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LETTER FROM THE PRESIDENT AND CEO

Dear Fellow Shareholder:

OUR TRANSFORMATION HAS CONTINUED

During 2004, we continued the Company’s transformation begun in 2003. In the past,
we were a highly leveraged office and industrial REIT with properties in several geographic
locations and liquidity issues threatening our ability to effectively lease and maintain our
properties. The diverse nature of our portfolio and our financial condition made it difficult to
enter into a strategic transaction of benefit to our shareholders, let alone find an investor at an
attractive price.

Our balance sheet is now stronger, our liquidity position has vastly improved and as a
result, our ability to complete a strategic alternative transaction that would provide a high
degree of value to our shareholders has been greatly enhanced. Over the past two years, our
total bank and bond indebtedness has been reduced from $904.4 million to $427.4 million; a
$477 million, or 52.7% reduction. At the same time, our free cash balance has increased from
$15.8 million to $71.7 million as of December 31, 2004, an improvement of $55.9 million.
Some of our accomplishments during 2004 included:

+ The sale of our 33 West Monroe Street property, which removed a significant drain
on our cash flow and earnings, enabled us to retire $59.3 million of debt secured by
the property and netted us $8.8 million of net sale proceeds,

» The sale of our industrial portfolio, including non-income producing vacant land,
which enabled us to retire $65 million of bank and bond indebtedness and provided us
with $54.3 million of net sales proceeds, which we were able to use to repay
$22.8 million of maturing, high interest rate, mezzanine indebtedness,

» The substantial completion of our strategy of selling non-core assets, enabling us to
focus exclusively on the Greater Chicago office market,

» The refinancing of our 180 North LaSalle Street property with a new fixed rate
mortgage loan, after acquiring the remaining underlying equity interests in the
property that we did not own in fee title,

+ The resumption of the payment of preferred stock dividends, beginning with the
payment in April 2004,

¢ The completion of 458,000 square feet of new and expansion leases and 291,000 of
renewed or extended leases commencing in 2004, increasing occupancy in our wholly
owned portfolio from 84.9% to 85.5% and in our joint venture properties from 74.1%
to 79.7%, and

+ Successfully meeting the challenges in implementing and complying with the internal
control requirements of Section 404 of the Sarbanes/Oxley Act, resulting in a clean
opinion from our auditors for 2004.



A STRATEGIC ALTERNATIVE TRANSACTION IS NOW MUCH
MORE OF A REALITY

On February 17, 2005, we announced the execution of a definitive merger agreement
with affiliates of The Lightstone Group, LLC, whereby Lightstone has agreed to acquire all
of the Company’s common shares for a price of $7.25 per share. This represents a premium
of 12.8% over our closing share price at December 31, 2004 of $6.43, a 15.6% premium over
our closing share price at December 31, 2003 of $6.27, and a 57.3% premium over our
closing share price at December 31, 2002 of $4.61. Closing is expected to occur late in the
second quarter or early in the third quarter of this year.

We are very pleased with this outcome, which would not have been possible without the
progress we have made in the last two years in transforming our company. The dedication
and skill that our employees and management team have displayed in this process have
directly contributed to this favorable result. The other members of the Board of Trustees and
I are very appreciative of the team’s accomplishments and are proud to be associated with
this talented group of people.

All of us also want to take this opportunity to thank you, our shareholders, for your
patience while we undertook this transformation of your company. It has been a difficult
process at times, but my hope is that, upon completion of the pending merger transaction, we
will have achieved a successful result for our shareholders at a time when real estate market
fundamentals have not been working in our favor.

JEFFREY A. PATTERSON
President and Chief Executive Officer

March 2005
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Forward-Looking Statements contained in this Annual Report on Form 10-K, including the
section entitled "Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” include certain forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995, which reflect management’s current view with respect
to future events and financial performance. Such forward-looking statements are subject to
certain risks and uncertainties which could cause actual results to differ materially from those
anticipated, and include but are not limited to, the effects of future events on our financial
performance; risks associated with our high level of indebtedness and our ability to refinance our
indebtedness as it becomes due; the risk that we or our subsidiaries will not be able to satisfy
scheduled debt service obligations or will not remain in compliance with existing loan covenants;
the effects of future events, including tenant bankruptcies and defaults; the risks related to the
office and industrial markets in which our properties compete, including the adverse impact of
external factors such as inflation, consumer confidence, unemployment rates and consumer tastes
and preferences; the risk of potential increase in market interest rates from current rates; and risks
associated with real estate ownership, such as the potential adverse impact of changes in the local
economic climate on the revenues and the value of our properties as well as our tenants' and
vendors' operations. Readers are cautioned not to place undue reliance on these forward-looking
statements, which speak only as of December 31, 2004,

Among the matters about which we have made assumptions are the following:

e future economic and market conditions which may impact the demand for office and
industrial space either at current or increased levels;

the extent of any tenant bankruptcies or defaults that may occur;

ability or inability to renew existing tenant leases;

prevailing interest rates;

the effect of inflation and other factors on operating expenses and real estate taxes;

our ability to minimize various expenses as a percentage of our revenues; and

the availability of financing and capital.

e & e o @

In addition, historical results and percentage relationships set forth in this Annual Report on
Form 10-K are not necessarily indicative of future operations.



PART 1
ITEM 1. BUSINESS

Background and General

We are a fully-integrated, self-administered, and self-managed real estate investment trust
(REIT) which owns, manages, leases, develops, and redevelops office and industrial real estate,
primarily in the Chicago metropolitan area. Our portfolio of properties consists of 11 office
properties, containing an aggregate of 4.6 million net rentable square feet, and one industrial
property, containing 0.1 million net rentable square feet (See the "Properties” section for detailed
information concerning the individual properties). All of our properties are located in the
Chicago metropolitan area in prime business locations within established business communities
and account for all of our rental revenue and tenant reimbursements revenue. In addition, we own
6.3 acres of developable land and have the right to acquire an additional 1.3 acres. We also have
three joint venture interests in office properties containing an aggregate of 2.8 million net rentable
square feet.

Our three joint venture interests are accounted for as investments in unconsolidated joint
ventures under the equity method of accounting. These consist of a 50% common interest in a
joint venture which owns the 944,556 square foot office tower located at 77 West Wacker Drive,
located in Chicago, Illinois, a 30% subordinated common interest in a joint venture which owns
the 1,503,238 square foot Bank One Center office building located at 131 South Dearborn Street,
located in Chicago, Illinois and a 23.1% common interest in a joint venture that owns a 383,509
square foot office complex located in Phoenix, Arizona.

Our Company was formed on July 21, 1997 as a Maryland real estate investment trust and we
completed the initial public offering of our common shares on November 17, 1997. Our
executive offices are located at 77 West Wacker Drive, Suite 3900, Chicago, Illinois 60601, and
our telephone number is (312) 917-1300.

We are the sole general partner of, and currently own all of the preferred units and 88.5% of
the common interests in Prime Group Realty, L.P., a Delaware limited partnership (the
"Operating Partnership”). We conduct substantially all of our business through the Operating
Partnership, except for certain services requested by our tenants, certain management contracts
and build-to-suit construction activities, which are conducted through Prime Group Realty
Services, Inc., a Maryland corporation, and its affiliates (collectively, the "Services Company"), a
wholly-owned subsidiary of the Operating Partnership.

Tax Status

We have elected to be taxed as a real estate investment trust ("REIT") under Sections 856
through 860 of the Internal Revenue Code of 1986, as amended (the "Code"). As a REIT, we will
not be subject to federal income tax at the corporate level on our income as long as we distribute
90% of our taxable income (excluding any net capital gain) each year to our shareholders. Since
our inception, we believe that we have complied with the tax rules and regulations to maintain
our REIT status. If we fail to qualify as a REIT in any taxable year, we will be subject to federal
income tax (including any applicable alternative minimum tax) on our taxable income at regular
corporate rates. Even if we qualify as a REIT, we are subject to certain state and local taxes on
our income and property. In addition, our Services Company's income is subject to state and
federal income taxation.




Business Strategy

Our business strategy is to operate our portfolio of properties to create the optimum level of
service and value to our tenants, to retain our existing tenant base as their leases expire, to search
for and identify prospective tenants for space in our properties which is unoccupied or is subject
to expiring leases and to create maximum portfolio value for our shareholders. As we have
previously disclosed, we are continuing to pursue an initiative to complete a strategic transaction.

Review of Strategic Alternatives. In December 2002, our Board approved the engagement of
two investment banks as our financial advisors to assist in the evaluation of our strategic
alternatives, including, but not limited to, a sale, merger or other business combination involving
the Company, or a sale of some or all of our assets. On February 16, 2005, we entered into an
amendment to our engagement letter with one of these advisors, Wachovia Capital Markets, LLC
("Wachovia"), extending their engagement through December 20, 2005. The engagement of our
other financial advisor expired in December 2003.

On October 27, 2004, we entered into an agreement and plan of merger with Prime/Mansur
Investment Partners, LLC ("Prime/Mansur") and certain of its affiliates. Prime/Mansur is a joint-
venture formed and controlled by E. Barry Mansur and including Michael W. Reschke, a former
chairman and a former member of our Board. Under the merger agreement, Prime/Mansur
agreed to acquire our outstanding common shares and the outstanding limited partnership units of
our Operating Partnership for $6.70 per share/unit in cash. Our Board approved the transaction
subject to Prime/Mansur obtaining a satisfactory financing commitment for the transaction. On
November 10, 2004, we announced the merger agreement terminated automatically in accordance
with its terms, because Prime/Mansur did not obtain a financing commitment that satisfied the
requirements of the merger agreement.

On December 8, 2004, we filed an action in the Circuit Court for Montgomery County,
Maryland (the "Maryland State Court") against Prime/Mansur Investment Partners, L.LLC and
certain of its affiliates. In this action, we are seeking a declaratory judgment that our previously
announced merger agreement with Prime/Mansur terminated automatically, in accordance with
its terms, on November 9, 2004 because Prime/Mansur did not obtain a financing commitment
that satisfied the requirements of the merger agreement.

On January 3, 2005, Prime/Mansur and certain additional affiliates filed a Jawsuit against us
and our Operating Partnership in the Maryland State Court. In the complaint, Prime/Mansur
alleges, among other things, that we wrongfully terminated and otherwise breached the merger
agreement with Prime/Mansur. In its complaint, Prime/Mansur is seeking damages from the
Maryland State Court in excess of $50.0 million and other relief, including specific performance.
We vigorously deny the allegations in the complaint and believe that the allegations have no
merit. We intend to diligently defend ourselves against this lawsuit and to continue to
aggressively pursue our declaratory judgment lawsuit against Prime/Mansur.

On February 11, 2005, the Maryland Court consolidated the two lawsuits referred to above
and granted our request to assign the case to an expedited hearing track.

On February 17, 2005 we and an affiliate of The Lightstone Group, LLC (“Lightstone™),
entered into a definitive agreement and plan of merger. Under the merger agreement Lightstone
will acquire our common shares and common limited partnership units for $7.25 in cash, plus the
assumption of our outstanding debt. Our Board has unanimously approved the transaction and
intends to recommend it for approval by our common shareholders. The parties expect to close
the transaction in the second quarter, or early in the third quarter, of 2005. In connection with the
merger agreement, Lightstone funded a $10.0 million earnest money deposit into an escrow.




Our Cumulative Redeemable Preferred Shares (""Series B Shares") will remain outstanding
after the transaction is completed. At the closing of the transaction, all accrued but unpaid
distributions on our Series B Shares, plus distributions on our Series B Shares for the entire
calendar quarter in which the transaction closes, will be paid to the holders of our Series B
Shares.

The closing of the merger agreement is subject to, among other things, a number of
customary conditions including the approval by the holders of our common shares. The
transaction is not subject to any financing condition.

Our continuing goal is to achieve a desirable result for our shareholders which may include a
strategic transaction(s) and/or the continued implementation of our primary business strategy, as
discussed below. There can be no assurances that any transaction or transactions will occur. We
anticipate the net proceeds from any transaction other than a sale of the Company (whether by
merger or otherwise) may be used for a variety of purposes including, but not limited to, the
repayment of debt, to provide working capital to fund capital expenditures, including tenant
improvements and leasing commissions, the payment of accumulated unpaid dividends on our
Series B Shares and/or for distributions to our common shareholders and common unit holders of
our Operating Partnership. We may also utilize a portion of any proceeds for general and
corporate operating needs and to consummate tax-deferred exchanges to minimize any tax
exposure under existing tax indemnification agreements.

Ongoing Operations. Our primary business is to focus on the operation, leasing and
management of our existing real estate properties.

We strive to enhance our property-level net operating income and cash flow by:

engaging in pro-active leasing programs and effective property management;

managing operating expenses through the use of in-house management expertise;

maintaining and developing long-term relationships with a diverse tenant group;

attracting and retaining motivated employees by providing financial and other incentives; and
emphasizing value-added capital improvements to maintain and enhance our properties’
competitive advantages in their submarkets.

Liquidity and Capital Requirements. We require cash to pay our operating expenses, make
capital expenditures, fund tenant improvements and leasing costs, pay distributions and service
our debt and other short-term and long-term liabilities. Cash on hand and net cash provided from
operations represent our primary sources of liquidity to fund these expenditures. In assessing our
liquidity, key components include our net income, adjusted for non-cash and non-operating items,
and current assets and liabilities, in particular accounts receivable, accounts payable and accrued
expenses. For the longer term, our debt and long-term liabilities are also considered key to
assessing our liquidity.

In order to qualify as a REIT for federal income tax purposes, we must distribute 90% of our
taxable income (excluding capital gains) annually. Due to a number of factors, including our
capital requirements in our operating environment, our Board decided in January and April, 2002
to suspend the declaration and payment of distributions on our common shares and Series B
Shares dividends, respectively. We subsequently resumed the payment of dividends on our
Series B Shares with dividends of $0.5625 per share in April, July and October 2004 and January
2005. On February 28, 2005, our Board declared a quarterly dividend of $0.5625 per share on
our Series B Shares for shareholders of record on March 31, 2005. Under our declaration of trust,
this dividend is deemed to be a quarterly dividend related to the fourth quarter of 2003 dividend
period, the earliest accrued but unpaid quarterly dividend on our Series B Shares. There can be
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no assurances as to the timing and amounts of any future dividends on our Series B Shares and
the declaration of the fourth quarter 2003 preferred dividend at this time should not be construed
to convey any degree of certainty with respect to future preferred dividend payments. Our
management and Board review our cash position and requirements for cash reserves each quarter
prior to making any decision with respect to paying distributions/dividends. Distributions on our
common shares may not be made until all accrued dividends on our Series B Shares are declared
and paid or set apart for payment. We are in arrears for five quarters of Series B Share dividends
for a total of $11.3 million. Future distributions will depend on the actual cash available for
distribution, our financial condition, current and future capital requirements, the completion of
any capital fransactions, including refinancings and asset sales, the annual distribution
requirements under the REIT provisions of the Code and such other factors as our Board deems
relevant.

On April 16, 2004, we sold our 33 West Monroe Street property for a gross sales price of
$69.6 million (i) less a credit for $19.4 million, representing the sum of a portion of the amount in
our leasing reserve escrow account related to the property and a credit for certain prepaid rent,
and (ii) plus or minus other customary prorations. Concurrent with the sale of the property, we
used a portion of the proceeds of the sale and approximately $20.0 million of a leasing escrow
held by the existing lender to repay the existing first mortgage debt having an outstanding
principal balance of $59.3 million, plus accrued interest of $0.2 million. After closing prorations
and costs and the repayment mn full of the first mortgage loan encumbering the property, we
received approximately $8.8 million in net proceeds from the sale.

In October and November 2004, we sold 29 of our industrial properties, consisting of
3.8 million square feet, located in Illinois and Indiana, one of our office properties, consisting of
50,400 square feet, located in lllinois, and three land parcels consisting of 128 acres located in
Ilinois, plus an additional 74.3 acres of land included as part of our heavy-crane portfolio. Net
proceeds after repayment or buyer assumption of mortgage and bond debt collateralized by the
properties, closing costs and prorations and a tax indemnity payment obligation were
$54.3 million. Included in net proceeds is approximately $9.7 million of restricted cash escrows
which were released or credited by the purchaser at closing, offset by $4.4 million of
environmental escrows and a rent subsidy escrow for $0.6 million that were funded at closing. In
addition, we agreed to fund approximately $0.9 million should two tenants fail to pay the future
rent due under their leases for specific periods of time. Subsequent to the sale, we repaid
$22.8 million of maturing mezzanine loan financing and anticipate utilizing the remaining
proceeds to fund capital improvements and leasing costs and provide additional working capital
and liquidity for the Company.

We can give no assurances that, if any further capital transactions are completed on terms
favorable to us or otherwise, distributions on our common shares and common units will be
resumed either during 2005 or thereafter, or that we will be able to pay future dividends on our
Series B Shares. We currently do not anticipate declaring or paying distributions on our common
shares/units in 2005.

Our anticipated cash flows from operations combined with cash on hand are expected to be
sufficient to fund our anticipated short-term capital needs. In 2005, we anticipate the need to
fund significant capital expenditures to retenant space that has been previously vacated or is
anticipated to be vacated during the year or renew existing tenants’ leases. In order to fund these
and our other short-term and long-term capital needs, we expect to utilize available funds from
cash on hand, cash generated from our operations and existing escrows with lenders. In addition,
we may enter into capital transactions, which could include asset sales, debt or equity financings
and modifications or extensions of existing loans. There can be no assurances that any capital
transactions will occur or, if they do occur, that they will yield adequate proceeds to fund our
long-term capital needs.



The financial covenants contained in some of our loan agreements and guarantee agreements
with our lenders include minimum ratios for debt service coverage and liabilities as a percentage
of total assets, as well as minimum net worth levels, limits as to recourse indebtedness and other
financial covenants. In some past quarters, we have failed to meet certain of these covenants and
after negotiations with our lenders (and in certain instances, after agreeing to post additional cash
collateral, provide other security and/or otherwise modify the terms of the relevant loans) we
have obtained the necessary loan modifications and/or waivers. As a result of the repayment of
indebtedness and debt assumptions from the sale of a portion of our industrial portfolio in
October 2004, certain covenants that we had previously failed are no longer in effect. As of
December 31, 2004, we are in compliance with the requirements of all remaining financial
covenants.

Given our current level of debt, limited availability of unencumbered collateral and our
current financing arrangements, we may not be able to obtain additional debt financing at interest
rates that are below the rates of return on our properties. In addition, any equity capital we might
raise may be dilutive to our current common shareholders.

Acquisition and Development Activity. Given the general economic conditions and our
capital availability, we do not anticipate any significant property acquisitions or development
during the next year. Certain tax-deferred exchanges, however, may be desirable in connection
with property sales in order to eliminate or minimize any payments required under existing tax
indemnification agreements.

Financing. In December 1998, our Board adopted a financing policy with the following
targets: (i) a minimum interest coverage ratio of 2.25, (ii) a minimum fixed coverage charge ratio
of 1.90, (iii) a ratio of debt-to-net asset value of no more than 50% and (iv) unencumbered cash
and credit availability of at least $40.0 million, of which $15.0 million should be cash on hand.
The foregoing ratios and measures are calculated pursuant to detailed definitions set by our
Board, and, in some instances, have been adjusted over time pursuant to a schedule set by our
Board. The above targets do not bind the Board and do not mean that we will operate within each
of these ratios at any or all times. Our Board must approve all material financing and acquisition
or disposition activities until the targets are met. Our Board has approved in the past, and has the
authority to approve in the future, transactions and other actions which would cause non-
compliance with this policy.

At present we are not in compliance with the targets (i), (ii) and (iii) above and do not
anticipate being in compliance during 2005. Our Board may alter our financing policy without
the consent of our shareholders, and our organizational documents do not limit the amount or type
of indebtedness that we may incur.




Recent Developments

Dispositions. During the period from January 1, 2004 through December 31, 2004, we sold
the following operating properties and parcels of land.

Net Mortgage
Rentable Square Sales Price Debt Month
Property Location Feet/Acres (in millions) (in_millions) Sold
Sold
Office:
33 West Monroe Street(1) Chicago, IL 852,075 $ 69.6 $ 593 April
Portfolio Sale(2):
Office:
1301 E. Tower Road Schaumburg, IL 50,400
Warehouse/distribution
Facilities:
425 E. Algonquin Road Arlington 304,506
Heights, IL
1455 Sequoia Drive Aurora, 1L 257,600
200 S. Mitchell Addison, IL 152,200
11045 Gage Avenue Franklin Park, 1L 136,600
4%48, 4250 and 4300 Madison Hillside, IL 127,129
treet
4211 Madison Street Hillside, IL 90,344
41604190 W_Madison Street ~ Hillside, IL 79,532
342-346 Carol Lane Elmburst, IL 67,935
200 E. Fullerton Avenue Carol Stream, IL 66,254
555 Kirk Road St. Charles, IL 62,400
370 Carol Lane Elmhurst, 1L 60,290
550 Kehoe Bivd. Carol Stream, IL 44,575
1543 Abbott Drive Wheeling, 1L 43,930
388 Carol Lane Elmburst, IL 40,502
343 Carol Lane Elmhurst, 1L 30,084
350 Randy Road Carol Stream, 1L 25,200
11039 Gage Avenue Franklin Park, IL 21,935
1401 S. Jefferson Street Chicago, IL 17,265
Overhead Crane/Manufacturing
Facilities:
Chicago Enterprise Center Chicago, IL
13535-A S. Torrence Avenue 385,345
13535-B S. Torrence Avenue 242,199
13535-C S. Torrence Avenue 99,333
13535-D S. Torrence Avenue 77,325
13535-E S. Torrence Avenue 50,983
13535-F S. Torrence Avenue 56,486
13535-G S. Torrence Avenue 55,213
13535-H S. Torrence Avenue 73,442
East Chicago Enterprise Center  East Chicago, IN
4407 Railroad Avenue - 169,435
Building 2
4407 Railroad Avenue - 291,550
Building 3
4407 Railroad Avenue - 87.484
Building 4
4635 Railroad Avenue 14,070
Hammond Enterprise Center Hammond, IN
4507 Columbia Avenue 256,595
4527 Columbia Avenue 16,701
4531 Columbia Avenue 250.266
3,805,108
Land:
Aurora Land Aurora, [L 73.2
DeKalb Land DeKalb, IL 36.3
Batavia Land Batavia, IL 18.8
October/
Total Portfolio Sale $125.1 $ 651 November
Land:
Carol Stream Land(3) Carol Stream IL 6.1 $ 12 § - December
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We sold this property for a gross sales price of $69.6 million (i) less a credit for
$19.4 million, representing the sum of a portion of the amount in our leasing reserve
escrow account related to the property and a credit for certain prepaid rent and (ii) plus or
minus other customary prorations. Concurrent with the sale of the property, we used a
portion of the proceeds of the sale and approximately $20.0 million of a leasing escrow
held by the existing lender to repay the existing first mortgage debt on the property
having an outstanding principal balance of $59.3 million, plus accrued interest of
$0.2 million. After closing prorations and costs and the repayment in full of the first
mortgage loan encumbering the property, we received approximately $8.8 million in net
proceeds from the sale. During the fourth quarter of 2003, we had recorded an asset
impairment charge of $43.4 million related to this property. After reflecting this
impairment, we recognized a gain of $0.4 million on this sale.

Net proceeds from the sale of these properties after repayment or buyer assumption of
mortgage and bond debt collateralized by the properties, closing costs and a tax
indemnity payment obligation were $54.3 million. Included in net proceeds is
approximately $9.7 million of restricted cash escrows which were released or credited by
the purchaser at closing, offset by $4.4 million of environmental escrows and a rent
subsidy escrow for $0.6 million that were funded at closing. In addition, we agreed to
fund approximately $0.9 million should two tenants fail to pay the future rent due under
their leases for specific periods of time. Subsequent to the sale, we repaid $22.8 million
of maturing mezzanine loan financing and anticipate utilizing the remaining proceeds to
fund capital improvements and leasing costs and provide us additional working capital
and liquidity. We recognized a gain of $9.5 million on this sale.

Net proceeds from the sale of this property were $1.2 million. We recognized a gain of
$0.4 million on this sale.

On January 15, 2004, we acquired fee title ownership to the 180 North LaSalle Street office

property for a $0.1 million payment. We had previously consolidated the operations of this
property in 2001 and thereafter since we had the economic risks and rewards of ownership
through our interest in the second mortgage encumbering this property.

Indebtedness. During 2004, we completed the following transactions with respect to our

indebtedness:
Loan
Principal Original
Amount Transaction Maturity
Collateral Type of Loan (in millions) Interest Rate Date Date
New Indebtedness
180 N. LaSalle Street First Mortgage $67.0 5.43% 1/04 2111
Indebtedness Retirement
180 N. LaSalle Street REMIC 60.0 LIBOR + 3.75% 1/04 1/04
33 West Monroe Street  First Mortgage 59.3 LIBOR + 1.50% 4/04 11/05
180 N. LaSalle Street Mezzanine 10.9 LIBOR + 7.00% 10/04 11/04
Various Properties Mezzanine 11.9 LIBOR + 7.00% 10/04 11/04
Various Properties(1) Bonds 249 4.13% 10/04 1/07
555 Kirk Road and 1541  First Mortgage 23 7.35% 10/04 4/05
Abbott Drive
1455 Sequoia Drive First Mortgage 5.6 LIBOR + 2.50% 10/04 5/04
200 S. Mitchell First Mortgage 4.0 PRIME + 1.00% 10/04 9/05
Various Properties( 1; First Mortgage 13.9 7.17% 10/04 5/08
Various Properties(} First Mortgage 14.5 7.17% 11/04 5/08
Principal Payments
Amortization Various 52 Various Various Various
(1) This debt was assumed by the purchaser of substantially all of our industrial properties.

10




We had previously held subordinate interests in the first mortgage interest in the
180 North LaSalle Street property. Simultaneous with our acquisition of fee title ownership in
the property in January 2004, we refinanced the property with the proceeds of a first mortgage
foan. Principal and interest payments are based upon a 30-year amortization period.

At closing of the refinancing, we funded leasing and capital replacement reserves of
$5.1 million from proceeds. In addition, a $2.7 million leasing escrow was released. We also
agreed to fund into the leasing reserve escrow an additional $0.1 million per month for 36 months
beginning March 2004. The amounts in the reserves can be drawn by us to pay for approved
leasing expenditures relating to the property. The loan documents also require us to fund
approximately $13,000 per month beginning March 2004 into a capital replacement reserve to be
used for approved capital expenditures at the property. We used a portion of the proceeds of the
loan to repay the pre-existing third-party debt encumbering the property of $60.0 million, fund
the reserve escrows and pay closing costs. After these payments, we received approximately
$4.2 million of net proceeds. :

Prior to the closing of the sale of our 33 West Monroe Street property in April 2004, we
provided substitute collateral to the lender which held the existing $11.5 million mezzanine loan
relating to this property. The substitute collateral consisted of a pledge of ownership interests in
the entity owning our 180 North LaSalle Street property. In connection with the pledge, we
funded an escrow of $750,000 to the first mortgage lender at 180 North LaSalle Street as
additional collateral to secure any costs it may incur in the future relating to the mezzanine using
proceeds from the sale of our industrial portfolio. The escrow was released upon repayment of
the mezzanine loan in October 2004. :

Shareholders and Board of Trustees Developments. On August 3, 2004, our then Chairman
of the Board, Stephen J. Nardi, retired as Chairman. Mr. Nardi remains on the Board as a non-
employee Trustee. Douglas Crocker II, one of our existing Trustees, was appointed Chairman of
the Board. In addition, Jeffrey A. Patterson, our existing President and Chief Investment Officer,
was named President and Chief Executive Officer. Mr. Crocker serves as a non-employee and
independent Chairman. In connection with Mr. Nardi's resignation, the Board approved a
separation payment for Mr. Nardi of $300,000.

On February 28, 2005, our Board increased its size from six to seven members and elected
Mr. Patterson to fill the newly created position on the Board. Mr. Patterson was elected as a
Class III Trustee with a term expiring at our 2006 Annual Shareholders Meeting.

Included in receivables is an amount due from Mr. Nardi totaling $0.9 million. The
receivable relates to a prior master lease obligation with Mr. Nardi and is payable from future
common dividends/distributions. Due to the uncertainty of future dividend/distribution payments
as a result of our pursuit of strategic alternatives, a reserve in the full amount of this receivable
was established in 2004,

Competition

We compete with many other owners and developers of office and industrial real estate, some
of which may have greater financial and marketing resources or expertise. In addition, the
amount of available space in competitive properties in any particular market or submarket in
which our properties are located could have a material adverse effect on both our ability to lease
space and on the rents charged at our properties.
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Services Company

We provide certain services requested by tenants through our Services Company. As a
Taxable REIT Subsidiary, our Services Company can provide services to tenants of our
properties, even if these services are not considered services customarily furnished in connection
with the rental of real estate property, without causing the rental income from the properties to be
treated as other than rents from real property by the Internal Revenue Service under the Code.
Our Services Company provides leasing and property management services to the unconsolidated
joint ventures that own the Bank One Center and 77 West Wacker Drive office properties. In
January 2004, concurrent with acquiring fee title to our 180 North LaSalle Street property, our
Operating Partnership replaced our Services Company as its leasing and managing agent.

Government Regulations

Environmental Matters. Phase I or similar environmental assessments have been performed
by independent environmental consultants on all of our properties. Phase I assessments are
intended to discover information regarding, and to evaluate the environmental condition of, the
surveyed property and surrounding properties. Phase I assessments generally include a historical
review, a public records review, an investigation of the surveyed site and surrounding properties,
and the preparation and issuance of a written report, but do not include soil sampling or
subsurface investigations.

We are aware of contamination at the Chicago, East Chicago and Hammond Enterprise
Centers that we previously owned and which were sold in October 2004. These properties were
already in remediation programs sponsored by the states in which they are located. Our
environmental consultants previously estimated that remedial action plans for these properties
would have a probable cost of approximately $3.2 million. The Prime Group, Inc. ("PGI"), the
owner of the above-mentioned industrial properties prior to us, contractually agreed to indemnify
us for any environmental liabilities we may incur for known contamination in connection with
these properties. In September 2004, PGI paid us $1.25 million related to this indemnification,
and in November 2004 PGI paid us an additional $1.85 million related to this indemnification.
Upon receipt of this second payment, we released PGI from any further indemnity obligations.

During the due diligence process in connection with the sale of the above properties,
additional environmental contamination, beyond that previously identified by our environmental
consultants, was discovered by the purchaser at our East Chicago Enterprise Center and
Hammond Enterprise Center facilities. As a result, we agreed to establish a $1.25 million
environmental escrow at the closing, in addition to a $3.2 million reserve for the previously
identified environmental contamination, for use in remediation of the costs described above. In
connection with the sale, the purchaser of these properties has agreed to assume the responsibility
for the environmental remediation of the property and any costs which may be incurred in excess
of the amounts we placed in escrow at the closing. Any excess funds remaining in the
$1.25 million escrow after the remediation of the additional environmental contamination will be
returned to us.

We are also aware of contamination at two other properties. At one of the properties, the
tenant has provided us with an indemnity for all of the costs associated with the environmental
remediation and the tenant has purchased the property. The second property, which was sold as
part of the industnial portfolio sale, was placed in the remediation program sponsored by the state
in which 1t is located and the previous owner has obtained a no further remediation letter from the
Illinois Environmental Protection Agency approving the completion of the remediation work.
Accordingly, we do not anticipate any material liability related to these environmental matters.
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In November 2001, at the request of the Department of the Army of the
United States of America (the "DOA"), we granted the DOA a right of entry for environmental
assessment and response in connection with our property known as the Atrium at
280 Shuman Boulevard in Naperville, Illinois (the "Atrium"). The DOA informed us that the
property was located north of a former Nike missile base and that the DOA was investigating
whether certain regional contamination of the groundwater by trichloethene ("TCE") emanated
from the base and whether the DOA would be required to restore the environmental integrity of
the region under the Defense Environmental Restoration Program for Formerly Used Defense
Sites. In December 2001, the results from the tests of the groundwater from the site indicated
elevated levels of TCE. It is currently our understanding based on information provided by the
DOA and an analysis prepared by its environmental consultants that (i) the source of the TCE
contamination did not result from the past or current activities on the Atrium property, (ii) the
TCE contamination is a regional problem that is not confined to the Atrium and (iii) the DOA has
not yet identified the source of the TCE in the groundwater. Our environmental consultants have
advised us that the United States Environmental Protection Agency (the "EPA") has issued a
Statement of Policy towards owners of property containing contaminated acquifers. According to
this policy, it is the EPA’s position that where hazardous substances have come to be located on a
property solely as a result of subsurface migration in an aquifer from an offsite source, the EPA
will not take enforcement actions against the owner of the property. The groundwater underneath
this property is relatively deep, and the property obtains its potable water supply from the
City of Naperville and not from a groundwater well. Accordingly, we do not anticipate any
material liability because of this TCE contamination.

Our IBM Plaza office property currently contains asbestos in the form of non-friable spray-on
insulation located on the decking and beams of the building. We have been informed by our
environmental consultants that the asbestos in IBM Plaza is not friable and no remediation of the
asbestos is necessary.

We believe that our other properties are in compliance in all material respects with all federal,
state and local laws, ordinances and regulations regarding hazardous or toxic substances. We
have not been notified by any governmental authority, and are not otherwise aware, of any
material noncompliance, liability or claim relating to hazardous or toxic substances in connection
with any of our other properties. None of the environmental assessments of our properties have
revealed any environmental liability that we believe would have a material adverse effect on our
financial condition or results of operations taken as a whole, nor are we aware of any such
material environmental liability. Nonetheless, it is possible that our assessments do not reveal all
environmental liabilities or that there are material environmental liabilities of which we are
unaware. Moreover, there can be no assurance that (i) future laws, ordinances or regulations will
not impose any material environmental liability or (ii) the current environmental condition of our
properties will not be affected by tenants, by the condition of land or operations in the vicinity of
our properties (such as the presence of underground storage tanks) or by third parties unrelated to
us. If compliance with the various laws and regulations, now existing or hereafter adopted,
exceeds our budgets for such items, our financial condition could be further adversely affected.

Costs of Compliance with Americans with Disabilities Act (the "ADA"). Under the ADA,
all public accommodations and commercial facilities are required to meet certain federal
requirements related to access and use by disabled persons. These requirements became effective
in 1992. Compliance with the ADA requirements could require removal of access barriers, and
noncompliance could result in the imposition of fines by the federal government or an award of
damages to private litigants. We believe that our properties are substantially in compliance with
these requirements, however, we may incur additional costs to fully comply with the ADA.
Although we believe that such costs will not have a material adverse effect on our financial
position, if required changes involve a greater amount of expenditures than we currently
anticipate, our capital and operating resources could be adversely affected.
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Costs of Compliance with Chapter 13-196 of the Municipal Code of the City of Chicago
(the “sprinkler ordinance). The City of Chicago passed a new high-rise fire sprinkler ordinance
on December 15, 2004. Under the sprinkler ordinance, all buildings in the City of Chicago
exceeding 80 feet in height above grade (a “High-Rise Building”) are required to install automatic
sprinkler systems and other related improvements. The ordinance requires that (i) one-third of the
gross square footage of every High Rise Building must be equipped with automatic sprinklers by
January 1, 2009, (ii) two-thirds of the gross square footage must be equipped by January 1, 2013,
and (iii) the entire gross square footage must be equipped by January 1, 2017. Our 208 South
LaSalle Street property does not have an automatic sprinkler system and our 180 North LaSalle
Street property is equipped with an automatic sprinkler system covering approximately 60% of
the gross square footage of the building. Our other properties meeting the definition of a High-
Rise Building that are located in the City of Chicago are equipped with automatic sprinklers.

We anticipate complying with the ordinance at 180 North LaSalle Street by installing
automatic sprinklers as we renovate floors for existing and new tenants and we anticipate 100%
of the building’s gross square footage will have automatic sprinklers in place in advance of the
requirements of the sprinkler ordinance. The installation of an automatic sprinkler system in
208 South LaSalle Street will also be required pursuant to the above schedule and will require a
material capital investment. The 180 North LaSalle Street and the 208 South LaSalle Street
properties are comprised of 767,292 and 865,655 square feet, respectively. The Building Owner
and Manager Association of Chicago estimates the cost to install the required sprinkler systems is
in the range of $8 to $10 per square foot of building area, although there is no assurance that this
will be the actual cost we incur.

Other Regulations. QOur properties are also subject to various federal, state and local
regulatory requirements, such as state and local fire and life safety requirements. Failure to
comply with these requirements could result in the imposition of fines by governmental
authorities or awards of damages to private litigants. We believe that our properties are currently
in material compliance with all such regulatory requirements. However, there can be no
assurance that these requirements will not be changed or that new requirements will not be
imposed which would require us to make significant unanticipated expenditures and could have
an adverse effect on our net income and our capital and operating resources.

Insurance

In the regular course of our business, we maintain comprehensive liability and all-risk
property insurance with respect to our properties provided by reputable companies with
commercially reasonable deductibles, limits and policy specifications customarily covered for
similar properties. Our management believes that such insurance adequately covers our
properties.

On March 22, 2004, we obtained new property insurance policies consisting of (i) a primary
policy covering the first $150.0 million of physical damage to the properties in our portfolio (the
"primary policy") and (ii) several layers of excess property insurance in an aggregate amount of
$400.0 million covering physical property damages to our properties in excess of our primary
policy (the "excess policies"). Our primary policy and excess policies include insurance for acts
of Terrorism as a covered loss. We are at risk for financial loss, which could be material, relating
to losses in excess of our policy limits. In addition, we are at risk under our insurance policies for
losses of any amount relating to occurrences which are not covered by our insurance policies,
such as occurrences excluded under the standard coverage exclusions such as acts of war, military
action, nuclear hazards, governmental action, illegal acts of the insured and pollution, which in
the event of such losses could be material.
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Our primary policy and excess policies include coverage for flood and earthquake losses. In
certain instances our policy sub-limits for these losses may be less than the value of specific
properties. Our properties are not located in geographical areas typically subject to flood or
earthquake losses. However, we may be at risk of financial losses resulting from losses that
exceed these policy sub-limits.

We maintain liability insurance including but not limited to commercial general liability, auto
liability, garage liability and commercial umbrella insurance (the "liability policies") in amounts
and limits that are similar to other property owners in geographic areas similar to that of our
properties. Our liability policies include coverage for acts of terrorism as a covered loss.
Additionally, we maintain workers compensation in compliance with statutory limits and
requirements as well as employers liability insurance. These policies contain standard exclusions
that are typical of liability insurance policies. We may be at financial risk for losses that exceed
our limits of liability or which may be excluded from the insurance policies, which could be
material.

In connection with the ownership of our properties, certain events may occur that would
require us to expend funds for environmental remediation of some of our properties and adjacent
properties. Certain environmental exposures are excluded from coverage under our insurance
policies. Effective April 30, 2003, we obtained a pollution legal liability policy having a limit of
$10.0 million, which includes coverage for liability, third party property damage and remediation
costs as a result of pollution conditions. Pre-existing pollution conditions are excluded from the
policy and certain property locations may be excluded in the future by our insurer based on its
ongoing due diligence. Costs not covered under our pollution legal liability policy could be
material, which could adversely affect our financial condition. We are unable to predict changes
in future environmental laws and the financial impact we may incur as result of these changes.

Employees

As of December 31, 2004, we had approximately 124 full-time employees. We believe that
our relations with our employees are satisfactory.

Available Information

We make available, free of charge, on our Internet website, www.pgrt.com, our annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended, as soon as reasonably practicable after the reports are
electronically filed with the United States Securities and Exchange Commission. Copies of our
governance guidelines, code of ethics and the charters of our audit, compensation, and
governance and nominating committees are also available, free of charge, on our Internet website,
and are available in print to any shareholder who requests it from our investor relations
representative ¢/o Prime Group Realty Trust, Investor Relations, 77 West Wacker Drive, Suite
3900, Chicago, Illinois 60601.
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