
of the Board of Governors of the Real Estate Board of New York, and Co-Chairman of the Real Estate Tax Fairness
Coalition. Mr. Green is also Chairman of the Board of Gramercy Capital Corp.

Marc Holliday, President and Chief Executive Officer. Mr. Holliday joined SL Green in 1998 as Chief Investment
Officer and was promoted to President in 2001. Effective January 2004, he assumed the post of Chief Executive
Officer. Since joining the Company, Mr. Holliday has developed the Company's focused business strategy, repo-
sitioning and upgrading the portfolio to larger avenue properties with higher quality tenants, while simultane-
ously driving earnings performance and shareholder value. During his tenure, SL Green has grown to be one of

rs of commercnal ofﬁce properties in Manhattan. Mr. Holliday is a former Managlng Director and

ear career, he has held

LS aiid Wds Drot

EPUSTUISd Tinance investments, and oversees all acquisiions, dispositions and jont venture programs. Mr, Mathias .




SL Green Realty Corp.

MANAGEMENT

LAYING THE FOUNDATION FOR GROWTH

L Green prides itself on innovation and infusion of new ideas, the benefits of
which have been reflected in the tremendous growth experienced since IPO. As such,
SL Green recruits only the best and the brightest professionals within the real estate
industry. During 2004, the Company established a deeper and broader management
team with the addition of new talent and the promotion of key individuals from within
the organization. ,

Each member of management has, on average, 15 years of experience in the real estate
industry. Commonly referred to as “local sharpshooters,” our professionals are immersed
in the Manhatran market on a daily basis, enabling them to identify changing fundamen-
tals ahead of the broader market, to predict trends, and to execute successfully at every
point in the real estate cycle.

Real Estate Cycle

[e] ca
UDDDUF‘DU_.’]DU

The result is generation of industry-leading returns for our shareholders. Since the IPO
in 1997, we have completed 39 acquisitions and 11 dispositions, contributing to a total
return to sharcholders 0 259.6% over the last five years. We continually strive to deliver

consistent performance and a superior track record for SL Green shareholders.
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ACQUISITIONS
ASSEMBLING A HIGH-QUALITY PORTFOLIO

Left to right: David Balaj, Vice President; Rachel Farscht, Associate; Christina
Do, Vice President and David Schonbraun, Vice President.

hrough pursuit of targeted properties and by leveraging our long-term relationships
with property owners, SL Green completed four acquisitions totaling approximately
$780 million during 2004:

625 Madison Avenue (563,000 squave feet)
485 Lexington Avenue (921,000 square feet)
750 Third Avenue (780,000 square feet)
19 West 44th Street (292,000 squave feet)

By adding 2.6 million square feet to our portfolio during the year, we have positioned
SL Green to take advantage of the recovering market for office space in Midtown
Manharttan. By buying properties with leasing opportunities at a time when demand is
rising and supply is declining, we will be able to participate in the rising rental market.
During 2004, vacancy in Midtown declined from 11.9 percent to 10.1 percent, and
absorption was positive for the first time in four years.

We will continue to be successful, yet disciplined, acquirers in the very competitive New
York acquisiion market. Long-standing relationships established since the Company’s
inception in 1980 provide a competitive advantage in a high barrier to entry market.
Having earned recognition for our understanding of the local marketplace and our abil-
ity to create value within it, sellers have been willing to take part in off-market transac-
tions with SL. Green. Additonally, our ability to provide owners with solutions to
complicated ownership, governance and tax-related matters gives us a distinct advantage

during negotuations and results in more efficient pricing for new investments.

9
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Sk Green Realty Corp.

CAPRPITAL

MAXIMIZING EFFICIENCY OF CAPITAL SOURCES

Left to right: Steven N. Marks, Senior Vice President; Linda Quinlan, Vice President,
Human Resources and Administration; Brian Morris, Senior Vice President,
Finance; Steve Kahn, Senior Vice President, Finance and Maggie Hui, Vice
President, Corporate Controller.

L Green is very successful in funding its activites, with a focus on efficiently
accessing a broad base of available capital sources and maintaining liquidity for timely
execution of transactions. At December 31, 2004, we had approximately $330 million
of available capacity, exclusive of property level indebtedness, to support our acquisition
program going into 2005.

SL Green raises funds through strategic partnerships, diversifying risk and taking advantage
of efficient capital structures. In the acquisition of 485 Lexington Avenue, we established a
joint venture with the City Investment Fund, L.P. and the Witkoft Group where SL Green
is also the operadng partner managing the redevelopment program and operagons of the
building. The structure provides SL Green with diversification of risk as well as fee-enhanced

income in the form of management fees, leasing commissions and incentive fees.

Recycling organic capital, however, continues to be our most cost-efficient source of cap-
ital and the cornerstone of our business philosophy. Through the selective disposition of
non-core assets, SL Green sold 1466 Broadway and 17 Battery Place North. Sales pro-
ceeds of $230 million were redeployed primarily into the accretive acquisition of the
TIAA-CREF Portfolio. Substantially all of the gains on sale of the two properties—
approximately $90 million—were deferred through a reverse 1031 exchange with 750
Third Avenue. We also recapitalized One Park Avenue with new first mortgage indebted-
ness and by selling a 75 percent interest to an affiliate of Credit Suisse First Boston.
The recapitalization converted floating rate liabilities to fixed rate liabilities in addition
to generating total sales procceds of $239 million and an incentive fee of $4 million.

10
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MARKETING AND LEASING
POSITIONING PROPERTIES TO MEET TENANT DEMAND

@ uring 2004, SL Green signed 328 leases totaling more than 2 million square feet,
which represented nearly 10 percent of the 19.5 million square feet of leases signed
in Midtown Manhattan. This achievement reflects SL. Green’s leading position as a

premier marketing and leasing company.

We ended the year with a 300,000 square
somerine Bl G s comma .. foot renewal and expansion of the Visiting
Nurse Service of New York lease at 1250
Broadway, and earlier in the vear signed a
137,000 square foot lease with Viacom at
1515 Broadway. Transactions such as these
are indicative of developing leasing trends
within Midtown—accelerating demand for
big block space. During 2004, more than
half of the lease square footage signed in
Midtown was for leases greater than
100,000 square feet, further evidencing
demand for big block space.

SL GREEN
REALTY CORP

SL Green’s marketing and leasing team have

positioned our properties in a compelling
fashion to attract demand from tenants seeking larger, high quality office space. Since
IPO, SL Green’s average tenant size has more than doubled and over the last three years
the size of the average lease signed has increased more than 60 percent to 6,098 square

feet. Our lease specialists remain unmatched within Midtown Manhattan.

In 2005, the Company’s creative real estate
team will apply its skills to the marketing
and leasing of 750 Third Avenue and 485
Lexington Avenue, which we have intro-
duced to the market as “Grand Central
Square.” Combined, the buildings will have
over 1 million square feet of available space
by the beginning of 2006, located just 1.5
blocks from Grand Central Terminal.

Left to right: Steven M. Durels, Executive Vice
President, Director of Leasing; Natasha Vardoulias,
Leasing Paralegal and Neil H. Kessner, Senior
Vice President, Real Estate and Leasing Counsel.

11
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SL Green Realty Corp.

REPOSITIONING

BRINGING PROPERTIES TO THEIR FULL POTENTIAL

Left to right: Steven M. Durels, Executive Vice President, Director of Leasing;
Edward V. Piccinich, Executive Vice President, Director of Property Management
and Construction; Gerard T. Nocera, Chief Operating Officer and Neil H. Kessner,
Senior Vice President, Real Estate and Leasing Counsel.

ffice buildings are more than just concrete, glass and steel. They occupy places
within their markets, tending to serve certain kinds of tenants and projecting their own
image. Enhancing or changing the character, function or presence of a property can
have a tremendous impact on their appeal and value. SL Green’s ability to reposition
properties in ways that redefine their place in the market has been an important part of

our success.

Our experience with 1515 Broadway illustrates that point. Located in the heart of Times
Square within walking distance of Manhattan’s main transportation hubs, it is headquar-
ters to Viacom. MTV Store, Paramount Pictures; Showtime Networks and Infinity
Broadcasting, subsidiaries of Viacom, are also tenants in the building. The extremely
well-located property has large floor plates and fantastic views. Yet its status as a premier

property was undermined by unattractive and undesirable retail uses.

By repositioning all of the retail space of the property, SL Green made 1515 Broadway
an exciting symbol of the renewed and revitalized Times Square. We improved the
streetscape and upgraded the quality of the retailers, At the same time, we maximized

retail rental income and enhanced value of the property.

Today 1515 Broadway is 100 percent leased, with retail rental rates among the highest in
Times Square. More importantly, its presence in the neighborhood has been elevated and

now complements the high-profile media and entertainment office tenants that operate
within the building.
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SL Green Realty Corp.

OCPERATIONS
DELIVERING “EXCELLENCE IN OPERATIONS”

he size and diversity of our portfolio and the hands-on nature of our business model make

“excellence in operations” a tremendously important aspect of our business philosophy.

Our ability to operate our properties is directly related to the effective management of
the buildings by the portfolio and property managers. Building management teams are .
focused on the ultimate goals of tenant satisfaction, safety and retention. At any given
time, we have over 50 projects under way throughout our portfolio involving proper-
ties of widely varying age, infrastructure, machinery and equipment. We work endlessly
to evaluate, maintain and improve mission-critical systems like telecommunications,

electrical and HVAC on a property-by-property basis.

In 2004, we implemented portfolio-wide initiatives to improve safety and security,
introduced an Internet-based work order system and adopted best practices in a broad
range of areas. Initiatives such as these contribute to enhancing tenant experiences

and ultimately bottom line growth.

The operational expertise we bring to bear make possible acquisitions like 19 West 44th
Street, located between Fifth Avenue and Avenue of the Americas in Midtown Manhattan.
This property offers significant potential for appreciation as SL. Green repositions the prop-
erty to Class A standards through operational upgrades, improvements to infrastructure,

addition of amenities and a strategic leasing program.

Left to right: Anthony Malandro, Vice President, Portfolioc Manager; Edward V. Piccinich,
Executive Vice President, Director of Property Management & Construction;
Fanci Weissman, Vice President, Portfolio Manager and Richard Currenti, Vice
President, Portfolio Manager.




CONTINUES TO
OUTPERFORM THE
MARKET THROUGH

ALL CYCLES.

= SLG Portfolio (1)-
Class A Midtown Markets)
i == Class B Midtown Markets

Source: Cushman & Wakefield

(1) 2004 occupancy excludes
625 Madison Avenue which
was acquired October 2004

19 West 44th Street
Acquired March 2004
for $67 million
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STRUGTURED FINAXGE

PROVIDING PORTFOLIO BALANCE AND DIVERSITY

S
@trucmred finance has always been an important part of SL Green’s
“Growth by Design” blueprint, and 2004 was no exception. We con-
tinued to originate and acquire loans and other fixed-income invest-

ments secured by real estate, providing balance and diversity to SL

Green’s portfolio.

During 2004, we originated over $300 million in new structured finance
investments on SL Green’s balance sheet, including a $75 million preferred
equity investment in the Bellemeade portfolio with our partners at the Gale
Companies. This was a strategic transaction as our investment in the
4.7 million square foot office portfolio establishes a foothold for SL

Green’s structured finance business within New Jersey.

Through our structured finance investment activities, we originated assets
with longer-term maturities, so that SL Green’s remaining on-book struc-
tured finance investments have the potential to deliver consistent earn-

ings for years to come.

Also in 2004, we sought to unlock the enterprise value of the structured
tinance business built within SL Green by establishing a separate public com-
pany, Gramercy Capital Corp. Unlike SL Green, with its Manhattan office
property focus, Gramercy is a focused real estate specialty finance company
that operates a national platform with a broad investment strategy.
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SL Green Realty Corp.

GRAMERCY CGAPRPITAL CORP
| (NYSE: @RIK)

EXCEEDING MANAGEMENT EXPECTATIONS

ramercy announced its IPO on July 28, 2004 and has already begun
to establish itself as a leader among real estate specialty finance companies.
Within only the first five months of operations, Gramercy:

° Achieved profitability
* Declared an initial quarterly dividend of $0.15 per common share

° Ended the year with a $278 million market capitalization
and share price of $20.60

> Completed 15 investments totaling more than $400 million

o Entered 2005 with more than $300 million of available
investment capacity

As part of Gramercy’s IPO, SL Green purchased 3,125,000 shares for a 25
percent ownership interest in Gramercy. At December 31, 2004, our invest-
ment of $46.9 million had an estimated market value of approximately
$64 .4 million. We purchased an addidonal 1,275,000 shares of common
stock in Gramercy during January 2005, increasing our total investment to
approximately $68.9 million.

Going forward, SL Green’s investment in Gramercy offers great potendal for
long-term earnings growth and net asset value creation. We will continue to
be active investors in Gramercy, using our relationships and understanding of

real estate finance to help ensure that Gramercy reaches its potential.

From left to right:

Robert G. Britz
NYSE President and
Co-Chief Operating Officer

|
——
===

Gramercy Capital Corp. Officers:
Andrew W, Mathias
Chief Investment Officer

Stephen L. Green
Chairman of the Board
Marc Holliday
President and

Chief Executive Officer
Hugh F. Hall

Chief Operating Officer
Gregory F. Hughes
Chief Credit Officer

Robert R. Foley
Chief Financial Officer

L4 "N 4 ’
Announcement of IPO on July 28, 2004
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GRAMERCY CAPITAL CORP:

HAD EXCEEDED

MANAGEMENT'S

EXPECTATIONS.
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Announced $40 Million
Investment in Atlantic Yards

Announced Profits
After First Two Months
of Operations

Completed $120 Million of
Investments by 9/30/04

Completed IPO, Raising
$187 Million at |§ 8/2/04
$15.00 Per Share

Announced IPO for
12.5 Million Shares of | 7/28/04
Common Stock

et ceee o Atmie b e o e




PORTFOLIO

Percent
Rentable of Total Percent
Square Square Occupancy
Properties Submarket Ownership Feet Feet 12-31-04
PROPERTIES 100% OWNED
2004 “Same Store”
1140 Avenue of the Americas Rockefeller Center Leasehold Interest 191,000 1 94.7
110 East 42nd Street Grand Central North Fee Interest 181,000 1 88.9
1372 Broadway Times Square South Fee Interest 508,000 3 99.2
1414 Avenue of the Americas Rockefeller Center Fee Interest 111,000 1 96.8
286 Madison Avenue Grand Central South Fee Interest 112,000 1 92.1
290 Madison Avenue Grand Central South Fee Interest 37,000 0 100.0
292 Madison Avenue Grand Central South Fee Interest 187,000 1 99.7
317 Madison Avenue Grand Central Fee Interest 450,000 3 87.3
420 Lexington Avenue (Graybar) Grand Central North Operating Sublease 1,188,000 7 96.8
440 Ninth Avenue Times Square South Fee Interest 339,000 2 100.0
470 Park Avenue South Park Avenue South Fee Interest 260,000 1 87.9
555 West 57th Street Midtown West Fee Interest 941,000 6 100.0
673 First Avenue Grand Central South Leasehold Interest 422,000 2 80.6
70 West 36th Street Times Square South Fee Interest 151,000 1 96.1
711 Third Avenue Grand Central North Operating Sublease/Fee (1) 524,000 3 98.1
Subtotal/Weighted Average 5,602,000 33 95.2
2003 & 2004 Acquisitions
125 Broad Street Downtown East Fee Interest 525,000 3 100.0
220 East 42nd Street Grand Central East Fee Interest 1,135,000 7 97.9
461 Fifth Avenue Grand Central Leashold Interest 200,000 1 91.4
750 Third Avenue Grand Central Square Fee Interest 780,000 5 100.0
625 Madison Avenue Plaza District Leasehold Interest 563,000 3 69.0
Subtotal/Weighted Average 3,203,000 19 93.3
Total/Weighted Average Properties 100% Owned 8,805,000 52 94.5
PROPERTIES <100% OWNED (Unconsolidated)
2004 “Same Store”
180 Madison Avenue—50% Grand Central South Fee Interest 265,000 2 84.9
One Park Avenue—17% Grand Central South Fee Interest 913,000 5 97.1
1250 Broadway—55% Penn Station Fee Interest 670,000 4 945
1515 Broadway—=55% Times Square Fee Interest 1,750,600 10 99.7
100 Park Avenue—50% Grand Central South Fee Interest 834,000 5 93.1
Subtotal/Weighted Average 4,432,000 26 96.2
2003 & 2004 Acquisitions
19 West 44th Street—35% Midtown Fee Interest 292,000 2 89.0
1221 Avenue of the Americas—45% Rockefeller Center Fee Interest 2,550,000 15 97.7
485 Lexington Avenue—30% Grand Central Square Fee Interest 921,000 5 100.0
Subtotal/Weighted Average 3,763,000 22 97.6
Total/Weighted Average Properties
Less Than 100% Owned 8,195,000 48 96.9
Year End 2004 Grand Total 17,000,000 100 95.6(2)

(1) Including Ownership of 50% in Building Fee

(2) December 2004 weighted average occupancy without 625 Madison Avenue is 96.5%
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) The followmg table sets forth our selected ﬁnanc1al data and should be read in conjunction with our Fmanc1al Statements
| -and notes thereto and “Management s D1scu551or1 and Analyms of Financial Condition and Results of Operatlons in this
. Annual Report. - »

= In connection with this Annual Report we are' restating our hlstoncal audlted consolldated ﬁnanc1al statements ds a result
- of Statement of Financial Accounting Standards No. 144, ~or SFAS No. 144, “Accountlng for the Impalrment or Disposal of
‘Long Lived Assets.” Duringthe periods presented below, we classified five propertles as held for sale and, in compliance with
* SFAS No. 144, have reported. revenue and expenses from these propertics‘as discontinued operations, net of minority inter-
est, for. egeh perlod presented in our Annual Report This reclassxﬁcatlon had no effect onour reported net income or funds
from operations. :

‘We are also providing updated summary selected financial 1nf0rmat|0n \VlllCh is included below reﬂectmg the prior period
recla551ﬁcat10n as d1scontmued operanons of the property classxﬁed as held for sale during 2004

i

Operatngata - T R o R L S
“(In t/mumndx, except per :/mrz dara) C o - . ) ‘ . : .
- Year Ended December 3, 2004 . 2003 2002 2001 - 2000
" Total revenue. . ‘v | L $348 988 - ‘$286,419 T $215241  $220,299 . $198,993
"Operating expenses - S 86,015 . 73,796 49940 . 49473  -48994
* Real estate taxes ) o o 48,890 40,656 . 25,185 . 25843 25,637
.Ground rent S 16179 18562 ¢ 12,637 12,579 ¢ 12,660
Interest ‘ S T 62,710 45493 35421 43.869 - - 39,167 -
Deprecnamon and amortization S 52,149 . 42,136 32,790 31,947, 28,289 . v
Marketing, general and admlmstratlon 30,279 17,131 - 13,282 ' 15,374 . 11,561 . .
- Total expenses- S L B 296 222 © 232,774 169,255 ° 179,085 166,308
Income from continuing operatlons before items = 52,766 53,645 - 45,986 41,214 32,685
Equity in net (loss) income from afﬁhates .= 5 (196) 292 - (1,054) - 378
" Equity in net income of , . L R .
.unconsolidated joint ventures R e o 44,037 14871 - 18,383 8,607 3,108
"~ }~. Income from continuing operations before o S o .
minority interest and gam on sales ,_ 96,803 68,320+ 64,661 48,767 36,171
.Minority interest - - b : (5,693) (4,169) - (3,771) (3,476) _ (6,042)
- Income before gains on sale and cumulatwe L S ‘ L B - : "
.. effect of accounting charge ' - 91,110 64,151 - 60,890 . 45291 .  .30,129
S Gain on sale of properties/preferred investments 22,012 3,087 .- — 4,956, . 41416
~» 7. Cumulative effect of change in accounnng pr1nc1ple e = S — . — (532) —
. Income from continuing qperations , - 113,122 67,238 160,890 - 49,715 71,545
+ " Discontinued operations (net of mmorlty mterest) - 96,308 ©30,921.- 13441 - 13,286 14,672
A Net income ~ - T 209,430 - 98,159 - 74331 - . 63,001 86217
-, Preferred dividends and accretion o - (16,258). (7,712) - (9,690) (9,658) (9,626)
‘ _ Income available to common shareholders " $193,172 ~ $ 90,447 . § 64,641 . § 53,343 . $ 76,591
- Net income per common share—Basic s 0 $4.93 $28  $-214 .. $198 $ 314
Net income per common shate—Diluted * - © %475 © § 2.66 $ 209 " S 194 $ 293
Cash dividends declared per commonshare = $2.04 $1.895 '$1.7925 $1.605 $1.475
.Basic weighted average common shares outstanding 39,171 232,265 - 30,236 026,993 24.373
“Diluted weighted avérage comron shares and L o , ' . ST o
common share equivalents-outstanding - 43,078 - 38970 - 37,786 - .29,808 31,818




¢

) C - (c@n{tmued) . i
Balance Sheset: Data L - ; .
(In thoumnd:) .’ : . . . ’
As of Deccmberﬁl, <2004 - © 2003 © 2002 2001 2000
. -Commercial real estate, before S , . _' o s L L
» accumulated dcprcaamon o " $1,756,104 - $1,346,431 $ 975,776 $ 984,375 S 895,810
Total assets . DR 2,751,881  2261,841° 1473170 1,371,577 1,161,154
Mortgage notes payablc PR . S o L
revolving credit’ fac1htles and term loans -1, 150 376 1,119,449 541,503 504,831 460,716
* Minority interésts ‘ ' 75 064" 54,791 ‘ 44718 46,430 43,326
Preferréd Income Equity Rcdccmable Sharcs su E | . — . 1_1'1,721 111,231 0110774
Stockholders’ cunty _ SR i B8 347 880\ . 7950782 .. . 626,645 = 612,908 455,073
Other‘Dat‘a; ) o P L S
(In thoummi:) ‘ oo . o v ' ) o ' o " j
Year Ended Deccmbcr 31, e y 2004 2003 2002 2001 2000
_Funds from operauons ayallablé to T o , C ‘ o L ' i
- common shareholders 1)+ - ’ h $ 162,377  $ 128,780 '$116,230  $ . 94,416, $ 74,698
~ Funds from operations available to . ‘ a S S
_ all shareholders (1) g co i 162,377 135,473, 125,430 103,616 83,898
Net cash provided by operating, activities . 116,264 78,250 101,948 80,588 53,806
Net cash used in investment activities N (220,851)‘ (491,369) (52,328)  (420,061)  (38,699)
' Net cash provided by (used in) o - - ' T L
- ﬁnancing ac.tiviti.c‘s ' - 101 836 393,645 . (4,793’) 341,873° . (25,875)

SiL @n’eew meanﬁy c@rp.
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(1)Funds From Opcratlons or., FFO is a widely‘recognized measure of REIT pcrformancc We comipute FFO i in accordance wnth standards estabhshcd by the N:monal
. Association of Real Estate Invesr_mcnt Trusts, or NAREIT, \\’thh may not be comp1rablc to FFO reported by other REITs that do not compute FFO in accordance
with the NAREIT definition!, or that interpret the NAREIT definition- diffefently than we do. The revised White Paper on.FFO approved by the Board of Gov ernors
of NAREIT in April 2002 defines FFO as net ificome (loss) {computed in accordance with gcncraﬂy accepted accounting principles, or GAAP); excluding, gams (or

losses) from debt restructuring and sales of properties, plus real estate related deprccmtlon and amortization and after adjustmets for unconsolidated partnerships and

joint ventures. We, present FFO because e ‘consider it an important supplcmcntal measure of our opcratmg performance and believe that it is frequently used by.secu-
" rities analysts, inv estors and othet intcfested pames in the evaluation of REITS, particularly those that own and operate commercial office propertics. We also use FFO

as one 6f several criteria to determine performance-based bonuses for members of olir senior management. FFO is intended to excludé GAAP historical cost depreci-
* ation and amortization of real esfate and related assets, which-assumes _that the valug of real estate assets diminishes ratably over ime, Historically, however, real estate

N
values have risen or fallen with market conditions. Because F‘EO excludes depreciation and amortization unique 'to real estate, gains and losses from property disposi-

tions and extraordmary items, it provides a performance measure that, when.compared yéar over year, reflects the impact to operanons from trends in occupancy rates,
rental rates, Operating costs; interest costs, provldmg perspective not immediately apparent from net income. FFQ does not represent cash generated from operating
activities in accordance with GAAP and should not be considered as an alternative to net income (determined in accordance with GAAPY), as an indication of our finan-
cial performance or to cash flow from opcramng activities (determined in accordance with GAAP)asa mczmurc ofour Ilqundm nor is it indjcative bf fundc available to
- fund our cash needs, mcludmg our. abx lity to mako cashi distributions, 4 T . . . S . ~
: - ! 1

A rcconc1hat10n of FFO to, nct income computcdqn accordance with GAAP is provided under the headmg of ‘Management’s

Dlscussmn and Analysxs of Fmancnal Condmon and. Results of Operauons—Funds From Opcranons T
' ' I ' - . . . i; - i -
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. "+ SL Green Realty Corp or the- Compemv a Marvland cor-
" poration, and SL Green Operating Partnership, L.P., or the
- Operating Partnership, a Delaware limited partnership, were

" formed in June 1997 for the purpose of combining the com- -
‘mercial real estate business of S.L. Green Properties, Inc. and |

Cits afﬁllated partnersl'ups and entities. We are a self-managed

Sales activity. in 2004 surpassed the récord set int 2003 as

~ total "volume_reached $14.5 billion. During 2004, we sold

three properties at a blended rate of $338 per-square foot for

“total sales proceeds of $549.0 million. Propertes sold

real estate investment trust, or REIT, with in-house capabili- -
_ ties in property management; ‘acquisitions, financing, develop- -
-ment, construction and leasmg Unless the conte\t requires -

M«

otherwise, all references to “we, our” and “us” meéans the

© Company and all entities owned ar. controlled by the”

‘Company; including the Operating Partnersl’up _
The following discussion related to our consolldated

financial statements should be read in conjunction with the

financial statéments appearing in this "Annual Report.
Improving fundamentals which we discussed in 2003 con-

included 1466 Broadway, 17 Battery Place North and a 75%

interest in One Park Avenue. Proceeds from, these dispositions

were recycled in four separate investments totaling approxi--
mately $780.0° million, or $305 per square foot on average.
Acquisitions included. 625 Madison Avenge, 750 Third -
Avenue, 485 Lexington Avenue and 19 West 44th Street.
Our outlook for 2005 is a continuation of the. sol1d
performancé demonstrated in 2004.
As of December 31, 2004, our wholly-owned propertles

- consisted of 20 commerc1al properties éncompassing

'tmued to improve durmg 2004, with a slight pause durrng_ '

the third quarter. New York City’s unemployment rate

decreased to 6.2%, the lowest rate since March 2001 ‘and
further narrowing the gap with the national unemplovment '
. rate.” Payroll jobs increased with professronal and business -
services firms leading the vay in additions. Securities indus-

try profits and employment continued their rebound since
the low levels of 2002, and are projecting'a 12.8% increase
in industry profits-and 3.5% to 4.0% growth in employment
- during 2005. Addmonally, New York City tourism and hotel

. occupancies, leading indicators- of an 1mprov1ng economy,
recorded their highest levels since the year 2000.

approxrmatelv 8.8 million rentable square feet located pri-
marily in midtown Manhattan, a borough of New York
City, or Manhattan.” As of- December 31; 2004, the

.welghted average occupancy (total leased square feet

divided by total available square feet) of the wholly- owned
properties was 94.5%. Our portfolioalso includes ownership
interests in unconsolrdated joint ventures, which own eight
commercral properties in Manhattan encompassing approx-
imately 8.2 million rentable square feet,-and which had a

.weighted average occupancy of 96.9% as of December 31,

2004. In addition, we manage three officé properties owned
by “third parties and affiliated companies: encompassing
approxirately 1.0 million rentable square feet.

‘CRITICAL ACCOUNTING POLICIES

Recovery of the commercial real estate market that bégan

_in 2003 clearly solidified in 2004, with matlznal gains in leas-

ing activity and absorption. New leasing activity was up 30%.
for the year and absorption finished the year positive for the’

first ime since 2000. The’ strong Midtown market accounted

Our discussion and analysis of financial condition and results

" of operations is based on our consolidated financial statements,

i

for much of the improvement. More than half of the total -

. leasing activity camé from Class A space.in Midtown, and the

. overall Midtown vacancy rate dropped from 12% to 10% year |

- over year. For the first time in nearly four vears Midtown
_ posted positive absorptlon of 4.4 million square feet com-
pared with negative 4.0 million square feet in.2003. This
“increase in leasing activity was led by financial services firms,

law firms-and.accounting services ﬁrms We signed 293 office”

leases totaling 1.8 million square feet during 2004. Although

- asking rents-were down for the overall Manhattan marker,

they showed improvement in Midtown. New cash rents on
" previously occupied space by new tenants at our Same Stor€

Propérties increased by 0.5% over previous cash rent paid, by,

the old tenant for the-same ‘space.
Durmg 2004, only 3.9 million square feet, or 2% of total

which have been prepared in accordance with accounting prin-
ciples generally accepted in the United States.. The preparatlon
of these financial statements requires us to make estimates, and
judgments that affect the reported amounts of assets, liabilities,
and contingencies as of the date of the financial statements and,

_the reported amounts_ of revenues and expenses during the

reporting periods.” We evaluate our assumptions and estimates

~on'an ongoing basis. We base qur estimates on historical expe-

rience and on various other assumptions'that we believe to be
reasonable under the circumstances, the results 6f which form-
the- basis for making ]udgments about the carrying values of

~ assets and liabilities” that are not readily apparent from other -

Midtown office 1nventory of new office space was added, the .

majority of which was fully leased as of year-end. In a supply-
constrained market, there are few signs of a repneve with only

5.6 million square feet under construction as of yéar-end and a

handful of large blocks of contiguous space. We ended-the year
at 96.5% weighted average occupancy, excluding the recently

‘Rental Prdperty_

sources. Actual results may differ from these estimates under
different assumptions or conditigns. We believe the followmg
critical accounting policies affect our” more ‘significant judg-,

_ ments and estimates used in the preparation of our consolidated -

ﬁnanc1al statements.

On a periodic basis, our management team assesses

. whether there are ‘any indicators that the valie of our real’

‘ - acquired 625 Madison Avenue, and have signed Jzases totaling

" more than 300,000 square feét.thus far in 2005.

°

‘20

‘estate, properties, including joint venture properties and
assets held for sale, and structured findnce investments may
be impaired. If the carrying amount of the property is greater
than the estimated expected future cash flow (undiscounted
and w1thout interest charges) of the asset ot sales prxce

‘ .
- e




‘SL Green Realty Corp. .

S

1mpa1rment has occurred” We-will then record an 1mpa1rment

: Ma@a@@mﬁ@m@“sx@ﬁ@@@ssﬁ@m a)irnel ‘Excmaﬂys;ﬁe

loss equal to the dlfference between the carrymg amount and -

the fair value of the asset. We do not believe that the value of

_any of our rental properties or structured finance i mvestments -

“was impdired at December 31, 2004 and 2003.
In accordance with SFAS 141 “Business Combmmons

we allocate the .purchase -price of real estate -to land and
building and, if determined to be material; intangibles, such

as the value of above, below and at- market leases and origi-

- natlon costs associated w1th the in- place ledses. We deprec1—

ate the amount allocated to building. and other intangible

- assets over tl'lClI‘ estimated uscful lives, which generally range-

from-three to 40 years. The values of the above and below-

‘market leases are amortized .and recorded as either an
increase (in-the case of below market leases) or a decrease (in-

the case of above market leases) to rental income over the

‘remaining ter of the associated lease. The value associated

s

with in-place leases and tenant relationships are amortued

over the ekpected term of the relationship, which includes an”

term: If a fenant vacates it§ space prior to the contractual ter-

" estimated probablllty of the lease renewal, and its estimated

‘mination of the lease and o rental payments are being made

on-the lease, any tnamortized balance of the related intan-

_gible will be writren off.. The tenant 1mprovernents and orig-

- ination costs ‘are amorUZed as an expense over the remaining .

life of the lease (or charged against earnings if the lease is ter-

‘minated. prior to its contractual expiration date). We assess

falr value of the leases based on estimated cash flow projec-

agamst thjs dccount. The balance reﬂected on the balance :
sheet is net of such allowance :

Interest income on structured ﬁnance 1nvestments 1 recog-
mzed over the life of the investmént using the effective inter-
.est method and recognized on the accrual basis. Fees received
in connection with [6an commitments are deferred until the
loan is fiindéd-and are then recognized over the term of the
“loan asan adjustment to yield. Anticipated exit fees, whose:
“collection is expected, are also recognlzed over the term of V
the loan as-an adjustment to yield. Fees on commitments that
~ expire unused are recognized at expiration.

Income recoghition is generally suspended for structuréd
. finance investments at the-earlier of the date at which pay-
- ments become 90 days past due or when in the oplmon of
managemenr -4, full recovery. of income rand -principal. -
-becomies doubtful Income recognition is.resumed when the
loan becomes contractually current - and performance "is
demonstrated to be resumed

Ailowance for Doubtful Accounts S

We maintain an ‘allowance for doubtful accounts for esti-
mated losses resulting from the inability of our tenants to
make required rent payments If the financial condmon ofa
specific tenant were to deteriorate, resulting in an impair-
_ment of i its ability. to- make payments addmonal allowanccs

- may be reqmred

tions that utilize appropnatc discount and capitalization rates .°

and- avallable market information.” Estimates of future cash g

flows aré based on a.numbBer of factors including the histori-

cal operating results;, known trends and market/economlc
conditions that may affect the propertv 2 ' e

Investment in. Unconsolldated Jomt Ventures

We accourited for our mvestments in unconsohdated ]omt.
- ventures under the equity method of accounting as We exer-

Reserve for Poss:ble Credlt Losses

The expense: for p0551ble credit losses in connection with ‘
structured: finance investments is the, charge to earnings to
increase the allowance for possible credit losses to the level

" that we estimate to be adequate conisidering delinquencies, -

N

cise 51gn1ﬁcant influence;, but do not control these .entities -
"“and are not cor151dered to be the primary beneﬁc1arv under B

FIN 46. In all-the joint ventures, the rights of the minority
investor. are both protective as well as participating. These

rights ‘preclude us from eonsohdanng these investments. .

These investments are recorded initially-at cost, ds invest:.

‘ments.in unconsolidated joint ventures; and subsequently

adjusted for equity in netincome (loss) and cash contribu-

}UODS and dlstnbunons Any difference between the carrying

amount of these 1nvestments on our balance sheet and the
underlying equlty in net assets is amortized as ‘an adjustment

- loss experience and collaterat quality. Other factors consid:
“ered refate to’ geographlc trends and product’ dwersnﬁcamon
the size of the portfolio and current economic condmons
Based upon these factors, we establish the provision for pos-
‘sible credit losses by category of asset. When it'is probable
_that we will be’ unable to collect all amounts- contractually .
due, the account is considered 1mpalred T

Wheré impairmeiit.is indicated, a valuation write-down -or
write-off is measured based upon the excess of the recorded

L uwestment amount over the net fair value of the: collateral, as
- reduced bv selling costs. Any deficiency between the carrying

to equity in net income (loss) of unconsolidated joint ven-

" tures over the lesser of the joint venture term or 40 years.

See Note 6. \Jone 'ofthe joinit venture debt is recoutse to us.

Revenue Recugmt:on ‘ -
" Rental revenue is recognized on a straight-line’ baSJS over’

the term of the ledsé. The excess of rents recogmzed over

“amounts contractually diie pursuant to the: underlymg leases

are included in deferred rents receivable on the accompanymg

balance sheéts. We estabhsh ona current basis, an allowance -

for future potentlal tenant credit. losses which may oecur .

ameunt of an asset and the net sales price of repossessed col-
- lateral is charged to the allowarice for credit losses. No reserve
for 1mpa1rrnent was’ reqmred at Decernber 31, 2004 or 2003

Derlvative Instruments ‘

Ii the normal course of business, we use a variety of deriv-
ative instruments to manage, or hedge, interest rate risk. We:
require that hedglng derivative instruments be effectwe in-
reducmg the interest rate risk exposure that they are desig- - ’
nated to hedge Tl‘llS effectiveness is essential for quallfvmg o
for hedge accountmg Some derivativé instruments are asso-
-ciated with an anticipated transaction. In those cases, hedge
effectiveness criteria also require that it be probable that the
uniderlying transaction occurs. Instruments that: mieet these
hedgmg -critéria are formally designated as” hedges at the
mcepnon of the derwanve contract.
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"To determine the fair values of derivative/instruments, we

use-a variety of methods and assumptions that are. based on-

market conditions and risks existing at each balance sheet
* date.-For the majority of financial instruments including most
© derivatives, long-term investments and loag-term debt, stan-
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Third Avenue which will remain in place -after Teachers
Insurance. lease ends in December 2005. We believe that :
occupancy rates at the Same Store Propermes will increase to

“approximately 96% in 2005.

dard market conventions and techniques such.as discounted -
cash- flow analysis, option- pricing models, replacement cost,

and termination cost are used to determine fair value. All meth-

rods of assessing, fair value result in a’general - approumauon

“of value, and such value may never actualiv be realized.
REsuurs OF OPERATIONS -
Comparison. of the year ended December 31 2004 to
" the year ended December 31, 2003
;. The following comparison for the year ended December 31,

-The increase in escalation and re1mbursement revenue was
primarily due to the recoveries at the Same Store Properties
($1.6 million) and the Acquisitions ($4.1 million). This was
offset-by a decrease in Other-entities ($0.4 million). The

incfease in recoveries at the Same Store Properties was prx—
" marily due to real estate tax recoveries ($0.9 million) ‘and

© operating expense recoveries. ($0.3 million). We recovered

2004, or 2004, to the year ended December 31, 2003, or
. 2003, makes reference to the following: (i) the effect of the-

“Same Store Propernes which represents all properties
owned by us at January -1, 2003. and at December 31, 2004
and totalled 15 of our 2_O wholly-owned properties, repre-
‘serited approximately 61% of our annualized rental revenue,
_ (ii) the effect of the “Acquisitions,” which represents all prop-
" erties acquired in 2003, namely, 220 East 42nd Street
(February 2003); 125 Broad Street (March 2003) and 461
Fifth' Avenue (October 2003) and in 2004 namely, 750 Third

Avenue (July 2004) and 625 Madison "Avenue (October “

2004), and™(iii) . “Other,”- which represents corporate level
‘items not allocable to specific properties and eEmerge. Assets
classified as held for sale in 2003, namely 50 West 23rd Street,
1370 Broadway ‘and 875 Bridgeport Avenue, Shelton, CT

e\cluded from the followmg djscusswn -

)
>

'Rental Revenues

Total $290.0 $2538 " 14.3%

Despite‘a decrease in weighted ‘average occupancy in the

" Same Store Properties from 95.8% in 2003 to 95.2% in

2004, rental revenue in the Same Store Properties increased

because new cash rents on previously occupied space by new

. tenants at Same Store Properties was 0.5% higher-than the

previously fully escalated rent (i.e., the latest annual rent
" paid on the same space by the old tenant)

1466 Broadway and 17 Battery Place are .

approximately 95%.of our electric costs at our Same Store
Propertles during 2004, - ‘

lnvestment and Other Income

(in millions) ) o ’ :
. ' ‘ s %,
‘ 2004 2003 Change . Change’
Equity in netincome . ' .
of unconsolidated - : .
- joint ventures - $ 440 5149 $291 195.3%
Investment and prefefted .. = - R
" equity income " 39.1° - 221 17.0 . 769
Other -19.9 10.5 9.4 895
Total $103.0

$47.5- $55.5 116.8%

The increase .in equity in net. 1ncome of unconsohdated
joint ventures was primarily due to our dcquisition of a 45%
interest in 1221 Avenue of the Americas in late December -
2003 ($28.4 million). This was partlallv offset by a reduc-
tion'in our interest in One Park-Avenue from 55% to 16.7%
(82.5 ‘million). Occupancy at’our joint venture properties
increased from 95.8% in 2003 to 96.9% in 2004. At

December 31, 2004, we estimated that current marKet rents_

at our joint venture propérties were approximately 19.1%
higher than then exisfing in-place fully . escalated . rents.
Apprommately 15.4% of the space. leased at our joint venture_
propernes expires dufing 2005,

The increase in investment income from structured

finance investments-was primarily due to the weighted aver-

age investment balance outstanding and yield being $285.0
million- and 10.5%, respectively, for 2004 compared to
$135.8 million and.11.7%, respectively, for'2003. In addi- -

" tion, we recognized a $4.2 million gain in 2004 offset by a

(m mzlltam) ) s, . .
) ' ‘ . ) $ : % .
. 2004 2003 | Change  Change
" Rental révenue’ ) v $244.9 - $214.0  $30.9  14.4%
- Escalatonand , - N o o o
reimbursement revenue 451 | 3938 53 ~.133
Total _ $290.0 $2538  $36.2  -14.3%
+ Same Store Properties $207.6 $201.1 8 65 = 3.2%
~ Acquisitions . 83.4 50.6 32.8 64.8
Other (L) - 21  (3.1) (147.6)
$36.2

At December 31, 2004, we estimated that the current .

-market rents on our wholly-owned properties were. approxi-’
mately 15.3% higher than then existing in- place fully esca-

‘lated rents. Approximately 15.9% of the space leaséd at
. wholly owned properties expires during 2005. This excludes

_ approximately 440,000 square feet of in-place leases at 750

$4.5 million gain in 2003 from a partial distribution from a
joint venture, which owned a mortgage position in a portfo-
lio of office and industrial properties. The balarice of the

‘increase is primarily | from the amomzatxon of ongmatlon i

fees, the receipt of exit fees and accelerated originationfees
due to the redemption of certain mvestments (apprommatelv
$3.7 million). . . .

The increase in other income: was prlmarllv due to lease
buy-dut income ($0.8 million), fee income earhed by GKK
Manager, an affiliate of ours and the external manager of |
Gramercy Capital Corp., or Gramercy, (approximately $1.3

* million) and fee income earned by the service ¢orporation

($4:2 million), which was accounted for under the equity -
method pfior to July 1,-2003. In addition, we recognized an
incentive distribution resultmg from the sale of an interest in

" One Park ($4.3 million). This was offset by a reduction in
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‘Property Operatmg Expenses o

‘Operating expenses

(0.9 ‘million) and repairs,

SL GQreen Realty cq:_»u-p._“’

, gains‘from the sale of nen ‘real estate assets ($0:4"mﬂ1j©n) ,

and asset management fees ($1.4 million).

(in mzllwns) ) ) i s . . L
T $ %
B : ;‘.2004 2003 Change Change

o

Same Store Propemes operatlng expenses excludmg real
estate taxes ($2.6 million),’ increased approximately $2:0:
million. There were increases in payroll and cleaning' costs
maintenance and security
expenses ($1:3 million).- This was_ offset by’ reducnons in
advertising, insurance, professronaj and management COStS

(801 mrlhon) and hiility costs ($0.1 million).

18.0%

: Mamag@ﬁn@ﬁﬁ%_ﬁ%@'us&ﬁ@m and '@&maﬂygﬁg

-“Same Store Propertres L
owned by us.at January 1, 2002 and at December 31, 2003 .
‘and totalled 15 of ‘our 20 whollv-owned propertnes repre-

- (ii) the efféct of the “Acqulsmons

‘ Compar/son of the year ended December 31, 2003 to

the year ended December 31, 2002

The following comparison fof the year ended December 31,
2003, or 2003, to the year ended Decernber 31, 2002, or:
2002, makes reference to the following: (i) the effect of the
which represented all properties -

»

senting approximately 75% of our annualized rental revenue,
which represénts all,'
properties acqurred in 2003, namely, 220 East 42nd Street

* (February 2003), 125 Broad Street (March 2003) and 461

Fifth Avenue (October 2003), and (jii) “©Other,” which rep-
resents corporate level items not allocable to specific proper-
ties and eEmerge - Assets classified as held for sale in 2003,

namely 50 West 23rd Stréet, 1370 Bro‘adwav and’ 875

(excluding clectric)  ©$ 66.5 $ 558 $107 19, 2%
Electric ¢dsts ..19.5 18.0 15 o 83
Real estate’taxes . 489 . 407 . 82 202
Ground rent . 16.2 136 7 26 191

Total ' $151.1 .$128.1. $23.0. -18.0%
Same Store. Propemes ‘ $102.1 $°97.5. 'S 46 4%
Acquisitions -+39.1 245  14.6° 596
Other | 99 61 = 38 623

Total . $151.L' $128.1 323.0~

- Bridgeport. Avenue, Shelton, CT and _in 2004 namely .-

1466 Broadway and 17 Battery Place ~are e}\cluded from

‘The increase in real estate'taxes was primarily atiributable -

.to the Same Store Properties (82, 6 million) .due.to higher

assessed property values -and 1ncreased tax rates -and the
Acqursmons ($5 6 mi hon) ’

-

Other Expense,s"’
(in milfions) . .\ : , .
| s
2004 2003 ' Change Change
Interest expense’ ©§627 $ 455 . '$17:2° 37.8% '
‘Depregiation and " o C g
amortization expense © . /522 - 421 . 101 - 240
Marketing, general and © ', . SR
* administrative expenses .30.3 171 132, 772 7
Total '$145“.2‘, 1 $1047  $403

, AN . - ‘
The increase in mterest expense was prrmarrly attrlbutable
to - costs assocrated with riew investment activity and the

fundmg of ongoing. capltal pro]ects and working capltal

 requirerrients. The weighted average interest rate decredsed

from 5.66% for the year ended December 31,,2003 t05.61%.
for the year ended: December 31, 2004. As'a result. of the,

" new investment activity, the weighted average debt balance
. increased. from $756.4. million as:of December 31, 2003 to
: $1 1 billion as of December 31, 2004,

Marketmg, general and’ admrmstratwe expenses mcreased

© primarily as a result of hrgher compensatron costs mcludmg

a one-time eharge related o a restricted stock award, admin-
istrative and compensation costs associated with GKK

Manager, and higher professronal fees - primarily due-to

'38.7% .

the following. drscussron

.. Rental Revenues '
(m mzllmm) : .
S o S %
Ce - S 2003 2002 Change Change
- Rental revenue v . - <. $214.0 $l6l.1 $52.9 32.8%
" -Escalation and - , E - N
reimbursement revenie” 39.8 25.4 144 - 567
Total - . $253.8 81865 - $67.3 - 36.1%
Same Store Properties , $2011 SI87.0- Sl41  75%
Acquisitions i 506 — . 506 —
Other L 21 - (05) 2.6 .520.0
" Total . $2538 $186.5 36.1%

$67.3

Despite a decrease in occupancy in the Same Store

. Properties frofi[96.9% in 2002 to 95.8% in 2003, renta] rev-

enue in the Same Store Properties increased because new
cash rents on previously occupied space by new tenants at

“Same Store Properties was 6. 5% higher than the previously
- fully escalated crent (i.e
“same space by the old tenant)

the [atest annual rent paid on the

At December 31, 2003, we esumated that the current
market rents on our wholly-owned properties wete approxi-

‘mately.1.0% hlgher than then existing in-place fully ¢scalated:

rents. Approximately 8.0% of the space leased at wholly-

~owned propernes expires” during 2004. We belicved that

occuparicy ‘rates would remain relatively ﬂat at the Same

_Store Properties.in 2004. g

The increase in esca]atron and reimbursement revenue was
primarily due.to the recoveries at the-Same Store Properties
($9.0 million) -and the Acquisitions ($5.4 million). - The

-increase in recoverres at the Same Store Properties was due to K

implementation of the’ requirements of Section 404 of the "~

compared to 6. 0% in 2003 e

"Sarbanes Oxley Act of 2002. Marketing, general and admin- .
istrative costs. represented '8.7% of total revenues in 2004

23 . .-

real estate tax recoveries ($6.5 million), operating expense
recoveries ($1.4 million) and electric recoveries ($1.1° mil-

* lion). We fecovered approximately 90% of our electric costs at

our Same Store Propertics dunng 2003.
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Investment and Other Income o
?z'}z weillions) ) ‘ ,~ ' ’
. ~ ’ . $ » % »
_ . 2003 2002 Change . Change
Equity in net income 3 v ’ :
of unconsolidated | o . : T .
joint ventures $149 8184 - $(3.5) (19.0)%
Investment .and preferred S I
equity incomg 221 . 232 (1.1) (4.7)
Other 105 55 5.0 90.9
Total | $47.5 $04°  09%

$47.1

- The decrease in equlty in ret mcomc of unconsolidated

joint ventures was primarily due- to lower ‘occupancy levels-in

. 2003 compared to’ 2002. Occuipancy at our joint venture

properties decreased from 97. 3% in 2002 to 95.8% in .2003.
At December 31, 2003, we esmmated that current market

rents at our joint venture properties would be approximately -

14.4% higher than thef existing in-place fully. escalated rents.
Apprommatelv 3.7% of the space leased at our joint venture

Managemenit’s Discuss
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Same Store Propermes operating expenses excluding real
estate taxes ($7.2 million), increased approximately $5.9 miil-.

- ‘lion. There were increases.in insurance premiums from policy

properties was expected to expire dunng 2004. Our acquisition

“of a 45% interest in 1221 Avenue of the Aniericas in. late
- December 2003 was expected to significantly incréase our eqmty ‘
. in net income of unconsolidated joint ventuires in 2004.

The decrease in investment income from structured finance B

_ investments primarily represents a decrease in preferred équity.

income ($3.7 million) as'a result of the redemption of the pre-

income, from mezzdnine transactions ($2.7 niillion). The

" weighted average investment balance outstanding and vield were
' $135.8 million and 11.72%, respectvely, for 2003 compared

10 $160.4 million and-13.1%, respectively, for 2002.
~The increase in other income was primarily due to lease

]uly I, 2003.

' . .Property Operatlng Expenses

(m millions)

$ _ %

- $128.1 $40.4

~

. buyout income ($0 7 million) and gains from the sile of '
. non-real estate. assets ($1 1 million). The balance represents _

fée i income carned by the service corporation. ($3.3 million), -

-which was accounted for under the equlty method prlor to

2003 - 2002 Change Change’
Operating ekpenses o . : oL
(excluding électric)’ $ 55.8 %362 $196 54.1%
Electric costs- 18.0 1377 ~ 43+ 314
Real estate taxes 1407 252 155  -615
Ground-rent ~ - 136 12.6 1.0 7.9
Total S128.1° $87.7 '$404  46.1%
Same Store Propemes $ 975 - 3844 . $13.1 15.5% -
+ 2003 Acqulsmons 245 — 24.5 —
' Other o e 6.1 3.3 28 - 849
Total $87.7 46.1% .-

renewals ($2.1 milliort), advemsmg, professional and manage-.
ment costs ($1.2 _million), repairs, maintenance -and security
expenses ($0.4 million) and utility costs ($1.8 million).

" The increase in electric costs was primarily due to “higher
electric asage in 2003 compared to 2002 as well as an increase
in the square footage of wholly-owned properties.

The increase in real estate taxcs was primarily attributable to

the Same Store Properties ( $72 million) due to higher assessed
_property values and increased tax rates. and the Acquisitions

($8.3 mllhon)
che)' Expenses .
. (in wiillions) : o . .
) : 2003 - 2002 Change: Change
Interest expense $°455 $354 3101 28.5%
Depreciation and , o .
amortization expense 421 328 © 93 284
Marketing, general and - . ) ‘
administrative expénses 17.1 133 . . 3.8 - 286
Total =~ = .- $81.5 28.5%

$104.7- -§23.2
. e

. C - ) . . '. !
The increase in interest expense was primarily attributable.
10 costs associatéd with new- investment activity ($15 1 mil-

ferred equity-investment in 220 East 42nd Street in March - - lion) and the funding of ongoing cap1tal projects and work-

* 2003. This was partially offset by an igcrease in.investmerit

ing capital réquirements ($0.3 millfon). “This was part{ally X
offset by reduced interest_ costs due to dlsposmons ($4.4

‘million) and flodting, rate debt ($0.5- million), due to the .

weighted average interest rate decreasmg from 6.31% for the
year ended December 31, 2002 to 5. 66% for the year ended
Decéember 31, 2003. As a résult of the new investment activ-
ity, the Welghted average debt balance - increased from

© §$555, 6 million as of December 31, 2002 to $756 4 million
- asof December 31, 2003. :

‘Marketing, general and administrative expenses increased pri-

. manly as a result of higher compensation awards. Despite. this,

we have reduced our marketing, general and-administrative costs
to’ 6 0% of total revenues in 2003 compared to 6.2% in 2002.
Lloumrrv AND CAPITAL RESOURCES A
We currently expect that our principal sources of ‘working
capital and funds for acquisition and redevelopment of proper-
ties, tenant improvements.and leasing costs and for structured
finance investments will include: (1) cash flow from operations;

2) borrowmgs under our secured and unsecured revolving

credit facilities; (3) other forms of secured or unsecured financ-
ing; (4) proceeds from common-or preferred equity or debt
offermgs By us or the Operating Partnership - (mcludmg

issuances of limited partnership units in the Operatmg'_ _'
_Parmersl'up) and (5) net proceeds from divestitures of proper-

ties and redemptlons and participations of structured finance
invéstments. Cash flow from operations is primarily dependent
upon the occupancy level of our portfolio, the net effective

-rental rates achieved on our leases the collectibility of rent and
" operating escalations and recoveries from our tenants and the
“level of operating and other costs. Additionally, we believe that
. . H : - R X
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~our_joint. venture 1nvestment programs will also conunue to -

serve as a source of capital for acquisitions. We believe that our

sources of workmg capital, specifically our cash flow from oper-

© atons and borrowings" available under our unsecured and

PR

2003 Compared to 2002 .
Net cash provided by operating activities decreased $23 6
million to-$78.3 million for the year ended Decémber 31,

2003 compared to $101.9 -million for the year ended :

sécured revolving credit facilities; and our ability -to: access pri- .

" vate dnd public debt- and equity capltal are adequate for us to

" meet our short-term and long-term liquidity requirements-for
the foreseeable future. With the commencement of operanons
of Gramercy Capifal Corp. (NYSE:GKK) in August 2004, there

. will be a reduced foeus on direct structured ﬁnance investments
made by us.

. CASH' FLows
- 2004 Compared to 2003 .

Net cash provided by operanng acnvmes 1ncreased $38 0
million to $116.3 million for the year ended Decembet 31,
2004 .compared to- $78. 3 million for the year : ended
December 31,2003! Operatmg cash flow was primarily gen-
erated-by the Same Store, Propertles ard Acqulsmons as Well
as the structured finance investments.

Net cash used invipvesting activities, decreased 5270 5 rml
lion to $220.9 million for the year ended Décember 31, 2004
compared to $491 4 million used during’ the: year. endcd
December 31, 2003 The primary reason for the decredse was -

.due to the net proceeds received upon the sales of 17 Battery-,
Place North and 1466 Broadway in 2004 ($220.3 million.)
compared to_the’, proceeds from. the salés of 50, West 23rd
Street, 1370 Broadwav and Shaws in 2003 (8$119.1 mrlhon)

- In adchuon we had increased- dlstnbunons from our joint ven-.
tures” due to the reﬁnancmg of 1515- Broadwav 1250

-Broadway and' One Park as well as the sale ofan interest in One
Park ($193.1 million); which was offset by new joint venture

December 31,2002, ‘Operating cash flow was prxmarrly gen- - -

erated by the Sarne Store Properties and 2003 Acqursmons

as’ well as the. structured finance investments, but, was |

. reduced by the decrease in operanng cash ﬂow from the-

. propertres sold in 2003

“

- Net cash used in-investing activities mcreased $439.1 m1]
lion to $491.4 million for the year ended December 31, 2003
compared to-$52.3 rillion for the year ended December 31,

©2002. The increase was due primarily to the purchase of 1221

Avenue of the Americas in 2003:of which our share of the cash
invested was apprommateiy '$385.1 million. This was offset by
the receipt of net, procéeds from the sale of 50 West 23rd |

Street; 1370 Broadwav and 875 Bndgeport Avenue, Shelton,

CT ($119.1 million). In addition, there was an increase in
acquisitions and capital improvements in 2003 ($81.2 million -

'and $22.5 million, respectively) as compared to 2002 (none

Cand $26,7° mrlhon respectively). This relates primarily to the-
. acquisitions of 220" East 42nd Street, condominium interests
. in 125 Broad Street and 461 Fifth Avenue. In addition, there

were det’, ofiginations of structured ﬁnance investmeénts - -

,(5169 3 nnlhon) in:2003 compared to 2002. ‘
* Net cash provided. by financing activities increased $398.4 -

: mrlllon to $393.6.million for the year ended December 31,

. ’rnvestn‘lents mcludmg 19 West 44rh Street, 485 Le‘nngton X

. Avenue and Gramercy Capital Corp. ($79:8 million). In com-
-, parison, during 2003, we purchased an -interest in 1221

" Avenue of the Amencas of which our share of the cash'invested
was" approxrmately $385 1 million and received dlsmbunons

2003 compared to $4.8 million of net cash used for the year. '
ended December 31, 2002. The increase wias primarily due

Lo new mortgage financings and draws under our credit
. facilities and term loans ($598.0 million) being greater than,
‘repayments ($346. 9 million}. In addition, we recelved net
proceeds of $152.5 million from the ‘sale. of our 7.625%

‘S(,I‘ICS C cumulanve redeemable preferred stock in 2003.

‘ Capltallzat:on

c e

* from our joint ventures (836 5 million): There was an in¢rease -

in acquisitions and capirtal improvements in 2004 ($388.2 mil-
- lion and $31.3 ‘million, respectively) as compared t6.2003

© (8812 mrlhon and $22.5 million, respectlvely) This relates
" primarily to the acquisitions. of 625 Madlson Avenue and, 750

v~ B

As of December 31, 2004, we had 40,875 989 shares of .

.common stock 2,530, 942 units of limited partnership inter-"

"= est'in our Operatmg Partnership, 6,300,000 sharés of .our

7.625% Series C cumulative redeemable preferred stock, or

Series C.preferred stock and 4,000,000 shares of our 7.875%

* Series D cumulative redeemable preferred stock, or Series D

. “Third Avenue in-2004 :compared to the acquisitions of 220

’East 42nd Street and condommlum interests in 125 Broad
Street in 20037 We rnade new structured ﬁnance 1nvestments

. netof redempnons totahng $132.9 million in 2004 compared

© 't0,$126.7 riillion in 2003:
Net cash provided by ﬁnancrng activities. decreased
$291.8 million' to $101.8 million for the year- ended
" Decémber 31, 2004 compared to $393.6 million used: dur-
“ing the year ended December 31, 2003, The decrease was
‘primarily due to the- receipt of proceeds from the January -
-and August 2004 common stock - offerrng (approximately |
$138.6 million) and the May and July 2004 preferred stock .
‘offerlngs ($96.3. mllhon) which was offset by the December

- 2003 preferred stock offering ($152.5 million)- This was

‘ offset by net. mortgage debt and credit facrhry borrowrngs
' (appronmately $379 8 mllllon)

25

preferred stock, outstanding:

"~ In August 2004, we sold 1,350, 000 shares of our ‘com-

mon. stock. The net proceeds from this offering (approx1 -

‘ matelv $65.0 million) were used. to pay down our unsecured -

revolvin g credit facility. N
In April 2004, we 1ssued 2, 450 ,000 shares of our Senes D
preferred stock for cash. The shares of Series D preferred stock

"have a liquidation preference of $25. QO per share and will be
- redeemable at par for cash at our option-on or after May 27, |

:2009. The net proceeds from this offering (approximately

" $59.0 mﬂhon) were used principally to repay amounts out-

standing under our secured and unsecured revolving credit
facilities. In July - 2004 we issued an additional 1,550,000
shares-of our Series D preferred stock, raising addmonal net

proceeds of apprommatelv $37.3 million,

=
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In ]anu'ar_y 2004, we sold 1,800,000 shares of our com-
mon stock. The net proceeds from this offering (approxi-
mately $73. 6 million) were used to pay down our.unsecured
revolvmg credit facility. - '

.On December 12, 2003, we sold 6, 300 000 shares of our"

Serles C preferred st0ck A-portion of the net. proceeds from
this offering’ ($152 0 million) werg used to pay down our
secured -and unsecured revolvmg credit facilitdes. -

On September 30, 2003, ‘we converted out 4 600 000 .

PIERS into'4,698; 880 shares of our common stock

. We currently -have the ability to. 1ssue up to an aggregate.

“amount of approximately $334:5 million of our common
and’ preferred stock, depository shares and warrants under-
our.current shelf regrstranon statement, whrch was declared -
effectlve in March 2004. v

-

nghts Plan

"We adopted a shareholder nghts plan whrch prO\qdes ‘

among other things, that when specified- events occur, our
common sharcholders will be entitled to purchase from us a
newly created series. of junjor preferred shares, sub]ect to our
ownership limit described below. Thé preferred share pur-

chase rights are triggered by the earlier to oécur-of (1) ten days

" after the date of a purehase announeement that a person .or

group acting in concert has acquired, or obtained the right te.

acquire, beneficial ownership of 17% or more of our outstand-

ing shares of common stock or (2) ten business- days after the
commencement of or announcement of an intention’to make

_a tender offer or exchange offer, the consummation of which
would result in the acquiring person becoming the beneficial

owner of 17% or more¢ of our outstanding commen stock. The

preferred share purchase rights would cause substantial dilu-
tion to.a person or group that attempts.to acqmre us on termis
not approved bv our board of’ drrectors

‘ D_lwdend Relnvestment and Stock Purehas_e Plan
‘We filed a registration statement with the SEC for our div-
idend reinvestment and stock purchase plan,.or DRIP, which

commenced .on September 24, 2001. We registered
3,000,000 shares of common stock undér the DRIP. A
During the years ended December 31, 2004 and 2003, we

. issued 194,863 and. 68,453 common shares and received .

" approximately $8.9 million and $2.5. million of proceeds from

dividend reinvestments and/or stock purchases under the
DRIP, respectively. DRIP shares may be issued at a drscount .

to the market pnce

2003 Long Term Outperformance
Compensation Program :
‘Our board .of directors has adopted a long term, seven: “year
compensation’ program for certain members of senior manage-
ment. The Program, which measures our performance overa 48-
month period (unless terminated earher) commencing April 1,

2003, provides that holders of our common equity are to achreve ‘

L a 40% totdl return, or baseline return, during the measurement
~“period over a base share price of $SQ.O7 per share before any

S

:S[l. TQreen Realty Corp.

solon and Analysis

restricted stock awards are granted. Plan participants will receive . -
‘an award of restricted stock in an amount between 8% and 10%
of the excess total return over the baseline return. At the end
of the four-year measurement period, 40% of the award will
-vest on the measurement-date and 60%-of the award will vest
ratably over the subsequent three years based on continued
‘employmient. Any restrictéd stock to be issued under the pro-

‘gram will be allocated from our 1997 Stock Optien and

Incentive Plan, as amended, which was previdusly approved -

through a shareholder vote in May 2002. We will record the . -

expense ‘of the Trestricted -stock award in accordance with
Financial Accounting Standards Board, or FASB, Statement
"No. 123, “Accounting for Stock-Based Compensanon ” The
. fair value of the award on the date of grant was determined to

, be $3.2 million. Forty percent of the. award will be amortized

over four years and the balanice will be amortized at 20% per
year over five, six and seven years, respectively, such that 20%
of year five, 16:67% of year six and 14.29% of year seven will

be recorded in year one. The total value of the award (capped

‘at /$25.5 ‘million) will determine .the nuniber of shares

- assumed to be issued for purposes of calculating diluted earn-

ings per share. Compénsation expense of $0.65 million and
$0.5 million related to this plan was récorded during the years
ended December 31,2004 and 2003 respectively.

‘,Deferred Stock Compensation Plan for Directors

- Under. our Independent Director’s Deferral Program, -
Whlch commenced July 2004, our non-employee directors *
may elect to defer up to 100% of their annual retainer ‘fee,
chairman fees and meeting fees. Unless otherwise elected by a
* participant, fees deferred under the program shall be credited
in the form of phantom stock units. The phantom stock units
are convertible into an equal number of shares of common
. stock upon such directors’ termirfation of service from the
'Board of Directors or a change in control by us, as defined by
the program. Phantom stock units are eredjted to each non-
émployee director quarterly using'the closing. price of our

‘ : " common stock on the applicable dividend record date for the
was declared effective on-September 10, 2001. The DRIP

respective quarter. Each participating non-employee.director’s - *

. account is also credited for.an equrvalent amount of phantom
* stock units based on the dividend rate for each quarter.

During the six months erided December 31,2004, 1,000 phah
tom stock units were earned As of December 31, 2004, there
\Vere appronmately 1 ,000 phantom stock units outstandmg

Market Capltallzatlon 1
At December 31, 2004, borrowmgs under our mortgage
lodns, secured and unsecured revolvingcredit facilities and

" term Joans {excluding qur share of- joint venture debt of

$565.2 million) represented 28.5% of our consolidared mar-
ket capitalization of $4.0 billion (based on a common stock
price of $60.55 per share, the closing price of our common

- stock on the New York Stock Exchange on December 31,

.2004). Market: caprtahzatron includes our consolidated debt,
common and préferred stock and the conversion ofall units
of limited partnership interest in our Operating Partnershlp,
- but excludes our share of j ]01nt venture debt.




' respecnvely (m thousands) LI

B Debt ‘Summa'xjy::, :

Percent of Total ch't: s

'

s .

Indebtedness

The table below summanzes our consohdated mortgage. .

~ debt, secured and ‘unsecuted revolving credit facilities and
term -loans outstandmg at December 31, 2004 and 2003

December 31, ~ 2003 -

2004 T

Balance o T : o
Fixed rate } " $ 614,476~ $ 515871
“Variable ratc—hcdgcd . ‘ 425,000 270,000 -
' Total fixed rate . ‘1,039,476~ 785871
Viriable rate ‘ — 7 267578
Variable rate—supporting i ; L
. variable rate assets 110,900 66,000
 Total variable rate - 110,900 .- 333,578

CTotal v s ©$1,150,376  $1.119.449

90.36%

Total fixed rate
Variable rate 9.64% . 29.80%
Total ~ 100.00%: - ~100.00%
Y " . B
Effectlve Interest Rate for the Ycar o -
Fixed rate R v C - .6.12% 6:77%
" Variable rate’ 2.86% . . 2385%
5.61% - '5.66%

Effective interest rate

-

The vanablc rate. dcbt shown abovc bcars 1ntcrest at an

st Green Realty Corp.
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. Dcccmber 31, 2004 was reduced by the issuance of lctters i
" of credit in’ thc .amount of $4.0-million.

‘ Secured Revolving Credlt Facilities

.70.20%- -

interest -rate  based on LIBOR (2.40% sand '1,12% at

- December® 31 2004 and 2003, respectively). Our consblj

dated debt at December 31, 12004 had a weighted avcragc
term to maturity of apprommatcly 5.6 years. :

‘As.of December 31, 2004 we had ten structured ﬁnance K

investments.. collatcrahzmg ‘our- secured revolvmg credit

facility. Certain of- our “$trictured  finance investments, °

totaling 8138 3 .million,- are variable ‘rate 'investments

which mmgate our éxposure to mtcrcst rate changes on

\

our unhcdgcd v anablc rate dcbt

Mortgage Fmanc:ng

As of December 31, 2004 our total mortgagc debt -

(excluding dur share of joint venture debt of approximately

$565.2 mﬂhon) consisted, of. apprommatcly $614.5 million -
of fixed rate debt, including hedged variable rate debt, with,
an effective wcxghtcd average interest rate of apprommately.

6 76% and ne unhcdgcd vanablc rate debt.

REvoLVING CREDIT FACILITIES D
‘Unsecured Revolvmg Credit- Facility

We carrently have a $300. 0'million unsecured revolvmg :
LIBOR rate and carncd an éffective all-in annual wclghted

- credit facility, which miatures in. March 2006. This unse-
" cured revomng credit - facility 'has an automatic one-year
" extension option “provided that there are no events of-

default under the loan agreemient. In Scptembcr 2004, this

)

- unsecured revolving credit facility was modified to reduce

interest rate spreads by betwccn 25 basis points and 35 basis
* points dnd currently carries a spread of 120 basis pomts over

the 30-day LIBOR. ‘At Dccembcr 31, 2004, nothing was.

" . outstanding under this unsecured revolvmg Cerlt facility.

- Availability under t]’llS unsccurcd re\'olvmg CI’Cdlt fac1hty at’

.

N

: Restnctlve Covenants
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~In March 2004, e increased our. $75.0 ‘million sccured
fevolving’ crcdlt fac111tv to $125.0 million and extended the
‘maturity date to December 2006. This secured revolving
" credit facility is'secured by various structured finance invest-
- ments. In September 2004 this secured revolving credit facil-
ity was modified- to reduce interest rate spreads by bctwecn;

25 ‘basis points-and”35 basis points and currently carries a

spread. of 120 basis points . over thc 30 day LIBOR At .
. Diecember 31, 2004, $92.0 million was outstandmg under .
‘this secured revolving credit facility and carried an effective.

éll in’annual wejghted average interest rate of 4.13%.

“Ini"connection with -a structured finance transaction, which
“closed in Tune 2004 we entered i into a sécured term loan for DL
~$18.9 million. This loan; which maturcd in January 2005, car-
ried- an interest rate of 200 basis points over the one- -month
LIBOR (effective ali-in ratc of 3.77% for the vear ended
\Dcccmber 31, 2004). This loan was: rcpald in ]anuary 2005.

\

" Term Loans

In December 2002 we obtamcd a $150 0 million unse-

" cured-term loan. Effcctlvc June 2003, this unsecured term
Joan was increased "to $200.0 million and the term was
- extended by six months to June 2008 In August 2004; the

unsecured term- loan was 1ncrcascd to $325.0 ‘million. and

the maturity date was f’urthcr extended to August:2009. As .-
part of the. amendment, the interest rate spreads were
- feduced by between 25 basis points and 30 basis points. As
~ of December 31,2004, we had $325:0 million outstanding
under the unsecured term loan at the rate.of 125 basis’
points over LIBOR. To limit our exposure to:the variable

LIBOR rate.we entered into various.swap agreements to fix

the. LIBOR rate on the entire unsecured term loan. The K

effective all-in anaual weighted average interest rate on the
unsecured termi. loan was 4.96% for 2004. .
In Dccembcr 2003, we entéred into an unsecured non-

recourse term loan- for $67.6 million and repaid the mort- -
gage on 555 West 57th’ Street. The terms of this loan were .

the same a3 those on the 555 West 57th Street mortgage. As

a result, this loan Whlch was to-maturc in \Iovember 2004,

carred an cffcctwc interest rate .of 8.10%. This loan was

. rcpald on April 30, 2004 )
In Dcccmber 2003 we closcd on a $100 0 mllhon ﬁve-

year-non-recourse term loan, sécured by a pledge of our own-

ership interest in 1221 Avenue of the Americas. This term '
loan has a ﬂoaung rate of 150 basis points over-the current - °

average interest rate of 3. 54%. During April 2004, we entered’
' Into a swap agreement to fix the LIBOR at a blcndcd all-in *

interest rate-of 5. 10% through Dccembcr 2008

The terms of our unsecured and securcd rcvolvmg credit

facilities .and term 1oans include ccrtaln restrictions and’
‘covenants which limit; among other things, the payment of

dividends (as discussed below), the incurrence of additional

°
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indebtedness, the incurrence‘ of liens and the disposition. of
_assets, ‘and- which requlre ‘compliance with financial ratios
relatmg to the minimum amount of tangible net worth, the

“and 2003,

_ minimum amount of debt sérvice coverage, the minimum .
- ramount of fixed charge coverage, the mamrnum amountof
: unsecured mdebtedness the minimum amount of. unen-

’ cumbered propefty debt service coverage and certain
, investment limitations. The dividend restriction referred to

above provides that, except to enable us to continue to
qualify as a REIT for Federal income tax purposes, we, will
not-during any four consecutive fiscal quarrers make distri-

P
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rate changés. A hvpother_ical 100 basis point increase in
mterest rates along the entire interest rate curve for 2004
\VOUld 1ncrease our annual mterest cost by

.approxrmatelv $1.1 million and $3.4 million and would

‘increase our share of joint venture annual interest cost by

approximately $2.8 million and $2.3 million, respecnvely
We recognize all derivatives on the balance sheet.at fair value.

" Derivatives that are not hedges must be-adjusted to fair valué

" natire ‘of the hedge, changes in the fair value of the derivative.

butions. with respect to common stock ‘or* other equity |

interests in an aggregate amount in excess of 90% of funds
“from operations for such period, subject to certain other

‘adjustments; As of December 31, 2004.and 2003, we were:

in. comphance with- all such covenants,

Market Rate Risk - .

‘We are exposed to changes in interest rates primarily from
our floating rate borrowmg arrangements. We use interest
“rate derivative instruments’to manage exposure to interest

~ ~

Contractual Obllgatlons

through income. If a derivative isa hedge, depending on the

will either be offset against the change ini fair value of the hedged
asset, liability, or irm commitment-through earnings, or recog-
nized in other comprehensive income until the hedged item is

- recognized in éarnings. The irleffective portion of a derivative’s

.change in fair value is immediately recognized in ‘earnings.

Approximately $1.0 billion’ of our long-term debt bears

interest at fixéd rates, and therefore the.fair value of these

instruments is affected by changes in.the -market interest

“rates. The interest rate on our variable rate debt and joint

venture debt as of December 31, 2004 ranged from LIBOR
plus 90 basis points to LIBOR plus 286 basis points.

Combined aggregate principal matufities of mortgages and notes payable revolvmg credit facilities, térm lcan, our share of
“joint venture debt, excluding extension options, estimated interest expense and our obhgatlons under our capital lease ahd

ground leases, as of December 31, 2004 aré as follows

: - __Reyolvrng ) ) : " Estimated
. Property -~ | Credit Term Capital Ground - . Interest . - Venture
“Mortgages” Facilites * . 7 Loans “ Tease. .  Leases'” Expense Total® | Debt
2005 - $ 51,405 $ 18,900 S $ 1,322 8 18,3817 - § 62,427 $ 152,435- . $ 17,240
2006 . 4,388 92,000 ' — - 1416 17,488 58,306 .. 173,598 - 376,728
- 2007 - 83,012 e — 1,324 1,416 16,594 53,275 155,621 53,723
2008 9,357 — 98,676 1,416 16,594 47,677 174,220 21,923
2009 . 33,031 — . 325,000 1,416 16,594 36,339 412,380 779
Thereafter 432,783 — : — © 53,320 329,971 75,953 892,027 94,817
$614,476_ - 8110900 . $425,000 $60,306 $415,622 $333,977 . 31 960,281  $565,210

Off-Balancé Sheet Arrangemerits :
We have a number of off-balance sheet investments, includ-

" ing joint véntures and structured finance investments. These

investments all have varying ownership structures.
- Substantially all of” our joint venture arrangements are
accounted for under the equity method-of accourmng as we

’

have the ablllty to exercise significant influence, but not con- -

" trol over the operating and financial decisions of these joint

venture arrangements, Our off- balance sheet arrangements

are- discussed in Note 5, “Structured- Fmance Investments”
and Note 6, “Investments in Unconsolldated Joint Ventures”
in the accompanying financial statements. Additional infor-.

mation about the debt of our unconsolidated joint ventures’

s included in “Contractual Obliga_tions” above.

Capital Expendltures : o
We estimate that for the year endmg December 31,2005, we

- will incur approximately $60.0 ‘million. of capital expenditures
-(including tenant improvements and leasing -commissions) on .
- existing wholly-owned properties and our share of capital expen-

_ditures at our jeint venture properties” will be approximately

" - $23.4 million. Of those total capital expenditures, approximately

1 $6.8 million for wholly‘owned properties and $7.8 million for-

»

T ST e ~

our share of capltal expendrtures at our joint venture prdperues
are dedicated to redevelopment costs, including compliance with
New- York City local law 11. We expect to fund these capital
expenditures with. operating, cash flow, borrowings under our

credit facilities, -additional property level mortgage financings, -

and cash on hand. Future property acquisitions may require sub-
stantial ‘capital investments for refurbishment and leasing costs.
We expect that these financing requirements will be met in a sim-
ilar fashiorr. We' believe that we will have sufficient resources to
satisfy our -capital needs during: the next 12-month period.

a combmanon of net cash provided by operations,. borrowings,
potenual asset sales or additional equity or debt issuances.

‘ Dlwdends . o ’ ' ‘ -

N
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~ We expect to pay “dividends to our. stockholders based on
the distributions we receive from the Operating Parmershrp

primarily from property revenues net of operating expenses

or, if necessary, from working capital or borrowings.

‘To maintain our qualification as a REIT, we must pay annual."
"dividends to our stockholders of at least 90% of our REIT tax--

able income, determined before taking into consideration the

3

Joint .

"Thereafter; we expect that our capital needs will be met through »



>

dJ\'ldends pzud deducnon and net capltal gains. We, intend' to
. ’continue to pay regular quarterly dividends to our stockholders.”

Based on our current annual dividend rate of $2.16 per ; share,

TSk Gz,reebn Realty
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we would pay appronrnately $89.8 million in dividends to our -

. common stockholders. Before we pay any dividend, whether for

‘Federal income tax purposes of otherwise, which would only bé -
paid- out of available cash to the extent permitted under our
- 'unsecured and secured credit facilities, and our unsequred term -

loan, we, must- first meet both our operating requirements and

" scheduled debt service on, our. mortgages and loans payable

'RELATED PARTY TRANSACTIONS
Cleanlng Serwces -

First” Qualrty Mamtenance LD, or First Qualrtv prov1des '

~'in 2002.

CQrp.

Management Fees ‘
S.L. Green Management Corp recelves propertv manage-

. ment fees’ from certain entities in which Stephen L.-Green

owns an interest. The aggregate amount of fees paid-to S.L.

Green Management Corp. from such entities was approxi- -

mately $258; 000 in 2004 5237 ,000 in 2003 and 5242 OOO

(N

"fManagement Indebtedness

In January 2001, Mr. Marg Holllday, then our pre51dent

recer\'ed a non-recourse loan from.us in the principal-amount

" cleaning, extermmatron and related sérvices. with respect.to -

“certain of the properties owned by us. First Qualrty is owned

by Gary Green,a son of Stephen L. Green, our chairman of
the’ Board and former chlef executive officer. First Quality
also provides addmonal services directly to tenants on a sep-

arately negotrated basis. The aggregate amount of fees paid-

. by us to First Quahty for:services. provided (excluding serv-

ices provided directly to tenants) was approximately $4.6 mil- ©
lion in 2004; $4.3 million in' 2003 and $3.4 million in 20027

In addition, First Quality has the rion-exclusive opportunity

" to provide cleamng and elated services to'individual tenants |

© at our properfies 6n a basis separately negotiated-with any

‘tenant seeking: such additional services. First Quality leases .

12,290 squaré feer of space at 70 West 36th Street pursuant
" to a lease that e)\pvlrcs on December- 31 2012 and pro_vrdes
for annual rental ‘payr'nénts of appro‘ximately $323,000.

. ‘Security Serwces

Classic Security LLC or Classic. Securlty, provldes securrty '
_services with .respect to cerfain propertres owned by us.

Classic Security is owned by Gary Green, a son of Stephen L.

" Green. The aggregate amount of fees paid by us for such .

¢ services was approximately $4. T million in 2004 $3.7 mrlhon
in 2003.and $3 2 mllhon m 2002 :

Messenger Serwces S B :

Bright Star Couriers LLC, or Brrght Star, provrdes mes-

© senger services with, respect to certain propertres owned by
us. Bnght Star is owned by Gary, Green,a son of Stephen L.
"Green. The aggregate amount of fees paid by us for such

| -services was apprommately $203,000 in ZOOAL $145 000 m‘

' ~2003 and $87 000 in 2002.

Leases - .

of $1,000,000 pursuant to his amended and restated employ- |

ment. and non-éompetition agreement he executed at thar
time. This loan bears interest at the applicable federal rate per

annum and is secured by.a pledge of certain of Mr. Holliday’s" -
_ shares of olr common stock. The principal of and interest on. "
_this loan is forgrvable upon our attainment of specified finan- -

cial performance goals prior to December-31, 2006; provided
that Mr, Holliday remains employed by us. unl January

- 2007. In April 2000, Mr. Holliday recéived a loan from us in

the princip_al amount of $300,000, with a ‘maturity date of
July 2003..This loan bears interest at a rate of 6.60% per

" ahnum and is secured by'a pledge of certain of Mr. Holliday’s
 shares -of our, common stock. In May 2002, Mr. Holliday
"entered into a. loan modlﬁcatron agreement with us in
~order to- modify the repayment terms of the $300,000

“foan. Purstant to thé agreement, $100,000 (plus accrued -

"interest thereon) is forgrvaple on each of January 1, 2004,

- January 1, 2005 and January 1 2006, provided that M.

Holliday rémains employed by- us through each of such

‘date. The balance outstanding - on this loan, including
- accrued interest; was $200,000 on December 31, 2004.

-1n addition, the $300,000 loan shall be forgiVen if and

when the $1,000,000 loan that Mr. Holliday received pur-

suant to his ameiided and restated employment and non-
_COn]pCt]thﬂ agreement is forgrven - '

B

Brokerage Serwces S

)

Sonnenblick- Goldman Company a natlonally recogmzed
real ¢state investmént banking firm, provided mortgage bro- -

Kerage services with respect to securing approximately $80.0
million of ﬁrst_ mortgage financing in 2003. Mr. Morton

~ Holliday, the father of Mr. Marc Holliday, was.a Managing

. Director of Sonnenblick at the time of the financing. The fees

Nancy Peck and ‘Company leases 2 013 square feet of

. - space at 420 Lexmgton Averiue, New York, New York pur— X
suant to a lease that expires on Jufie 30, 2005 and provrdes )
for annual rental payments of " approximately. $65,000.

Nancy Peck and Companv is owned by Nancy Peck, the wife

of Stephen L. Green. The rent die under the lease is offset
against a consulting fee, of §10, ;000 per. month, an affiliate’
pays to her undera consultlng agreement which is cancelable '

upon 30- davs notnce i

-paid by us to Sonrienblick for such services was approximately

$400,000 in 2003. In 2003, we'also paid $623,000 to
Sonnenblick in connection with the acquisition of 461 Frfth

Avenue. In' 2004; our 1515 Broadway joint venture pard' o

approumately $885,000 to Sonnenblick in connection with
securing a $425 0 m11l10n first molrtgage_‘for, the property..

‘Gramercy Capltal Corp.

. Our related party transactions with- Gramercv are discussed in .
Note.13, “Related Pa.rty Transactions”

1n the accompanying
financial statements.- - ‘
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Insurance Ce :
* We carry comprehensive all risk (fire, flood, extended coverage
and renwal _loss {nsurance) and liability insurance with respect to
our property portfolio. This policy has a limit of $350 million of

‘m@aﬂﬂy>©@v;‘n. .

terrorism coverage for the properties in"our portfolio and expires )

in October 2005. 1515 Broadway has srand alone insurance cov-
, erage, which prowdes for full all risk coverage, but has a limiit of
$425 million in terrorism coverage. This poficy will expire in

October 2005. We also have a separate policy for 1221 Avenue of - -

the Americas in which we participate with the Rockefeller Group
Inc-in a blanket policy providing $1.4 billion of all risk property
-insurance along with $1.0 billion of insurance for terrorism:
~ While we believe ‘our insurance coverage is appropriate, in the
event of a major catastrophe resulting from an act of terrorism, we
'may not have sufficient coverage to replace a srgmﬁcant property.
We do not know if sufficient insurance coverage will be available
when the current pohc1es expire, nor do we know the costs for
obtaining renewal policies contammg terms similar t¢ our current
policies. In addition, our policies may not cover properties that we
may acquire in the future, and additional insurance may need to
be obtained prior to October 2005.

Our debt “instruments, consisting " of mortgage "loans

secured by our properties (which are generally non-recourse -
to us), mezzanine loans, ground leases and our secured and .

unsecured revolving credit facilities ‘and.-unsecured term
loaris, contain customary covehants requiring us to maintain
insurance. There can be no ~gssurance that the .lenders or
‘ground lessors under these instruments will not take the posi-
tion that a total or partial exclusion from all risk insurance

coverage for losses due to terrorist acts is a breach of these .

debt and ground lease instruments that allows the lenders or
ground lessors to declare an event of default and accelerate
- repayment of debt or recaptire of ground lease positions. In

addition, if lenders insist on full coverage for these risks, it -

would adversely affect our ability to finance and/or refinance
" our properties and to expand our portfolio or result in
substannallv higher insurance premrums .

./
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Funds from Operatlons .

Funds from Operations, or FFO; is a Wrdelv recogmzed meas- -

ure of REIT performance. We compute FFO in accordance with

standards established by the National Association of Real Estate

Investment Trusts, or NAREIT, which may not be comparable to
“FFO reported by other REITs that do not compute FFO in accor-
dance with the NAREIT definition, or that i interpret the NAREIT
- definition dlfferendy than we do. The revised White Paper on FFO
approved by the Board of Governors of NAREIT in April 2002

defines FFO as net income (loss) (computed in accordance with '
Generally Accepted Accounting Principles, or GAAP), excluding

gains (or losses) from debt restructuring and sales of properties,. - '

plus real estate related depreciation and amortization and - after

adjustments for unconsolidated partnerships and joint ventures.

We present FFO because we eonsider it an important supplemen-
tal measure of our operanng performance and believe that it is fre-
quently used by securities analysts, investors and other interested
parti¢s in the evalnation of REITs, parncularlv those that own and

operate commercial office properties. We also use FFO as one of .

several criteria to determine performanceé-based bonuses for mem-
- bers of our senior ‘management. FFO is interided to exclude
GAAP historical cost depreciation and amortization ‘of real estate
and related assets, which assumes that the value of real estate assets

diminishes ratably ovér time, _ Historically, however, real estate val- -
ués have risen or fallen with market' éonditions. Because FFO"

* excludes depreciation and amortizadon-unique to real estate, gains
and losses from property dispositions and extraordinary items, it

provides a performance measure that, when compared year over.
year, reflects the impact to operations from trends in occupancv
tates, rental rates , Operating cests, interest costs, providing perspec--

‘tive not immediately apparent from net income. FFO does not
répresent. cash generated from operating activities in accordance
with GAAPand should. not be considered as an alternative to net

income (determined in accordance with GAAP), as an indication

' of our finandial performance or to cash flow from operating activ-
ities (determined in accordance: with GAAP) as a measure of our

liquidity, -nor’is it indicative of funds available to fund our cash
" needs, including our ability to make cash distributions. )

FFO_ for the years ended DecemBer A31, 2004,-2003 and 2002 are as follows (in thon'sands):

" Yéar Ended December 31, 2004 2003 2002 .
" Net i income available to common shareholders $ 193,172 © ' $ 90,447 . $ 64,641
Depre-c1anon and amortization_ T -‘_‘ . ) 52,149 o 42,136 . 32’,790
Minority interest - o7 . 5,693 - 4,169 . 3,771
FFO from discontaued operanons 9,846 -16,091 - " 21,215
"« FFO adjustment for unconsolidated joint ventures - 23,817 13,982 11,025
Accretion of convertible preferred shares ) - 394 490
Less: ‘ - .
Income from_dis_continued ‘operatjons ' ] (5,938) (9,594) (13,441)
Gain on sale of discontinued gperations ‘ - (90,370) (21,327) —
:Gain on sale of joint venture property - o ‘ (22,012), (3,087) .. i
Amortization of deferred financing costs and depreciation on non- rental real estate assets - (3,980) (4,431) (4,261) °
Funds from Operations—available to commaon shareholders 162,377 128,780 116,230
Dividends on convertible preferred shares - — - 6,693 9,200
Funds from Operations—available to all shareholders $162,377 -, ° $ 135473 $125,430
Cash flows prov1ded by operating activities =~ - $ 116,264 $ 78250 $101,948
Cash flows used in investing activities $(220,851) $(491,369).  $(52,328)
Cash ﬂows provided by (used in) ﬁnancrng actlvmes $ 101,836 § 393,645 $ (4,793)

o
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- Substantially all of the ofﬁce leases provrde for separate

real estate taX- and operarmg éxpense escalations as well as

operatmg expense rccovenes based. on mcrcases in the

‘Consumer Price Inde\ ‘or other measures such as porters

wage. In addition, many of the leases providé for fixed base
Vrent increases, We believe that inflationary increases may be
at léast partlally offset by-the contractual rent- mcreases and
expense escalanons descnbed above.

‘ Forward-Lookmg Information -

r

. This report incJudes certain statements that i may be. deemed
to be “forward-locking stateiments” within the meaning of _
Section 27A of the Securitics Act of 1933, as amended, or the
Act, and Section 21E‘of the Securities Exchange Act of 1934,
as amended, or the Exchangc Act. *Such forward- Iookmg_
statements relaté to,. without limitation; our future caprtal
expcndltures dividends ,and _acquisitions (including " the
amount and nature thereoﬂ and other development trends of .
the real cstate industry and the Manbhattan office market busi-.
ness strategies, and'the expanmon and growth, of our opera~’
tions. These statements are based ori certain assumptions and
analyses made by us in light of our experience and our percep-
tien of historical trends, current. condifions, expected future
developments and other factors we believe are appropriate. We
intend such forward-looking stateinents to be covered by the
safe harbor provisions for’ forward looklng Statements con-
tained in Section 27A of the Act and Section 21E of the
Exchange Act. Siach - statements are subject to-a number of
assumptions, ‘risks and. uncertainties which may cause our
actual results, performance or achreveménts to be materlally
different from future résults, performancé ‘or achievements
expressed or implied :by these forward-looking statements.

" Forward-looking statements are genérally identifiable by the

» ‘(

ause of the words “may,” “will,” “should,” “expect,” “antici-
pate;” “estimate,” “believe,? “mtend ;7 “project,” “continue,”
or the negative. of these words, or other. similar words. or
terms. Readers are cautroned not to place undue reliance on
these forward-looking statements Among the- factors about
whrch we have made assumpuons are:;

. general economxc or busmess (pamcularly ‘real estate)’
.condmons cithér nationally or in New York Cltv bemg
less favorablé than expected; .

~# reduced ‘demand for office space; '

e risks of redl estate acquisitions; - . ,

4°'r1sks of structured finance investments;- . - | Co

* availability and creditworthiness of prospective tepants;

. adverse changes in” the- rea] estate. markeéts, including
. mcreasmg vacancy, decreasing rental revenue and increas-

. ing insurance costs; :

. vaﬂablhty of caprtzd (debt and cqurty)

* unanticipated - increases: in ﬁnancmg and other costs,_

' mcludmg a rise in interest rates;

* markert interest rates could adversely affect the ‘market

~  -price of our common “stock, -as wel] as our performance '

and Cash ﬂows

Management’s Discussion and Analysis

| . - . . Lo . .
° our ability to sausfy complex rules in~order for us to
. qualify as a REIT, for federal income tax.purposes, our

Operating Partnershrp s ability- to satisfy the rules in 3

order for it to qualify as a partnership for federalincome

© tax purposes, the ability of cértain of our subsidiaries to:
qualify as REITs and certain of our subsidiaries to qual- )

ify as taxable REIT subsidiaries for federal income tax

purposes and our ability -and the ability of our ‘sub-’
sidiaries to operaté effectrvely \V]thm the limitations

imposed by-these rules;

P -accounting principles and pohcres and gurdellnes.

applicable to RE[Ts; -~ R 2
-© competition with other companies;

o the continuing threat of terrorist attacks on the national,

regional and local ¢ economies.including, in par ticular, the
New York City arca and our tenants;  » :

° legislative or regulatory changes adversely affectmg real

estate investment trusts and the real estate business; and

e envlronmental, regulatory and/or safety requn‘ements.

. We undertake no obhgatron to pubhcly update or revise .
any forward-looking statements, whether as a result of future

events, new information or otherwrse »
“The risks included here- are, not exhaustive. Or_her sections

.of this . report may include additonal factors that could
- adversely affect the*Company’s business and"' financial per-
- formance. Moreover, the Company operates in a very compet-_

itive and. rapldJy changing eqvironment. New risk factors
emerge from tine to time and it is not possible for manage-
mient to predict all such. risk factors, *nor can it assess the
1mpact of all such risk factors on the Company s business or
the'extent to which any factor, or combination of factors, may
cause actual results to differ materially- from those contained in

‘any forward- -looking statements. Given these risks and uncer-
“tainties, investors should not place undue reliance on forward-

looking statements as a prediction of actual results.
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Total stockholders® equity R - o .. 1,347,880

950,782

$2,261,841

_Total liabilities ahd stockholders’ equity - L $2,751,881

K ) -
The accompanying notes are an integral part of these financial statements.

A

DecemberSl R ' o . T . o 2004 2003
Assets ' ’ ) AR - . :
Commercial real estate propertres at cost ‘ . . . : E ‘
'Land and land interests .~ o o - $ 206,824 . §-168,032
- Building and improvements L N B 1,065,654 849:013
Building leasehold and improvements A T ’ 471,418 317,178
Property under capital lease o S S - 12,208 12,208
: T R . 1,756,104 1,346,431
 Less: accumulated depreciatiori L i . L (176,238) (156,768)
C v . . 1,579,866 - 1,189,663 -
< Cash and cash equrvalents T o o : : L 35,795 . 38,546 -
Restricted cash = . e T ‘ o , - 56,417 - 59,542 -
Tenant and other recervables net of allowance of - ' ) ) : - ’ . to o
- $8,921 and $7,533 in 2004 and 2003, respectrvelyf e ’ 15,248 " 14,533".
. Related party receivables oo ’ T A 5,027 5,242
Deferred rents receivable, -net of allowafice, of R T T
$6,541 and $7,017 in 2004 and 2003, respectively . e - 61,302 63,131
Structured- finance investments, net of discount of - ' ) S ) HAR I o
$1,895 and $44 in 2004 and 2003, respectrvelv ‘ A i - 350,027 © 218,989
' Investments in unconsohdated joint ventures S S : - - 557,089 590,064
Deferred Costs, net - , ' - L A 47,869 39,277
Other assets . R - e . N L 43,241 42,854
- Total dssets S ' L . © $2,751,881_ $2,261,841
Lrabrhtres and Stockholders Equlty E o A R N
~ Mortgage notes payable - . . Do . g C $ 614,476 $ 515,871
" Revolving credit facilities - S S ' - 110,900 -~ .7236,000
Term loans o o ' - - C o ot 425,000 . 367,578
" Derivative instruments at fair value T o ’ . S 1,347 . T 9,009
Accrued interest payable L ' ‘ 4,494 . 3,500
Accounts payable and accrued expenses . T - 72,298 43,835
Deferred revenue /gain’ ' o : R o 18,648 8,526
“Capitalized lease obligation SO : - 16,442 . - 16,168
Deferred land leases payable =, -~ . ' oo ' 15,723 15,166
Dividend and distributions payablc . - . IR - °27,553 18,647
" Security deposits -+ : Lo T 022,056 - 21,968
" Total liabilities R ' : o . 1,328,937 1:256,268. . ’
Commitments and Contingencies : R . R
" Minority interest in Operating Partiership , . - . .- 74,555 T 54,281
- Minority interes{ in partially-owned entities . B - 509 510
Stockholders Equity . .
* Series C preferred stock, $0-01 par value, $25 00 hqurdatron preference , s B o
, 6,300 issued and outstanding at December 31,2004 and 2003, respectively - 151,981 - - ° 151,981
- Serres D preferred stock, $0.01 par value, $25. OO liquidation, preference 4,000 © o o o
* and none issued and outstanding:at December 31, 2004 and 2003, respectlvely e ' 196,321 —
Common stock, $0.01 par value 100, 000 shares authorlzed and 40,876 and "L ‘ . S
36,016 issited and outstanding at December 31 2004 and 2003 respectrvelv ) 0 409 - 360
Additional paid-in-capital _ . 917,613 728,882
" Deferred compensation plans e : L o (15,273) . (8,446)
Accuniulated other comprehensive income (loss) ' R : 5,647 (961)
Retained earnings - : . o o ‘ 191,182 78,966
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2003 2002

Revenues - o :
Rental revenue, net . $244,886. $214,041 $161,124
~ Escalation and renmbursemcm A © 45,110 39,825 25,404
Investment income ) - 28,232 17,988 15,396
Preferred equity income 10,862 4,098 7,780
Other income o © 19,898 10467 . 5,537

Total revenues . . ’ 348,988 286,419 215,241
Expenses V : ' S e ) ‘
Operating expenses including $8 956 (2004) . '

$8,081 (2003) and 56 745 (2002) to affiliates - - 86,015 - 73,796 49940
Real estate taxes . - 48,890 . 40,656 . 25,185
Ground rent 16,179 © 13,562 12,637
Interest 62,710 . 45493 - 35,421
Depreciation and- amortization - 52,149 42,136 32,790
Marketing, gencral and administrative . 30,279 . 17,131 13,282

Total expenses L 296,222 232,774 169,255
Income from continuing: operauons before CqultV in net (loss) o

income from affiliates, equity-in.net income of unconsolidated : . '

joint ventures, minority interest, and discontinued operatlons \‘ 52,766, 53,645 . . 45, 986

~ Equity in net (loss) i mgome from afﬁhatcs , : — (196 - 7 . 292
Equity in net income’of unconsolidated joint ventures . 44,037 - 14,871 - 18,383
Infome from’continuing operations before gain on sale,’ : . s o :

‘minority-interest, and discontinued operations 96,803 - 08,320 64,601 -
Equity in, net gain on sale of interest in unconsolidated joint venture 022,012 - 3,087 —
Minority interest-in partially-owned entities . ’ — (79) —

y Mmorlty interest in Operatmg Partnershgp attributable o ‘ o )

to continuing operations (5,693) (4,090) (3,771)

Income from continuing  operations 113,122 167,238 60,890
. Net income.from discontinued operations, net of rnanrlty interest - 5,938 L 9,594 - 13,441
Gain on sale of discentinued opcranons net of minority interest ’ 90,370 . - 21,327 ' —

" Net income ' 209,430 . 98,159 74,331
Preferred stock dividends (16,258) (7,318) (9,200)
Preferred stock ‘accretion — (394, (490)

) Net income available to common sharcholders - $193,172 $90,447 $64,641
‘Basic earnings per share: '+ , C ' ‘
Net income from continuing operanons bcfow gam on ‘ : i
sale and discontinued operations . $1.91 $1.75 $1.69

Net income from discontinued operations 0.15 0.30 045"

Gain on sale of discontinued operations 2.31 ’ - 0.66 —

Gain on sale of joint venture property 0.56 :0.09 - —

Net income available to common shareholders $4.93 $2.80 C %214

 Diluted carnings per share: - ' '
~Net income from continuing.operations before gam on AR A
sale and discontinued operations $1.87 $1.73. $1.71

Net income from discontinued operations ° 0.15 - 0.26 0.38

Gain on sale of discontinued operations 2,22 0.59 - L —
- 'Gain on sale of joint venture property N 0.51 . 0.08 —

Net income avaﬂable to common shareholders $4.75 . $2.66 $2.09

-, Basic.weighted average common shares outstanding - 39,171 . 32265 30,236
‘Diluted weighted average’ common shares and = ' .
common share equivalents outstanding, 43,078 - - 38,970 37,786

b
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N Accumu-
lated.
: Deferred Other *
Series C Series D Comurion Stock Addidonal  Compen-  Cortpre- Compre-
Preférred.  Preferred Par Paid-In- sadon- hensive Retained hensive
e © Stock Stack Sharés Value Capital Plans ~Loss Earnings Total Income
Balance at December 31, 2001 - $ - 29,978 $300 $583,350 $ (7,515) $ (2,911) S 39,684 S 612,908 § 61,010
Compreliensive Iricome: . ' - -
Net income 74,331 74,331 $§ 74,331
Net unrealized loss on ) ' .
derivative instruments (7,829) (7,829) (7,829)
SL Green’s share of joint N
venture net unrealized loss ' ’
‘on derivative instruments (3,434)
Prefe;réd dividends and :
accretion requirement (9,690) (9,690)
Redemption of units 155 1 3,128 3,129
Deferred compensation plan . '
and stock award, net (33) (537) - 534 (3)
Amortization of deferred N . .
compensation plan 1,419 1,419
Proceeds from stock options exercised 322 3 6,644 6,647
Cash distributions declared (81.7925 -
per common share of which none
represented a return of capital for .
federal income tax purposes) . ) . (54,267) (54,267}
Balance at December 31, 2002 — — 30,422 304 592,585 (5,562)  (10,740) 50,058 626,645 $§ 63,068
Comprehensive Income: - . \ - \ g
. Net income . - 98,159 98,159 § 98,159
. Net unrelized gain on - o~ . ’
derivative instruments N 9,779 ' 9,779 9779
SL Green’s share of joint N
venture net unrealized gain N
“on derivative instruments 1,474
Preferred dividends and i s, -
accretion requirement , : (7,712) (7,712) .
Redemption of units 267 3 5,699 5,702
Proceeds from dividend : :
" reinvestment plan 68 1 3,650 . 3,651
Deferred compensation plan . . )
and stock award, net 213 2 6,668 (6,670) 4 —
Amortization of defcrred ' Coe . :
compensation plan ‘ ; 3,786 - 3,786
Cenversion of preferred stock 4,699 47 112,059 112,106
Net proceeds from preferred CL . -
stock offering 151,981° ‘ . 151,981
Proceeds from stock opmons exercised ’ 347 , 3 7,589 7,592
Stock-based compensation—fair value o~ 632 . 632
Cash distributions declared ($1.8950 . ’
per comimon share of which none .
represented a returrt of capital for T )
tederal income tax purposes) : . ) (61,539) (61,539)
Balance at December 31, 2003 151,981 — 36,016 360 728,882 (8,446) (961) - 78,966 950,782 § 109,412
Comprehensive Income: o ) , . =
Net income . 209,430 209,430 $209,430
Net unrealized gain on . : .
] derivative instruments 6,608 6,608 6,608
SL Green’s share of joint
venture net unrealized gain h
on dérivative instruments . ) 2,155
"Preferred dividends ) 4 (16,258) (16,258)
Redemption of units > - 81 -~ 1 1,912 ' 1,913
Proceeds from dividend LR o
reinvestment plan 195, 2 7,728 7,730
Deferred compensation plan, . ’ } '
and stock award, net . 353 4 ‘14,141 (14,144) 1
Amortization of deferred : .
compensation plan 7,317 , 7,317
Net proceeds from common LN .
stock offerings 3,150 31 138,599 138,630
Net proceeds from preferred : ’ .
stock offerings 96,321 96,321
Proceeds from stock: - : D .
options exercised 1,081 11 25,372 . 25,383
Stock-based compensation—fair value - 979 979
Cash distributions declared ($2.04 -
per common share of which none [ ,
represented a return of capiral .
for federal income tax purposes) (80,956) (80, 956)
Balance at December 31, 2004 $151,981  $96,321 40,876 $409 $917,613  $(15,273) § 5,647 $191,182 $1,347,880 $218,193
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Year Ended Dec’embersl, ' - 2004 2003 2002°
Operating Actxvmcs s S
Net income ‘ S ' 8209430 8 98,159 - § 74,33F

_Ad]ustmcnt to reconcile net income to
net cash provided by operating activitiés:. L <
Non-cash ad)ustments related to inconte from discontinued opermons - 9221 .- 8074 ., 7833

Depreciation and amortization » : . o .'52_,149 _ 42136 32,790
Amortization of dlSCOlllT[ on structured finance mvcstmcnts : . (210) (lel) 388
Gain on sale of discontinued operations - - . , - (95,680) - - (22,849)- —
. Equity in net loss (income) from affiliates : . v — - 196 (292)
Equity in net income from unconsolidated joint ventures - . < (44,037) (14,870) (18,383)
“Equity in gain on sale of unconsolidated joint venture A (22,012) (3,087) ) —
- Mindrity interest S , o 5,693 4168 3,771
. Deferred rents receivable. S ' B (7,741) (9,094) (8,929)
" Allowance for bad debts b R g N 1,388 1,606 2,298 .
Amortization of deferred compcnsatlon ’ ) o o : 7,317 3,786 . 1,419
Changes in operating assets and liabilities: A t S L
Restricted cash—operations T ' 3,430 3,313 6,455
"Tenant and other-recéivables o _ . C ‘ (5,553) - (8,184) - (604)
Related party receivables S - ) (1,742) (1,370)
Deferred lease costs - . o C _ (16,409) (5,446) (7,297)
Other assets - o ) - (2,348) (16,290) - (6,452)
Accounts payable, accmcd cxpcnses and other llabllmes - © 25,528 . (5,062) ' 15479
Deferred revenue ) 4 . (4,674) 3,057 (29)
Deferred land lease payable. . ' o . .557 . 540 540
Net cash provided by operanng activities - : 116,264 78,250 101,948
Investing Activities : o T ' o o - '
Acquisitions of real estate property - ' (388,157) - (81,214) ) —
. Additions to land, buildings and improvements - (31,295) - (22,532) (26,675)

" Restricted cash—capltal 1mprovements/acqulsmons o (2,127) " (33,773) 2,887
Investment in and advances to affiliates . _ , . — , 2,361 (490)
Distribution from affiliate : o - — = 739
Investments in unconsolidated joint ventures o g (79,827 1 (385,067) (93,881)

- Distributions from unconsolidated joint veritures . - 193,144 36,469 _ 22,482
Net proceeds from disposition of rental property - . 220,300 © , 119,075 - —
Structured finance-investments net of rcpavments/paruapatlons (132,889) . (126,688) 42,610
Net cash used in investing activities ' : . © +(220,851) ' (491,369) - (52,328)
Financing Activities . ' . _ S L
Proceeds from mortgage notes pavablc : . ‘ — 245,000 —
Repayments of mortgage notes payable - I " (3,395) (298,294) (21,496)
Proceeds from revolving credit facilities and term loans . : © 840,900 628,000 275,000
Repayments of revolving credit facilities and term, loans ' (908,578) (266,000) (195,931) N
Proceeds from stock options exercised and dividend reinvestment plan - . 25,383 11,243 6,647 -
Net proceeds from sale of common/preferred stock DN 234,951 - 152,539 - —
Capitalized lease obligation' : . . o o274 0 306 288
Dividends and distribution's paid = ' ) C 1 (85,240) (70,868) (66,592)
_Dcferrcd loan costs * ‘ S . ' (2,459) (8,281) - (2,709)
Net cash provided by (used m) financing activities : " . 101,836 . - 393,645 (4,793)
Net (decrease) increase in cash and cash equivalents - - - "(2,751) (19,474) 44 827

. Cash and cash equivalents at beginning of period ' © 38,546 58,020 - 13,193
L '$ 35,795 § 38546 $ 58020

Cash and cash equivalents at end of period

Supplemental cash flow dlsclosures : S - P :
Interest paJd cooN T ) ' L $ 61,716 $ 44256 $ 36,725

In Deccmbcr 2004, 2003 and 2002, the Company declared quarterly dlsmbunons per share of $0. 54 $0.50 and $0. 465,
- rcspcctlvcly These dxstnbuuons were. pald in Ianuary 2005, 2004 and 2003, respecmvelv '

- The accompanying notes are an mtggral part of these financial statements.
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. A} . . : [ .
.amounts to enable the payment of sufficient dividends by us

SL Green Realty Corp., also referred to as the Companv'

or SL Green, a Maryland corporation, and SL  Green
- Operating Partnership, L.P., or the Operating Partrership, a

Delaware limited partnershlp, were formed in June 1997 for
the purpose of combining the commercial real estate busi-
ness of S.L, Green Properties, Inc. and its affiliated partner-
ships and entities. The Operating Partnership received a
contribution of interest in the real estate properti€s, as well
as 95% of the ¢conomic interest in the management, leasing
and construction companies which are referred to as the
Service. Corporation, The' Company has qualified; and
“expects to qualify in the current, fiscal vear, as a real estate
investment - trust, or REIT, under the Internal Revenue
Code of 1986, as-amended, or the: Code, and operates as a
self-administered, self-managed REIT. A REIT is a legal

- of dividends to stockholders, is permitted to reduce or avoid
the payment of Federal-income taxes at thie corporate level.
Unlcss the context requlres otherwise, all references to

“we,” “our” and “us” means the Companv and all entities

to avoid any Federal income or excise tax at the Company
level. Under the Operating Partnership Agreement each lim-
ited partner will have the right to redeém units of limited, -
partnership interest for cash, or if we so elect, shares of our
common stock on a one- for one basis. In addition, we are
prohibited from selling 673 First Avenue and-470 Park

Avenuc South before: August 2009

. _entity that holds real estate interests and, through payments

z Sﬁgmiﬁi@amﬁ Accounting Policies

Principles of Consolidation .

. The consolidated financial statements include our accounts
and those of our subsidiaries, which are wholly-owned or con-
trolled by us or entties which are variable interest entities in
which we are the primary beneficiary under -the Financial
Accounting Standards Board, or FASB, Interpretation No. 46,
or FIN 46, “Consolidaton of Variable Interest Entitics—an
Interpretation of ARB No. 51.” See Note 5.and Note*6.
Entities which we do not control and entities which are vari- -

able interest entities, but where we are not the primary benefi-

owned or controlled by the Company -including the

Operating Partnershlp

Substantially all of our assets are held by, and our opera— -

tions are conducted through, the Operating Partnership.

The Company is the sole managing general partner.of the
Operating Partnership. As of December 31, 2004, minority
investors held, in the aggregate, a 5.8% limited partnership
interest in the Operating Partnership.

As of December 31, 2004, our wholly-owned properties
consisted of 20 commercxal properties encompassmg
appro?\nnatcly 8.8 million rentable square feet locatéd pri-
marily in midtown Manhattan, a borough 'of New York City,
or Manhattan.-As of December 31, 2004, the weighted aver-
age occupancy (total leased square feet divided by total avail-
able square feet) of the wholly-owned properties was 94.5%.
Our portfolio also includes ownership interests in unconsol-
idated joint ventures, which own cight commercial proper-
ties in Manhattan, encompassing approximately 8.2 million
rentable square feet, and which had a weighted average
‘occupancy of 96.9% as of December 31, 2004. In addition,
we manage three office properties owned by third partics

ciary are accounted for under the equity method. In Pecember

2003, the FASB-issued a revision of FIN 46, “Interpretation 4
No. 46R,” to clarify the provisions of FIN 46. The application
of Interpretation N, 46R is required in financial statements of

. public companies for periods ending after March 15, 2004.

The adoption of this pronouncement etfective July 1, 2003 for
the Service Corporation had no impact on our results of oper-
ations or cash flows, but resulted in a gross-up of assets and lia-
bilities by apprommatcly . $2,543,000 and $629,000,
respectively. See Note 7. The adoption of this pronouncement
effective January 2004, for our structured finance portfolio and
joint ventures, had no impdct on our financial conditior, net
income or cash flows as none of these investments were deter-
mined to be variable interest entities. See Note 6. All significant

" intercompany balances and transactions have been eliminated.

Investment in Commercial Real Estate Properties
Rental” properties are stated -at cost less accumulated

" .depreciation and amortization. Costs- directly related to the

and affiliated companiés encompassing ‘approximately 1.0 -

million rentable’ sq'liarc feet.

Partnershlp Agreerhent
" In accordance with the partnership agrcement of the
Operating Partnership, or the Operating Partnership
Agreement, we allocate all distributions and profits and

losses in proportion to the pcrcentage ownership interests of

the respective partners. As the managing general partner of
the Operating Partncrslnp, we are required to take such rea-
sonable efforts, as determined by us in our sole discretion,
to cause the Operating Partnership to ‘distribute sufficient

acquisition and redevelopment of rental properties are capi- -
talized. Ordinary repairs ad maintenance are expensed as
incuirred; major replacements and betterments; -which
improve or extend the life of the asset, are capitalized and
depreciated over their estimated useful lives. ‘

In accordance with Statement of Financial Accounting -

Standards,. or SFAS, No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets,” a property to
be disposed of'is reported at the lower of its carrying amount
or its estimated fair value, less its cost to sell: Once an asset is -
held for sale, depreciation expense ‘and straight-line rent
adjustments are no longer recorded and the historic results
are reclassified as dlscontmucd operations. See Note 4.°

~
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Properties are depreciated using the straight- -line method

over the estimated useful lives of the assets. The estimated

Category Term .

Building (fee ownership) - 40 years
Building improvements ~ shorter of remaining IifQ}ofrhc
e o building or useful life
Building (leasehold interest),  lesser of 40 years or r'crﬁaining
: term of the lease-

Property under capital ledse  remaining lease term

Furniture and fixtures four to seven years
~ shorter of remaining term of
- the'-lease"or useful life

Tenant improvements

.

' Depreciation expensc (mcludmg amortization of the ' capl- .

tal lease asset)-amounted to approxlmatc]y $43.1° million,

$38.3 million and. $29.5° million for. the years ended -

December 31, 2004, 2003 and-2002, respectively.

On a perjodic basis, we assess whether there are any indi-
cators that ‘the value of our real estate properties may be
impaired or that its éarrvirig value may not be recoverable. A
property s value is considered impaired if management’s

. estimate of the aggregate future cash flows (undjscounted

_and without interest charges) to be generated by the prop-

erty ate less than the, carrymg 'value of the property. To the
extent impairment has occurred the loss shall be measured
as the excess of the carrying amount of the property over the

“fair Value of the property. We do not beliéve that the valie

-of any of our rental properties was impaired at December | 31,

2004 and 2003. . -
‘Results of operatlons of propcrmcs acqulred are included

in the Statement of Operations from the date of acquisition.
In accordance with SFAS No. 141, “Business Combinations,”

we allocate the purchase price of reaJ estate to land and building.

“and, if determined to be material, intangibles, such as the value

of above, below and at-market leases and origination costs asso-
ciated with the in-place leases. We depreciate the amount allo-

cated to building and other intangible assets” over their -

estimated useful lives, which generally range from three to 40
years. The values of the above and below market leases are

amortized and retorded as either an increase (in the case of -

below market lcwses) or a decrease (in the case-of above mar-
ket leases) to rental income over the rcmalmng term of the
associated lease. The value associated with in-place leases and

tenant relationships are amortized over the expected term of
the relationship, which includes an estimated probability of"

the lease renewal, and its estimated term. If a tenant vacates its

space prior to the contractual termination of the léase and no
rental payments are being made on the lease, any unamortized
balance of the related intangible will be written off. The ten-
ant improvements and origination costs are amortized as an

-expense over the remaining life of the lease (or charged against

earnings if the lease is terminated prior to its contractual expi-
ration date). We assess fair value of the leases based on esti-
mated cash flaw projections that utilize appropriate discount
and capitalization rates and available market information.
Estimates of future cash flows are based on a number of fac-
tors including the historical operating results, known trends,
and market/economic conditions that may affect the property.
~ As a result of our evaluations, under SFAS No. 141, of.
acquisitions made, we recorded a deferred asset of approxi-
mately $10.0 million and  $3.0 'million representing the net
value of acquired above and below market leases and assumed
leasg origination costs for the years ended December 31, 2004

"and 2003, respectively. For the years ended December 31,

2004 and 2003, we recognized an increase of $62,000, and a
decrease of $155,000 in rental revenue, respectively, for the
amornzanon of above market leases and a reduction in lease
orxgmamon costs, resulting from the reallocation of the pur--
chase price of the applicable properties. We also recorded a
deferred liability of approximately $3.2 million representing

" the value of a-mortgage loan assumcd at an above market

interest rate. For the years ended December 31 2004 and

12003, we rccogmzed a 5657 000 and $457,000 reduction in

interest cxpcnse for the amortization of the above market
mortgage, respecuvely

Cash and Cash Equivalents:’

- We consider all highly liquid investments with a magurity of

* three months or less when purchased to be cash equivalents.

JInvestmient 'ibn Unconsolidated Joint Ventures -

We accounted for our investments in unconsolidated joint
ventures under the equity method of accounting as we exer-
cise significant iafluence, but do not control these entities
and are not considered to be the primary beneficiary under
FIN 46. In all the joint ventures, the rights of the minority
investor are both protective as well as participating. These -
rights preclude us from consolidating these 1nvestments
These mvcstmcnts are recorded initially at cost, as invest-

“ments in unconsolidated joint ventures, and subsequently’

‘adjusted for equity in net income (loss) and cash contribu-
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tions and distributions. Any difference between the carrying
amount of these investments on our balance-sheet and the
underlying equity in net assets is.amortized as an adjustment

to equity in net’income (loss) of unconsolidated joint ven-

tures over the lesser of the joint venture term or 40 vears.

.See Note 6. None of the joint venture debt is recourse to us.
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‘Restricted Cash

Restricted cash primarily consists of sccunty deposits hcld on
behalf of our tenants as well as capital improvement and real
estate.tax escrows required under certain loan agreements.

Deferred Lease Costs ,
Deferred lease costs consist of fees and direct costs
incurred to initiate and renew operating leases and are amor-

. tized on a straight-line basis over the. related lease term.

Certain of our employees provide leasing services to the
wholly-owned properties. A-portion of their compensation,
approximating $1.7 million for each of the'years ended
December 31, 2004, 2003 and 2002, respectively, was cap-

Roaltly Corm. : ‘ .

italized and is amortized over an estimated average lease

term of seven years.

Deferred Financing Costs
Deferred financing costs represent commitment fees, legal
and other third party costs associated with obtaining comi:

- mitrhents for financing which result in a closing of such
finaneing. These costs are amortized over the terms of the

respective agreements. Unamortized deferred financing costs
are expensed when the associated debt is refinanced or

‘repaid before maturity. Costs incurred in seeking financial

transactions which do not close are expensed in the period
in which it is determined that the financing will not close.

Revenue Recognition

Rental revenue is fecognized on a straight-line basis over
the term of the lease. The excess of rents recognized over
amounts contractually due pursuant to the underlying leases
are in¢luded in deferred rents receivable on the accompanying

" balance sheets. We establish, on a current basis, an allowance

for future potential tenant credit losses which may occur
agamst this account. The balance reflected on the balance
sheet is net of such allowance. -

In addition to base rent, our tenants also generally will pay -

their pro rata share of increases in real estate taxes and operat-

ing expenses for the building over a base year. In some leases,

in lieu of paying additional rent based upon increases in build-
ing_operating expenses, the tenant ‘will pay additional rerit
based upon increases in the wage rate paid to porters over the
porters’ wage rate in effect during a base year or increases in
the consumer price index over the index value in effect'during
a base year. In addition, many of our leases contairr fixed
percentage increases over the base rent to cover escalations.

Electricity is most often supplied by the landlord either on *

a sub-metered basis, or rent inelusion basis (i.e., a fixed fee
is included in the rent for electricity, which amount may
increase based upon increases in electricity rates or increases

.in electrical' usage by the tenant). Base building services

other than electricity (such as heat, air conditioning and.

freight elevator service during business haurs, and .base
building cleaning) ‘typically are” provided at no addmonal
cost, with the tehant paying additional rent only for services
which exceed base building services or for services which are
provided otlier than during normal business hours.

N
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These escalations are based on actual expenses incurred in
the prior calendar year. If the expenses in the current year are
different from those in the prior year, ‘then during the cur-
rent year, the escalations will be adjusted to reﬂect the actual -
expenses for the current year. :

We maintain an allowance for doubtful accounts for esti-
mated losses resulting from the inability of its tenants to
make required rent payments. If the financial condition of a
specific tenant were to detcriorate, resulting in an impair-
ment of ,their ability to make . payments, additional
allowances may be required. -

Interest income on structured finance investments is recog-
nized over the life of the investment using the effective inter-
est method and rccognizéd on the accrual basis. Fees received
in connection with loan commitments are deferred until the

loan is funded and are then recognized over the term of the

loan as an adjustment to yield. Anticipated exit fees, whose
collection is expected, are also recognized over the term of
the loan as an adjustment to yield. Fees on commitments that
expire unused are recognized at eXpiration.

Incomie recognition is generally suspended for structured
finance investments at the earlier of the date at which pay-
ments become 90 days past due or when, in the opinion of
management, a full recovery of iricome and principal
becomes doubtful. Income recognition is resumed when the
loan becomes contractually current and pcrformance 1s
. demonstrated to be resumed. " -

Asset management fees are recognized on a straight-line

~ basis over the term of the asset management agreement.

Reserve for Possible Credit Losses :

“The expense for possible credit losses in connection with
structured finance investments is the charge to earnings to
increase the allowance for possible credit losses to the level
that we estimate to be adequate considering dehnquenaes
loss experience and collateral quality.. Other factors consid-
ered relate to geographic trends and product diversification,
the size of the portfolio and current econemic conditions.
Based upon these factors, we establish the provision for pos--
sible-credit losses by category of asset. When it is probable
that we will be unable to collect all amounts contractually
due, the account is considered impaired.

Where impairment is indicated, a valuation write-down or "
write-off is measured based upon the excess of the recorded
investment amount over the net fair value of the collateral,
as reduced by selling costs. Any deficiency between the car-
rying amount of an asset and the net sales price of repos-
sessed.collateral is charged to the allowance for credit losses.”
No reserve for lmpalrment was required at December 31,
2004 or 2003,

Rent Expense
Rent expense is rccogmzed on a straight-line basis over the

.initial term of the lease. The excess of'the rent expense rec-

ognized over the amounts contractually due pursuant to the
underlying lease is included in the deferred land lease
pavable in the accompanying balance sheets.

N
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. Income Taxes

We are taxed asa REIT under Sccuon 856(c) of thc Code.
As a REIT, we generally are not subject _to Federal income
tax. To maintain our qualecamon as a REIT, we must dis-
tribute at least 90% of our REIT raxable income to our
stockholders and meet certain other requirements. If we fail

to qualify as a REIT in apy, taxable year, we will be subject

to Federal income tax on our taxable income at regular cor-
porate rates. We may also.be subjéct to certain state, local
“and franchise taxes. Under certain circumstances, Federal

-impact of such key differences between SFAS No. 123 and

SFAS No. 123-R, but do not currently believe that the

" adoption of SFAS No: 123-R will have a material impact on

income and excise taxes may be due on our undxsmbutcd :

taxable income. -

Pursuant to amendmcnts to the Code that became effec-
tive January 1, 2001, we have elected or may elect to treat
certain of our existing or newly created corporate. sub-
sidiaries as taxable REIT subsidiaries, or TRS. In general, a
TRS of oufs'mziy perform non-customary services for our
tenants, hold assets that we. cannot hold directly and gener-

us, as we have applied the fair value method of accounting

for stock-based compensation since January 1, 2003.

The Black- -Scholes option pricing model was devclopud 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 subjec-
tive assumptions including the.expected stock price volatility.

Because our plan-has characteristics significantly different -
from those of traded options and because changes in the sub-
jective input assumptions can materially affect the fair value

estimate, in our opinion, the existing models do not necessar- -

ily prowdc a'reliable single measure of the fair value of our
employee stock options.
Compcnsamon cost for stock opnons 1f any, is recognized

“ratably over the vesting period of the award. Our policy is to

ally may engage in any real estate or non-real estate related

business. A TRS is suchct to corporate Federal income tax.
Our TRS’s generate'no income or are marginally profitable,-

grant options with an exercise price equal to the quoted clos-
.ing market price of our stock on the business day preceding

" the grant date. Awards of stock, restricted stock or employee

resulting in minimal or no Fedcral income tax liability for -

these cntmes . : g

1

‘Underwriting CommiSSions and Costs

Underwriting commissions and costs incurred in connec-.
tion with our stock offerings are reflected as a rcducuon of

additional paid-in- capltal

Stock-Based Employee Compensation Plans

- We have a stock-based employee  compensation plan,
described more fully in Note 15. Prior to 2003, we accounted
for this, plan under Accounting Principles Board -Opinion
No. 25, or APB 25, “Accounting for Stock Issued to
Employees,” and related interpretatons. No stock-based
employee compensation cost was reflected in net income prior to
January 1, 2003, as all awards grantéd under such plan had an
intrinsic valuc of zero on the date of grant. Effective January 1,
2003, we adoptcd the fair value recognition provisions of SFAS
No. 123, “Accountmg for Stock-Based Compensation.” Ursider
the prospective method of adoption we selected under the pro-
visions of SFAS No. 148, “Accounting for  Stock-Based
Compensation—Transition and Disclosure,” the recognition
provisions apply to all employee awards granted, modified, or,
settled after January 1, 2003. In December 2004, the FASB

revised SFAS No. 123 through the issuance of SFAS No. 123,
“Shared Based Payment,” revised, or -SFAS No. 123-R. SFAS
No. 123-R is effective for us commencing in the third quarter
of 2005. SFAS No. 123-R, ambong other things, climinates the
alternative to use’ the i intrinsic value method of accounting for
stock-based compensation and requires entities to recognize-
the cost of employee services received in exchange for awards
of equity instruments based on the grant- date fair-value of
those awards (with limited exceptions). The fair-value based
‘method in SFAS No, 123-R is similar to the fair-value bascd
method in SFAS No. 123 in most respects,'subject to certain
key differences. We are in the process of evaluating the

2004 2003 2002
Dividend yield . 5.00% 5.00% 5.50%
. Expected life of option 5 years 5 years 5 years
Risk»free interest rate 4.00% 4.00% .5.00% -
Expected stock price volatility 14.40% 17.91% 1891%

loans to purchase stock, which may be forgiven over a period
of time, are expensed as compensation on a current basis over
the bcneﬁt period.

The fair value of each stock option granted is estimated on

‘the date of grant using the Black-Scholes option - pricing

model with the.following weighted average assumpuons for
grants in 2004 2003 and 2002

" The followmg table illustrates thc effect on nét income
available to common shareholders and earnings per share if.

. the fair value method had been applied to all outstanding and
“unvested, stock options, for the years ended December 31,

2004, 2003 and 2002 (in thousands): : N

Year Ended Deccmbcf 31, © 2004

2003 2002
Net income available to :
‘common shareholders - $193,172 S90 447 364 64-1
- Deducr stock.option i
- expense—all awards (1,677)  (1,529) - (2,130)
Add back stock option expense . .
included in net income 331 147 —-
Allocation of compensation . . .
expense to minority interest 93 102 145
“Pro forma net income available ’ ]
to common shareholdérs $191,919 $89,167 $62,656
Basic earnings per conimon .
share—nhistorical $4.93 $2.80 §2.14
Basic earnings per common ’ .
" share—pro forma $4.90 $2.76  $2.07
Diluted earnings per common : o )
share—historical . %475 $2.66 $2.09
Diluted earnirigs per common I
$4.71 . §2.62

39

share—pro forma

$2.03

'
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' The effects of applying SFAS No. 1123 in this pro forma
disclosure are not indicative of the i impact future awards may
‘have on our results of opcranons

Derlvatlve Instruments -

meeting the hedging objectives established by our corporate
policy governing interest rate risk management and as such
no net gains or losses were reported in earnings. The *

.changes in fair value of hedge instruments are reflected in

In the normal course of business, we use a variety of denv- :
ative instruments to manage, or hedge, interest rate risk. We -

require that hedging derivative instruments are effective in
reducing the interest rate risk exposure that they are desig-
nated to hedge. This effectiveness:is essential for qualifying
for hedge accounting. Some derivative instruments are asso-
ciated with an anticipated transaction.”In those.cases, hedge
effectiveness criteria also require that it bé probable that the
underlying transaction occurs. Instruments that meet thesé
hedging criteria are formally designated as hedges at the
~inception of the derivative contract.

To determine the fair values of derivative instruments, we
use a variety of methods and assumptions that are based on
market conditions and risks existing at each Balance sheet
date.. For the majority of financial instruments including
most derivatives, long-term investments and long-term
debrt, standard market conventions and techniques such as
‘discounted cash flow analysis, option pricing models,

replacement cost, and termination cost are used to deter- -

mine fair value. All methods of assessing fair value result inf
" a general approximation of value, and such value may never
actually be realized.

. In the normal course of business, we are exposed to thc '
effcct of interest rate changes and limit these risks by follotw-

ing established risk management policies and procedures
including-'the use of derivatives. To ‘address exposure to
interest rates, derivatives are used primarily to fix the rate on
debt based on floating-rate indices and managc the cost of
" borrowing obligations.

We use a variety of commonly used derivative products

that are considered plain vanilla derivatives. These derivatives

typically include interest rate swaps, caps, collars and floors.
We expressly prohibit the use of unconvendonal derivative
instruments and using derivative instruments for trading or

speculative purposes. Further, we have a policy of only enter-*

‘ing into contracts with major financial institntions based
upon their credit ratings and other factors. _

We may employ swaps, forwards or purchased options to
hedge qualifying forecasted transactions.” Gains and losses
related to these transactions are deferred and recognized in
net income as interest expense in the same period or peri-
ods' that the underlying transacnon occurs, expires or is
otherwise terminated.

- Hedges that are reported at fair value and presented on
the balance sheet could be characterized as eithér cash flow

-

accumulated other comprehensive loss. For defivative instru-
ments not designated as hedging instruments, the gain or
loss, resulting from the change in the estimated fair value of”
the derivative instruments, is recognized in current earnings -
during the period of change. : '

Earnings Per Share
We present both basic and diluted earnings per share, or-

EPS. Basic. EPS éxcludes dilution and is computed by

dividing net income available to common stockholders by
the weighted average number of common shares outstand-
ing during the period. Diluted EPS reflects the  potential
dilution that could occur 1f securities or other contracts to
issue common stock were exercised or converted into com-
mon stock, where such exércise or conversion would result
in a lower EPS amount. This also mcludes units of limited
partnershlp interest.
Use of Estimates ) '

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
requires management to make estimates and'.assumptions
that affect the amounts reported in the financial statements
and accompanying notes. Actual rcsults could differ from
those estimates. : '

Concentrations. of Credit Risk

Financial instruments that potentially subject us to céncentra-
tions of credit risk consist primarily of cash investments, struc-
tured finance investments and accounts receivable. We place our
cash investments in excess of insured amounts with high quality~
financial institutions. The collateral securing our structured
finance investments is primarily located in the greater New York
arca. See Note 5. We perform ongoing credit evaluations of our
tenants and require certain tenants to provide security deposits
or letters of credit. Though these security depeosits and letters of

‘credit are insufficient to meet the total valte of a tenant’s lease

_obligation, they are a measure of good faith and a source of
funids to offset the economic costs associated with lost rent and
the costs associated with re-fenanting the space. Although the
properties in our real estate portfolio are primarily located in
Manhattan, the tenants located in these buildings operate in
various industries. Other than the tenant at 750 Third Avenue,

* which is subject to a master lease through December 2005 and

hedges or fair value hedges. Interest rate caps and collars are -

examples of cash flow hedges. Cash flow hedges address the
risk associated with future cash flows.of ‘debt transactions.

- All hedges held by us are deemed to be fully effective in \
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‘who contributes approximately 10.0% of our annualized rent,
no single tenant in the wholly-owned properties contributes
more than 4.2% of our annualized rent at December 31, 2004.
Approxunately 20% and 9% of our annualized rentawas attribut-

able to 420 Lexington Avenue and 555 West 57th Street,

respectively, for the year ended December 31, 2002.
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Approumatclv 18% and 13% Of our annualized rent was attrib-
- utable to 420 Lexington Avenue and 220 East 42nd ‘Street,
‘respectively, for the year ended December 31, 2003.
Approximately 16%, 12% and 10% of our annualized rent was
attributable to 420 Lexmgmn Avenue, 220 East 42nd Street
.and 750 Third Avenue, respectively, for the year ended

December 31, 2004. One borrower accounted for more than |

10.0% of the revenue ¢arned on structured finance investments

at December 31, 2004. Currently 76.9% of our -workforce -

which -service substannally all of our properties s covered by
' thrcc collective bargaining agreements.’ :

Reclassification . P S

Certain prior year balances have been reclassified to con- -

form with the current vear prescntatlon and ©Q comply with
SFAS No. 144..
33 Properlty Acquisitions

. 2004 Acqmsmons '
In July 2004, we acquired the 780,000 square foot office

property located at 750 Third Avenue, or 750 Third, for -

$255.0 million. The acquisition was initially funded using
proceeds from our unsecured revolving credit facility. At

closing, TIAA-CREF, a AAA-rated company, cntercd into

-an operating lease for the entire building. At the explranon

of such operiting lease, in Dccember 2005,.the bulldmg \Vlll .

be approximately 25% vacant.
In October 2004, we acquired the long-term’ leaschold in
the 563,000. square foot office property at 625 Madison

Avenue, or 625 Madison, for $231.5 million. The property . -

was acqulrcd with borrowings under our unsecured revolv-
-ing credit facility; apprommatelv 306,000 units: of limited
partnership intérest in our Operating Partnership, ha\ ing an
aggregate value of approximately $15.5 million, and the
_assumption of a $102.0 million mortgage loan held by the
New York State Teacher’s Retirement System. The mort-

" gage has a fixed annual interest rate of 6.27% and will mature

* in November, 2015. The. 'propérfy is subject to a ground
lease with a ﬁnal expiration date of June 30, 2054, -

2003 Acqulsmons

In February 2003, we acquired the 1.1 mllhon square
foot office property located at 220 East 42nd Street,
Manhattan, known as The News Building, a property
located in the Grand Cenual and United Nations market-
placc for a purchase price-of approximately $265:0 million.

Prior to the - acquisition, we held a $53.5 million preferred "

equity investment in the property that was redeemed in full
at closing. In connection with the redemption, we earned
redemption premium totaling approximately $4.4 million,
which was accounted for as a reduction in the cost basis,

“ resulting in an adjusted' purchase price of $260.6 million. In

connéction with this acquisition, we assumed a $158.0 million
mortgage, which was due to mature in September 2004 and
bore interest at LIBOR .plus 1.76%, and issued approxi-
mately 376,000 units of limited partnership interest in our
Operating Partnership having an aggregate value of approx-

-imately $11.3 million. The remaining $42.2 million of the.

purchase price was funded from proceeds from the sales of

.50 West 23rd Street and 875 Bridgeport Avenue, Shelton,

CT, and borrowings under, our unsecured revolving credit

. facility; which included the repayment of a $28.5 million

mezzanine loan on the property. In December 2003, we refi-
nanced the $158.0 million mortgage with a new $210.0 mil-
lion 10-year mortgage. at a fixed interest rate of 5.23%. See

‘Note 9. We agreed that for a period of seven years after the
“acquisition, we would- not take certain action that_ would
. adversely: affect the tax positions of certain of the partners
_who recéived units of limited parmcrshlp interest- in our

Operating Partnership and who held i interests in'this property

‘prlor to the acqulsmon

In March 2003, we acquired condominium interests in
125 Broad Street, Manhattan, encompassing approximately
525,000 square feet of office space for approximately $92.0
million. We assumed the $76.6 million first mortgage cur-
rently encumbering this property. The mortgage matures in
October 2007 and bears interest at 8.29%. In addition, we

_ issued 51,667 units of limited partnership interest in our -

Operating Partnership having an aggregate value of approx- _

~ imately $1.6 million. The balance of the purchase price was
“funded from proceeds from the sales of 50 West 23rd Street
“and 875 Bridgeport Avenue. At acquisition this property -.

was encumbered by a ground lease. However, we acquired
our portion of the underlying fee interest for approximately .
$6.0 million-in June 2004. We agreed | that for a period of

-three years following the acquisition, we would not take cer-

tain action that would adversely affect the tax positions of

. “certain of the partners who received nits of limited partner-

ship interest in our Operating Partnership and who held
interests in this property prior to the acquisition.

In October 2003, we acquired the long-term leasehold
interest in 461 Fifth Avenue, Manhattan, for $60.9 million.

. The leasehold acquisition was funded, in part, with the pro-

ceeds from' the sale of 1370 Breadway, Manhattan, which

_+ closed in July 2003. Asa 1031 tax-free’ exchange, the trans-
-action enabled us to defer gains from the sale of 1370
Broadway and from the sale of 17 Battery Place South,

Manhattan, which gain "was initially re-invested in, 1370

- Broadway. The baldnce of the acquisition was funded ysing

our unsecured revolving ‘credit facility.

» 2002 Acqmsatlons

During the vear ended December 31, 2002, we did not

acquire any v Vhoﬂv owncd propemes
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Netes to Consclidated Fnancial Statements (conltinued)

Pro Forma - , ’
The following' table (in thousands,

amounts) summarizes, on an- unaudited pro forma basis,

“our combined results of operations for the years ended

December 31, 2004 anid 2003 as though the acquisitions

© of 220 East 42nd Street (February 2003) and 125 Broad,

Street (March 2003), the $210.0 million refinancing of
220 East 42nd Street (December 2003), the equity invest-
ment in 1221 Avenue of the Americas (December 2003)
(see Note 6), the acquisition of 750 Third and the equity
investment in 485 Lexington (July-2004) and the acquisi-

" ton of 625 Madison Avenue (October 2004) were com-
~ pleted on January 1, 2003 and the Decémber 2003 7.625%

Series C. cumulativé redeemable preferred stock, or thé
Series 9 preferred stock, the January and August 2004 com-
mon stock-and the April and July 2004 7.875% Series D

except per share

In July 2003, we sold 1370 Broadway for $57.5 million,

- realizing a gain of approximately $4.0 million. The net pro- -

ceeds were reinvested into the acquisiion of 461 Fifth

Avenue to effectuate a 1031 tax-free exchange.

During the year ended December 31, 2002, we did not

, dispose of any wholly-owned properties.

" At December 31, 2004, discontinued operations included

‘the results of operations of real estate assets sold during the

. three years then ended or held for sale at that date. This

‘included 50 West 23rd Street which was sold in March

2003, Shaws which was sold in May 2003 1370 Broadway
which was sold in July 2003, 17 Battery'Place North which

-was sold in October 2004 and 1466 Broadway which was

cumulative redeemable preferred stock, or the Series D

preferred stock, were issued on that date.

2004 2003
" Pro forma revenues $378,924 $347,054
Pro forma net income R $191;280 $102,407
Pro forma earnings per common share—basic $4.77 . $2.89

Pro forma earnings per common share” - S
and common share equivalcnts—dilutcc{ $4.61 $2.79
Pro forma common shares—basic T 40,111 35415

' Pro forma common share and ) - -
- common share equivalents—diluted 44,308 42,427

’

5 Breperlty Disposiions and

LHesets Held Tor Sale
In October 2004, we sold 17 Battery Place North for approx-
imately $70.0 million, realizing a gain of approximately $22,5
million. The net proceeds were reinvested into the acquisition
of 750 Third to effectuate a 1031 tax-free exchange.

- Year Ended December 31,

In November 2004, we sold 1466 Broadway for approxi-

mately $160.0 million, realizing a gain of approximately $73.2
million. The net proceeds were reinvested into the-acquisition

of 750 Third to effectuate a 1031 tax-free exchange.

In March 2003, we sold 50 West-23rd Strect for $66.0
million. We acqulred the building at the time of our initial
public offering in August of 1997, at a purchase price. of

sold in November 2004. The following table summarizes
income from discontinued opcranons (net of minority inter-
est) and the related realized' gain ‘on sale of discontinued
operationis . (net of minority interest) for the years ended

December 31, 2004, 2003 and 2002 (in thogsands).

2004 2003 2002
Revenues o .
Rental revenue $16,678 $26,035 $34,849
Escalation and . i ) -
reimbursement revenues, 2,174 3,590 3,860
Other income 219 557 203
Total revenues 19,071 30,182 38,912
‘Operating expense 5,934 . 8,014 9,349
Real estate taxes . 3,288 5,125 5,494
Interest . — 896 2,795
_ Depreciation and amortization 3,562 - 5,867 6,852
"Total expenses 12,784 19902 24,490
Income from dlSCODUHqu - ’
operations ' 6,287 10,280 14,422
Gain on disposition of ’ .
discontinued operations 95,680 22,850 - —
Minority interest in . .
_operating partnership ©(5,659) (2,209) (981)

approximately $36.6 million. Since that time, the building .

was upgraded and repositioned enabling us to realize a gain
of approximately $19.2 million. The proceeds of the sale
were used.to pay off an existing $21.0 million first shortgage
and substantially all of the balance was reinvested into the

acquisitions of The News Building and 125 Broad Street to. |

.. effectuate a partial 1031 tax-free exchange.

In May 2003, we sold 875 Bridgeport Avenue, Shelton,
CT, or Shaws, for approximately $16.2 million and the
buver assumed the existing $14.8 million first mortgage.
The net proceeds were reinvested into the acquisitions of
The News Building and 125 Broad Street to effectuate a

partial 1031 tax-free exchange.

a2

Income from discontinued
operations, net of .
minority interest

$96,308  $30.921 $13.441

B sructured Frarce Mvestrents

During the years ended December 31, 2004 and 2003, we
originated approximately $309.6 million and $165.5 miilion
in structured finance and preferred equity investments (net
of discount), respectively.-There were also approximately
$178.6 million and $92.1 million in repayments and partic-
ipations during those vears, reSpectively. At December 31,
2004, 2003 and 2002 all loans were performing in accor-
dance with the terms of the loan agreements.
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Notes to Consolidated Financial Statements (continued)

As of Decembcr 31, 2004 and 2003, we held-the following structured ﬁnance mvcstmcnts cxcludmg prcferred cqultv
investments, with a current yield of 10. 2% (in-thousands): : -

_ . C 20_04 2003 o Initial
‘ o o Gross . Seniar Principal- Principal . - Marurity
Loan Type - ‘ Investment Financing QOutstanding = . Outstanding - Date
. Mezzanine Loan (1y(2) " $ 15,000 .8 102,000 - $ 14,471 § 12445 Ocrober 2013~
"Mezzanine Loan(1}7(3) - S 3,500 - 728,000 - 3,500, ¢ 3,500 September 2021
Mezzanine Loan (1) . ' 40,000 © . 184,000 40,000 = February 2014 -
Mezzanine Loan <, 20,000 - 90,000, ' 20,000 ) — June 2006
Mezzanine Loan (4) .~ - 31,500 110,000 . 31,278 7 o= January 2006 -
Mezzanine Lean (5) : : — C — . — © 24957 April 2004
Mezzanine Loan _— o = ¥ — T —_ . 15,000 ‘ January 2005 -
Junior Participation (6), S 11,000 . 46,500 | '11,000. ©. 11,000 . - - May 2005°
Junior Participation (6) (7) ‘ 30,000 125,000 15,045 - -.30,000 . September 2005 ~
Junior Participation (1) . 37,500 ' 477,500 37,500 — * January 2014
Junior Participation’(1) ' : - 4,000 . 44,000 -3,964 3,993 - August 2010
Junior Participation:- . 36,000 - 130,000 - 36,000 - —. 7 April 2006
Junior Participation ' . 25,000 ,39,000- 25,000 ° — © June 2006
Junior Participation’ 6,994 “ . 133,000 . : -5,269 ( — . June 2014
Junior Participation (1) = -, ~11,000 - © 53,000 11,000 ‘ — November 2009
Junior Participation (1) Co 21,000 - - 115,000 - 21,000 oo . — November 2009
Junior Participation ) - — ) N C— . 500 Decembper 2004
Junior Participation (8) . — . - ‘ — 14926 November 2004
Junior Participation e ‘ — - C— = 15,000 - September 2005
: 2 ’ \$292,494. $1,677,000 $275,027, . $131,321 <

«(1)This is a ﬁ\cd' rate loan.

(2) This’is an amortizing loan.

(3) The maturity date may be accelerated to ]ulv 2006 upon thc occurrence of certain events.

(4) This investment was subjett to an $18.9 million loan at a rate of 200 basis points over the 30-day LIHOK The lo:m matured and was repaid in ]anuar\ 7005

(5)In July 2001, this loan 'was contributed to a joint venture with Prudential Real Estate In\ estors, or PREL. We retained a 50% interest in the loan. The ongmal invest-
ment was $50.0 million. This investment was redeemed in April 2004, :

(6)Thess loans are subject to three one-year eXtension options from the 1nmal maturity date.

(7) This loan is fully funded. A portlon of the initially funded loan was sold to a third party at par value.

© (8)On April 12, 2002; this Joan, with an original investmenit- of $30.0 million was contributed to our joint \cnrurc with PREI. The Compan\ retaineda 30% interest in
the loan. This loan was rcdcemcd in ]anuar\ 2004. .

bl

v

Preferred Equuty Investments
~ As of December 31; 2004 and 2003, we held the followmg prcferrcd equlty investments \Vlth a current vield of 10.43%
{in thousands) '

2004 2003 Initial *

- ‘ o - ‘ " Gross © " Senior Amount Amount . Marurity
" Type c " Investment - - Financing Qutstanding ©  Outstanding - Date -
Preferred equity (1) (2) | s — % - . % = $.7,809 .. May 2006
Preferred equity (1 (3 Lo 75,000 481,000 - . 75;000 — July 2014
Preferred equity (1) (4) | ' b — - — = 59,380 . April 2004-
- Preferred equity (5)- L o= — v — .. 5479 _ . July 2007
Preferred equity (5) S R . e Co— 8,000 . TJanuary 2006
Preferred equity (6) : o - . — = 7,000 " August 2006
‘ ' $75,000 $481,000 .. $75,000 $87,668 ’

(1) This is a fixed rate investment. . . ) .

(2) The investment is subject to extension oprnons We will also partmp"m. in the appreciation of the property upon sale to a third party abow a specified threshold. This
investment was redcemed in December 2004. I :

- (3)An affiliate of ours owns an interest in the first mortgage of the underlymg propcrtv

(4) This investment was redeemed on April' 1, 2004. N '

(5) This investment was redeemed in'July’ 2004. ’ ‘

(6} This investment was redecmed in March 2004 in conn«,ctlon thh the acqulsmon of l9 West 44th Street. See Note 6.

~ . . . . ~

43,
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Notes (o Consolidated Financlal St

B nvestmoent In Unconsolidated
. Jelnt Verntures

Rockefeller Group International Inc. Joint Venture
In December 2003, we purchased a 45% ownership interest

. in 1221 Avenue of the Americas for $450.0 million from The
McGraw-Hill Companies, or MHC. MHC is a tenant at the

property and accounted for approximately 14.6% of property’s
annualized rent at December 31, 2004, Rockqfcller Group
International, Inc. retained its 55% ownership interest in 1221
Avenue of the Americas and continues to manage the prop-
erty. For the vear ended December 31, 2004, we recognized
an increase in net equity in unconsolidated-joint vertures of
approximately $685,000 as a result of amornzmg the SFAS
No. 141 adjustment:

1221 Avenue of the Ameéricas, known as The McGraw-

square foot, 50-story class “A” office building located in
Rockefeller Center.
The gross purchase price of $450.0 million was partially

funded by the assumption of 45% of underlying property
. indebtedness of $175.0 million; or- $78.8 million, ~and the

balance  was paid in cash. This loan, which matures in

December 2006, has an. interest rate based on the

Eurodollar plus 95 basis points (effective all-in weighted

foldelmre st @@@rﬁuumuc;f D

MSSG Il

In January 2001, we, togcther with MSREF, through the
MSSG 11 joint venture, acquired 469 Seventh Avenue,
Manhattan, for apprommately $45.7-million, excluding clos-
ing costs. The property is a 253,000 square foot, 16-story
office bmldmg In addition to holding a 35% ownersh1p'
interest in the property, we acted. as the operating member
for the joint venture, and were responsible for leasing and
managing the property. During 2002, we earned approxi-

- mately $137,000, for such services. The acquisition was par-

tially funded by a $36.0 million mortgage from LBHI. The

" loan, which was to mature in February 2003, carried a fixed

‘Hill Comparucs building, is an apprommatclv 2.55 million

interest rate of 7.84% from the acquisition date’ through
March 2001, and thereafter,-the interest rate was LIBOR
plus 210 basis poihts. ) ’
In June 2002, the MSSG II joint venture sold 469 Seventh
Avenue for a gross sales price’ of $53.1 million, excluding
closing costs. MSSG 1I realized a gain of approximately $4.8

_million on the sale of which our share was approximately $1.7

average interest rate for the year ended December 31, 2004

was 2.36%). We funded the cash component, in part, with
proceeds from our offering of our Series C preferred stock
(net proceeds of approximately $152.0 million) that closed
in December 2003. The balance of the proceeds was funded

with our unsecured revolving credit fac1hty and a $100.0

mxlhon non-recourse term loan.

" - Morgan Stanley Joint Ventures

MSSG |
In December 2000, we, together with Morgan Stanley Real

-Estate Fund, or MSREF, through the MSSG T joint venture,

acquired 180 Madison Avenue, Manhattan, for approximately
$41.3 million, excluding closing costs. The property is .a
265,000 square foot, 23-story building. In addition to hold-
ing a 49.9% ownership interest in the property, we act as the

operating member for the joint venture, and are respons1blc ‘

“for leasing and managing the property. During 2004, 2003

and 2002, we earned approximately $362,000, $281,000 and
$331,000 for such services, respectively. The acquisition was
partially funded by a $32.0 million mortgage from M&T
Bank. The loan, which was to mature in December 2005, car-
ried a fixed interest rate of 7.81%. The mortgage was interest.
only untl January 2002, at which time principal payments
began. In July 2003, this mortgage was repaid and replaced

_ with a five year $45.0 million first mortgage. The. mortgage

carries a fixed interest rate of 4.57% per annum and is interest
only for the first year, after which time principal repayments

million. In addition, the $36.0 million mortgage was repaid
in full. As part of the sale, we made a preferred equity invest-
ment of $6.0 million in the entity acquiring the asset. As a
result of this connnulng investment, we deferred recognition
of our share of the gain until our preferred 1nvestmcnt was

' redcemcd in 2004.

MSSG i

In May 2000, we sold a 65% interest, for cash, in the prop-
erty located at 321 West 44th Street to MSREF, valuing the
property at approximately $28.0 million. We realized a gain
of approximately $4.8 million on this transaction and
retained a 35% interest in the property (with a carrying value
of approximately $6.5 million), which was contributed to
MSSG 1. We acquired the 203,000 square foot building,
located in the Times Square sub-market of Manhattan in -
March 1998. Simultancous with the closing of this joint ven-
ture, the venture received a $22.0 miillion mortgage for the
acquisition and capital improvement program, which was’
estimated at approximately $3.3 million. The interest only
mortgage was scheduled to mature in April 2004.and had an_
interest rate based on LIBOR plus 250 basis points. In addi-
don to retaining a-35% economic interest.in the property,

we, acting as the operating member for. the joint venture,

were responsible for redevelopment, construction, leasing

" and’ management of the property. During 2003 and 2002,

begin. The joint venture agreement provides us’ with the |
opportunity to gain certain economic benefits based on the

financial performance of the property.

4.4,

we earned approximately $147,000 and $227,000, respec-
tively, for such services. The venture agreement provided us
with the opportunity to gain certain. economic benefits
based on-the financial. performance of the property.

In_ December 2003, she MSSG III joint venture, sold the
property for a gross sales price of $35 0 million, excluding
closing costs. MSSG 11T realized a gain of apprommatcly
$271,000 on the sale of which our share was approximately
$95,000. We also recognized a gain of approximately $3.0
million, which had been deferred at the time we sold the
property to the joint venture. '
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Céty Investmeni Fund Joint Ventures -

19 West 44th Street :

r

'SITQ Immobilier Joint Ventures

_ One Park Avenué

In March 2004, we, through ajoint venture with The Cltv :

Investment Fund, or CIF, acquired the property located at

19 West 44th Street; or 19 West, for $67.0 Imlhon includ- o

- ing the assumpno,n of a $47.2 million ‘mortgage, wmh the
‘potential for up fo an additional $2.0.million in considera-

In May 2001, we entered into a joint venture with respect

to the ownership of our interests in One Park Avenue,

Manhattan, or One Park, with SITQ Immobilier, a subsidiary

~ of Caisse de depot et placement du Quebec, or SITQ. The

tion based on property performance. This was satisfied" in" -

December® 2004 for $1.25 million. We previously held a

$7.0 million preferred equity investment in the property that ‘

- was redeemed at the closing. We now “hold a 35% equity
interest in the property. The joint venture financed the trans-

property is a 913,000 square foot office building. Under the

terms of the joint venture, SITQ purchased a 45% interest in -

our interests in the property based upon a gross aggregaté
price of $233.9 million, exclusive of closing costs and reim-

" bursements. No gain or loss was recorded as a result of this
- transaction. The $150.0 million mortgage was assumed by

action by assuming the existing $31.8 million’ first mortgage

_ 'and’a $15.4 million mezzanine loan with all-in weighted
" interest rates of 2.35% and 8.5%, respectively. The effective

all-in weighted “average interest rate for the year ended.

December 31, 2004 was 4.54%. The mortgage matures in

September 2005 and is open for prepayment in Aprll 2005.

19 West is an approximately 292,000 square foot office

the joint venture. The interest only mortgage, which was
scheduled to mature in January 2004, was extended for one
year. This mortgage ‘had an interest rate based on LIBOR
plus 150 basis points (2.74% at December 31; 2003). W

provided management and leasing services for One Park
During 2004, 2003 and 2002, we earned approximately $0.8

: n’lllllOl] $1.7 million and $1.1 million, respectively, for such

building located between Fifth and Sixth Avenues. We dctas ‘

 the operating partner for the joint venture and,ere responsi-
ble for leasing -and managing the property. During the year
ended December 31, 2004, we carncd approumatelv
871,000 for such services. The joint venturé agreément

" ‘provides us with ‘the opportunity to gain certain economic

benefits based on the financial performance of the propertv

‘ - 485 Lexmgton Avenue )

In July 2004, we acquired a 30.0% CqultV interest in the . -

921,000 square foot office building located at 485 Lexington
Avenue, or 485 Lexington, through a joint venture with CIF
and the Witkoff Group. The’ purcHasc price for 485 Lexington
~ was $225.0 nulhon The joint venture has arrangccl for a loan
facility to fund 75% of the acquisition and anticipated re-ten-

anting costs 6f 485 Lexington. €onsistent with our prlog joint
‘venture, arrangements, we act ds the operating. partner and

. 1250 Broadway

. day-to-day manager of the venture and are entitled to' man- -

agement fees, leasing commissions and incentive fees. During

the year ended December 31, 2004, we earhed approximately .

/$104,000 for such services. Atdl osing, TIAA-CREF entered:

into an operating lease for the entire building. Upon expira- -

tion of the operating lease in December-2005, it is anticipated
that TTAA-CREF will vacate all ofthe space it occuipies in 485

" ‘chmgton (approx1mately 870,000 square feet).

Simultaneous with the closing of 485 Lexington, the ]omt
venture closed on a $240.0: ‘million loan. The loan, which
bears interest at 200 basis points over the 30- day LIBOR, is
. for three years and has two one-year extefsion options.” At
closing, the, joint venture drew down approximately $175.3

- million. The balance will be used to fund the redevelopment

program on an as-needed basis. The effective all-in weighted

average interest rate for thc year ended Dccember 31, 2004,

was 3.84%. .

- 2003 and 2002,

45

services. During 2004, 2003 and 2002, we earned approx-

imately $618,000, $757 000 and $797,000 in asset man-’

agement fees, respcctivel);. The various ownership interests

-in the mortgage positions of One Park, held through this
joint venture, provided for substantially all of the economic -
interest in the property and gave the joint venture the sole

option to purchase the ground lease position. Accordingly,
we accounted for this j joint venture as havmg an ownership
interest in the property.

In May 2004, the joint venture sold a 75% interest to an
afﬁ liate of Credit Suisse First Boston (sec below).

In November 2001, we sold a 45% intétest Jin 1250

Broadway, Manhattan, or 1250 Broadway, to SITQ based on '
the property’s valuation of approximately $121.5 million. No

gain or loss was recorded as a result of this transaction. This
property is a 670,000 square foot officé building. This prop-
erty was subject to an $85.0 million mortgage. The interest
only mortgage was'scheduled to mature in October 2004 and
had a ene-year renewal opton. The mortgage had an interest

rate based on. LIBOR plus 250 basis points (3.62% at’

December 31, 2003). We entered into a swap agreement on
our share of the joint venture first mortgage. The swap effec-

tively fixed the LIBOR rate at 4.04% through January 2005."
In July 2004, we refinanced 1250 Broadway with a $115.0.

million mortgage. The interest only loan carries an interest
rate of 120 basis points over the 30-day LIBOR (effective all-
in weighted average interest rate of 6.29% for the year ended
December 31, 2004). The loan matures in August 2006 and

is subject to three one-year as-of-right renewal extensions. We
provide management and leasing services for 1250 Broadway.

During 2004, 2003 and-2002, we earned approximately

$781,000, $695,000 and $642,000, respectively, for such.

services. During each of the years ended December 31, 2004,
we earned $240,000, $900,'000 and
$900,000, respectively, in asset management fecs.
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1515 Broadway

In May 2002, we, along with SITQ, ‘acquired 1515
Broadway, Manhattan, or 1515 Broadway, for a gross pur-
chase price of approximately $483.5 million. The property is
a 1.75 million square foot, 54-story office” tower located on
Broadway between 44th and 45th Streets. The property was
acquired-in a joint venture with us retaining.an approximate

Netes to Consoll o@aﬁ@” Fam@r@uaﬂ @t@{z@w@mﬁ@s {

55% non-controlling interest in the asset. Under a tax pro-

‘tection agreement established to protect the limited partners

of the partriership that transferred 1515 Broadway to the
joint venture, the joint venture has agreed not to adversely

© affect the limited partners’ tax positions béfore December

2011. We provide management and leasing services for 1515
Broadway. During 2004, 2003 and 2002, we earned approx-

corntirued)

CSFB’s affiliated entity acquired its equity interest for
$60.0 million. The acquisition was based on a total valuation
of approximately’ $318.5 million. The $238.5 ‘million 10-
year interest only loan bears interest at a fixed rate of 5.8%
and replaced the existing $150.0 million floating rate loan,
which was scheduled to mature in. January 2005. We
received $83.0 million in net proceeds, which were used to
pav down our unsecured revolving credit facility. We have
retained a 16.7% interest in the new venture, which may be
increased substantially based upon the financial performance
of the property. SITQ retained an 8.3% interest. We will man-
age the venture, in addition to. contmumg our responsibility

‘of leasing and managing the property. During 2004, we

imately $2.6 million, $1.4 million and $828,000, respec-

tively, for such services. During 2004, 2003 and 2002, we
earned approximately $979,000, $898 000 and $612,000,

' respectively, in asset management fees.

'

1515 Broadway was acquired with a $275.0 million first

© mortgage and’ $60.0 million of mezzanine loans, or the

Mezzanine Loans. The balance of the proceeds were funded
from our unsecured line of credit and from SITQ’s capital

. contribution to»the joint venturé. The $275.0 million first

mortgage carried anrinterest rate of 145 basis points-over the
30-day LIBOR. The Mezzanine Loans con51stcd of two $30.0

‘million loans. The ﬁrst mezzanine loan carried an interest rate

of 350 basis points over the 30-day LIBOR. The second mez-

zanine loan carried an' interest rate of 450 basis poimts over the
30-day LIBOR. We entered into a swap agreement on $100.0
million ‘of our share of the joint venture first mortgage. The
swap effectively fixed the LIBOR rate on the $100.0 million at
2.299% through Jufie 2004. This swap was extended for one
vear at a fixed LIBOR rate of 1.855%. In June 2004, we refi-
nanced the property with a $425.0 million first mortgage. The
interest only mortgage carries an interest rate of 90 basis points
over the 30-day LIBOR. The all-in weighted average effective
interest rate was 3.62% for the year ended December 31, 2004.

The mortgage matures in July 2006 and is subject to three
one-year as-of-right renewal options.

" One tenant, whose leases end betweeri, 2008 and 2015, rep-

~ resents approximately 81.4% of this j ]omt venture’s annualized

rent at December 31 2004

Credit Sunsse Flrst Boston Joint Venture

In May 2004 Credit Suisse First Boston LL.C, or CSFB,
through a wholly owned affiliate,.acquired a 75% interest in
One Park. The interest was acquired from a joint venture
comprised of SITQ and us. Simultaneous with the closing of
the acquisition, the new joint venture completed a refinancing

of the property with an affiliate of CSFB.

t

earned approximately $940,000 for these services. During the’
year ended December 31, 2004, we earned approximately
$17,000 in asset management fecs.

.-We accounted for the transactioias a sale of i mterests and rec-
ogmzcd a gain on sale of approximately $22 million. Our initial
book basis in the new joint venture is approximately $4.0 mil-

" lion and it :will be accounted for under the equity method. In

addition, we earned a.$4.3 million incentive fee earned pursuant
to the prior joint venture agreement with SITQ.

Prudential Real Estate Investors Joint Venture

In February 2000, we acquired a 49.9% interest in a joint
venture, which owned 100 Park Avenue, Manhattan, or 100
Park, for $95.8 million. 100 Park is an 834,000 square foot,
36-story office building. The purchase-price was funded
through a combination of cash and a scller provided mort-

. gage on the property of $112.0 million. In August 2000,

AIG/SunAnderica issued a $120.0 million mortgage collat-
eralized by the property located at 100 Park, which replaced
the pre-existing $112.0 million mortgage. The 8.00% fixed
rate loan has a ten-year term. Interest only was payable .
through October 1, 2001 and thereafter principal repay- .
ments are due through maturity. We. provide managing and
leasing services for 100 Park. During 2004, 2003 and 2002,
we earned approximately $767,000, $757,000 and
$631,000 for such-services, respectively.

. Gramercy Capital Corp.

In April 2004, we . formed -Gramercy Capital Corp., or
Gramercy, a specialty finance company focused on originating
and acquiring loans and other fixed-income investments
secured by commercial and multi-family real estate. Gramercy
will contihue our: structured finance business as a separate

- public company. Gramercy mtends to operate as and qualify

as a REIT for federal income tax purposes. In July 2004,

. Gramercv sold 12,500,000 shares of common stock in its ini-

tial public offenng at a price of $15.00 per share, for a total
offering of $187.5 million. Gramercy’s common stock is

listed on the New York Stock Exchange under the symbol

48

“GKK.” As part of the offering, which closed on August 2,
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'2004 we purcﬁased 3,125 AOO(:) "snares or 25%" of ! Gra’mercv

SL Green Reaity c‘_@rp'.‘ . oL

" for a total irivestment of apprommately $46.9 million: The -

" market value of: our investment in Gramercy. was approxi-

mately. $64.4. million. on December 31, 2004. In January -.”

2005, we purchased an additional 1: 275 OOO shares of com-
"~ mgn stock ‘of. Gramercy, incredsing out total investment to

A N
" During that same; period, Gramercy reimbursed approxi- -
mately $2 4 million to us for organizational costs incurréd in
connection with thie formation of Gramercy, the formation
of its' affiliates, the, initial public offering, and to reimburse:

us for consultmg fees paid to Gramergy’s Chief Operating -,

© Officerand Chief Financial Officer,.respectively.

" approximately $68.9 millioh. We currently hold 4,710,000

shares of Gramercy common stock. Gramercy is a variable

) interést entity,"but we are not the primary beneficiary. Dueto -

the significant mﬂuence we. have over Gramercy, we account
for our investment under the eqmty method of dccounting.

GKK Manager LLC, or the Manager, an affiliate of ours, .

“entered intd 2 management agreement with Gramercy, o
which provrdes for an 1n1t1al term.through December 2007,

- with automatic one-year extensron options. and sub]ect to
certain terminatiof rights. Gramercv will pay us'an annual
' management fee equal t0.1.75% of their stockholders equity-

~ (as defined in“the management agreement). For the period -

from April -12, 2004 through December 31,2004, we
received an aggregate of apprommately $1 3 mrllron in fees
under this'agreement.

We, along with the Manager hold -Class B hmrted partner '

“interests for a nonnnal percentage of Gramercys operating
partiiership. We and the Manager currently own 85 umiits and

The condensed combined balance sheets for the unconsol-
idated joint ventures including Gramercy, at December 31,
2004 and 2003 are as fo llows(in thousands)

2004 .- 2003

Assets . : - )
Commercial real estate property, net - $2,420,851 $2,045,337
Structured finance.] rnvestments ’ 411,478 —
Other assets ° 304,230 290,373
Total assets $3,136,559 $2,335,710
'Liabilides and rrrernl?ers’ equity o
" Mortgage payable °* - $1,576,201 $ 907,875
- Other liabilities. 98,960 88,629 :
- Members® equity 1,461,398 1,339,206 -
Toral liabilities and members’ equity '$3,136,559 . $2,335,710
Company"é net investment in . o T
unconsolidated joint ventures ‘8 557,089 $ 590,064

. 15 units of the Class B limited partner interests, respectively. In .
thie future this may be reduced to 70 units and 30 units, respec- -

tively. To provrde ani‘incentive for the Manager to enhance the |

value of the common stock,.we, along with the-Maniager, are
entitled to an 1ncenUve rerurn payable through the Class B lim-

- ited partner- interests equal td 25% of the amount by which “

- funds from operatrons (as defined in Gramercy’s partnership
agreement) plus cértain’ accounting gains exceed the product

- of the weighted average stockholders’ equrty of Gramercy mul-

‘ trphed by 9.5% (divided by 4*to adjust for. quarterly calcula—

tions). We'will record any distributions-on the Class B hmlted B

partner inferests as an incentive: distribution- income ‘in. the
- period when earned and when receipt of such amounts have

Becomie probable and reasonably éstimable in accordance with .

Gramercy’s partership agreement -No amounts were earned

- or accrued: under this agreement as of December 31, 2004. .

Due to the control we have_over the Manager we consohdate
_the accounts of the Manager into ours.

’

Gramercy is obhgated to reimburse’ the Manager for its .

costs “incurred ander an asset servicing agreement and an

o,

The condensed combined statements of operatrons for the

'\unconsolldated joint ventures from acquiisition date through

December 31 2004 are as follows (in thousands)

2004 . 2003 . 2002 -

‘-Total‘re\'enues S '$345,389 $176,889.. $154,685
Operating expenses ' 83,249 48988 ~ - 39,831
Real estate taxCS 59,545 . . A33,741 23,430
Interest - 48,839 34,295 . 32,019
Deprecranon and amhortizadon 56,820 - 30,232 24362

* Total expenses - - .~ 248,453 | 147,256 119,642
Net income before - e ) L
- gain on sale- $ 96,936 . $ 29,633 $ 35,043
Company’s equity in net - ‘ : ’ ’

“income ofunconsohdated .o o

$ 44,037 § 14871,

[ ]O_lnt venturee_; ’

outsource agreemert between us and the Manager The -

. asset servicing agreement’ provides_ for. an' annual fee of
- 0.15% of the book value of Gramercy’s investments, exclud-

ing certain defined i investments.-The outsourcing agreement -

ally over the prior year. For the period from April 12, 2004
through December 31, 2004 the  Manager recerved an

“aggregate of apprommately $637 000 under the outsourcmg- )
© .- and-asset servrcmg agreements '

©_ provides a fee of $1.25 million ¢ Det year, increasing 3% annu- . -

a7

$ 18,383 . -

~-
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Service Corporation -
In order to maintain our qualification as a REIT whlle real-
izing income from -management, leasing ard. construction

contracts from third parties.and joint venture properties, all of -

the management .operations are -conducted’ through the
Service Corporation. We, thirough out Operating Partnership,
own 100% of-the noh‘voting common stock (representing

95% of the total equity) of the Service Corporation. Threugh-

dividends on its equity interest; our Operating Partncrsth
- receives substantially all-of the cash flow from the Service

Corporation’s operations. All.of the voting common stock of *
the Service Corporation (representing 5% of the total equity)

is held by our affiliate. This controlling interest gives the affil-
_iate the power'to elect all ditectors of the Service Corporation.
“Prior to July 1, 2003, we accounted for our investment in the

Service Corporation on the equity basis of accounting because -

we had significant influence with réspect to management and
operations,
. Corporation is considered to be a variable interest engity
“under FIN 46 and. we are the primary beneﬁaarv Therefore,
- effective July 1, 2003, we consolidated-the operations of thc
-Segvice - Corporatlon For the year ended December 31, 2004
and the six months ended December 31, 2003, the Service

Corporation earned approximately $7.7 ‘million and $3.3 mil- .

lion of revenue and incurred appr'oximétdy $63 millien and
$3.3 million in expenses; respectively. Effective January 1,
2001, the Service Corporation clected to be taxed as'a TRS.

All of the management, leasing and construction. services

with respect to the properties wholly-owned by us are con-

ducted through SL Green Management LLC Wthh is 100% .
. owned by our Operatmg Partnership.

b‘ eEmerge

Tn May 2000, our Operatmg Partncrship formed cEmcrge
Inc., a Delaware corporation, or eEmefge, in partnership.with -
'Fhud Ventures LLC, or Fluid. In' March 2001, we bought out.

Fluid’s entire ownership interest in eEmerge: éEmcrgc_is a sep-
. arately managéd, self-funded conipany that provides fully-wired
and furnished office space, services and suppert to businesses.

We, through our Qperating Parmershlp, owned all the non-.’
voting common stock of eEmerge. Through dividends on our -

equity interest, our Operating Partnership received approxi-

mately 100% of the cash ﬂow from eEmcrge operations. All of’

but did not control the entity. The Service

< ’ ) oL @reemn Really Corp.

o Consolidated Financlal Statements (continued)”

. the ~voting commorn stock. was hcld by an affiliate. This ¢on-

- " wolling interest gave the affiliate the power to elect all the )

directors of cEmerge. We accounted for our investment in

eEmerge on the equity. basis of accountmg ‘because although

we-had significant influence with réspect to management and
operations, we ‘did not control the. entity. Effective March

- 2002, we acquired all the voting common stock: previously
“held by the affiliate. As a result, we control all the common
“stock of cEmerge. Effective with the quarter'ended March 31,

2002, we consolidated the operations of eEmerge. Effective

]anuary 1, 2001, eEmerge elected to be taxed as a TRS..

In June 2000 eEmerge and Eureka Broadband
Corporation, or Eurcka formed . eEmerge NYC. LLC, a
Delaware limited hablhty company, or ENYC, thrcby‘
eEmerge has a 95% interest and ‘Eureka. has a 5% interest in -
ENYC. ENYC operates a 50,200 square foot fractional office. -

- suites busmess ENYC entered into a 10-year lease with our
Operating Partnersth for its premises, which is located at 440

Ninth Avenue, Manhattan. Allocations of nét profits, net’

- Iosses and distributions are made in-accordance with the
Limited Liability. Company Agreement of ENYC. Effective

with the quarter ended March 31 2002 we consolidated the

" operations of ENYC. e

The net book value of our investment as of December 31,

+2004 and 2003 was approximately $3.4 million and $4.0

million, respectively. Management currently believes: that,
assuming future increases in rental reveénuie in éxcess of infla-

- tion, it will be possible to recover the net book value of the -

investment through future operating cash’ flows. However,
there is a possibility that eEmerge will not generate sufficiént
future operating cash flows for us to recover our investment.
As a result of this risk factor» management may in the future *
determine that it is necessary to write down a portion of the -

‘ net book value of the investment. ' .

*' @@GOW@J GCosts

Deferred costs at:December 31 consxsted of the followmg EE

v(m thousands)

F- - 2004 2003

Deferred financing $ 20,356 $.22,464
Deferred leasing 162,184 49,131

. . . . 82,540 71,595
Less accumulated amortization (34,671) (32,318)

$ 47,869 § 39277

TN
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The first mortgage notes payable coﬂaterahzcd by the respectlvc properncs and. aSSJgnmcnt of lcases at Decembcr 31 2004 and
' ’2003 rcspectlvely, were as follows (m thousands) . » :

. Maturity " Interest

fPropcmf‘ - R . Date  -Rite - 2004 2003
1414 Avenue of the Amcrlcas (1) S . 5/1/09 Se. 7.87% - - $ 13,325 $ 13,532
" 70 West 36th Street (1) » . - - _ - 5/1/09 T 78T% 11,611 - 11,791
711 Third Avenue't) -~ . - S 9/10/05 . 813% - 47,602 48,036
420 Lexington Avenue (1), ... ‘ 11/1/10 . . 8.44% - 119412 . 121,324
"673 First Averipe.(1)” - " c L 2/11/13 T 567% . 35,000 35,000
125 Broad-Street 2) - ¢ o . 10/11 /07 - . 8.29% 75,526 76,188 .
220 East 42nd Street(1)" , o L 12/9/13 S -523% . 210,000 210,000 -
625 Madison Avenue. . . o - 11/1/15 o 1627% 102,000 - =
. Total fixedratedebe” -~ . - L . 614,476 515,871
Total floating rate debt . - o o RS v : = e -
Total mortgagc notes payablc T o S .. $614,476 . $515,871

(l) Hcld in bankruptC\ rcmotc specml purposs cntm ' ’
(2) This mortgagc has an irijdial- fpaturity datc -of October 11, 2007 and a Lontru_tual maturity date of October 11, 2030

" At Decembcr 31 2004 and 2003, thc net book Value of the propcrtlcs collatcrahzmg the mortgage notcs was appromnatelv '
$852.1 million and $594 7 million, respccmvely ‘ '
For the year ended Decenber 31, 2004, we mcurred apprommatcly $62. 7 mﬂhon of interest cxpcnse c)cludmg apprommatclv

$433, 000 which was capltahzed ‘ : o ‘

P

VPrmclpaI Maturltues . :
Combined aggregate pnnc1pal maturities of 1 mortgages and notes payablc secured and unsecurcd revolvmg credit facilities, term
loans and our sharc of ]omt venture dcbt as of December 31 2004 cxcludmg e\ten51on options, were as folJows (in thousands)

Rcvolvmg . ‘ - ' Joint

“Scheduled Principal - . Credit’ Term . .. Venture :

. - . ** Amortization  Repayments - Facilities -, '~ ‘Loans - * Total - ' " 'Debt
2005 S 8 4158 847247 $.18900 . $- — 8 70,305 8 17,240
L2006 ¢ . e 4,388 . —. 92,000 - . — 96,388 376,728
2007 - IR S 9,671 73341 T — 0 1,324 84,336 . .53,723
2008 - .. . - o 9,857 - = .= 98676." _ .108,533 . 21923
12009 - S L 10,207 0 . 22,8247, — ° . 325,000 _ 358,031 779
Thereafter . -~ ..« . 38404.° 394379 - . = - _ . 432783 94,817
R $76,685 - $537,791  $110,900 - $425,000  $1,150,376  $565,210
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. Mortgage Recordmg Tax—Hypothecated Loan ‘
- Qur Operating Partnership mortgage tax. credit loans

'120 basis points: The unsecured reVolvmg credit facility also - -

totaled approximately $45.5 million from LBHI at.

December 31, 2003. As of December 31 2004, the LBHI
facility was dlscont_mued All mortgage tax CI‘Cdlt loans had
been utilized. These loans were collateralized by the mort-
. gage encumbenng the ‘Operating Partnership’s interests in
290 Madison Avenue. The loans were also collateralized by

requires a 15".to, 25. basis point fee-on the unused balance
payable anmually'in arrears. At December 31 2004, nothing
was outstanding undér this facility. Avaﬂablhty under the

- unsecured revolving. credit facility at December 31, 2004 was

further reduced by the issuance of letters of credit in .the -

" amount of $4.0 mllhon The unsecured revolving credit facil-

an equivalent amourit of our cash, which was held by LBHI

and invested in*US ‘Treasury securities: Interest earned: on
. the cash collateral was applied by LBHI to service the loans
_ with interest rates commensurate with that of a portfoho of
. six-month US Treasury securities, which was-to mature on

. June 1, 2005. Our Operating Parmershlp and LBHI each -

had the right of offset and therefore the loans and the cash
* collateral were presented on a nét basis in the consolidated
balance sheet. Under the terms of the LBHI facility; no fees
were due to the lender unitil su¢h time as the facility was uti-
. " lized. When a preserved mortgage was assignied to a third
‘party or was used by us in a financing transaction, finance

" costs were icurred and were only calculated at that time.

ity includes certain restrictions and covenants (see restrictive
covenants below). -

. \

Secured Revolving Credit Facility

In December 2001, we obtained a $75.0 million secured”

» ‘vrevolvmg credit fac1hty The secured revolvmg credit facility

~ had a term of two years with a one-year extension option.

The extension option was exercised in December 2003. This’
facility was furthér extended and how matures in December
2006. The facility was increased to $125.0 million in March
2004. In September 2004, we reduced the interest. rate °

~ spreadtoa spread ranging from 105 basis points to'135 basis

These costs were then accounted for based on the nature of -

the transaction. If. the mortgage credits were sold to a third
party, the finance costs were written off directly agamst the
gain on sale of the credits. If the mortgage credits were. used

points over- LIBOR, based on our leverage ratios, currentlv

-+ 120 basis pomts and is-secured by various structured finance

investments. At Deécember 31, 2004, $92 0 million was out-

. standmg and carried an effective all-in annual weighted aver-

. by us, the finance costs were deferred and amortized over

the term of the new relatéd mortgage: The amortlzatlon
gag
period was dependent on the term of the new mortgage.

age interest rate of 4.13%. The secured revolving credit
fac111ty includes certain restrictions and covenants which are
similar to those under the unsecured revolvxng credit facﬂ]ty'

. (see restrlctlve covenants below).

The purpose of these loans was® to temporarily preserve

-mortgage recording tax credits for future potenna‘l acquisi-
tions of real property, which we'may make, the financing of

2

.~ which these credits would be applicable and provide a finan-
. cial savmgs At the same time, the undeflying mortgage
remain as a bona fide debt to LBHI. The loans were consid-
ered utilized when the loan balance of the facility decreased

In connectlon w1th a structured- finance transacnon which -
closed in June 2004, we entered into a secured term loan for
$18.9 million. This loan which was scheduled to mature in

. December 2004, was extended to. ]anuarv 2005. Tt carried

which’ may include property level debt; or refinancings for . -

an interest rate of 200 basis points over the one-month |

.LIBOR (effective all-in rate of 3.77% for the year ended -

due to the assignment of the preserved mortgage to a’prop:

“erty, which we were acquiring with debt or was being
ﬁnanced by us, or to a thlrd party for the same purposes. .

i ﬂ@ -@@M@Dvimg Credit Fa@ﬁuaﬁﬁ@s )

‘Unsecured Revolvmg Credlt Facility
In September 2004, we modified our $300. 0 million unse-
cured revolving credit facility. We have.a one- time option to
increase the capacity under the unsecured revolving credit
facility to $375.0 million at any time prior to the maturity
“date. The unsecured revolving credit facility, . matures in
March 2006, and’ has a one-year extension opnon It bears
" interest at a spread ranging from 105, basis points to'135 basis
_points over LIBOR, based on our leverage ratio, currently

‘50

Dec_ember 31 2004) This loan was repald in ]anuary 2005.

Term Loans
~In Decernber 2002, we obtamed a $150 0 rmlhon unse-
cured term loan. Effective June 2003 _the. unsecured term

- loan was increased to $200.0 mllhon and the fernt was °

extended by six- months to Juné-2008. In August 2004, the
unsecured term loan was further increased to $325 0 million

* and the maturity date was further extended to August 2009.- .
"* This term loan bears interest at a spread ranging from 110

basis points to 140 basis points over LIBOR, based on our
leverage ratio.'As “of December 31,:2004, we had $325.0 mil-
lion outstanding under the unsecured term 1oan at the rate of

-+ 125 basis points over LIBOR. To limit our exposuré to the
* variable LIBOR rate we entered into various swap agreements

to fix the LEBOR rate on the,entire unsecured term loan. The
LIBOR rate was ﬁxed for a blended all-in rate of 4.50%. The
effective all-in interest rate on the unsecured term loan was

4.96% for the yeér ended at December, 31, 2004

P 1




In Deccmber 2003 we, cntcrcd into an unsecurcd non- .

‘recqurse term loan for $67.6 million, and rcpmd the mort-

‘gage on 555 West. 57th Street. The termis of this 10an were ,
. the same as those on the 555 West 57th Street mortgage. As™

a result, this loan carried an effective quarterly interest rate

of 8.10 percent due to a LIBOR floor of 6.10% plus 200'
basis points. This. loan was repaid in April 2004.. . ,
" In Decerhber 2003; we closed on a. $100 0 miillion five-

 year non-recoursé term loan securéd by a pledge of our own-

loan has 4 ﬂoanng rate. of 150 basis points over the current

' ership interest in 1221 Avenue of the Americas. This term .

SL‘.@re.én Realty c'@‘»rm}. .
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on disposirjén of the financidl instrurients. The use of differ-

cent market assumptions and/or estimation mcthodologlcs‘
may have a materidl effect on the estimated fair value amounts.
Cash equivalents, accounts receivable,-accounts payable,

and revolving. credit facilities: balances: reasonably approxi-
mate their fair values due to, the short maturites of these
items! fMortgage notes payablc and the-unsecured term loans.

. have an estimated fair value based on discounted cash flow
‘models of approximately $1.1. billion, which exceeded the - ‘
"book value of the related ‘fixed rate debt by approximately °

**$11.8 mllhon Structured finance investments are carried at

LIBOR rate (effectwe all+in rate of3 54% for the year ¢ ended -
- Décernber 31, 2004). During Apnl 2004, we entered into a

. serial step- swap commencing April 2004 w1th an initial 24-

-xmonth. all:in rate of 3.83% and a blended all-in rate of 5. 10%
w1th a final matunty date in Deccmbcr 2008

. «‘Restrlctlve Covenants

- amourits, which rcasonably appronmatc thcxr fair -value as

determined by us. - .
Disclosure about fair valie of ﬁnanc1al instruments is based-

~on pértinent mformanon available to us as of December 31,
©+2004. Although we are not aware of any factors that wduld
v'Slgmﬁcandy affect the reasonable fair value amounis, ‘such

The terms of the uisecured and securcd revolvmg crcdlt" '
facilities and the term loans include certain ‘restrictions and "

dividends (as discussed below);- the incurrence 'of additional

- indebtedness; the incurrence of liens and the disposition of

. -assets, and whlch require. comphance ‘with ﬁnancnal ratios '

relating to the rminimum amount of tangxblc net worth .the

- minimum amount of debt service coverage, and fixed charge

‘coverage, the maximum amount of unsecured indebtedness,

ice coverage and certain mnvestment hmmmons The dividend

: _'-resmcnon referfed to above- provides that, except to' enable”

- - covenants which limit, among other things, the payment.of .

. ‘ﬂ@ @@mﬁaﬂ Ineome -

amounts have:not been comprehenswely revalued for purposes o

of thesé financial. statements since that daté and current esti- *
mates of fair value may differ 51gmﬁcantly from the amounts_
presented hcrcm :

¢

Thie Operating Partnership is the lcssor and the sublcssor

. " to tenants under operating leases-with.expiration dates rang-
~ing fromi.January 1, 2005 to. 2023. The minimum rental-

* the minimum amount of unencumbered property.debrt serv- .

amounts due: under thc leases. are generally y either subjéct to

" scheduled fixed: increases or ad]ustments The leases gcnerall\r
also require that the tenants reimburse us for increases in éer-.

us to continue to qualify as’a REIT for Federal Income Tax ;

purposes, we will not during any four consecutive fiscal quar-

ters ‘make distributions w1th respect to common stock or .

other equity interests in an aggregate amount in.excess of
90% of funds from operations for such period, subject.to cer-

* tain other adjustments. As of December 31, 2004 and 2003,
: .we were in ‘.omphancc with all such covenants ,

11 Falr \Wéaﬂu@' et
Financial Instruments |

" The followmg disclosures of estimated fair value were deter
mined by nmianagement, using available market information

- and’ appropriate valuanon methodologies. Considerable. )udg

ment is necessary to interpret market data 4and devélop €sti-

* mated. fair. value: Accordingly, the estimates presented-herein
+_ arc not ncccssanlv mdlcath of the amounts we could realize

vog

—

tain operating costs and real estate taxes above.their base year
COSts. Approumate future minimum rents to be received over
the next five years and thereaftér for ndn- cancelable operat-

ing leases in effect at December 31, 2004 for the wholly-

owned properties and our share of j Jomt venture propcrncs

~are as follows (in thousands)

Wholly-Owned - _Joint Venture

[

_ Properties
2005 s 266,574 $ 126,684
~ 2006 - 240,971, 120,911
- 2007 230,446 115,903
12008 210,555 104,709
12009 . o 189,754 ' 99,564
Thereaftcr : 690,709 435,058

51

$1,829,009 . $1,002 829 .

Properties © /.-
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Cleamng Serwces

First Quality Maintenance, L.P., or First Quahty, prowdes

cleaning, extermination and rclatcd, services with respect to

- certain of the properties owned; by us. First Quality is-

owned by Gary Green, a son of Stephen L. Green, the
.chairman of our board of directors and former chief execu-
- tive. officer. First Quality also provides additional services

~ directly to tenants on a separately negotiated basis. The .

-aggregate amount of fees paid by us to First Quality for

| Netes i;@@@@@@ﬂﬁdézﬁ@@ Financial Statements (continued)

. In 2003, we also paid ‘$623,000v to-Sonnenblick in connection -

with the acquisition of 461 Fifth Avenue. In 2004, our 1515
Broadway joint venture paid approximately:, $855,000 to

E Sonnenblick in connection with sccunng a $425 0 million first

mortgage for the propcrty

‘ Management Fees .

services provided (excluding services “provided - directly to-.

tenants) was approximately $4.6 milljon i in 2004, $4.3 mil-
lion-in 2003 and $3.4 million in-2002. In addmon First
Quality has the non- -exclusive opportunity to prov1de clean-

S.L. Green Management Corp. receives propcrtv manage-

ment fees from an entity in Whlch ‘Stephen L. Green owns an.

interest. The aggregate arhount of fecs paid to S.L. Green

* Management Corp. from ‘such- entity was apprommately o
-$258,000 in-2004, $237,000 in 2003, and $242,000 in 2002.

Amounts dué from (to) related parties dt: Dccembef 31

* consisted of the followmg (m thousands)

ing and.related services to individual tenants at our proper- .

ties on a basis separately negotiated with any tenant seeking
“such additional services. First Quality leases 12,290 square
 feet of space at 70 West 36th Street pursuant to a lease that

expires on December 31, 2012 and provides for annual.

rental paymcnts of approximately $323,000. ° .
Securlty Servnces o s

. Classic Security LLC, or Classic’ Sccurlty, provides secunty
services,with respect to certain properties ‘owned by us. Classic
‘Security i is owned by Gary Green, a son of Stéphen L. Green.
The aggregate amount of fees paid by us for such serviges was™
approximately $4.1 rmlhon in 2004 $3.7 rmlhon in 2003 and
$3.2° mllhon in 2002. t

: Messenger Serwces ) ' ‘
" Bright Star Couriers LLC, or Brlght Star, prov1des mes-
senger services with respect to certain properties owned by
us. Bright Star is owned by Gary Green, a son of Stephen L.

Green. The aggregate amount of fees paid by us for such
services was approximately $203,000 in 2004 $145 000 in
2003 and $87 000 in. 2002

C ¥

Leases

Nancy Peck and: Company leases 2,013 square feet of spacev

at 420 Lexington Avenue, pursuant to a leasé that expires on
~June 30, 2005 and provides for annual rental payments of
approximately $65,000. Nancy Peck and Company is-owned by
“Nancy Peck, the wife of Stephen L. Green. The rent due pur-
suant to the Iéase is-offset against a consulting fee of $10,000

~

- 2003

- 2004
17 Battery Condominium Association . $§ 207 S, 290
Due from joint ventures  «° ;= 282
Ofﬁccrs and employecs 1,681 1,743 -
Other. , 3,139 2,927
Related party receivables $5,242

$5,027

P

‘Management Indebtedness

In January 2001, Mr. Marc Holliday, then our prcsuicnt
recerved a nop-recourse loan from us in the principal
amount of $1.0 million pursuant to his amended and

restated employment and non- compctltlon agreement he

executed at the time. This loan bears interest at the applica-

. ble federal rate per annum and is secured by a pledge of cer-
tain.of Mr. Holliday’s shares of our ¢common stock. The

principal of and intérest on this loan is forglvabl_c upon our

“attainment of specified financial performance goals prior to

- Holliday received a loan from us in the principal amount of e

December 31, 2006; provided that Mr. Holliday remains:
employed by us until January 17, 2007. In April 2000, Mr.

$300,000 with a maturity date of July 2003. This loan bears

interest at a rate of 6.60% per annum and is secured by a

" pledge of certain of Mr. Holhdav s shares of our common

stock. In May 2002, Mr. Holliday entered into.a loan mod-
ification 'agreement with us in order to modify. the repay-l.
ment terms of the $300,000 loan. Pursuant to the’

~ agreement, $100,000 (plus accrued interest thcreon) is for-

per month an affiliate pays to her pursuant to a consulting

~agrccment which is cancelable upon 30-days notice. -

' Brokerage Serwces

givable on. each of January 1, 2004, January 1, 2005 and
January 1, 2006, provided that Mr. Holliday remains.
emploved by us through each of such date. The balance out-
standing on "this loan, including accrued interest, . was
approximatelv $200,000 on December 31, 2004. In addi-

“tion, the $300,000 loan shall be forgwen 1f and when the

Sonnenblick- Goldman Company, or Sonncnbhck a natlonallv 3

" recognized. real estate investment banking firm, provided mort-
gage brokerage services with respect to securing apprournatcly
$80.0 million of first mortgage financing iy 2003. Mr. Morton
- Holliday, the father-of Mr.. Marc Holliday, was a Managing
" Director of Sonnenblick at the time of the financings. We paid

approxnnatclv $400, OOO in 2003 to Sonnenblick for such services.,

-

$1:0 million loan that Mr. Holliday received pursuant to his
amended and - restated employmcnt and non- compctmon'

: agrecmcnt is forgwcn .

" Gramercy Capital Corp

See Note 6. Investment i in Unconsolidated Iomt Ventures—
Gramercy Capital Corp. for-disclosure on related party
transactions between Gramercy and us. -

w -




4. converible Preferred Stoek

Our 4,600,000 8% Preferred Income Equity Redeemable
Shares, or PIERS, were converted into 4,698,880 shares of
common stock on Seprember 130, 2003. No charge -was,

"recorded to earnings as the conversion was not a redemption
.or an induced conversion to common stock. THey were non-

holder into: bur common. stock at 2 -conversion price of
$24.475 perishare: The PIERS received annual dividends of .

- .$2.00-per share paid on a- quarterly basis-and dividends were

.

cumulative, sub]cct to «certain provisions. The PIERS were

t

L,

18 @ﬁ@@c«h@u@ems’ Equity . -

Common Stock

. .".Our authorized capltal stock _ consists of 200 000 ,000
shares,” $.01- par value, of wh1ch we have authorlzed the .
issuance ‘of up to 100 000,000 “shares of - -common stock,.,

- $.01 par value per share, 75 ,000,000 shares of excess stock,

‘SL @reeﬁ Imesu'ﬂiiy G’@rp.

“mately $59.0 million) were used prmc1pally to repay amounts * -

Notes to Consolidated Financial Statements (continued)

.

e

‘In April 2004; we issued 2,450,000 shates of our 7.875%

Series D cumulative redeemable preferred stock, or the Series

D preferred stock, with-a maridatory hqujdatxoh preference of
= $25.00 per share. Net proceeds from this offering (approm

“outstanding under our secured and unsecured revolving credit.

" voting‘and were. convertlble at any time at the optron of the

facilities. ‘The Series D preferred stock receive ‘annual- divi-

* dends of $1.96875 per share paid on a quartetly basis and div- -

- initally recorded net of underwrlters discount and issuance . -
* ‘costs. These costs were being. accreted over. the -expected
" term of the PIERS usmg the effective interest method..

_vldends -are cumulative; sub]ect to certain prowslons On or
after May 27, 2009, we may redeem the Series D preferred :

stock at par for .cash at our option. The Series D, preferred .
stock was recorded net of underwriters discount and i issuance ,

costs. In July 2004, we issued 341 additional 1,550,000 shares

“of Series D preferrcd stock, raising addmonal‘net proceeds of

aq)proxim'atel\'r $37.3 million.

Rughts Plarn )

- Tn February 2000, out board of diréctors authonzed a dis-
~ tribution of one preferred ‘share purchase right, or Right, for

cach outstanding share of common stock under a shareholder
rights plan This distribution was made to all holders of -

‘ record of the common stock on March' 31, 2000. Each nght
~ entitles the registered holder to purchase from the Company -

~ at 8.01 par value per share, and 25,000,000 shares of pre- -
" ferred stock,.par value $.01 per share. As of December 31,

2004, 40 875 989.shares of common stock and no shares of

excess stock were issued ‘and- ourstandmg
AIn January 2004 we sold 1 800 ,000 shares -of our com-

one one-hundredth of a share of Series B junior participating
preferred - stock, _par value $0.01 per’ shdre, or ‘Preferred

» Shares, at a price of $60. 00 per. one one-hundredth. of a
. Preferred ‘Share, or Purchasc Price, subject to.adjustment as - .

‘provided in the rights agreement The. Rights expire on

" . mon stock ata gross price of $42, 33 per share. The net pro-..

used to pay down our unsecured revolving credit facility:

© ceeds from ‘this offermg (approxrmate vy $73.6 rmlhon) were'

., In August'2004, we rsold 1,350,000 shares of our com- -
" mon stock at a gross price of $48.50 per share. The net pro-
- ceeds from this offermg (approximately $65.0 million) were -

uséd to pay down our unsecured. revolvmg credit facility.

We. filed a $500.0. “million shelf registration ‘statement, -

which was declared éffective by the Securities and Exchange

L. Commlssnon or SEC in Marc¢h 2004 This reglstratlon state-

~.ment provides us with the ability to issue commor and pre-

ferred stock; depository shares :md warrants., We currently

‘ have $334 5 mllhon available under the shelf.’

. Perpetual Preferred Stock

_ option of 700 000 shares) with a‘mandatory liquidation® prefer-

e I December 2003, we sold. 6,300 000 shares of 7625%
Series C cumulative redeemable preferred stock, or the Series C :

preferred stock; (mdudmg the underwriters’ over-allotment

March'5; 2010, unléss we extend the explratlon date-or the
Rrght is redeemed or exchaniged carlier. C

" The Rights are attached to each share of common stock.
The Rights are generally éxercisable only if a person or group
becomes the benéficial owner of 17% or more of the outstand-
ing common stock or announces a tender offer for 17% or
more of the outstanding common stock, or Acquiring Persorn.
In the event that a person- or group- becomes‘ an Acquiring

Defson, each holder of a Right, excluding the Acquiring

Person, will have the right to réceive, upon exercise, common

‘stock having a-market value equal to two, times the Durchase -
. Prlce of the Preferred Shares :

Davndend Reanvestment anc] Stock Purchase Plan
. We filed a registration statement with the SEC for our div-

— . idénd reinvestrnent and stock purchase planyor DRIP, Which

ence of $25.00 per share: Net proceeds from. this Loffering

‘ (approxunately $152.0 million) were used prmc;pallv to repay -
* amounts outstandmg under our secured and unsecured.revolv-

ing credit facilities.. The Series. C preferred stock receive annual

- dividends of $1.90625 per share paid on a quarterly basis and

- was declared effective on September 10, 2001, and- com-

menced on September 24, 2001. We reglstered 3 OOO 000

, shares.of our common stock under the DRIP.

Durinig the years’ ended De¢ember 31, 2004 and 2003
194,863 aid 68,453 shares were issued and appronmately'

.$8.9 million and $2.5 million of proceeds were received,

‘ ’respectrvely, from dividend "reinvestments and/or stOek
" purchases under the DRIP. DRIP shares may be 1ssued at a' :

dividends are’ cumulative, subject to certain provisions. On or .

after December 12, 2008 we may redeem the Series C preferred
stock at par for cash at our opnon ‘The Series C preferred stock

© - was recorded net. of underwrlters dis¢ount and i 1ssuanee costs.

discount to the market price.
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2003 Long Term Outperformance B R
Compensatnon Program ’

Our board of directors has adopted a long-term, seven- ycar
compcnsatlon program for senior management. The program,

which measures our pcrformance over a 48-month perlod

(unless terminated earlier) commencing Aprll 1,/2003,:pro-
vides that holders of our common equity are to achlcve a40%
' total return during the measurement period over a basc of
'$30.07 per. share before any restricted stock awards are
granted. Management will receive an award of restricted stock
in ‘an amount between 8% and 10% of the excess return over
the baseline return. At the end of the four-year measurement
period, 40% of the award will vest on the measurement date

-and 60% of the’ award will vest ratably over the subsequent |

three years based on continued employment. Any restricted
stock to’ be issued under ‘the program-will be allocated’ from
‘our Stock Option Plan (as defined below); which was previ-
ously approved through 4 stockholder vote in May 2002. We

recotd the expense of the restricted stock award i in accordance

with SFAS'123. Thé fair value of the award on thé date of
grant was determined to be $3.2 rmlhon Forty percent of the
value ‘of the award will be amortized over four years and - the -
balance will be amortized dt 20% per-year over five, six and

séven years, respecmvcly, such that 20% of year five, 16.67% of
year six, and 14.29% of year seven will be recorded in year one.
The total value of the award (capped at $25.5 million) will’
determine the number of shares assumed to be issued for pur-
_poses of calculating diluted €arnings per share. Compensation
expéns’c of $650,000 and $485,000 was recorded during thie
' ‘years ended Decembcr 31 2004 and 2003; respecuvcly

Deferred Stock Compensatlon Plan for Dlrectors _
Undér our Independent Director’s Deferral Program,
*which-commenced July 2004, our non-emplayee directors
-may elect to defer up to 100% of their annual retainer fee, -
chairman fees and ‘meeting fees, Unless otherwise clected
by a part1c1pant fees dgferred undc_r the program shall'be

LBk Greenh Really Corp. . - B

Notes to Consolidated Financlal Statements (coniinued)

- credited in ’they.form' of phantom stock units. The-phantom

stock units are convertible into an equal numbér of shares

of common stock upon such directors’ termination of serv-

ice from the Board of Directors or a change in contrpl by
us, -as defined by the program. Phantom stock units are
creditéd. to each non-employee director quarterly using the
c}osmg price of our common stock on the applicable divi-
- dend record o‘.atc for the respective quarter. Each partici-
* pating non-employee director’s account is also credited for
an equivalent amount of phantom stock units based on the
dividend rate for'each quarter.

During the six months ended December 31, 2004 1,000 phan-
tom stock units were carned. As of December, 31 2004, there
were apprommately 1 000 phantom stock units outstandmg

Stock Option Plan IR “

During August 1997, we mstltutcd the 1997 Stock Opnon-
and Incentive Plan; or the Stock Option Plan. The Stock
Opuon Plan was amended in Dccembcr 1997, March 1998,
‘March 1999 and May 2002. The Stock Option Plan, as
amended, authorizes (1) the grant of stock options that qual-
ify as.incentivesstock options under Section 422 of the Code,
‘or ISOs, (i) the grant of stock options that do not qualify, or
\IQSOS (iii) the grant of stock options in lieu of «cash

Dlrectors fees and (iv) grants of shares of restricted and unre- -

stricted common stock. The exercise price of stock options are
determined by our compensation committe¢, but may-not be
less than 100% of the- fair nmarket value of the shares of our -

" common stock on the date of gﬁant. At December 31,2004,

“approximately 3,113,873 shares of our common stock were

reserved-for issuance under the Stock Option Plan. .
Options granted under the Stock Option Plan are exercis-

able at the fair markef value on the date of ‘grant and, sub-
. ject to termination of employment, expire ten- years from the

date of grant, are not transferable other than on death, and

- are generally exercisable in three to five annual installments -

commencmg one year from the cTate of grant.

A summary of the status of our stock optlons as of. Dccembcr 31, 2004 2003 and 2002 and changes during the years

then-ended.are prcscnted below:

12004 - 2003 2002
Weighted Weighted S Weighted
~ Average . Average . » Average
Options.- ' Exercise - ;" Options . <Exercise Onptions Exercise
L .Outstanding " Price Outstanding ~ - Pricc ~ Outstanding Price
Balance at beginning of year‘v 3,250,231 ) $26.80" 3,278,663 - $25.49 © 2,598,066 $23.76
B Granted » ~ 132,333 - $43.77 327,000 ~ $35.09 1,050,000 +° $28.25
Exercised - . (1,080,835) © $23.40 (347,099) $22.14 (321,846) $20.64
Lapsed or cancelled (131,967) $28.67 ('8,333‘3) $24.52 (47,557) $23.32
. Balanceatend of year - 2,169,762 $29.39 3,250,231 $26.80 3,278,663 - © 82549
_ Options exercisable at end of year 789',785 ) $26.54 1,404,467 '$2341 . 1,182,902 $22.62
Weighted average fair value of C S . : ]
) optlons grantcd durmg the year $475,000 -~ -.$1,150,000 $3,515,000

N

.+ -All options.were grantcd within a prlce range of $18 44 to $54 82.

The remaining weighted average contractual life of the
opmons was'7.2 ycars ' T ' ,

—

.
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T Notés Vﬁ@;@@ms@ﬂﬁdaﬁced Fﬁmam@ﬁa’qﬂ' Sﬁatememﬁs (continued)-

Earnlngs Per Share

-Earnings per share for the years ended December 31 is computed‘ as fo]lows (m thousands)

BT

2003

. 2002

- N'umerator (Income) . 2004
'Basic Earnings: ) T .o -
.Income available to common shareholders ' $193,172 - $ 90,447 . $64,641
' Effect of Dilutive- Securities: . ‘ _ ' .
Redempnon of units to common shares ’ . 11,352 - - 6,299 . 4,752
Preferred Stock (as converted to common stock) L — N 7,087 - 9,690 |
Stock options - b o — : — —
Diluted Earnings: B B o, o R
Income avarlable to common shareholders e $204,524 $103,833 $79,083
‘Deriominator Wexghted Average (Shares) 2004 | 2003 - ©.2002
Basic Shares: T Ce L I g
- Shares available to common shareholders " " 39,171 32,265 .7 30,236
Effect of Dilutive Securities: . B R R R
" Redemption of units to common shares o 2,302 2,305 2,208 - -
* Preferred Stock (as converted to, common stock) R 3,491 4,699
" Stock-based. eompensanon plans 1,605 * 909 T 643
" Diluted Shares ~ . 43,‘078 38,970 37,786.

. ,‘[l@ E\’Dm@m‘&y Um{t@r@@{t

The unit holders represent the mmorrty interest ownershrp‘

in our Operanng Partnershrp As of December 31, 2004 and
- 2003, the mmorrty interest unit. holders owned 5.8%

o 'Executive Stock Compensation

‘During July 1998, we -issued 150,000 shares in connec-

*. tion with an employment contract. These shdres vest ‘annu-
~“ally at rates of 15% to-35% and were recorded ‘at fair value.

(2, 530 ,942 units) - and 60% (24,305,955 units) of: our

Operating Partnerslnp, respeenvelv At December 31, 2004 ,

2,530,942 shares’ of our ¢ommon stock were reserved for','

the conversion of units of limited partnerslnp interest in our-

Operatmg Partnershrp

« In February 2003, our Operatlng Partnershlp issued -

376,000 units of lmnted partnership interest in eonnectron
with the acqursmon of 220 East 42nd Street.

At December 31, 2004, 143,650 of these shares had vested.

- We ‘recorded compensatron expense of apprommately

$604,000, $445,000, and $713,000 for. the vears ended

fDecember 31,2004,2003 and 2002, respectively.

Effectivé ]anuary 1, 1999, we implemented a deferred |

: compensatron plan, or the Deferred Plan, covering certain of

. our executives." In connection with the Deferred Plan we

- In March 2003, our Operatmg Partnershlp issued 51 667 .

Aumts of limited partnershlp interedt in connection with thé
acquisition of condominium interests in 125 Broad. Street.

Jissued 351,750, 211 ,750-and 17,500 restricted shares in-
-2004,2003 and 2()02 réspectively. The shares issued under

© the Deferred Plan Were granted to certain executives and

In October 2004 ‘our Operatmg Parr_nershlp issued

306,000 units of limited’ partnershrp interestin connecnon
: ’Wrth the acqursmon of 625 Madrson Avenue

P

j-ﬂ'_? l@tm@ffu{t Pﬂatma% ‘

vesting will" occur annuallv ‘upon our meeting established ~
financial performance criteria. Annual.vesting occurs at rates.

. ranging- from, 15% to:35%- once ‘performance criteria are

reached: As. of December 31,2004, 421,020 of these shares

- had vested and-110,650 had. been retrred We recorded com-
" ‘pensation expense of approximately $7. 1 million, including
¢ a one-time charge refated to-a restncted stock ‘award, $2.0

~ The bulldmg emplovees are covered by multi- employer '
defined beneﬁt pension plans arid:post-retirement- health'and "™

welfare plans Contrrbutrons to these plans amounted to

apprommately $3 4: million, $3 8 million and $2.7 million
during the years ended December 31, 2004, 2003 .and
2002, respectively. Separate ‘actuarial mformanon regarding

* such plans is not made available.to the eontrrbunng employ-

ers by the union admmlstrators or trustees since-the plans'

: do noét. marntam separate reoords for ¢ach reporting unit.

W .
bl

) 401 (K) Plan

niillion and $685,000 for the years ended December 31
2004 2003 and 2002, respectlvely T

Durmg August’ 1997,. we implemented a 401(K)
Savings/Retitement Plam, or the 401(K) Plan, to cover eli-
gible employees’ of ours, and any desrgnated afﬁhate “The

. 401(K) Plan permits eligible employees to déefer up to 15%

of theit annual compensation, subject to certain limitations -

=1rnposed by the Code. The emplovees elecnve deferrals are
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1mmed1ately vested and non- forfertable upon contrrbutron
to the 401(K) Plan. During 2000, we amended our 401(K)
Plan to include a matching contrrbutron subject to ERISA
limitations, equal to 50% of the first 4% of annual compen-
sation deferred by an employee.

matching contributions ~ only. For the vyears
December 31, 2004, 2003 .and 2002, we made matching

contributions of approxrmately $149 000, none: and
i $14O 000, respecttvely :

T commitments and . .
”@@DﬁEFgOZ@L@Q : e ;

Durrng 2003, we *
- amended our 401(K) Plan to provide for drscretronarv
ended

S Green Reoslty Corp. .

T ' Notes to Consclidated Financlal Sﬁa{z@m@@ﬁs (continued)

- The j property focated at 461 Flfth Avenue operates under :

a grouind lease (approx1mately $1.8 million annually) with a _

term expiration date of 2006 and with three options to

fenew for an additional'2l years each, followed by-a fourth
.option for 15 years We also have an option to purchase the:

ground lease for a fixed price on a specific date.

In April. 1988 the SL Green predecessor entered into a lease’

agreement for property at 673 First Avenue, which has been
capitalized for- financial statement purposes. Land was est-

" mated to be. approxrmately 70% of the fair markét value of the

- property. Thé portion of the lease attributed to land s classr-

fied as.an operating lease and the rernamder as'a capital lease.

* The initial lease term is 49 yedrs with an. option for an addi-

“We. and our Operating Partnership are not presentlv

involved in any ‘miaterial litigation nor, to our knowledge, is
any material litigation threatened against us or our proper-

ties, other than routine litigation ‘arising, in the ordinary'

course of business. Management believes the costs, if ‘any,
incurred by us and our Operating- Partnershrp rélated to'this
lmgatron will not materially affect our ﬁnancral posmon

operating results or hqurdrty

On October 24, 2001, an accident occurred at 215 Park

tional 26 years. Beginning i in lease years 11 ‘and 25, the lessor
is entitled to additional rent as defined by the lease agreement.

We continue to lease the 673 First Avenue property, which '

has been classified as a capital lease with a cost basis of $12.2
mitlion and ‘cumulative amortization of.$4.2 million and

$3.9 miillion at December 31, 2004 and 2003, respectvely.

The following is a schedule of future minimum lease pay-

ments under capital leases and noncancellable operatrng Jeases -

“with initial terms if) excess of one year as of Decémber 31 2004 ‘

Avenue South, a property. which we manage, but do not .
own: Personal injury and wrongful ‘death claims were filed -

agamst us and others by 11 persons. We believe that there.is
sufficient insurance coverage t cover the cost of such claims,

under the lawsuit.

We entered into emplovment agreements with certain -

exccutives. Six executives have emplovment agreements

“‘Whrch expire between November 2005 and January 2010.

The minimum cash-based compensation,. ‘including, ‘base
salary and guaranteed bonus  payments,

million for 2005. ,

During March 1998 we acqurred an operating sub-
,leasehold position at 420 Lexington Avenue. The operating
sub-leasehold position requires annual ground lease pay-.
‘ments- totaling $6.0 million and sub-leaschold position pay-

as well as any other personal injury or property ¢l aims which.
~may arise, We believe, that we have no monetary exposure

associated with.
these employment agreements totals approxrmately $3.8 -

‘ments totahng $1 1" million (excluding an -operating .

sub‘lease position purchased ]anuary 1999). The ground
lease’ and sub-leasehold positions expire. 2008. We may

“extend the positions through 2029 at ‘market rents.

The property located at 1140 Avenue_of the Americas
operates under a rict ground lease ($348,000. apnually). \Vlth

a term expiration date of 2016 and w1th an opuon to renew -
" for an additional 50 years.

"The property located at 711 Third Avenue operates under

Can operating sub-lease which expires in 2083. Under the
“sub-lease, we are. responsible for' ground' rent payments. of
* $1.6 million.annuaily which increased to $3.1 million in July

2001 and will continue for the next ten years. The ground
rént is reset after. year ten based on the estimated fair, market
Value of the’ property .

- -

-

‘and Hedging Activities,’
2001, requirces us to recognize all derivatives on the balance ‘

(in. thousands)

Non-cancellable

December 31, ‘ Capital lease  eperating leases

Y

2005 o $ 1,322 ©§ 18,381
2006 1,416 17,488
2007 : - 1416 16,594
2008 : . : - 1416 16,594
2009 T S0 1416 16,594
Thereafter . ‘ © 53,320 329,971
" Total thinimum lease payments ' 60,306 $415,622

Less amount representing interest (43,864) -

Present.value of net minimum - .

lease payrriehts . $ 16,442

19 Financial [retrumentss
Coerivaliives and Hedglng

v

SFAS No. 133, “Accounting for Derivative Instruments'r

>"which became effective January 1,

“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 cither be offSet against the
change in fair value of tfe hedged asset, liability, or firm

. commitmént through.earnmgs, or recognized-in other com-

" prehiensive income until the hedged item is recognized in

56

carnings. The ineffective. portron of a derivative’s change in
fair value will be immediately recogm?ed in earnings. SFAS

No. 133 may increase or-decrease reported net income and

stockholders’ ‘equity prospectively, depending.on: future lev-
els of interest rates and other variables affecting the fair val-

ties ‘of derivative instruments and hedged items, but’ will’

have no effect on cash. ﬂows

-
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 Notes to Consolidated Financial Statements (continued) -
i [
- The followmg table ‘summiarizes the notlonal and falr value of our derrvatlve hnancral instruments at December 31, 2004
The notional value i isan indicaton of the extent of our involv ement in these i instruments at that'time, but does not. represent
exposure to CI‘CCllt interest rate or market rrsks (in thousands) f

e P N

- s Notlonal:'" ‘ Strlke o Effective .. ‘Expiration . Fair "
o . ‘ L o Value =~ . Rate’ S Date Date ’ * Value
. Intérest Rate Swap . ST $.65,0000 4.010% .~ 11/2001 8,/2005 - (501)
. Interest Rate Swap -~ . . . %§  — 7 -3300%. . 8/2005. © . 9/2006 ~ . = 146.
Intefcst Rate Swap .~ . S8 e — 0 4330% 0 0 972006 - 6,/2008 - (315)

- Interest Rate Swap - - ~° . . .$100,000 . 4.060% .- 12/2003 - . 12,2007 , °  (1468) .
" Interest Rate Swap =~ ¢ 1 $.35,000 - ©4113%  © 12/2004 6/2008  (547)
Interest Rate Swap. = ..~ ' 2.7 §100,000 - - 2.330% - 472004 572006 - 1:057
Interest-RateSwap - = = $ 0 — . 4650% ~ . 5/2006 1272008 (1,435).
Initerest Rate Swap - R - 7$125,000 ©2710% v 9/2004 - .. 9/2006 1,091
‘Intetest Rate Swap, -+~ " 7§ — '4.352% 9/2006. . 8/2009 . (450) -
Interest Rate Swap (1. .~ . $ 94000 . 4463% 12/2004  -12/2014 . 1,075

N v

(l)We anticin‘ate entering into a ]Ogv‘ear ﬂntulcihg during the ﬁl’st half of 2005.in connection with the reﬁnancing of.a‘property mortgage.

On December 31 2004 the denvauve instruments were
" reported asan obhgauon at their fair value of approximately $1 4
- .million. Offsetting adjustments are represented as deferred gains .
or losses'in Accimulated Other Comprehensrve Income of $5.7
million, mcludmg a gain of apprommately $7.2 million from
the settlement of a forward swap. This gainis being amortized
over the ten-year term of its related mortgage obligation from
December 2003. Currently, all"of our denvauve Instruments
“are designated as effective hédging instruments. S

‘Over time, the realized and unrealized gains and losses held -

in Accumulated Other Comptehensive Incorpe (Loss) will be -
reclassified into’ earrungs as interest expense in the same peri-. -
ods in which the: hedged interest payments affect carnings.
. We estimate that apprommately $1.2 million of the. current -

“balance held in Accumulated Other Comprehenswe Loss will _
be reclassified into earmngs Wwithin the next 12.months.’

We are hedging exposure to Vanablhtv in future cash flows
for. forecasted transactions in’ addition o antlc1pated future
' Jnteres‘t payrnents on exrstmg debt

2 S@QM@W& Dmﬁ@rm@ﬁu@tﬁl ‘

We are a REIT engaged in owning, managrng, leasmg, :
. acquiring and repositioning otﬁce properties in Manhattan.
and have two reportable segments office . real estate and
structured finance investments. We evaluate realestate per- :

income frof-continuing operatiops. ..
 Our real estate portfolio is primarily located in the geo-
graplucal market of Manhattan. The primary sources of rev- -,
enue are generated from tenant rents and escalations ‘and - -
‘reimbufsement revenue. Real estate - property operating

- costs, real estate taxes and ground_rent expense (at certain-
applicable propertles) See Note 5 for, addmonal details on
‘our structured ﬁnance investments.

%@ Emvﬁr@mmeﬁ{taﬂ M&nﬁﬁ@nﬁ@ |
‘Our managementbelieves that the properties are in compli-

ance in all material respects with applicable Federal, state and

local ofdinances and _regulations regarding envrronmental o

. issues.-Management i not aware of any en\uromnental liability .~ . . . _ ,
that it beheves would have a matenallv adverse 1mpact on.our : C oo S X
financial posmon results; of operations or cash flows, ’ ‘ " o
Management is anaware of any instances in which it would
- incur 31gmﬁcant en\uronmental ,cost if any of the propertres
were sold. :

N ‘ \ ‘: 57

- formance anid allbcate resources based on conmbutxort to -

, expenses. consist primarily of security, maintenance, utility. -
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Selected results of operations for the years ended December

31, 2004, 2003 and 2002, and selected asset information as

of December 31, 2004 and 2003, regardmg our operatmg

segments are as follows (m thousands) e
 Real Su’uefured ) :
Estate Finance Total
* Segment  Segment  -Company

. Total revénues N
Year ended: s

309,894  $ 39,094 $ 348,988

December 31,2004 " §
" December 31, 2003 264,334 22,086 286,420
December 31, 2002 - 192,065 23,176 215,241
Income fromr N
-continuing operations: :
Year ended: . :
. Decémber 31, 2004 $ 82,533 § 30,589 § 113,122 '
December 31, 2003 48,488 - 18751 = . 67 239‘
December ‘31, 2002 © 45,444 15,446 60,890
Tortal assets - ’
- As oft . : o .
December, 31 2004  $2,401,854 $350,027 $2,751,881.
; December 31, 2003 2,042,852 2v18,989 2,261',-841 .

\

o-

Income from continuing operations represents total revenues
less total expenses for the real estate segment and total revenues
less allocated interést expense for the structured finance seg-
ment. Interest costs for the structured finance segment are

" simputed assuming 100% leverage at our unsecured revolving

credit “facility borrowing cost. We do not allocate marketing,
general and administrative expenses (approximately $30.3 mil-

lion, $17.1 million' and $13.3 million for the years ended .
- December 31, 2004, 2003 and 2002, respectively) to the struc-

tured finance segment, since it bases performance on the indi-

' .wduaf segrhents prior to allocating marketing, general and
-admunistrative expenses. All other expenses, except interest,

relate entirely to the real estate assets.

. There were no transacuons between the above WO segments.,

‘The table below reconciles i mcome from continuing operations before mlnorrtv interest to net income avai able to common

L sha.reholders for the years ended December 31,2004, 2003 aid 2002 (m thousands)

RN

2003

- Years Ended December 31, R 2004
" Income from continuing operations before adjustments - ' $ 96,803 $68,320 $64,661
- Equity in net gain on sale of joint venture property S o 22,012 . 3,087 . L
Minority interest in operating partnershlp attributable o o o ' .
to contmumg operations : o (5,693) (4,090) (3,771)
Minority interestinr partially- owned entities , — 79 -, =
‘Net income from continuing operations _ 113,122 67,238 60,890
Income from discontinued operations, net of minority mterest *  -5938 9,594 13441
Gain on sale of dlscontmued operanons net of minority mterest 90,370 - - 21,327 =
* Net income 209,430 98,159, 74,331
Preferred stock dividends and -accretion (16,258) ° (7,712) - {9,690)
A.Net income available for common sharefiolders . . $193,172- $90,447 -_364',641
. S ' ( 7 ‘
3 @@ SW@[@DQMOU”D{"EU Dc@f\@ﬂuéﬂﬂf@ O{’r &cv@@ch Drm eaiing and F‘im@ﬁ@m@&@ﬁvﬁps

+ (in thousands)

_ Years Ended December 31, eooT - . 2004 - 2003
Issuance of common stock as deferred compensanon . - ' $ 14,144 $ 6,670 -
Derivative instruments at fair value ) (1,347) (9,009)
TIssuance of units of limited partnership interest in connection with acquisition 15,466 ° 12,845
Assumptron of' mortgage notes payable upon acquisition of real estate = S 102,000 234,641
Fair value of above and below market leases (SFAS No. 141) in connection with acqursmons 10,050. (2,995)

" Fair value of debt assumed: (SFAS No. 141)in connection with acqmsmon X — 3,232

‘ Redemptlon premium purchase price adjustment T —o 7 4,380

- ‘Assignment of mortgage note-payable upon sale of real estate - Vo= 14,814 . .
"Conversion of preferred equity investment - - 53,500
‘Conversion of Series A preferred stock* . . . oo — . - 112,112
Assumpuon of our share of joint venture mortgage note payable . . C— 78,750

' 14,533

Tehant 1mprovements and leasing commlssrons payable

2002

\

ok
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- Notes to Consolidated Finansial Statements. (continued)

2@ Q@@rﬁ@:ﬁﬂy Fmam@u@ﬂ @aﬁa ((wm@wd]uﬂ@d])) ~ ‘ S ‘
As a'result of the adoption ‘of SFAS No. 144, “Accounting for the Impaurment or Dlsposal of Long-Lived Assetsy” and
SFAS No. 145, “Rescrss1on of FASB Statements No. 4, 44, aiid 62; Amendment of FASB Statement No. 13, and Techmcal

Correcnons

we are. provrdmg updated summary sel ected quarterlv financial information, which is included below reflecting:
the prior period reclassification as discontinued operations of the properties classified as held for sale durmg 2004. :

Quarterly data for the last two years is presented in the tables below (m thousands). .

o ]une30 - _ Mdrch 31 \

%@ Sube‘;@@g@@mﬁ Ewemﬁ@

In January 2005, we entered into an agreement to acquire
" the fec interest in 28 West 44th Street, the former headquar— E
. ters, of The New Yorker magazine, for $105.0° million. The
property was acqurred from .4 Chicago-based real. estate °
.investment company The transaction closed 'in ‘February
- 2005. The property, is a 21-story, 359,000' square foot-

(burldmg located two -blocks® from Grand Central “Station,

-and is directly across rhe street from 19 West ‘44th Street,

also.owned bv us. The property is. currently 87% leased. The
property was’ acqulred with funds initially drawn under our

- unsecured revo]vmg credit facility and funds advanced by a
" lender on account of fts taking by assrgnment an e\nstmg

rortgage ericumbering the property ¢ ~

Our Board of Directors approved a resmcted stock award to
a group of our executive officers-and ‘members of senior man-
agement. The resrncted stock award was issued on February 1,

i

$0.58

: 2004 Quarter Ended i . l - . December 31 September 30 :
Total revenues . ' T8 95,491 - $87,268 - $83,996 $82,234
" Income ner of mrnorlry 1nterest and before gain on sale -25,131 ., 23,098 . - 25,417 17,633
Equity in net gain on sale of]omt venture property . — L0 122,012 —
- Discontinued operations .~ ' o 1,164 ~ 2,052 - 1,402 1 322
Gain on sale of discontinued operations 90,199 -~ . . — L= —
- Nét income before preferred dividends 116,494 * 25,150 48,831 . 18,955
Preferred dividends and accretion (4,969) T (4,843) " (3,446) (3, 000)
" Income available to’ common shareholders ©$111,525° " ‘$20,‘307 $45,385 . " .$15, 955 -
Net income. per common ‘shérc;B\asic . $2.75 " $0.52- . $1.18. $0.42.
_Net income per cdmn{on'sharel—Diluted - $2.64 $0.49 - .- $1.13. _ $0.40 ,
2003 Quarter Ended ‘ 'December 31 September 30 June 30.. - March'31.
Total revenues S ., -$80,924 . $75,920 - ' $68.601 $60,975
Income net of r mlnonty interest and before gain on’sale _' 17,278 " 16,251 © 115,651 15,036
Equity in net gain on sale of joint venture property ' . 3,087 = = =
Drsconunued operatlons T1,832 C 1,645 .. © 2,622, - 3,487
* Gain on sale of dJscontrnued operanons — © 3,745 -(300) 17,824
Nét income before. preferred dividends 22,197 s 21,641 - 17,973 36,347
Preferred dividends and accretion - T (6259 (2,224) (2,431) . (2,431)
. Inicome available to common shareholdets . - $21572.. $19,417 '$15542 . '$33916 -
‘Net income per-common share—Basic $0.60- - -~ $0.62 - 78050 - . C$1.11
- Net incdme per commion share—Diluted $0.49 - .- $1.01

$0.59

N

2005 in an aggregate amount of 199,700 shares arict will vest

+ over a five-year period subject to the recipients remaining our

employee; with 60% of the award vesting on 'the fourth and‘

fifth anniversary of the award. Recipients will have the right to

receive dividends on their respective shares of restricted stock

.-commencing on the date of issuance. We will also provide for
a tax gross-up onrthe awatds. The shares of restricted stock are -

being issued under our Stock Option Plan.

- On March 4, 2005, we ¢éntered into'an agreement to seU

*

1414 Avenue of the Amerlcas for.approximately $60.5 mil--

lion. We expect to recognize a gain of approximately. $35.0-

million from the sale. The sale will be effectuated through
areverse 1031 exchange with 625 Madison Avenue, which’

Toowill result in. substantrally all of the taxable gain on sale

being deferred. The sale, which is sub]ect to custoniary |

. closrng condmons 1is expected to close during the second

39

‘quarter of 2005 :

-

<
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7

To th_e Board of Directors and Shareholders of SL. Green Realty \Cori;.
We have audited management’s assessment, included in the'accompanyingp “Report of Managem'ent—
' Management’s Report on Internal Control over Financial Reporting,” that SL Green' Realty Corp. main-

A

tained effective. internal control over financial repornng -as’ of December 31, 12004, based on criteria

" . established in Internal Control—Integrated Framework. issued by the Committee of Sponsoring.

‘Organizations of the Treadway Commission (the COSO crlterla) SL Green Realty Corp.’s management is
responSIble for mamtarmng effective 1nternal control over financial reporting and for its assessment of the
effectiveness of internal control over ﬁnancral reporting. Our responsibility is to express an opinion on man-
agement’s assessment and an opinion on the effecn\ eness of the companv s internal control over ﬁnancral

' reporting based on our dudit. ) . :
© “Wé conducted our audit in accordance w1th the standards of the Pubhc Company Accounnng Oversight
Board (United- States) Those standards require-that we plan and perform the audit to obtain reasonable
assurance about whether cffective internal” control over ﬁnancral reporting was maintained in all matenal ‘
_ respects Our audit included obtaining an understanding of internal control over financial reporting, ¢ val
udting management s assessment, testing and evaluating the design and operanng effectiveness of internal

N

control, and performmg such other procedures as we considered necessary in the c1rcumstances We. beheve
that our audit provides a‘reasonable basis for our opinion. . ’ ‘ '

A company s internal“control over financial reporting is a process designed to provide reasonable assur- ©
-ance regardmg the reliability of- financial reportlng and the preparation of financial statements for. external .

_ purposes in accordance with generally accepted accountmg principles. A~company’s internal control over
E fihancial’ reporting includes those- policies and procedures that (1) pertain to the mamtenance of records
\that in reasonable detail, accurately and fan’ly reflect the transactions and dispositions of the assets of the
- company; (2) provide reasonable assurance that transactions are recorded as necessary to permit prepara-,
tion of financial statements’in accordance with generally, accepted accounting principles, and that receipts
and expenditures, of the: company are being made only in accordance with authorizations of management’v
and directots of the company; and (3) provide reasonable assurance regarding prevention or timely detec-
tion of unairthorized acqulsmon use, or drsposmon of the company s assets that could have a material effect
on the financial statements. : ‘

Because of its inherent limitations, internal ¢ontrol over ﬁnanc1a1 reporting may not prevent or detect
mlsstatements Also, projections of any eviluation of effectivenéss to future periods are subj cct to the risk
that controls may become 1nadequate because of changes in condmons or that the degree of comphance
with the pohcres or procedures may deteriorate.

In our opinion, management’s assessment that SL Green Realty Corp. mamtarned effectlve 1nternal con-

_ trol over financial reporting as of December.31, 2004 s farr}y stated in all material respects, based on the
- COSQ criteria, ‘Also, in our opinion, SL Greén Realty Corp. malntamed in all material respects, ctfective
internal control over financial reporting as of Décember 31, 2004, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United Sfates) the eonsolidated balance sheets of SL Green Realty Corp. as of Decémber 31, 2004
and. 2003 and the related-consolidated statements of | income, stockholders’ equity and cash flows for each
of the three years in the period ended December 31,2004 of SL Green Realty Corp. and our report dated
'March 3, 2005 expressed an unquahﬁed oprmon thereon. -

Ne\erork, New York - : S
-March 3,2005 .- - L : e -

-
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'fo the Board of Dirccto,ré é}ndﬂS}r_areho‘ldcrs ‘of SL‘Grccn RcaltyCQrp.

- We'have audlted the accompanvmg consolldatcd balance sheets of SL Grcen Realty Corp as of Deccmber 31, - .-
2004 and 2003, and the related consolidated statements of income, stdckholders’ equity and cash flows for each -
of the. three years in thc period ended Dccembcr 31 2004 These fifancial statements arc the responsibility- of
SL'Green Real ty Corp s management. Our responsibili nty is to express an’ oplmon on these ﬁnanc1al statements
based on our audits. - S : I . : . o
. We conducted our- auctlts in accordance with thc standards of'the Pubhc Companv Accountmg Ovcr51ght Board ‘
(Umtcd Statcs) Thosc standards rcqmrc that we plan and, pcrform the audlt to obtain reasonable assurance about . -
‘whethcr thc ﬁnancnal statcmcnts are free of material misstatement. An atdit includes exammmg, on a test basis,
. evidence supporung ‘the amounts and dlsclosures in'the financial‘statements.” An audit also includes assessing the -
accountmg prmaplcs used' and significant estimates made by management as well- as cvahlatmg the overall ﬁnanc1al
‘statement prcsentanon We believe that our audits provide a reasonable basw for our-opinion.’

In our opinion, ‘the, financial statcmcnts referred to above present fairly, in all material respects, the CODSOI]- .
dated ﬁnanaal posmon of SL Green Realry Corp at December 31, 2004 and 2003, and the consolidated results
of their opcramons and their cash flows for cach of the three years in the pcrlod cndca December 31,2004, '
'm conformlty w1th U.s. generallv acccptcd accountlng prmc1plcs

We also have auchted in accordance with the standards of the. Public Company Accountmg Ovcr51ght :
‘Board (Umted States) the cffecuvcncss of SL Green Realty Corp s 1nternal contro] over.financial rcport-‘
‘.mg as ‘of December 31, 2004 based: on criteria estabhshed in Intcrnal Control—Intcgratcd Framework
issued, by the Commrttcc of Sponsoring Orgamzatlons of thc Trcadwav Comm1551on and our report dated
) ,March 3, 2005 cxplcsscd an. unquahﬁcd oplmon thercon ¥

‘Nc;\; York New York . o . D Y
-March 3, 2005, cxccpt for ’ T T ‘ . o o o
Note 24 as'to 'Wthh the date is-March 4, 2005 L o T -

i
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-~ Evaluation of Dlsclosure Controls and Procedu.res :
The managcmcnt of SL Green Realty Corp .or the Company, is respon51ble for the preparanon and fair

) presentamon of its consolidated finaricial statements, which. have bcen prcparcd in conformlty with U.S: gen- -
. erally accepted accounting principles and include amounts based on the best judgment of management. The
~-Company’s management is also respon51ble for the accuracy and. con51stency of othcr financial information
included in the annual report.. I , ; : c

In recognicion of its rcspon51b1hty for the 1ntegr1tv and ob]ectmtv of information in the financial state-.
" ments, the Companv maintains an internal control system over the financial statements and related disclo- .
sures which is designed to prov1dc rcasonable but not absolute assurance w1th respcct to reliability of the
Cornpany’s financial statements. ' S a

. The Audit Commlttec .of the Board of Dlrectors Wthh c0n51sts of only ‘outside directors, meets regularly
* with management and the Company’s mdependent aud1tors to review their work and discuss the Company’s
accounting policies, financial controls and reporting pracnccs The mdepcndent auditors have unrestricted
access tb the Audit Commlttee w1thout the presencc of management to discuss any matters that they feel
_ ,requlrc attention. - : : : )

Management’s Report on Internal Control 6ver Fma.ncml Reportmg
Management is rcsp0n51blc for cstabhshmg and maintaining adequate internal control over ﬁnanc1al
reporting, as such term-is-defined in Exchange Act Rules 13a- 15(f) and 15d-15(f). Undcr the supcrv151on

~and with the participation of our management, including our Chief Executive Officer and Chief Financial

Officer, we conductéd an evaluation of the effectiveness of our internal control over. finiancial reporting as of

Décember 31, 2004 based on the frarchork in Internal Control- Integrated_Framcwork‘ issued by tbc

Comimiittee of Sponsoring Organizaﬁons‘ of the Treadway Commission (COSO). Based on that evaluation,

-we concluded that our internal control over financial. reporting was cffecmvc as of December 31, 2004.

] Managemcnt’s assessment of the effectiveness of .our internal control over financial reportmg as of
December 31, 2004 has been audited by Ernst & Young LLP an mdepcndcnt registered pubhc accountmg.

ﬁrm as stated in’their report wl'nch is mdudcd elsewhere herem

- Marc Holliday .~ —’—Y, AP * ' Gfego’ry-F. Hughes,
Chief Executive Oﬁ‘iczr , o o Chief Finan‘cmllOﬁ‘icer
and President - B : : SR

&2 -
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Stock Market Informétion

Our common stock bégan trading on the New York Stock Exchange, or the
NYSE, on August 15,.1997 under the symbol “SLG.” On March 31, 2005,
the reported closing sale price per share of common stock on the NYSE was
$56.22 and there were approximately 77 holders of record of our common stock.
The table below sets forth the quarterly high and low closing sales prices of the
common stock on the NYSE and the distributions paid by us with respect to the

periods indicated.

2004
Quarter Ended High Low Dividends
December 31 $60.55 $52.30 $0.5400
September 30 $51.81 $47.19 $0.5000
June 30 $48.20 $40.24 $0.5000
March 31 $47.78 $41.12 $0.5000
2003
Quarter Ended High Low Dividends
December 31 $41.05 $36.12 $0.5000
September 30 $37.43 $34.52 $0.4650
June 30 $36.00 $31.47 $0.4650
March 31 $31.95 $29.05 $0.4650

We submitted a Section 12(a) CEO Certification to the NYSE in 2004. In addition, we have filed with the SEC the CEO/CFO certification
required under Section 302 of the Sarbanes-Oxley Act as an exhibit to our Annual Report on Form 10-K for the year ended December 31, 2004.







