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PART |
ITEM 1. BUSINESS.

The registrant is an unincorporated associatidharform of a business trust organized in Ohio uad@eclaration of Trust dated August 1,
1961, as amended from time to time through Julyl286 (the "Declaration of Trust"), which has asgtincipal business activity the
ownership and management of real estate investmBmsregistrant qualifies as a real estate investrirust ("REIT") under Sections 856
through 860 of the Internal Revenue Code (the "Code

To encourage efficient operation and managemeit$ pfoperty, and after receiving a ruling from th&ernal Revenue Service with respec
the proposed form of organization and operatioa régistrant, in 1971, caused a management contpdreyorganized pursuant to the laws
of the State of Delaware under the name First UManagement, Inc. (the "Management Company"),dsderoperty from the registrant
to operate such property for its own account aparste taxable entity. At December 31, 1998, ¢héstrant net leased 47 of its properties to
the Management Company. The shares of the ManageéPoempany are held in trust, with the shareholdétke registrant, as exist from
time to time, as contingent beneficiaries. The Mgmaent Company, in April 1997, acquired voting coinbf Imperial Parking Limited and

its affiliates ("Impark") which is primarily a pailg management and transit ticketing manufactucimmpany based in Canada. Because the
Management Company owns voting control of Impauk, financial statements of Impark are consolidati#k the Management Company.
Additionally, for financial reporting purposes, tfieancial statements of the Management Companyg@rined with those of the registrant.

On July 22, 1998, tax legislation was enacted imgithe "grandfathering rules" applicable to std@REITS, such as the registrant (the
"Stapled REIT Legislation"). As a result, the inamand activities of the Management Company withbeesto any real property interests
acquired by the registrant and the Management Coynafier March 26, 1998, for which there was nalbig written agreement, public
announcement or filing with the Securities and Exade Commission on or before March 26, 1998, wlhbributed to the registrant for
purposes of determining whether the registrantifieslas a REIT under the Code. The registrantiteatad its management arrangements
with the Management Company in March 1999, andrselfiages its retail, apartment and office portfolibhe registrant entered into third-
party management arrangements for the parkingtfasiit owns. Accordingly, the registrant no longeceives any rents from the
Management Company.

The registrant owns regional enclosed shoppingsnafiartment complexes, large downtown office lngsl and parking facilities. The
registrant's portfolio is diversified by type ofoperty, geographical location, tenant mix and lemi@rket. As of December 31, 1998, the
registrant owned (in fee or pursuant to ldeghn ground leases under which the registransisele) 21 shopping malls, 8 apartment compls
5 office properties, 7 parking garages and 2 serfarking lots in the United States and 1 parkiagige and 10 surface parking lots in
Canada. The registrant also owns 50% of anothdrimaljoint venture with an unrelated party.

All of the registrant's shopping malls competetéarants on the basis of the rent charged and totaind encounter competition from other
retail properties in their respective market ar&asne of the registrant's shopping malls competie @ther shopping malls in the environs.
However, the principal competition for the registta shopping malls may come from future shoppirdjsiiocating in their market areas.
Additionally, the overall economic health of reti@hants impacts the registrant's shopping malle i the overbuilding of retail space and a
demand for large, open area, administrative sespeee in Denver, CO, in 1995, the registrant apesitioned a former retail mall into an
office property and released approximately 64%hefformer mall. Additionally, due to excess matsp in Abilene, TX in 1997, the
registrant demolished its enclosed mall and coowdithe first phase of a strip shopping centectvbipened in 1998. In February 1999, the
registrant sold its shopping center in Buffalo Grpl. and signed contracts to sell 8 shopping nmaild 1 shopping center.

The registrant's apartment complexes compete Mlitr@partments and residential housing in the idiate areas in which they are located
and may compete with apartments and residentiadihgwonstructed in the same areas in the future.

The registrant's office properties compete for tem@rincipally with office buildings throughoutehiespective areas in which they are loc:
In most areas where the registrant's office bujjgiare located, competition for tenants has bedrcantinues to be intense on the basis of
rent, location and age of the building. The registisold its office building in Shreveport, LA indvth 1999. The registrant currently has its
Indianapolis, IN and Marysville, CA office propesi under contract with closings scheduled to oecapril 1999. The registrant plans to
hold and redevelop its Cleveland, OH office buitgin

The registrant's parking facilities compete withastparking facilities in the immediate areas irichtthey are located and may compete with
new parking facilities constructed in the same siiedhe future.

The registrant's mortgage investments are collierhby an apartment complex and the managementaai of another apartment complex.
The risks inherent with the registrant's mortgagefplio relate to the performance and the valuthefapartment complexes that secure the
mortgage investments. These risks may impair thkzedility of the mortgage investments.

The registrant's segment data may be found in &et23 to the Combined Financial Statements on p8de Exhibit 13.

The registrant has approximately $206 million ibtgue in 1999. The registrant intends to fundrémayment by using cash available at
December 31, 1998, a rights offering to sharehsldeortgage financing and the net proceeds fromgrtg sales. The registrant's credit
rating, leverage, share price and liquidity linmi¢ tflexibility of the registrant to avail itself other types of capital markets transactions at



time.

Impark operations consist primarily of parking mageaent in Canada. Impark also has a market presemgfalo, NY, Minneapolis, MN,
and Milwaukee, WI. Currently, Impark derives 87%% and 1% of revenue from its management of fasliiln Canada, the United States
and Asia, respectively. Impark's Canadian operatare not hedged against currency fluctuationsatinfaces competition from local and
national parking operators in procuring managerentracts from third party parking lot and garagaers. Transit ticketing products,
manufactured by a wholly-owned subsidiary of Impare targeted to be sold to predominantly U.S snramsit operators, and the sales of
these products represent approximately 3% of Imipaposs revenues.

RISK FACTORS

An investment in the registrant's securities ineslvarious risks. The following factors should beetully considered in addition to the other
information set forth in this report.

NEW SENIOR MANAGEMENT LACKS PRIOR EXPERIENCE WITH T HE REGISTRANT AND IN OPERATING PUBLIC
COMPANIES OR REITS

In June 1998, William A. Ackman was elected as @han of the Board. In October 1998, William A. Sgwlias appointed Vice Chairman
the Board. In November 1998, the registrant appdimaniel P. Friedman as its President and Chiettive Officer, and David
Schonberger and Anne N. Zahner, each as ExecutoeeRfesidents. Until their appointments, theséviddals had little, if any, previous
working experience or relationships with the regist or with the Management Company or with eitbfetheir senior management or other
personnel. The failure of the new management teawotk effectively with the registrant's or the Maement Company's other senior
management could result in the departure of kegguarel or disruptions in the operations of thegtgnt, which in turn could have a mate
adverse effect on the registrant's or the Manage@empany's business, financial condition or resoftoperations.

In addition, none of the members of the new manageneam has ever operated or served as an execoffiicer, director or trustee of a
public company or a REIT. The lack of experiencthwir knowledge of issues that confront public camips or REITs could have an adve
effect on the ability of such individuals to effisely manage the operations of the registrant Aedeby could have an adverse effect on the
registrant's business, financial condition or ressaf operations.

PROPOSED DEPARTURE OF SOME MEMBERS OF SENIOR MANAGEMENT

Some members of the senior management team thahece prior to Mr. Friedman's appointment haxpressed a desire to leave the
registrant and are in discussions with the registregarding the timing and terms of their depatlihe departure of these individuals could
result in the departure of additional key persommalisruptions in the operations of the registrartich in turn could have a material adverse
effect on the registrant's business, financial @wrdor results of operations.

DIFFICULTIES IN SERVICING DEBT

The registrant recently negotiated amendments torihcipal credit facilities, including its senioredit facility (the "FUR Credit Facility"),
the Cdn.$38.8 million credit facility of Impark, affiliate of the registrant and subsidiary of tManagement Company (the "Impark Credit
Facility" and, together with the FUR Credit Fagilithe "Credit Facilities"), and a loan to the stgint from a syndicate of lenders led by BT
Alex.Brown (the "Bridge Loan") in an original pripal amount of $90 million. Among other things, gmmendments, in principle, require the
registrant to make significant principal prepaynsentApril, May and June 1999. As of March 26, 199@ registrant had $167.6 million in
principal outstanding under the FUR Credit Faciiityd the Bridge Loan and Cdn.$35.4 million in pifat outstanding under the Impark
Credit Facility. The upcoming amortization paymemtguire the registrant to reduce the principal amt® outstanding under the FUR Credit
Facility and the Bridge Loan to $158.9 million letaggregate in April 1999, $130.0 million in tlggeegate in May 1999 and $100.0 million
in the aggregate in June 1999. All remaining ppatunder the FUR Credit Facility and the Bridgeahas due on August 11, 1999. The
registrant is relying on its cash reserves, cash from operations, net proceeds from assets dal@scing assets and net proceeds from
offerings



to make these principal payments, but there camolessurance that these sources will provide serfidunds to enable the registrant to m
these payments.

DEFAULT UNDER THE FUR CREDIT FACILITY, THE IMPARK C REDIT FACILITY AND THE BRIDGE LOAN

The registrant and Impark recently negotiated ammeamds to, and waivers of any defaults under, tregliCFacilities and the Bridge Loan. 1
defaults resulted primarily from the failure to qalwith various financial covenants. Although thefaults have been waived and the debt
instruments have been amended, there can be n@assuhat either the registrant or Impark wilisfgttheir respective financial covenants
or their respective obligations, including prindipad interest repayment obligations, under the FL&lit Facility, the Bridge Loan or the
Impark Credit Facility. If the registrant or Impaskunable to satisfy its obligations under eitbithese facilities or the Bridge Loan, the
lenders may declare all indebtedness outstandergtinder, together with any accrued interest tmerdiwe and payable immediately and by
such action trigger crosfefaults under other debt instruments. There camlsessurance that the registrant or Impark withble to refinanc
any of such indebtedness.

DEBT COVENANTS RESTRICT OPERATING FLEXIBILITY; FAIL URE TO COMPLY WITH DEBT INSTRUMENTS COULD
CAUSE ACCELERATION OF DEBT

Debt instruments, including the Credit Facilitiesldhe Bridge Loan, to which either of the registrar the Management Company is
currently a party, and to which either may beconpardy in the future, contain and may contain a benof significant covenants that, among
other things, restrict in varying degrees eithethefregistrant or the Management Company fronmnggiissets, incurring additional
indebtedness, repaying other indebtedness, payidedds, creating liens on assets, entering ieésés, making investments, loans or
advances, making acquisitions, engaging in memecsnsolidations, engaging in certain transactisitls affiliates and certain other
corporate activities. Each of the registrant's tiedManagement Company's ability to remain in céamgk with certain such covenants will
depend upon, among other things, its results ofatjpes and may be affected by events beyond i@l including economic, financial and
industry conditions. Accordingly, there can be sswance that either of the registrant or the Mamegnt Company will remain in
compliance with such agreements and covenants.

In the event of a default under such instrumenggoeements relating to any indebtedness of eithiire registrant or the Management
Company, the holders of such indebtedness genavéllige able to declare all such indebtednessttogr with accrued interest thereon, to be
due and payable immediately and, in the case tdteoalized indebtedness, to proceed against tb#ateral. In addition, default under one
debt instrument could in turn permit lenders urmteer debt instruments to declare borrowings onthtey thereunder to be due and payable
pursuant to cross-default clauses. Accordingly aib@urrence of a default under any debt instrurneald have a material adverse effect on
the registrant or the Management Company and masecthe registrant or the Management Company tomegection or relief under
applicable bankruptcy laws.

CONTEMPLATED ASSET SALES WILL SHRINK PORTFOLIO ANBRETURNS TO SHAREHOLDERS; REPLACEMENT ASSETS
RESULTING FROM OTHER ASSET SALES MAY NOT PROVIDE GRRTER SHAREHOLDER VALUE

The registrant is in the process of selling varioligs residential, retail, office and parking pesties. Because the registrant intends to apply
the net proceeds of these asset sales to repaqmuitsy indebtedness, its portfolio of propertiék e smaller, less diverse and less valuable
and will generate less revenue for ultimate distidn to its shareholders. In addition, the registmay elect in the future to sell other assets.
To the extent that the net proceeds of any of theset sales are not used to acquire replacensis @ assets of at least equivalent value,
the registrant's portfolio of properties will bendliarly affected. There can be no assurance theatdpistrant will be able to sell the properties
described above on advantageous terms, expeditiouslt all. Moreover, if any of these assets atd and their net proceeds are applied
towards the purchase of replacement assets, tharbecno assurance that the registrant will betaldequire replacement assets that will be
as valuable as the assets they replace or provédeay returns to the registrant and its sharelhglde

INCOME AND ACTIVITIES OF MANAGEMENT COMPANY MAY BE  ATTRIBUTED TO THE REGISTRANT UNDER
RECENT ANTI-STAPLING LEGISLATION AND MAY THREATEN R  EIT STATUS

Under the Stapled REIT Legislation, the anti-stagpliules provided in the Code apply to real propirterests acquired or substantially
improved after March 26, 1998 by the registrartherManagement Company, or a subsidiary or patiiens which a 10% or greater inter.
is owned by either the registrant or the Manager@@mpany unless:

- the real property interests are acquired pursteeatwritten agreement that was binding on Magh1®98 and at all times thereafter or

- the acquisition of such real property interestés wescribed in a public announcement or in agfiliith the Securities and Exchange
Commission on or before March 26, 1998.

Consequently, the income and activities of the M@n@ent Company with respect to any property acduiyethe registrant or the
Management Company after March 26, 1998, for witielne was no binding written agreement, public ameement or filing with the
Securities and Exchange Commission on or beforeMaé, 1998, will be attributed to the registramturposes of determining whether the
registrant qualifies as a REIT under the Code. &lasibution rules may make it more difficult fitve registrant to qualify as a REIT and r
subject the registrant to various additional ta



IMPROVED PROPERTIES MAY BECOME SUBJECT TO ANTI-STAP LING LEGISLATION UNDER CERTAIN
CIRCUMSTANCES AND MAY THREATEN REIT STATUS

The Stapled REIT Legislation also provides that@pprty held by a stapled REIT but not subjech®adnti-stapling rules would become
subject to such rules in the event of either

- an improvement placed in service after Decemtied 999 that changes the use of the property anddbt of which is greater than 200% of
(1) the undepreciated cost of the property (podhe improvement) or

(2) in the case of property acquired where theeesabstituted basis, the fair market value ofpttoperty on the date it was acquired by the
stapled REIT or

- an addition or improvement that expands beyoerdthundaries of the land included in such property.

The Stapled REIT Legislation contains an excepfiimnmprovements placed in service before JanuaB004 pursuant to a binding contract
in effect on December 31, 1999 and at all timescthiter.

If previously exempt property of the registrantloe Management Company becomes subject to thetapling rules upon the occurrence of
any of the events described above, any income gtatkby, and activities conducted by the registaatthe Management Company through,
such properties would be attributed to the registiar purposes of determining whether the regstcaalifies as a REIT under the Code.
These attribution rules may make it more diffidolt the registrant to qualify as a REIT and mayjsatithe registrant to various additional
taxes.

OTHER LEGISLATION COULD ADVERSELY AFFECT THE REGIST RANT'S REIT QUALIFICATION

Other legislation (including legislation previoushtroduced, but not yet passed), as well as réiguls, administrative interpretations or court
decisions, also could change the tax law with refsfpethe registrant's qualification as a REIT #melfederal income tax consequence of such
qualification. The adoption of any such legislatioggulations or administrative interpretationsourt decisions could have a material
adverse effect on the results of operations, firmdmondition and prospects of the registrant amald restrict the registrant's ability to grow.

DEPENDENCE ON QUALIFICATION AS A REIT; TAX AND OTHE R CONSEQUENCES IF REIT QUALIFICATION LOST

There can be no assurance that the registrantdesated in a manner to qualify as a REIT for feldi@@me tax purposes in the past or that it
will so qualify in the future. Qualification as &R involves the application of highly technicaldacomplex provisions of the Code, for wh
there are only limited judicial or administrativeerpretations. The complexity of these provisimngreater in the case of a stapled REIT such
as the registrant. Qualification as a REIT alswiwes the determination of various factual matserd circumstances not entirely within the
registrant's control. In addition, the registraatdity to qualify as a REIT is dependent uporcitsitinued exemption from the anti-stapling
rules of Section 269B(a)(3) of the Code, whichihdy were to apply, would prevent the registrantrfrqualifying as a REIT. The
"grandfathering” rules governing Section 269B galtgiprovide, however, that Section 269B(a)(3) doesapply to a stapled REIT (except
with respect to new real property interests asrileset above "--Income and Activities of Managem@nmpany May Be Attributable to the
Registrant Under Recent Anti-Stapling Legislationl &ay Threaten REIT Status.") if the REIT andsit@pled operating company were
stapled on June 30, 1983. On June 30, 1983, tliwtnay was stapled with the Management Compangré hre, however, no judicial or
administrative authorities interpreting this "gréattiering” rule. Moreover, if for any reason thgigtrant failed to qualify as a REIT in 1983,
the benefit of the "grandfathering" rule would betavailable to the registrant, in which case #gstrant would not qualify as a REIT for
taxable year from and after 1983. The failure efitbgistrant to qualify as a REIT would have a maltadverse effect on the registrant's
ability to make dividends to its shareholders angdy amounts due on its indebtedness.

If it is determined that the registrant did not lifyaas a REIT during any of the preceding fivecB$years, the registrant potentially could
incur corporate tax with respect to a year thatilsopen to adjustment by the Internal RevenueriSe ("IRS"). If the registrant were to fail
qualify as a REIT, it would be subject to federadlame tax (including any applicable alternative imiim tax) on its taxable
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income at corporate rates. In addition, unlesgledtto relief under certain statutory provisiomsl @ubject to the discussion above regarding
the impact if the registrant failed to qualify aRBIT in 1983, the registrant also would be distjieal from re-electing REIT status for the
four taxable years following the year during whagkalification is lost. Failure to qualify as a RBENMDuld result in additional tax liability to
the registrant for the year or years involved.ddition, the registrant would no longer be requingdhe Code to make dividends to its
shareholders. To the extent that dividends to stedders would have been made in anticipation oféggstrant's qualifying as a REIT, the
registrant might be required to borrow funds oliqaidate certain of its investments on disadvaetags terms to pay the applicable tax.

The failure to qualify as a REIT would also congtta default under certain debt obligations ofrdwgstrant, which would generally allow
holders thereof to demand the immediate repaynfesuah indebtedness. Any acceleration of this iteldtess (including through cross-
defaults) could have a material adverse effecherrégistrant and its ability to make dividendshareholders and to pay amounts due on this
and other indebtedness.

ADVERSE EFFECTS OF REIT MINIMUM DIVIDEND REQUIREMEN TS

In order to qualify as a REIT, the registrant iagelly required each year to distribute to itsrehalders at least 95% of its taxable income
(excluding any net capital gain). In addition tiétregistrant were to dispose of assets acquiredrtain acquisitions during the ten-year
period following the acquisitions, the registrarduld be required to distribute at least 95% ofgheunt of any "built-in gain" attributable to
such assets that the registrant recognizes inigpesition, less the amount of any tax paid wittpezt to such recognized built-in gain. The
registrant generally is subject to a 4% nondedlectlacise tax on the amount, if any, by which darthstributions paid by it with respect to
any calendar year are less than the sum of:

- 85% of its ordinary income for that year,
- 95% of its capital gain net income for that yeard
- 100% of its undistributed income from prior years

The registrant intends to make distributions tesktareholders to comply with the 95% distributiequirement and to avoid the nondeductible
excise tax. Differences in timing between the redmgn of taxable income and the receipt of cashilable for distribution could require the
registrant to borrow funds on a short-term basisieadvantageous terms to meet the 95% distribudquirement and to avoid the
nondeductible excise tax.

Distributions to shareholders by the registrantda®@rmined by the registrant's board of trustégsard of Trustees") and depend on a
number of factors, including the amount of cashlalkke for distribution, financial condition, ressilof operations, any decision by the Board
of Trustees to reinvest funds rather than to diste such funds, capital expenditures, the anrigailzlition requirements under the REIT
provisions of the Code and such other factors a8thard of Trustees deems relevant. For federahiectax purposes, distributions paid to
shareholders may consist of ordinary income, chgéims, return of capital, or a combination thérd@te registrant will provide shareholders
with annual statements as to the taxability ofriftistions.

ABILITY TO OPERATE PROPERTIES DIRECTLY AFFECTS THE REGISTRANT'S FINANCIAL CONDITION

The registrant's investments will be subject tortbles inherent in owning real estate. The undegyialue of the registrant's real estate
investments, the results of its operations andbthty to make distributions to its shareholdensl & pay amounts due on its indebtedness
depend on its ability to operate the registramperties in a manner sufficient to maintain or@ase revenues and to generate sufficient
revenues in excess of its operating and other esqsen

ILLIQUIDITY OF REAL ESTATE

Real estate investments are relatively illiquide Tagistrant's ability to vary its portfolio in pmnse to changes in economic and other
conditions will therefore be limited. If the regimht decides to sell an investment, no assuranteeagiven that the registrant will be able to
dispose of it in the time period it desires or ti sales price of any investment will recoup>areed the amount of the registrant's
investment.

INCREASES IN PROPERTY TAXES COULD AFFECT ABILITY TO MAKE EXPECTED SHAREHOLDER DISTRIBUTIONS

The registrant's real estate investments are ljésuto real property taxes. The real propertgsasn properties in which the registrant inv
may increase or decrease as property tax rategelzan as the value of the properties are assessedssessed by taxing authorities.
Increases in property taxes may have an adverset effi the registrant and its ability to make distions to shareholders and to pay amounts
due on its indebtedness.

ENVIRONMENTAL LIABILITIES

The obligation to pay for the cost of complyinglwéxisting environmental laws, ordinances and i#gprs, as well as the cost of comply



with future legislation, may affect the operatirapts of the registrant. Under various federalgstaid local environmental laws, ordinances
and regulations, a current or previous owner oraipe of real property may be liable for the cadtsemoval or remediation of hazardous or
toxic substances on or under the property. Enviental laws often impose liability whether or nog thwner or operator knew of, or was
responsible for, the presence of such hazardotoximr substances and whether or not such substamniggisated from the property. In
addition, the presence of hazardous or toxic sabetg or the failure to remediate such propertpgry, may adversely affect the registrant's
ability to borrow by using such real property aiateral.

Certain environmental laws and common law prinageuld be used to impose liability for releasehadardous materials, including
asbestos-containing materials or "ACMs," into thei@nment. In addition, third parties may seelosary from owners or operators of real
properties for personal injury associated with expe to released ACMs or other hazardous mateEaldronmental laws may also impose
restrictions on the use or transfer of property tiese restrictions may require expendituresoimection with the ownership and operation
of any of the registrant's properties, the regidfrine Management Company and the other lessabes# properties may be liable for any
such costs. The cost of defending against claintisiofity or remediating contaminated property ahd cost of complying with
environmental laws could materially adversely aftbe registrant and the Management Company andabiity to pay amounts due on th
indebtedness and with respect to the registrambatice distributions to its shareholders.

Prior to undertaking major transactions, the regigthas hired independent environmental expemsview specific properties. Thirty-six
properties have been reviewed and no significavitemmental hazards have been uncovered. The ragidias no reason to believe that any
environmental contamination or violation of any kgable law, statute, regulation or ordinance gairgg hazardous or toxic substances has
occurred or is occurring. However, no assurancebeagiven that hazardous or toxic substances dreceated on any of the properties. The
registrant will also endeavor to protect itselffracquiring contaminated properties or propertigs significant compliance problems by
obtaining site assessments and property repotti dime of acquisition when it deems such invesiigns to be appropriate. There is no
guarantee, however, that these measures will ssfttigsnsulate the registrant from all such liatidls.

COMPLIANCE WITH THE ADA MAY AFFECT EXPECTED DISTRIB UTIONS TO THE REGISTRANT'S SHAREHOLDERS

Under the Americans with Disabilities Act of 1998 "ADA"), all public accommodations are requitedneet certain federal requirements
related to access and use by disabled persongefmration that the registrant is not in compliamdgth the ADA could also result in the
imposition of fines and/or an award of damagesriwage litigants. If the registrant were requiredntake modifications to comply with the
ADA, there could be a material adverse effect smliility to pay amounts due on its indebtedneds arake distributions to its shareholders.

UNINSURED AND UNDERINSURED LOSSES

The registrant may not be able to insure its prig®Ragainst losses of a catastrophic nature, asi@arthquakes and floods, because such
losses are uninsurable or not economically insetaktie registrant will use its discretion in detirimg amounts, coverage limits and
deductibility provisions of insurance, with a viéwmaintaining appropriate insurance coverage omitestments at a reasonable cost and on
suitable terms. This may result in insurance cayetaat, in the event of a substantial loss, waowldbe sufficient to pay the full current
market value or current replacement cost of theitnestment and also may result in certain logs#sg totally uninsured. Inflation, changes
in building codes, zoning or other land use ordaean environmental considerations, lender imposstlictions and other factors also might
make it not feasible to use insurance proceedspiace the property after such property has beeraded or destroyed. Under such
circumstances, the insurance proceeds, if anyivet®dy the registrant might not be adequate ttwrests economic position with respect to
such property.

INABILITY TO REFINANCE

The registrant is subject to the normal risks assed with debt and preferred stock financingsluding the risk that the registrant's cash f
will be insufficient to meet required payments afpipal and interest and distributions, the ris&ttindebtedness on its properties, or
unsecured indebtedness, will not be able to bearedgrepaid or refinanced when due or that thesarfrany renewal or refinancing will not
be as favorable as the terms of such indebtedti¢ks.registrant were unable to refinance the inidéness on acceptable terms, or at all, the
registrant might be forced to dispose of one orenadrits properties on disadvantageous terms, winigfint result in losses to the registrant,
which losses could have a material adverse effethe registrant and its ability to make distribug to shareholders and to pay amounts due
on its indebtedness. Furthermore, if a propertyastgaged to secure payment of indebtedness anmédistrant is unable to meet mortgage
payments, the mortgagee could foreclose upon thyepty, appoint a receiver and receive an assighofeents and leases or pursue other
remedies, all with a consequent loss of revenudsaaset value to



the registrant. Foreclosures could also creatétaxacome without accompanying cash proceedsellyenindering the registrant's ability to
meet the REIT distribution requirements of the Code

RISING INTEREST RATES

The registrant has incurred and expects in thedutuincur indebtedness which bears interest @abvia rates. Accordingly, increases in
interest rates would increase the registrant'sestecosts (to the extent that the related indetgtesiwas not protected by interest rate
protection arrangements), which could have a natadverse effect on the registrant and its ahiititynake distributions to shareholders and
to pay amounts due on its indebtedness or caugegdfstrant to be in default under certain debtrimsents. In addition, an increase in market
interest rates may cause holders to sell theireshairbeneficial interest of the registrant ("Conmn&hares") and reinvest the proceeds thereof
in higher yielding securities, which could adveysaffect the market price for the Common Shares.

IMPACT OF YEAR 2000 ISSUES

In June 1998, the registrant and the Managementp@oynimplemented a multi-step Year 2000 ComplidPicgect (the "Project") that was
intended to assess the ability of their computstesyis to properly recognize dates prior to, omaftar January 1, 2000. Any failure by the
registrant and the Management Company to correwtarial Year 2000 issue could result in the inggtion or failure of certain normal
business activities or operations. The most reddeneorst case scenarios for the registrant are

- a significant number of tenants at shopping asntgll not be able to record sales transactiomsgutheir automated equipment or accept
credit card transactions, and

- electric utility companies will not be able tcopide power to operate shopping centers, officédmgs, apartment complexes or parking
facilities.

The most reasonable worst case scenarios for Ingrark
- its financial reporting system will not work on after January 1, 2000, and
- parking equipment that has been identified asaampliant will not accept credit cards from parkipatrons at the facilities it manages.

The registrant and the Management Company expedbthl cost of required modifications to achievealr'2000 compliance to be between
$1.0 million and $2.0 million, including enhancerteto software programs and upgrades to hardwifeede most reasonable worst case
scenarios occurred, they could have a materialradwafect on the registrant's and the Managememtp@ny's results of operations, liquidity
and financial condition.

EXCHANGE RATE LOSSES

At December 31, 1998, the Management Company haizimately $157 million of revenues attributaldelmpark's Canadian operations,
representing approximately 48% of the registrarts the Management Company's total revenues. Tisnant does not hedge its foreign
currency exposure and does not currently interdbteo in the future.

The registrant recognized a $2.2 million chargerdut 998 related to unrealized exchange rate lomsésans to affiliated Canadian
companies. As of December 31, 1998, the registianthas recorded a $2.1 million loss from thedietion of the Canadian operations as a
separate component of shareholders' equity. Ttarée no assurance that foreign currency rateutiticins will not have a material adverse
effect on the registrant's business, financial @@rdor results of operations in the future.

RESULTS OF OPERATIONS ADVERSELY AFFECTED BY FACTORS BEYOND THE REGISTRANT'S CONTROL
Results of operations of the registrant's properiay also be adversely affected by, among otlireggh

- changes in national economic conditions, chamgéscal market conditions due to changes in gdrarbbcal economic conditions and
neighborhood characteristics;

- changes in interest rates and in the availabitibgt and terms of financing;
- the impact of present or future environmentaidiegion and compliance with environmental laws atiter regulatory requirements;
- the ongoing need for capital improvements, paldidy in older structures;

- changes in real estate tax rates and assessmensher operating expens:



- adverse changes in governmental rules and fisualies;
- adverse changes in zoning and other land use &vds

- earthquakes and other natural disasters (whighresault in uninsured losses) and other factorsiwhre beyond its control.
CAUTIONARY STATEMENTS CONCERNING FORWARD-LOOKING ST ATEMENTS

Any statements in this report, including any staata in the documents that are incorporated byeraée herein that are not strictly historical
are forward-looking statements within the meanifithe safe harbor provisions of the Private Selagititigation Reform Act of 1995. Any
such forward-looking statements contained or inoafed by reference herein should not be reliech@sopredictions of future events.
Certain such forward-looking statements can betified by the use of forward-looking terminologycuas "believes," "expects," "may,"
"will," "should," "seeks," "approximately," "intersg' "plans,” "pro forma," "estimates" or "anticipat or the negative thereof or other
variations thereof or comparable terminology, odiscussions of strategy, plans, intentions orcgdted or projected events, results or
conditions. Such forward-looking statements areeddpnt on assumptions, data or methods that mancbeect or imprecise and they may
be incapable of being realized. Such forward-loglstatements include statements with respect to:

- the declaration or payment of distributions by thgistrant or the Management Company,

- the ownership, management and operation of ptieger

- potential acquisitions or dispositions of proeest assets or other businesses by the registrame dlanagement Company,
- the policies of the registrant or the Managen@urnpany regarding investments, acquisitions, ditipas, financings and other matters,
- the qualification of the registrant as a REIT enthe Code and the "grandfathering” rules undeti@e269B of the Code,

- the real estate industry and real estate maikefsneral,

- the availability of debt and equity financing,

- interest rates,

- general economic conditions,

- supply and customer demand,

- trends affecting the registrant or the Managen@amhpany,

- the effect of acquisitions or dispositions onitajzation and financial flexibility,

- the anticipated performance of the registrartherManagement Company and of acquired propentig$asinesses, including, without
limitation, statements regarding anticipated reesngash flows, funds from operations, earningsreahterest, depreciation and
amortization, property net operating income, opegatdr profit margins and sensitivity to economaaghturns or anticipated growth or
improvements in any of the foregoing, and

- the ability of the registrant or the Managemeatrpany and of acquired properties and businessgova

Shareholders are cautioned that, while forward-logpktatements reflect the respective companiexd f@ith beliefs, they are not guarantees
of future performance and they involve known anlnawn risks and uncertainties. Actual results miégdmaterially from those in the
forward-looking statements as a result of vari@agadrs. The information contained or incorporatgddference in this prospectus and any
accompanying prospectus supplement, including,owitfimitation, the information set forth in "Rigtactors" below or in any risk factors in
documents that are incorporated by reference snréport, identifies important factors that couddise such differences. Neither the registrant
nor Management Company undertakes any obligatigulbdicly release the results of any revisionshiest forward-looking statements that
may reflect any future events or circumstances.

The number of persons employed by the registrad.is



ITEM 2. PROPERTIES

The following table sets forth certain informatigating to the registrant's investments at Decerihe1998:

Direct equity investments  Location acqu

Da

Shopping Malls:
Eastern
Mountaineer
Fingerlakes

Fairgrounds Square

Crossroads
Two Rivers
Crossroads
Kandi

Woodland Commons(12)
Westgate Towne Centre

Western
Valley North
Mall 205
Plaza 205
Valley

Southwestern:
Alexandria
Brazos
Killeen
Mesilla Valley
Park Plaza
Pecanland
Shawnee
Villa Linda

Apartments:
Midwestern
Somerset Lakes
Hunter's Creek
Steeplechase

Southern
Briarwood
Woodfield Gardens
Windgate Place
Walden Village
Beech Lake

Morgantown, WV 1
Auburn, NY 9

Reading, PA 9

St. Cloud, MN 1

Clarksville, TN 9

Fort Dodge, 1A 4
Willmar, MN 3

Abilene, TX

Wenatchee, WA 8
Portland, OR 3
Portland, OR 4
Yakima, WA 5

Alexandria, LA 09
Lake Jackson, TX 09
Killeen, TX 09
Las Cruces, NM 09
Little Rock, AR 09
Monroe, LA 09
Shawnee, OK 09
Santa Fe, NM 09

Indianapolis, IN 11
Cincinnati, OH 12
Cincinnati, OH 06

Fayetteville, NC 6
Charlotte, NC 6
Charlotte, NC 6

Atlanta, GA 6
Durham, NC 8
Balanc
Original at

balance(s) 12/31/

Direct Equity Investments (000) (000)

Shopping Malls:
Eastern

Mountaineer

$4,600(3) $3,734

Buffalo Grove, IL 4

Square Year

te of Ownership feet(1) Occupancy constructio
isition percentage (000) rate(2) completed
/29/78  100%  676(4) 87% 1975
/28/81 100 405 60 1980
/30/81 100 723(5) 91 1980
/01/72 100 738(9) 99 1966
/26/75 100 231(10) 45 1968
122/77 100 429(11) 92 1967
/12/79 100 448 85 1973
/03/95 100 170 100 1991
122[77 100 163(13) 98 1962
/30/73 100 267 87 1966
/01/75 100 432(14) 94 1970
/26/78 100 167 100 1970
/01/80 100 390(15) 89 1972
/01/97 100 898 95 1973
/01/97 100 707 92 1976
/01/97 100 579 93 1981
/01/97 100 593 90 1981
/01/97 100 547 100 1988
/01/97 100 923 99 1985
/01/97 100 445 95 1989
/01/97 100 569 92 1985
/10/88 100 360 units 93 1975
/11/96 100 146 units 98 1980
/30/95 100 272 units 96 1987
/30/91 100 274 units 95 1968-70
/30/91 100 132 units 90 1974
/30/91 100 196 units 94 1974-78
/01/92 100 372 units 96 1973
/19/94 100 345 units 94 1986
Mortgage Loans
e Principal

repayment
98  for 1999 Interest Year of

(000) rate  maturity

$ 236 8.250% 2009



Fingerlakes

Fairgrounds Square

Crossroads
Two Rivers
Crossroads
Kandi

Woodland Commons(12)
Westgate Towne Centre

Western
Valley North
Mall 205
Plaza 205
Valley

Southwestern:
Alexandria
Brazos
Killeen
Mesilla Valley
Park Plaza
Pecanland
Shawnee
Villa Linda

Apartments:
Midwestern
Somerset Lakes
Hunter's Creek
Steeplechase

Briarwood

21,463
15,749
28,319
24,643
37,511
39,344
11,576

15,000(3)

2,738

9,000(3)

Woodfield Gardens -

Windgate Place
Walden Village
Beech Lake

49,500(3) 47,528

12,000(3) 11,491

21,223
15,573
28,002
24,367
37,091
38,711
11,447
24,416

14,410
2,706
8,632

©)

(6)
©)

(6)
Q)

(6)
(6)
(6)
Q)

8.430
8.430
8.430
8.430
8.430
12.250
8.430
8.430

7.650
8.470
7.395

2006
2006
2006
2006
2006
2017
2006
2006

2006
2002
2006



ITEM 2. PROPERTIES

-CONTINUED

Direct equity investments  Location ac

Office Buildings:

Midwestern
55 Public Square Cleveland, OH
Circle Tower Indianapolis, IN

Southern

Henry C. Beck(16) Shreveport, LA

Western Redevelopment
North Valley Tech Center Denver, CO
Sutter Buttes Center Marysville, CA

Parking Facilities:

United States

Huntington Garage Cleveland, OH
West Third St. lot Cleveland, OH

5th and Marshall Garage  Richmond, VA
Long Street Garage Columbus, OH
Madison & Wells Garage Chicago, IL
Magic Mile Lot Arlington, TX
Printer's Alley Garage Nashville, TN

Canada:

10th Ave. Lot Calgary, Alberta
1009-9th Ave. Lot Calgary, Alberta
Parkade Edmonton, Alberta
103 St. Lot Edmonton, Alberta
107th St. Edmonton, Alberta

221 9th Ave. Lot Calgary, Alberta
Blanchard St. Victoria, Br.Columbia

Graham Ave. Lot
Water Ave. Lot

Winnipeg, Manitoba
Winnipeg, Manitoba

Young St. Lot Winnipeg, Manitoba
Broadway Lot Winnipeg, Manitoba
Donald St. Lot Winnipeg, Manitoba
Broad St. Lot Regina, Saskatchewan
Queens Quay Toronto, Ontario

351 Smith St. Winnipeg, Manitoba

Write-down for unrealized loss on carrying value of

Total equity investments

Date of

Square Year
Ownership feet(1) Occupancy construc

quisition percentage (000) rate(2) complet

01/15/63
10/16/74

08/30/74

12/03/69
12/19/79

12/31/75
09/19/77
02/24/98
01/16/98
01/28/98
03/26/98
07/01/98

05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
05/05/97
09/09/97

100% 396 82% 1959
100 102 87 1930

100 185 84 1958

100 484 57(17) 1967
100 427 54(18) 1972

100 1,100 spcs --- 1969
100 300 spcs -

100 793 spcs - 1985
100 550 spcs --- 1978
100 1,107 spcs --- 1998
100 1,000 spcs --- 1997
100 275 spcs - 1926

100 55 spcs ---
100 142 spcs ---
100 562 spcs --- 1958

100 61 spcs ---
100 -- (18) 100 1973
100 148 (19) ---
100 -- (19) 100 1982

100 175 spcs ---
100 235 spcs -
100 40 spcs ---
100 67 spcs ---

100 - (20) ---
100 20 spcs ---
100 - (19) 100 1950

100 110 spcs ---

real estate (21)

ge Loans

Total
tion cost
ed (000)

$846,493
(39,634)



Original
balance(s)

Direct equity investments

Balance

at
12/31/9

(000)  (000)

Office Buildings:
Midwestern

55 Public Square

Circle Tower
Southern
Henry C. Beck

North Valley Tech Center
Sutter Buttes Center

Parking Facilities:

United States
Huntington Garage
West Third St. Garage
5th and Marshall Garage
Long Street Garage
Madison & Wells Garage
Magic Mile Lot

Printer's Alley Garage

9,300(3) 8,201

1,602(3) 1,526
30,000(3) 30,000

4,468(3) 4,000

45,370 43,727
Canada:
10th Ave. Lot —
1009-9th Ave. Lot
Parkade —
103 St. Lot
107th St.
221 9th Ave. Lot
Blanchard St.
Graham Ave. Lot -
Water Ave. Lot -
Young St. Lot -
Broadway Lot
Donald St. Lot -
Broad St. Lot
Queens Quay
351 Smith St.

45,370 43,727

$ 354,005 $345,042

Principal

repayment
8 for 1999 Interest Year of
(000) rate  maturity

282  8550% 2014
® -
(21)  93(21)  (21) (1)

-~ LIBOR+1.75% 2001

---  LIBOR+1.75% 2001

375
375



(1) The square footage shown represents grosdleamaa for shopping malls and net rentable areaffice buildings. The apartments are
shown as number of units. The parking garages aridng facilities are shown as number of parkingcgs.

(2) Occupancy rates shown are as of December 3B, Bdd are based on the total square feet atpgapbrty, except apartments which are
based on the number of units and occupied at tHeEthe year.

(3) The registrant obtained mortgages on the faligwproperties subsequent to acquisition: Huntind@arking Garage in the amount of
$9,300,000 in 1993; Mountaineer Mall in the amaoafi$4,600,000 in 1994; Crossroads Shopping CeSteiGloud, MN) in the amount of
$49,500,000 in 1995; Woodland Commons in the amofiii. 2,000,000 in 1996; Somerset Lakes in the aho$15,000,000 in 1996;
Steeplechase in the amount of $9,000,000 in 1966cB Lake in the amount of $12,500,000 in 1996;teltmCreek in the amount of $2.7
million; Madison & Wells Garage in the amount of0$300,000 in 1998. The registrant assumed $4,46&60d $1,602,000 in mortgage debt
upon the acquisition of the Printer's Alley Garage the Long Street Garage, respectively.

(4) The total mall contains 676,000 square feet;régistrant owns 618,000 square feet, the balagicg ground leased to Giant Eagle
Markets, Inc.

(5) The total mall contains 723,000 square feet;régistrant owns 537,000 square feet, the balagicg separately ground leased to Bosc
Department Store, Inc.

(6) These properties are the collateral for thésteant's $110 million revolving line of credit.

(7) The mortgage secured by these malls requiadsathrents and other tenant charges be depastie@ bank account which serves as
additional security for the lender.

(8) The mortgage loan participates in 55% of reesnas defined, in excess of $5,970,516.
(9) The total mall contains 738,000 square feet;régistrant owns 626,000 square feet, the balasicg separately owned by Target Stores.

(10) The mall is currently being converted to aficefcomplex in 1998. Approximately 58,000 squaretfof office space has been leased to
an office tenant opening in the second quartei9801

(11) The total mall contains 429,000 square féwt;registrant owns 332,000 square feet, the balagiog separately owned by an unrelated
third party with Sears, Roebuck and Co. as tenant.

(12) This property was sold in February 1999 fot $2million resulting net proceeds of $9.3 milliafier repayment of debt.

(13) The mall is currently being redeveloped aswaqr strip center with Winn-Dixie occupying 65,08Quare feet in July 1998. Currently,
95,000 square feet is separately owned by Montggpiard & Co., Incorporated.

(14) The total mall contains 432,000 square féet;registrant owns 255,000 square feet, the balagiog separately owned by Montgomery
Ward Development



Corporation.

(15) The total mall contains 390,000 square féet;registrant owns 272,000 square feet, the balgiog separately ground leased to Sears,
Roebuck and Co.

(16) The registrant sold this building in March 298r $2.1 million resulting in net proceeds of &illion.

(17) North Valley Technical Center was repositiofredn a shopping mall to an office complex duriri®b. Montgomery Ward vacated the
complex in 1997 allowing the registrant to contitoeetenant the former mall as an office center.

(18) The property was inundated by a flood whicbused in February 1986. The mall was subsequeekiyilt and re-opened in November
1986. A temporary tenant occupied approximatelY)00 square feet as of December 31, 1998. The Epsirsuing a mixed use strategy for
this former retail facility.

(19) These properties are general use building®etly being used as regional and city officesiopark Limited.
(20) This property is currently demolished and awvgiredevelopment.

(21) This property has two mortgages. Interestrate 8.25% and 8.625%. The mortgages mature B 200 2009, respectively. The 8.25%
mortgage, in the principal amount of $863,000 hpsrecipal payment for 1999 of $50,000. The 8.62Brtgage, in the principal amount of
$663,000, has a principal payment for 1999 of $a@,0

(22) In December 1995, the registrant recorded4ariillion unrealized loss on the carrying valueas$ets identified for disposition.
Subsequent to the disposition of three office bogd and one shopping mall, this reserve was $30680as of December 31, 1997 after
restatement due to the retroactive restatemengmediation expense. In December 1998, the registeaorded a $36 million unrealized loss
on the carrying value of assets identified for d&pon.

As of December 31, 1998, the registrant owned énitieinterests in Crossroads Center (St. Cloud),M¥bodland Commons, Mall 205,
Crossroads Mall (Ft. Dodge, 1A), Westgate Townet@emMountaineer Mall, Plaza 205, Valley Mall, Fartakes Mall, Fairgrounds Square
Mall, 55 Public Square Building, Henry C. Beck Rlilg, Sutter Buttes Center, Brazos Mall, KilleenlMilesilla Valley Mall, Park Plaza
Mall, Pecanland Mall, Shawnee Mall, Villa Linda NJe&domerset Lakes Apartments, Briarwood Apartmémspdfield Gardens Apartments,
Windgate Place Apartments, Walden Village ApartregBeech Lake Apartments, Steeplechase Apartnidatger's Creek Apartments,
Parkade, West Third Lot, 10th Avenue, 1009 9th Axeri03 St., 107 St., 221 9th Avenue, Graham AWater Ave., Young St., Broad St.,
Broadway, 357 Smith St., Blanchard St., Queens QDawald St., St. Clair Development Property, Madi& Wells Garage, Long Street
Garage, 5th & Marshall Garage, Magic Mile Lot, Reits Alley Garage. The registrant holds a leagkbstate or estates, or a fee interest and
one or more leasehold estates in Valley North Mallp Rivers Mall, Kandi Mall, Alexandria Mall, Cike Tower Building and North Valley
Technical Center and the Huntington Garage.

10



RENTALS FROM NET LEASES

The registrant leases 47 of its properties to imdyement Company. The Management Company opénasesproperties and pays the
registrant a fixed based rent and participation baised on property revenues (Percentage Rents)

The following table sets forth the rentals paidhe registrant from the Management Company foydes ended December 31, 1998, under
net leases of the properties indicated:

ANNUAL
PROPERTY BASE RE NT PERCENTAGE RENTS
SHOPPING MALLS:
EASTERN
l_\;l-(;_u-r:\taineer (2) $ 755, 000 $ 712,000
Fingerlakes (1)(3) 780, 000 174,000
Fairgrounds Square (1) 2,850, 000 921,000
Crossroads
(St. Cloud, MN.) (1)(4) 3,307, 500 3,397,000
Two Rivers (1) --- 32,000
Crossroads
(Ft. Dodge, 1A) (1) 736, 000 809,000
Westgate Towne Centre (1) - 35,000
Kandi (1) 712, 000 545,000
Woodland Commons (1) 1,600, 000 416,000
WESTERN
Valley North (1) 400, 000 142,000
Mall 205 (1) 1,232, 000 534,000
Plaza 205 (1) 276, 000 272,000
Valley (1) 463, 000 472,000
SOUTHWESTERN
Alexandria (2)
Brazos (2)
Killeen (2)
Mesilla Valley (2)
Park Plaza (2)
Pecanland (2)
Shawnee (2)
Villa Linda (2)
APARTMENTS:
MIDWESTERN
-S:;)-r-r;—e;r;et Lakes (1) 971, 000 1,207,000
Steeplechase (1) 800, 000 595,000
Hunter's Creek (1) 500, 000 36,000
SOUTHERN
E;i-z;l-r;/—vood 1) 435, 000 232,000
Woodfield Gardens (1) 100, 000 54,000
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Windgate Place (1) 235, 000 103,000
Walden Village (1) 850, 000 568,000
Beech Lake (1) 955, 000 722,000
OFFICE BUILDINGS:

MIDWESTERN

55Pub||c Square (1),(5) $1,650, 000 1,260,000
Circle Tower (1) 209, 000 134,000
SOUTHERN

Henry C. Beck (1) 179, 000 166,000
WESTERN

l-\lorth Valley Technical Center (1) 500, 000 57,000
Sutter Buttes Center (1) 292, 000 271,000
PARKING:

UNITED STATES

huntl;lgto-n Garage (1) 825, 000 154,000
West Third Lot (1) 150, 000 74,000
201 West Madison Garage (1) 2,400, 000 1,458,000
60 East Long Street Garage (1) 400, 000
5th & Marshall Garage (1) 500, 000 57,000
Magic Mile Lot (1) - 92,000
Printer's Alley Garage (1) 450, 000
CANADIAN

-1-(-)_ti'1“;Avenue 1) 15, 600
1009 9th Avenue (1) 39, 000
Parkade (1) 130, 000
103 St.(1) 27, 000
221 9th Ave. (1) 95, 000
245 Graham Ave. (1) 60, 000
168 Water Ave. (1) 65, 000
336 Young St. (1) 7, 000
304 Broadway (1) 8, 000
1724 Broad St. (1) 4, 000
351 Smith St. (1) 3, 000

(1) Leased to the Management Company.

(2) The Management Company manages these shopp
and receives a management fee of 4% of gro
fee, as defined, and a leasing fee of 4.5%
over the term of the lease, for new and re

ing malls for the registrant

ss receipts as a management
of base rent, as defined,
newal tenants, respectively.

(3) Includes a separate lease for Fingerlakes
4) Includes a separate lease for the Stearns

(5) Includes a separate lease for the lllumina

12
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ITEM 3. LEGAL PROCEEDINGS.
REGISTRANT VS. THE STATE OF CALIFORNIA

The registrant has pursued legal action againsbtate of California associated with the 1986 flob&utter Buttes Center, formerly Peach
Tree Mall. In September 1991, the court ruled wrofeof the registrant on the liability portion d¢fi$ inverse condemnation suit, which the
State of California appealed. The registrant icpealing with its damage claim in Superior Courthef State of California. No recognition of
potential income has been made in the December@®B Combined Financial Statements.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
None.
PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS.
"Market Price and Dividend Record" presented oreghgf Exhibit 13.
ITEM 6. SELECTED FINANCIAL DATA.
"Selected Financial Data" presented on page 2 arfdE3hibit 13.
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.
"Management's Discussion and Analysis of FinarnCmidition and Results of Operations" presentedagep 25 through 31 of Exhibit 13.
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES R EGARDING MARKET RISK.
Quantitative and Qualitative disclosures regardivagket risk presented on page 31 of Exhibit 13.
ITEM 8. FINANCIAL STATEMENTS.

The "Combined Balance Sheets" as of December 28 48d 1997, and the "Combined Statements of GpesatCombined Statements of
Comprehensive Income, Combined Statements of Ckangeash, Combined Statements of ShareholdersyEdor the years ended
December 31, 1998, 1997 and 1996, of the registthiotes to Combined Financial Statements" and tRepf Independent Public
Accountants" are presented on pages 4 through E&habit 13.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.
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PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.
(A) DIRECTORS.
"Election of Trustees" presented in the registsat#99 Proxy Statement is incorporated herein fayeace.
(B) EXECUTIVE OFFICERS.
Executive offices as presented in the registrd®2® Proxy Statement is incorporated by reference.
ITEM 11. EXECUTIVE COMPENSATION.

"Compensation of Trustees" and "Executive Compémsatpresented in the registrant's 1999 Proxyestant are incorporated herein by
reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.
"Security Ownership of Trustees, Officers and Ggh@resented in the registrant's 1999 Proxy Statemmeéncorporated herein by reference.
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS
"Certain Transactions and Relationships" preseint¢oe registrant's 1999 Proxy Statement is inc@igal herein by reference.
PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K.
(a) FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SGHEDULES.
(1) FINANCIAL STATEMENTS:
Combined Balance Sheets - December 31, 1998 andidi®page 4 of Exhibit 13.
Combined Statements of Operations - For the Yeade& December 31, 1998, 1997 and 1996 on pag& shiifit 13.
Combined Statements of Comprehensive Income -HeoYears Ended December 31, 1998, 1997 and 19p&gm5 of Exhibit 13.
Combined Statements of Changes in Cash - For thesYended December 31, 1998, 1997 and 1996 ongafExhibit 13.
Combined Statements of Shareholders' Equity - fi@iyiears Ended December 31, 1998, 1997 and 199&gm 7 of Exhibit 13.
Notes to Combined Financial Statements on page<8 of Exhibit 13
Report of Independent Public Accountants on pagef Zxhibit 13.
(2) FINANCIAL STATEMENT SCHEDULES:
Report of Independent Public Accountants on Firgrgfatement Schedules.
Schedule Il - Real Estate and Accumulated Deprectan.
Schedule IV - Mortgage Loans on Real Estate.
All Schedules, other than Ill and 1V, are omittad,the information is not required or is otherviigmished.

14



(B) EXHIBITS.

EXHIBIT
NUMBER

(©CY

(3)(b)

(3)e)

©1C)

@)@

(4)(b)

(4)e)

(4)(d)

(4)e)

@)

(4)(9)

(4)(h)

(OI0]

@0

@)

DESCRIPTION

Declaration of Trust of Registrant
as amended through July 25, 1986

By-laws of Registrant, as amended

By-laws of Registrant, as amended

By-laws of Registrant as amended

Form of certificate for Shares of B

Form of Indenture governing Debt Se
February 1, 1983 between Registrant
Company

Form of Debt Security
Form of Indenture governing Debt S
October 1, 1993 between Registrant

Bank

Form of Note

Form of Indenture governing Debt Se

Rights Agreement between Registrant
Bank dated March 7, 1990

Certificate of Designations relatin
Series A Cumulative Redeemable Pref

Beneficial Interest

Standby Purchase Agreement between
Partners, L.P. dated August 11, 199

Standby Purchase Agreement between
Partners Ill, L.P. dated August 11,

Warrant to purchase 500,000 shares
of Registrant

INCORPORATED HEREIN B
REFERENCE TO

dated August 1, 1961, Registration Statement

eneficial Interest

curities, dated
and Ameritrust

ecurities, dated

33-4493
Registration Statement
33-4493

March 31, 1997
Form 10-Q

1998 10-K
Registration Statement
33-2818
Registration Statement
2-81605
Registration Statement

33-4493

Registration Statement

and Society National 33-68002

curities

and National City

g to Registrant's
erred Shares of

Registration Statement
33-68002

Registration Statement
333-00953

Form 8-A dated March 30

Form 8-K dated October

Registrant and Gotham Schedule 13D dated Augu

8

Registrant and Gotham Schedule 13D dated Augu

1998

of beneficial interest

15

PAGE

on Form S-3 No.

on Form S-3 No.

X

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

, 1990 No. 0-18411

24,1996

st 11, 1998

st 11, 1998



EXHIBIT
NUMBER DESCRIPTION
4)(k) Standby Purchase Agreement between

Elliott Associates, L.P. dated Augu

(10)(a) Share Purchase Agreement dated as o
between registrant and First Union

(10)(b) First Amendment to Share Purchase A
December 10, 1985 between registran
Management, Inc.

(10)(c) Second Amendment to Share Purchase
December 9, 1986 between registrant
Management, Inc.

(10)(d) Third Amendment to Share Purchase A
December 2, 1987 between registrant
Management, Inc.

(10)(e) Fourth Amendment to Share Purchase
December 7, 1988 between registrant
Management, Inc.

(10)(f) Fifth Amendment to Share Purchase A
November 29, 1989 between registran
Management, Inc.

(10)(g) Sixth Amendment to Share Purchase A
November 28, 1990 between registran
Management, Inc.

(10)(h) Seventh Amendment to Share Purchase
of November 27, 1991 between regist
Management, Inc.

(20)(i) Eighth Amendment to Share Purchase
November 30, 1992 between registran
Management, Inc.

(20)(j) Employment and Consulting Agreement
Schofield dated September 1, 1991

INCORPORATED HEREIN B
REFERENCE TO

Schedule 13D dated Augu

Registrant and
st 11, 1998

f December 31, 1983
Management, Inc.

greement dated as of
t and First Union

Agreement dated as of
and First Union

greement dated as of
and First Union

Agreement dated as of
and First Union

greement dated as of
t and First Union

greement dated as of
t and First Union

Agreement dated as
rant and First Union

Agreement dated as of
t and First Union

with Donald S.

16

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

1991 Form 10-K

PAGE

st 11, 1998

No.

No.

No.

No.

No.

No.

No.

No.

No.

2-88719

33-2818

33-11524

33-19812

33-26758

33-33279

33-38754

33-45355

33-57756



EXHIBIT
NUMBER

(10)(K)

(210)()

(10)(m)

(10)(n)

(10)(0)
(10)(p)
(20)(@)
(20)(r)

(20)(s)

(10)(®

(20)(u)

(10)v)

(10)(w)

(10)(x)

DESCRIPTION

Employment Agreement with James C.
July 13, 1994

Employment Agreement with Gregory D
July 13, 1994

Credit Agreement with National City
December 5, 1994

Credit Agreement with Society Natio
March 4, 1996

1981 Employee Share Option Plan
1994 Long Term Incentive Performanc
Bank Credit Agreement dated Septemb

Credit agreement between Imperial P
Bank of Canada

Put agreement entered into between
Hong Kong Bank of Canada and First
Equity and Mortgage Investment

Share Purchase Agreement and amendm
Investments Inc. and First Union Re
Mortgage Investments

Put agreement entered into between
Inc., the Onex Associates and First
Equity and Mortgage Investments

Senior subordinated note by 3357392
3006302 Nova Scotia Company

Senior subordinated note by 504463
Nova Scotia Company

Shareholders Agreement dated April
3357392 Canada, Inc. and 3355489 Ca
individuals and trusts listed on Sc

INCORPORATED HEREIN B

REFERENCE TO
Mastandrea dated . J —1;;1_;30, 1994 Form 10-Q
. Bruhn dated June 30, 1994 Form 10-Q
Bank dated 1994 Form 10-K
nal Bank dated 1995 Form 10-K

1992 Proxy Statement

e Plan 1994 Proxy Statement
er 30, 1996 September 30, 1996 Form
arking Limited and BT March 31, 1997

Form 10-Q
BT Bank of Canada, March 31, 1997
Union Real Estate Form 10-Q
ents Impark March 31, 1997

al Estate Equity and Form 10-Q

Impark E Investments March 31, 1997

Union Real Estate Form 10-Q

Canada Inc. to March 31, 1997
Form 10-Q

N.B. Inc. to 3006302 March 31, 1997
Form 10-Q

17, 1997 between March 31, 1997

nada, Inc. and the Form 10-Q

hedule A.

17

10-Q

PAGE



EXHIBIT

NUMBER DESCRIPTION

(10)(y) Shareholders Agreement dated April
504308 N.B., Inc. First Union Manag
individuals listed on Schedule A.

(10)(2) Assignment dated March 27, 1997 bet
Estate Equity and Mortgage Investme
Management, Inc.

(10)(aa) Assignment dated April 16, 1997 bet
Management, Inc. and 335489 Canada,

(10)(ab) Assignment dated April 16, 1997 bet
Inc. and 3357392 Canada, Inc.

(10)(ac) Amendment to assignment made May 8,
Union Real Estate Equity and Mortga
Imperial Parking Limited.

(10)(ad) Bank credit agreement dated Decembe

(10)(ae) First amendment to employment agree
Mastandrea
(10)(af) Form of charge in control agreement

(10)(ag) Fixed Rate Loan Agreement dated as
and among the Registrant, as borrow
Company, as agent, and Wellsford Ca
N.A., as lenders

(10)(ah) Fixed Rate Loan Agreement dated as
and among the Registrant, as borrow
Company, as agent, and Gotham Partn
Partners IlI, L.P., Elliott Associa
Blackacre Bridge Capital, L.L.C., a

(10)(ai) Employment contract for Daniel P. F

(10)(aj) Employment contract for Anne N. Zah

(10)(ak) Employment contract for David Schon

INCORPORATED HEREIN B

REFERENCE TO
17, 1997 between March 31, 1997
ement, Inc. and the Form 10-Q

ween First Union Real March 31, 1997
nts and First Union Form 10-Q

ween First Union March 31, 1997
Inc. Form 10-Q

ween 335489 Canada, March 31, 1997
Form 10-Q

1997 between First March 31, 1997
ge Investments and Form 10-Q
r5, 1997 1997 Form 10-K

ment of James C. 1997 Form 10-K

1997 Form 10-K/A
of August 11, 1998 by Registration Statement

er, Bankers Trust 333-63547
pital and BankBoston,

of August 11, 1998 by Registration Statement
er, Bankers Trust 333-63547

ers, L.P., Gotham

tes, L.P. and

s lenders

riedman

ner

berger

18
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on Form S-3 No.

on Form S-3 No.



EXHIBIT
NUMBER

(10)(@)

DESCRIPTION
Amendment No. 2, dated as January 8
and Restated Credit Agreement, date
1997, among First Union Real Estate
Investments, and First Union Manage
borrower, and National City Bank, B
Key Bank National Associates, The H
Bank, Mellon Bank, N.A. and First M

First Amendment to Fixed Rate Loan
Real Estate Equity and Mortgage Inv
Blackacre Bridge Capital, L.L.C., G
Partners Ill, L.P. and Elliott Asso
dated January 8, 1999.

Letter Agreement between First Unio
and Mortgage Investments, as Borrow
Bridge Capital, L.L.C. Gotham Partn
Partners Ill, L.P. and Elliott Asso
Lenders, dated January 8, 1999

First Amendment to Fixed Rate Loan
Real Estate Equity and Mortgage Inv
BankBoston, N.A., Wellsford Capital
as Lenders, dated January 8, 1999.

Letter Agreement between First Unio
and Mortgage Investments, as Borrow
N.A., Wellsford Capital and Bankers
Lenders, dated January 8, 1999.

INCORPORATED HEREIN B

REFERENCE TO
, 1999, to Amended
d as of November 1,
Equity and Mortgage
ment, Inc., as
ankers Trust Company,
untington National
erit Bank, as Lenders.

Agreement between First Union
estments, as Borrower; and
otham Partners, L.P., Gotham
ciates, L.P., as Lenders,

n Real Estate Equity
er; and Blackacre
ers, L.P., Gotham
ciates, L.P., as

Agreement between First Union
estments, as Borrower; and
and Bankers Trust Company,

n Real Estate Equity
er; and BankBoston,
Trust Company, as

19

Form 8-K dated Februa

ry 2, 1999.

PAGE



EXHIBIT INCORPORATED HEREIN B Y

NUMBER DESCRIPTION REFERENCE TO PAGE

Second Amendment, dated as of Decem ber 30, 1998, to the Amended

and Restated Credit Agreement Dated as of April 17, 1997 between

Imperial Parking Limited, as Borrow er, Impark Services Limited,

as Guarantor, and HongKong Bank of Canada and BT Bank of Canada,

as Lenders.
(12) Statements of Ratios of Combined In come from Operations

and Combined Net Income to Fixed Ch arges X
(13) 1998 Annual Report X
(23) Consent of Independent Public Accou ntants X
(24) Powers of Attorney X
(27) Financial Data Schedule X

(C) REPORTS ON FORM 8-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

FIRST UNION REAL ESTATE EQUITY AND
MORTGAGE INVESTMENTS

BY: /s/ DAN EL P. FRI EDVAN

Dani el P. Friedman, President
and Chi ef Executive Oficer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdaticated.

SIGNATURE TITL E DATE
Principal Executive Officer President, and Chief March 29, 1999
Executive O fficer

/s/ DANIEL P. FRIEDMAN

Daniel P. Friedman

Principal Financial Officer Executive V ice President- March 29, 1999
Chief Finan cial Officer
/sl STEVEN M. EDELMAN

Steven M. Edelman

Principal Accounting Controller March 29, 1999
Officer

/sl GREGORY C. SCOTT

Gregory C. Scott

Date
March 29, 1999

Trustees:
William A. Ackman*
Daniel J. Altobello*
David P. Berkowitz*
William E. Conway*
Allen H. Ford*
Daniel P. Friedman*
Stephen J. Garchik*
Russell R. Gifford*
David S. Klafter*
William Scully*
Daniel Shuchman*
Stephen S. Snider*
Mary Ann Tighe*
James A. Williams*

e e e e e e e e e e S

SIGNATURE

*By: /s/ Paul F. Levin

—

Paul F. Levin, Attorney-in-fact
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS ON

FINANCIAL STATEMENT SCHEDULES

To First Union Real Estate Equity
and Mortgage Investments:

We have audited in accordance with generally aeceptiditing standards, the combined financial states included in the registrant's 1998
Annual Report, included as Exhibit 13 of this Fat6iK, and have issued our report thereon dated M28¢ 1999. Our audit was made for
the purpose of forming an opinion on those combstatements taken as a whole. The schedules lisiger Item 14(a)(2) on page 14 are the
responsibility of management and are presenteddggoses of complying with the Securities and ErgeaCommission's rules and are not
part of the basic combined financial statementgséhschedules have been subjected to the auditingqures applied in the audit of the
basic combined financial statements and, in ouniopi fairly state in all material respects theaficial data required to be set forth therein in
relation to the basic combined financial statemé&aken as a whole.

Cleveland, Ohio, Arthur Andersen LLP March 29, 1999
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REAL ESTATE AND ACCUMULATED DEP

AS OF DECEMBER 31, 1998

(IN THOUSANDS)

Encum-
Description brances

Shopping Malls:

Eastern

Mountaineer, Morgantown, WV
Fingerlakes, Auburn, NY
Fairgrounds Square, Reading, PA
Crossroads, St. Cloud, MN

Two Rivers, Clarksville, TN
Crossroads, Ft. Dodge, IA

Kandi, Willmar, MN

$ 3,73

47,52

Woodland Commons, Buffalo Grove, IL 11,49

X -

21,22
15,57
28,00
24,36
37,09
38,71
11,44
24,41

14,41
2,70
8,63

Westgate Towne Centre, Abilene,
62,75
Western
Valley North, Wenatchee, WA
Mall 205, Portland, OR
Plaza 205, Portland, OR
Valley, Yakima, WA
Southwestern
Alexandria, Alexandra, LA
Brazos, Lake Jackson, TX
Killeen, Killeen, TX
Mesilla Valley, Las Cruces, NM
Park Plaza, Little Rock, AR
Pecanland, Monroe, LA
Shawnee, Shawnee, OK
Villa Linda, Santa Fe, NM
200,83
263,58
Apartments:
Midwestern
Somerset Lakes, Indianapolis, IN
Hunter's Creek, Cincinnati, OH
Steeplechase, Cincinnati, OH
25,74

Southern

Briarwood, Fayetteville, NC
Woodfield Gardens, Charlotte, NC
Windgate Place, Charlotte, NC
Walden Village, Atlanta, GA
Beech Lake, Durham, NC

11,98

SCHEDULE Il

RECIATION

Cost
capitalized
subsequent to
acquisition

Initial cost to
Registrant

Buildings Land Curr
and and revalua
Land Improvements Improvements foreign

4 $1,450 $12,693 $ 19,370

- 1,300 23,698 2,969

- 2,400 22,635 17,324

8 1,680 8,303 25,218
- 3,206 5,565

- 1,151 2,792 9,805
--- 5,035 15,974

1 6,744 15,093 367

- 1,425 3,050 12,425

3 16,150 96,505 109,017

- 405 2,916 1,941
- 1,228 6,140 7,003
- -- 1,677 2,881
- -- 8,731 3,006

- 1,633 19,464 14,831

3 8,097 23,112 472
3 4,877 19,506 1,555
2 6,453 34,865 1,307
7 9,126 30,630 435

1 5,816 58,037 292
1 8,874 36,891 697
7 3,864 15,306 547
6 5,652 37,799 527
0 52,759 256,146 5,832
3 70,542 372,115 129,680
0 2172 16,400 2,563
6 1,098 4,395 292

2 1,782 10,114 350

©
o
[=)
a
N
w
o
©
o
©
w
)
o
a

2 12,599 70,423 9,649

ency
tion of
assets



Bui
Description Land Imp
Shopping Malls:

Eastern
Mountaineer, Morgantown, WV $1615 $
Fingerlakes, Auburn, NY 1,331
Fairgrounds Square, Reading, PA 2,369
Crossroads, St. Cloud, MN 5,484
Two Rivers, Clarksville, TN --
Crossroads, Ft. Dodge, IA 1,328

Kandi, Willmar, MN --

Woodland Commons, Buffalo Grove, IL 6,807
Westgate Towne Centre, Abilene, TX 1,616

20,550
Western
Valley North, Wenatchee, WA 1,026
Mall 205, Portland, OR 1,228
Plaza 205, Portland, OR 695
Valley, Yakima, WA 623
3,572
Southwestern
Alexandria, Alexandra, LA 8,097
Brazos, Lake Jackson, TX 4,877
Killeen, Killeen, TX 6,453
Mesilla Valley, Las Cruces, NM 9,126
Park Plaza, Little Rock, AR 5,816
Pecanland, Monroe, LA 8,961
Shawnee, Shawnee, OK 3,864
Villa Linda, Santa Fe, NM 5,652
52,846
76,968
Apartments:
Midwestern
Somerset Lakes, Indianapolis, IN 2,172
Hunter's Creek, Cincinnati, OH 1,098
Steeplechase, Cincinnati, OH 1,782
5,052
Southern
Briarwood, Fayetteville, NC 495
Woodfield Gardens, Charlotte, NC 171
Windgate Place, Charlotte, NC 353
Walden Village, Atlanta, GA 2,768
Beech Lake, Durham, NC 3,760
7,547

Accum

u- Year

---------------- lated construc-

Iding and

rovements Total

depreci- tion

Date

ation completed Acquired

31,898 $33,513 $13,270 1975 01-29-78
26,636 27,967 11,063 1980  09-28-81
39,990 42,359 12,908 1980  09-30-81
29,717 35,201 12,750 1966  01-01-72
8,771 8,771 4,195 1968  09-26-75
12,420 13,748 5,605 1967  04-22-77
21,009 21,009 8,969 1973  03-12-79
15,397 22,204 1,544 1991  04-03-95
15,284 16,900 4,074 1962  04-22-77
01,122 221,672 74,378

4,236 5,262 2,407 1966  08-30-73
13,143 14,371 6,912 1970 03-01-75
3,863 4,558 1,881 1970  04-26-78
11,114 11,737 4,804 1972  05-01-80
32,356 35,928 16,004

23,584 31,681 828 1973  09-01-97
21,061 25,938 737 1976  09-01-97
36,172 42,625 1,309 1981  09-01-97
31,065 40,191 1,067 1981  09-01-97
58,329 64,145 2,017 1988  09-01-97
37,501 46,462 1,300 1985 09-01-97
15,853 19,717 537 1989  09-01-97
38,326 43,978 1,319 1985  09-01-97
61,891 314,737 9,114

95,369 572,337 99,496

18,963 21,135 5,565 1975 11-10-88
4,687 5,785 266 1980 12-11-96
10,464 12,246 980 1987  06-30-95
34,114 39,166 6,811

7,930 8,425 1,860 1968-70 06-30-91
3,762 3,933 937 1974  06-30-91
6,201 6,554 1,593 1974-78 06-30-91
11,608 14,376 2,473 1973  06-01-92
16,457 20,217 1,976 1986  08-19-94
45,958 53,505 8,839

80,072 92,671 15,650

40

40



Encum-
Description

Office Buildings:
Midwestern

55 Public Square, Cleveland OH
Circle Tower, Indianapolis, IN

Southern

North Valley Tech Center, Denver, CO
Sutter Buttes Center, Marysville, CA

Parking Facilities:
United States
Huntington Garage, Cleveland, OH
West Third St. Lot, Cleveland, OH

brances

8,201

5th and Marshall Garage, Richmond, VA -

Long Street Garage, Columbus, OH
Madison & Wells Garage, Chicago, IL
Magic Mile Lot, Arlington, TX
Printer's Alley Garage, Nashville, TN

Canada

10th Ave, Lot, Calgary, Alberta
1009-9th Ave. Lot, Calgary, Alberta
Parkade, Edmonton, Alberta

103 St. Lot, Edmonton, Alberta

107th St., Edmonton, Alberta

221 9th Ave. Lot, Calgary, Alberta
Blanchard St., Victoria, Br.Columbia
Graham Ave. Lot, Winnipeg, Manitoba
Water Ave. Lot, Winnipeg, Manitoba
Young St. Lot, Winnipeg, Manitoba
Broadway Lot, Winnipeg, Manitoba
Donald St. Lot, Winnipeg, Manitoba
Broad St. Lot, Regina, Saskatchewan
Queens Quay, Toronto, Ontario

351 Smith St., Winnipeg, Manitoba

Other:
Write-down on carrying value of real
estate assets --
Real Estate net carrying value at
December 31, 1998

1,526
30,000

4,000

$345,042

SCHEDULE Il

Cost
capitalized
Initial costto  subsequent to
Registrant acquisition
Buildings Land Curre
and and revaluat
Land Improvements Improvements Foreign
2,500 19,055 17,390 -
270 1,609 3,040 -
2,770 20,664 20,430 -
717 3,906 5,573 -
717 3,906 5,573 -
- 7,666 20,726 -
985 3,622 9,261 -
985 11,288 29,987 -
4,472 35,858 55,990 -
1,600 4,407 2,120 -
2,030 - 413 -
1,102 8,090 - -
1,886 2,042 - -
16,266 26,918 - -
3,011 - - -
1,914 4,736 - -
27,809 46,193 2,533 -
255 - - (27
655 - - (68
656 582 - 3
346 - - (36
83 136 - (23
1,529 - - (159
226 121 - (35
1,254 - - (130
664 - - (69
110 - - (12
464 - - (49
117 - - 4
33 - - 2
404 942 - (240
863 - - (63
7,659 1,781 - (810
35,468 47,974 2,533 (810
$123,081 $526,370 $197,852 $ (810

ncy
ion of
Assets

— e e ~—~—

~—~—



Aggregate cost for federal tax purposes is $821,774

Buil
Description Land Impr
Office Buildings:
Midwestern
55 Public Square, Cleveland OH 5,822
Circle Tower, Indianapolis, IN 270
6,092
Southern
Henry C. Beck, Shreveport, LA 717
717
Western

North Valley Tech Center, Denver, CO --
Sutter Buttes Center, Marysville, CA 948

Parking Facilities:
United States
Huntington Garage, Cleveland, OH 1,600
West Third St. Lot, Cleveland, OH 2,286

5th and Marshall Garage, Richmond, VA 1,102

Long Street Garage, Columbus, OH 1,886
Madison & Wells Garage, Chicago, IL 16,266
Magic Mile Lot, Arlington, TX 3,011
Printer's Alley Garage, Nashville, TN 1,914

28,065
Canada
10th Ave, Lot, Calgary, Alberta 228
1009-9th Ave. Lot, Calgary, Alberta 587
Parkade, Edmonton, Alberta 588
103 St. Lot, Edmonton, Alberta 310
107th St., Edmonton, Alberta 74

221 9th Ave. Lot, Calgary, Alberta 1,370
Blanchard St., Victoria, Br.Columbia 202
Graham Ave. Lot, Winnipeg, Manitoba 1,124
Water Ave. Lot, Winnipeg, Manitoba 595
Young St. Lot, Winnipeg, Manitoba 98
Broadway Lot, Winnipeg, Manitoba 415
Donald St. Lot, Winnipeg, Manitoba 113
Broad St. Lot, Regina, Saskatchewan 35
Queens Quay, Toronto, Ontario 362
351 Smith St., Winnipeg, Manitoba 800

6,901
34,966
Other:
Write-down on carrying value of real
estate assets (1,950) (

Real Estate net carrying value at
December 31, 1998 $130,340 $6

,000.

Accumu- Year
--------------- lated construc-
ding and depreci- tion Date
ovements Total ation Completed Acquired Life

33,123 38,945 23,716 1959 01-15-63 45
4,649 4,919 2,554 1930 10-16-74 40

28,392 28,392 9,667 1967 12-03-69 40
12,920 13,868 5,398 1972 12-19-79 40

6,527 8,127 3,027 1969 12-31-75 40

157 2,443 268 -- 09-19-77 10
8,090 9,192 202 -- 02-24-98 40
2,042 3,928 68 -- 01-15-98 30

26,918 43,184 673 1998 01-26-98 40
- 3,011 54 1997 03-26-98 10
4,736 6,650 94 -- 07-01-98 25

- 228 - - 05-05-97

- 587 - - 05-05-97

653 1,241 27 1958 05-05-97 40
- 310 - -- 05-05-97

122 196 5 1973 05-05-97 40
- 1,370 - - 05-05-97

110 312 5 1982 05-05-97 40
- 1,124 - -- 05-05-97

- 595 - - 05-05-97

- 98 - - 05-05-97

- 415 - -- 05-05-97

- 113 - -- 05-05-97

- 35 - - 05-05-97

844 1,206 35 1950 05-05-97
- 800 - -- 05-05-97

1,729 8,630 72

50,199 85,165 4,458

37,684) (39,634) -

76,519 $806,859 $165,357




Aggregate cost for federal tax purposes is $821,774 ,000.



- Continued

Schedule Il

The following is a reconciliation of real estatsets and accumulated depreciation for the yearsdebBdcember 31, 1998, 1997 and 1996:

Asset reconciliation:
Balance, beginning of period

Additions during the period:
Property acquisitions
Improvements
Equipment and appliances
Capital lease obligation
Reduction in reserve on carrying

value of real estate assets

Deductions during the period:
Sales of real estate

Reserve on carrying value of real

estate assets

Prior period adjustment of reserve

balance(1)

Currency revaluation of foreign

real estate

Other - write-off of assets and

certain fully depreciated
tenant alterations

Balance, end of period

Accumulated depreciation
reconciliation:
Balance, beginning of period
Prior period adjustment(1)
Additions during the period:
Depreciation

Deductions during the period:
Sales of real estate
Write-off of assets and
certain fully depreciated
tenant alterations

Balance, end of period

(IN THOUSANDS)

YEARS ENDED DECEMBER 31,

Restated R
1998 1997
$756,308 $459,084 $
69,551 318,345
21,515 20,258
1,588 1,396
133
3,855
(4,878) (45,632)
(36,000)
(810)
(548) ( 998)
$806,859 $756,308 $
$142,082 $139,614 $
23,761 17,301
(14,480)
(486) ( 353)
$165,357 $142,082 $

estated
1996

449,560

5,491
19,148
1,116

5,575
(20,385)

(479)

107,701
24,379
14,808

(6,332)

(1) The registrant reduced the asset lives usedltulate depreciation expense and accumulateedeapion in 1998 and for the five years
then ended and restated accumulated depreciatébrearrves required for sold properties. The aufjest for the periods prior to 1996 is
$24,379,000 and adjustment to reserves for propesses prior to 1996 is $479,000.



Current
effective rate
on net
Description Investment
Second Mortgage Loan: 8.75%

Secured by apartment
complex in Dayton, OH

Note Receivable: 10%
Secured by management
contract on apartment
complex in Atlanta, GA

Note Receivable: 6%
Secured by Temple
Mall Company

Face amount
Description of Mortgage

Second Mortgage Loan: $2,600
Secured by apartment
complex in Dayton, OH

Note Receivable: 1,800
Secured by management
contract on apartment
complex in Atlanta, GA

Note Receivable: 1,200
Secured by Temple
Mall Company

(A) Aggregate cost for federal
tax purposes is the carrying
amount of the mortgage

SCHEDULE IV

MORTGAGE LOANS ON REAL ESTAT

(IN THOUSANDS, EXCEPT FOR PAYMENT TERMS A

Final
maturity

Date Periodic Payme

12-1-02  Interest calculated at stated rat
of principal and interest payable
prepayment without penalty subject

3-1-08 Interest calculated at stated rate

of principal and interest payable
prepayment without penalty subject

10-19-23  Monthly interest on principal at L
due at maturity, no prepayment pen

Totals, December 31, 1998

Carrying
amount of
Mortgage

1,727

1,200

$ 5,508(A)

ND FOOTNOTES)

nt Terms

e of 8.75% with installments
monthly through maturity;
to certain conditions.

of 10% with installments
monthly through maturity;
to certain conditions.

IBOR plus .375%, principal
alty.



Schedule IV

- Continued

The following is a reconciliation of the carryinhaunts of the mortgage loans outstanding for tlees/ended December 31, 1998, 1997 and
1996:

(IN THOUSANDS)
YEARS ENDED DECEMBER 31,

1998 1997 1996

Balance, beginning of period $30,686 $42,266 $42,042

Additions during the period:

Mortgage loan on mall in
Fairmount, WV secured by the mall
and partnership units of Crown
American Properties, L.P.

Second mortgage loan on apartment
complex in Dayton, OH 2,600
Note receivable on apartment complex
in Atlanta, GA 1,800
Note receivable on Temple Mall
Company 1,200

Deferred interest on:

Wraparound mortgage
on garden apartments in
Atlanta, GA 48 332

Mortgage on mall in

Fairmount, WV 6 74 68

Deductions during the period:

Payoff of wraparound mortgage
loan on garden apartments in

Atlanta, GA (17,086)

Payoff of mortgage loan on Mall

In Fairmount, WV (6,206)

Payoff of first mortgage loan on
office building in Cleveland, OH (18,839)

(139) (216) (176)

Collection of principal

Balance, end of period $ 5,508 $30,686 $42,266



EXHIBIT
NUMBER DESCRIPTION
3)(a) Declaration of Trust of Registrant

as amended through July 25, 1986

(3)(b) By-laws of Registrant, as amended

3)(c) By-laws of Registrant, as amended

(3)(d) By-laws of Registrant as amended

4)(a) Form of certificate for Shares of B

(4)(b) Form of Indenture governing Debt Se
February 1, 1983 between Registrant
Company

(4)(c) Form of Debt Security

(4)(d) Form of Indenture governing Debt S
October 1, 1993 between Registrant
Bank

(4)(e) Form of Note

4)(f) Form of Indenture governing Debt Se

(4)(9) Rights Agreement between Registrant

Bank dated March 7, 1990

(4)(h) Certificate of Designations relatin
Series A Cumulative Redeemable Pref
Beneficial Interest

4)(i) Standby Purchase Agreement between
Partners, L.P. dated August 11, 199

@) Standby Purchase Agreement between
Partners Ill, L.P. dated August 11,

EXHIBIT INDEX

dated August 1, 1961,

eneficial Interest

curities, dated
and Ameritrust

ecurities, dated

INCORPORATED HEREIN B
REFERENCE TO

33-4493

Registration Statement
33-4493

March 31, 1997
Form 10-Q

1998 10-K
Registration Statement
33-2818
Registration Statement
2-81605
Registration Statement

33-4493

Registration Statement

and Society National 33-68002

curities

and National City

g to Registrant's
erred Shares of

Registrant and Gotham

8

Registrant and Gotham

1998

Registration Statement
33-68002

Registration Statement
333-00953

Form 8-K dated October

29

Registration Statement

Form 8-A dated March 30

Schedule 13D dated Augu

Schedule 13D dated Augu

PAGE

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

on Form S-3 No.

, 1990 No. 0-18411

24,1996

st 11, 1998

st 11, 1998



EXHIBIT

NUMBER DESCRIPTION

4)(k) Standby Purchase Agreement between
Elliott Associates, L.P. dated Augu

@) Warrant to purchase 500,000 shares
Interest of Registrant

(10)(a) Share Purchase Agreement dated as o
between registrant and First Union

(10)(b) First Amendment to Share Purchase A
December 10, 1985 between registran
Management, Inc.

(10)(c) Second Amendment to Share Purchase
December 9, 1986 between registrant
Management, Inc.

(10)(d) Third Amendment to Share Purchase A
December 2, 1987 between registrant
Management, Inc.

(10)(e) Fourth Amendment to Share Purchase
December 7, 1988 between registrant
Management, Inc.

(10)(f) Fifth Amendment to Share Purchase A
November 29, 1989 between registran
Management, Inc.

(10)(g) Sixth Amendment to Share Purchase A
November 28, 1990 between registran
Management, Inc.

(10)(h) Seventh Amendment to Share Purchase
of November 27, 1991 between regist
Management, Inc.

(20)(i) Eighth Amendment to Share Purchase
November 30, 1992 between registran
Management, Inc.

(10)(4) Employment and Consulting Agreement
Schofield dated September 1, 1991

INCORPORATED HEREIN B
REFERENCE TO

Schedule 13D dated Augu

Registrant and
st 11, 1998

of Beneficial

f December 31, 1983
Management, Inc.
greement dated as of

t and First Union

Agreement dated as of
and First Union

greement dated as of
and First Union

Agreement dated as of
and First Union

greement dated as of
t and First Union

greement dated as of
t and First Union

Agreement dated as
rant and First Union

Agreement dated as of
t and First Union

with Donald S.

30

1999 Form 10-K

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

Registration Statement

1991 Form 10-K

PAGE

st 11, 1998

No.

No.

No.

No.

No.

No.

No.

No.

No.

2-88719

33-2818

33-11524

33-19812

33-26758

33-33279

33-38754

33-45355

33-57756



EXHIBIT
NUMBER DESCRIPTION

(10)(k) Employment Agreement with James C.
13,1994

20)( Employment Agreement with Gregory D
13,1994

(10)(m) Credit Agreement with National City
5,1994

(10)(n) Credit Agreement with Society Natio
4, 1996

(10)(0) 1981 Employee Share Option Plan
(10)(p) 1994 Long Term Incentive Performanc
(10)(q) Bank Credit Agreement dated Septemb

(10)(r) Credit agreement between Imperial
Bank of Canada

(10)(s) Put agreement entered into betw
Hong Kong Bank of Canada and Firs
Equity and Mortgage Investment

(10)(t) Share Purchase Agreement and
Investments Inc. and First Union R
Mortgage Investments

(10)(u) Put agreement entered into betwee
Inc., the Onex Associates and Fi
Equity and Mortgage Investments

(10)(v) Senior subordinated note by 335
3006302 Nova Scotia Company

(10)(w) Senior subordinated note by 50446
Nova Scotia Company

(10)(x) Shareholders Agreement dated Apr
3357392 Canada, Inc. and 3355489
individuals and trusts listed on Sc

31

INCORPORATED HEREIN B
REFERENCE TO

Mastandrea dated July June 30, 1994 Form 10-Q

. Bruhn dated July June 30, 1994 Form 10-Q

Bank dated December 1994 Form 10-K

nal Bank dated March 1995 Form 10-K

1992 Proxy Statement
e Plan 1994 Proxy Statement
er 30, 1996 September 30, 1996 Form

Parking Limited and BT March 31, 1997
Form 10-Q

een BT Bank of Canada, March 31, 1997
t Union Real Estate = Form 10-Q

amendments Impark  March 31, 1997
eal Estate Equityand  Form 10-Q

n Empark Investments  March 31, 1997
rst Union Real Estate  Form 10-Q

7392 Canada Inc. to  March 31, 1997
Form 10-Q

3 N.B. Inc. to 3006302  March 31, 1997
Form 10-Q

il 17, 1997 between  March 31, 1997
Canada, Inc. and the Form 10-Q
hedule A.

10-Q
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EXHIBIT

NUMBER DESCRIPTION

(10)(y) Shareholders Agreement dated Apr
504308 N.B., Inc. First Union Man
individuals listed on Schedule A.

(10)(2) Assignment dated March 27, 1997 be
Estate Equity and Mortgage Invest
Management, Inc.

(10)(aa) Assignment dated April 16, 1997
Management, Inc. and 335489 Canada,

(10)(ab) Assignment dated April 16, 1997 be
Inc. and 3357392 Canada, Inc.

(10)(ac) Amendment to assignment made May
Union Real Estate Equity and Mort
Imperial Parking Limited.

(10)(ad) Bank credit agreement dated Decembe

(10)(ae) First amendment to employment a
Mastandrea
(10)(af) Form of change in control agreement

(10)(ag) Fixed Rate Loan Agreement dated as
and among the Registrant, as borrow
Company, as agent, and Wellsford Ca
N.A., as lenders

(10)(ah) Fixed Rate Loan Agreement dated as
and among the Registrant, as borrow
Company, as agent, and Gotham Partn
Partners IlI, L.P., Elliott Associa
Blackacre Bridge Capital, L.L.C., a

(10)(ai) Employment contract for Daniel P. F

(10)(aj) Employment contract for Anne N. Zah

(10)(ak) Employment contract for David Schon

INCORPORATED HEREIN B
REFERENCE TO

il 17, 1997 between  March 31, 1997
agement, Inc. andthe  Form 10-Q

tween First Union Real ~ March 31, 1997
ments and First Union  Form 10-Q

between First Union  March 31, 1997
Inc. Form 10-Q

tween 335489 Canada, March 31, 1997
Form 10-Q

8, 1997 between First March 31, 1997
gage Investments and  Form 10-Q

r5,1997 1997 10-K

greement of James C. 1997 10-K

1997 10-K/A
of August 11, 1998 by Registration Statement

er, Bankers Trust 333-63547
pital and BankBoston,

of August 11, 1998 by Registration Statement

er, Bankers Trust 333-63547
ers, L.P., Gotham
tes, L.P. and
s lenders
riedman.
1998 10-K
ner 1998 10-K
berger 1998 10-K

32
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EXHIBIT
NUMBER

(10)(@)

DESCRIPTION
Amendment No. 2, dated as January 8

and Restated Credit Agreement, date
1997, among First Union Real Estate
Investments, as Borrower, First Uni

and National City Bank, Bankers Tru
National Associates, The Huntington
Mellon Bank, N.A. and First Merit B

First Amendment to Fixed Rate Loan
Real Estate Equity and Mortgage Inv
Blackacre Bridge Capital, L.L.C., G
Partners Ill, L.P. and Elliott Asso
dated January 8, 1999.

Letter Agreement between First Unio
and Mortgage Investments, as Borrow
Bridge Capital, L.L.C. Gotham Partn
Partners Ill, L.P. and Elliott Asso
Lenders, dated January 8, 1999

First Amendment to Fixed Rate Loan
Real Estate Equity and Mortgage Inv
BankBoston, N.A., Wellsford Capital
as Lenders, dated January 8, 1999.

Letter Agreement between First Unio
and Mortgage Investments, as Borrow
N.A., Wellsford Capital and Bankers
Lenders, dated January 8, 1999.

INCORPORATED HEREIN
REFERENCE TO
, 1999, to Amended Form 8-K dated Febr
d as of November 1,
Equity and Mortgage
on Management, Inc.,
st Company, Key Bank
National Bank,
ank, as Lenders.

Agreement between First Union
estments, as Borrower; and
otham Partners, L.P., Gotham
ciates, L.P., as Lenders,

n Real Estate Equity
er; and Blackacre
ers, L.P., Gotham
ciates, L.P., as

Agreement between First Union
estments, as Borrower; and
and Bankers Trust Company,

n Real Estate Equity
er; and BankBoston,
Trust Company, as

33
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EXHIBIT
NUMBER

12

(13)

(23)

(24)

@7

DESCRIPTION

Second Amendment, dated as of Decem
and Restated Credit Agreement Dated
Imperial Parking Limited, as Borrow
as Guarantor, and HongKong Bank of
as Lenders.

Statements of Ratios of Combined In
and Combined Net Income to Fixed Ch

1998 Annual Report

Consent of Independent Public Accou

Powers of Attorney

Financial Data Schedule

EXHIBIT INDEX

INCORPORATED HEREIN
REFERENCE TO
ber 30, 1998, to the Amended
as of April 17, 1997 between
er, Impark Services Limited,
Canada and BT Bank of Canada,

come from Operations
arges

ntants
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Exhibit 3d.

FIRST UNION REAL ESTATE EQUITY AND MORTGAGE
INVESTMENTS

BY-LAWS

AS AMENDED THROUGH
FEBRUARY 9, 199¢
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ARTICLE |
MEETINGS OF BENEFICIARIES.
SECTION 1. ANNUAL MEETING.

The annual meeting of the Beneficiaries of the Tfoisthe transacting of such business as shadpleeified in the notice of the meeting shall
be held as provided in the Declaration of Trust.

SECTION 2. SPECIAL MEETINGS.
Special meetings may be called at any time as geavin the Declaration of Trust.
SECTION 3. PLACE OF MEETING.

All meetings of the Beneficiaries shall be heldre office of the Trust, or at such other placéhimitor without the State of Ohio as may be
designated, in the case of an annual meeting, &y thstees, or, in the case of a special meetinthd Trustees calling such meeting or by
person or persons requesting such meeting pursudm Declaration of Trust.

SECTION 4. NOTICE OF MEETINGS.

Written notice of each annual or special meetinthefBeneficiaries, stating the time, place angpse thereof shall be given in accordance
with the Declaration of Trust.

SECTION 5. PROCEDURE AT MEETINGS.

At each meeting of the Beneficiaries, the Trustesl appoint one of their number or one of thedieraries to preside thereat. The Trustees
shall appoint a Secretary for each such meeting, stiall be duly sworn to the faithful dischargehisf duties and to keep the minutes of such
meeting, which minutes shall be signed and attdsgddm and filed with the records of the Trust.

SECTION 6. QUORUM.

A majority of the outstanding shares of the Trusispnt in person or by proxy shall constitute argomofor any annual or special meeting of
Beneficiaries.

SECTION 7. NOMINATIONS AND BENEFICIARY BUSINESS.

(a) With respect to any Annual or Special Meetifi@eneficiaries, (a "Meeting") nominations for diea to the Board of Trustees and the
proposal of matters to be considered by the Beiagiis may be made only (i) by or at the directidthe Board of Trustees or (ii) by any
Beneficiary who was a Beneficiary of record attbeord date for the Meeting, as defined in the Bration of Trust,

3



who is entitled to vote at the Meeting and who cbedpwith the notice procedures set forth in thécton 7.

(b) For a nomination or proposal to be properlyugitt before a Meeting by a Beneficiary, other taahareholder proposal included in the
Trust's proxy statement pursuant to Rule 14a-8®Recurities Exchange Act of 1934, as amendedéheficiary must have given timely
notice thereof in writing to the Secretary of thei§t, and such Beneficiary or his representativetrha present in person at the Meeting. A
Beneficiary's notice shall be timely if delivered br mailed and received at, the principal exeeutiffices of the Trust (i) for an Annual
Meeting not less than 120 days prior to the ansigrdate of the immediately preceding Annual Megtf Beneficiaries, or Special Meeti
held in lieu thereof and (ii) for a Special Meetingt less than 120 days prior to the date reqddetesuch meeting.

(c) A Beneficiary's notice to the Secretary shetlferth as to each nomination or proposal the Beiaey intends to bring before the Meeting
(i) as to any nomination, the name and addressyfeoposed nominee, the nominee's business &ffilisgthe information required as to
nominees by Item 401 of Regulation S-K under theu8ges Act of 1933 and the Securities Exchangedtd 934, all as may be amended
from time to time, a certification of the propondmat such nominee meets all the qualificationsTiwstees set forth in the Declaration of
Trust, including, but not limited to, Section 8.th@reof and the written consent of such nominestwe as Trustee if elected,

(i) as to any proposal, a brief description of pieposal desired to be brought before the Meetingthe name and address of the
Beneficiary offering such nomination or proposal) the class and number of shares of the Truap#al shares which are beneficially owi
by the Beneficiary, and (v) any financial interethe Beneficiary in such proposal. Nothing comédi in this Subsection (c) shall be deemed
to supersede the provisions of Section 7.2 of teel@ation of Trust relating to business that mayrbnsacted at a Special Meeting.

ARTICLE Il
SECTION 1. REGULAR MEETINGS.

Regular meetings of the Trustees may be held &t ttmes and places within or without the State bfdoas may be provided for in resolution
adopted by the Trustees.

SECTION 2. SPECIAL MEETINGS.

Special meetings of the Trustees may be held atiamgyor place within or without the State of Olmjpon call of the Chairman of the Boarc
any two of the Trustees at the time and place deasigl in the notice of meeting.

SECTION 3. NOTICE OF AND PARTICIPATION IN MEETINGS.

Notice of each meeting, regular or special, shaljlyen by mailing or by sending to each Trustel(@ssed to the address last furnishe
the Trust by the Trustee) a letter at least 4 dafsre the



meeting, or a facsimile transmittal at least 24rednefore the meeting. Notice of any special outl@gmeeting, as provided in the Declaral

of Trust, may be waived in writing or by facsimitansmittal by any Trustee either before or aftehsmeeting, and such notice shall be
deemed to have been waived by the Trustees atgesdoh meeting. Except as provided in Article Vildod, unless otherwise indicated in the
notice thereof, any business may be transactedyategular or special meeting. Meetings of the Tees may be held through any
communications equipment if all persons participgtian hear each other and participation in a mggtirsuant to this sentence shall
constitute presence at such meeting.

SECTION 4. QUORUM.
At any meeting a majority of the Trustees thenffice shall constitute a quorum.
SECTION 5. COMPENSATION OF TRUSTEES.

The Trustees are authorized to fix a reasonaldénetfor members of the Board of Trustees andCti@rman and a reasonable fee for
attendance at meetings. In addition to such congtemsthere shall be reimbursement for expensegduoeling to and from such meetings.

SECTION 6. COMMITTEES OF THE BOARD OF TRUSTEES.

The Trustee may elect from their members commitbééise Board and give them any or all powers efThustees during intervals between
the meetings of the Trustees, except that such dthems shall not be empowered to declare dividemd#l vacancies in the Board of
Trustees or committees. All actions of such conmeeitshall be reported to the Trustees at theirmegting.

SECTION 7. QUALIFICATIONS OF NOMINEES - AGE.

No nominee for Trustee shall be more than 72 yefage at the time of his election as Trustee shatl any Trustee nominated fo
subsequent term be more than 72 years of age titbef his election for such subsequent termyipled that any Trustee elected prior to
attaining age 72 may continue to serve the remaiofdis term despite attaining the age of 72 beetbe expiration of his term.

ARTICLE Il OFFICERS
SECTION 1. DESIGNATION OF OFFICERS.

The Trustees shall elect a Chairman of the BoaRtgeaident, a Secretary, a Treasurer, and suchRfesdents and other officers, or assistant
officers, as they shall deem advisable. Each afficel assistant officer shall have such functiorsduties as the Trustees shall from time to
time designate, and, in the absence of such deégignauch duties as are usually associated with sifice. Except as otherwise determined
by the Trustees, any two or more offices may bd bglthe same person.
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SECTION 2. TENURE OF OFFICE.

The officers of the Trust shall hold office at fhleasure of the Trustees, and until successorshasen and qualified. A vacancy in any off
however created, may be filled by election by thestees.

SECTION 3. DELEGATION OF DUTIES.

The Trustees may delegate the duties of any off@any other officer and generally may control dledion of the officers and require the
performance of duties in addition to those mentibherein.

SECTION 4. COMPENSATION.
The Trustees are authorized to determine or toigeathe method of determining the compensatiorffiders.
SECTION 5. SIGNING CHECKS AND OTHER INSTRUMENTS.

The Trustees shall determine or provide the metfiatbtermining how checks, notes, bills of exchaage similar instruments issued by or
on behalf of the Trust shall be signed, counteesigior endorsed.

SECTION 6. CONTROL BY TRUSTEES.
Nothing contained herein shall be interpreted lieve the Trustees, in any manner, of their dutgdotrol and manage the Trust prope

ARTICLE IV
SHARES IN TRUST
SECTION 1. ISSUE OF CERTIFICATE OF BENEFICIAL OWNBRIIP.

The Chairman shall cause to be issued to each Bemwgfone or more certificates, under the sedhefTrust, signed as provided in Article

Section 5 hereof, certifying the number of shargsed by such Beneficiary in the Trust. Such cexdifes shall be countersigned by the
Transfer Agent and registered by the Registrarstiadl be transferable on the books of the Trugtragided in the Declaration of Trust.

ARTICLE V
AMENDMENTS.
SECTION 1. AMENDMENT OF BY-LAWS.

The Trustees, by the affirmative vote of a majonitbay at any meeting, provided the substance gbtbposed amendment shall have been
stated in a notice of the meeting, alter, changanptend



in any respect, or supersede by new by-laws, inevbioin part, any of these by-laws.

ARTICLE VI
MISCELLANEOUS PROVISIONS.
SECTION 1. FISCAL YEAR.

The fiscal year of the Trust shall be as determinaah time to time by the Trustees.
SECTION 2. NOTICE AND WAIVER OF NOTICE.

Whenever any notice is required by these by-lawsetgiven, personal notice is not required unlegsessly so stated; and any notice so
required shall be deemed to be sufficient if gi{i¢iy letter, by depositing the same in a posteefbox in a sealed post-paid wrapper,
addressed to the person entitled thereto (at sikiown post-office address as shown by the mgadtthe Trust) and such notice shall be
deemed to have been given on the day of such madin(ii) by facsimile transmittal if transmittedh facsimile with evidence of receipt by
the sender, and such notice shall be deemed tolegregiven on the day of such facsimile transinitta

SECTION 3. CHECKS FOR MONEY.

All checks, drafts or orders for the payment of eyshall be signed by the Treasurer or Assistas@durer or by such other officer, officers,
Trustee or Trustees as the Trustees may from trtiene designate.

SECTION 4. FORM OF CERTIFICATE OF BENEFICIAL INTEFH.
The form of certificate of beneficial interest repenting shares of $1 par value shall be subsigra&gfollows:

No. Shares

FIRST UNION
Real Estate Equity and Mortgage Investments

THIS CERTIFIES THAT isrégpstered holder of Fully Paiddod-assessable Share of
Beneficial Interest, $1 Par Value. in

FIRST UNION
Real Estate Equity and Mortgage Investments

a Trust established in business trust from undetais of the State of Ohio under a Declaratiofrokt dated as of August 1, 1961, as
amended from time to time, a copy of which is d@ With the Transfer Agents of the Trust by all teems and provisions of which the holder
or



transferee hereof by accepting this certificateagto be bound. The Trust is not a bank or trrstpany and does not and will not solicit,
receive or accept deposits as a business. Thesstegmesented hereby are transferable on the ieobttie Trust only by the registered hol
hereof or by his agent duly authorized in writingdelivery to a Transfer Agent of the Trust of tbéstificate properly endorsed or
accompanied by duly executed instrument of trartsfgether with such evidence of the genuinenessadi@and such other matters as may
reasonably be required. The transferability ofgdhares represented hereby is subject to such tegulas may from time to time be adopted
by the Trustees of the Trust and set forth in thie.Bws to which reference is hereby made to prevansters of shares which would resul
disqualification of the Trust for taxation as alrestate investment trust under the Internal Regébode an amended.

This certificate is not valid unless countersighgdh Transfer Agent and registered by a RegisfrireoTrust.
IN WITNESS WHEREOF, the Trustees of this Trust heaased this certificate to be signed by facsisig@atures.
[ON REVERSE SIDE]

The By-Laws of the Trust provide, among other tBirthat no person may acquire Trust securitiedu@icg these securities) if, thereafter, he
would beneficially own more than 9.8% of the Traistares of beneficial interest. In applying tleistriction, convertible securities of the
Trust beneficially owned by such person (includiogvertible securities) are to be treated as daaly converted into shares of beneficial
interest. A copy of the By-Laws and information abthe limitation on ownership may be obtained fribve Secretary of the Trust.

Section 5. Regulations on Transfer of Shares tedPteDisqualification of the Trust Under the IntakfiRevenue Code
Notification of the Trust Under the Internal Revenue Code.
The Chief Executive Officer of the Trust or an offi designated by him shall:

(a) From time to time cause to be prepared afiebldlers of record (with their holdings) of shacéghe Trust (preferred and common) and
shall designate those holders which the officengcahall have reason to believe are not also éimeficial owners of the holdings of recorc
their respective names;

(b) Review the list with counsel and impose sudtrietions on transfer of shares as counsel shalka should be imposed to prevent
disqualification of the Trust as a Real Estate stweent Trust under Section 856 et seq. of theriatdRevenue Code.
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Section 6. Restrictions on Issuance and Transf8eofirities.

(a) No person may own more than 9.8% of the outlitgnShares (the Limit), and no Securities shalskaed or transferred to any person if,
following such issuance or transfer, such persmnisership of Shares would exceed the Limit. Foppaes of computing the Limit,
Convertible Securities owned by such person sleaitdmted as if the Convertible Securities ownedunh person had been converted into
Shares.

(b) If any Securities in excess of the Limit arsuisd or transferred to any person in violation aragraph a) hereof (the "Excess Securities"),
such issuance or transfer shall be valid only wetpect to such amount of Securities as does solt ia a violation of Paragraph a) hereof,
and such issuance or transfer shall be null andl with respect to such Excess Securities.

If the last clause of the foregoing sentence ismeined to be invalid by virtue of any legal deeisistatute, rule or regulation, such person
shall be conclusively deemed to have acted as amt &g behalf of the Trust in acquiring the Excgssurities and to hold such Excess
Securities on behalf of the Trust. As the equivlténireasury Securities for such purposes, theeEx&ecurities shall not be entitled to any
voting rights; shall not be considered to be ouiditag for quorums or voting purposes; and shallb@eéntitled to receive dividends. Interest
or any other distribution with respect to the Séms. Any person who receives dividends, inteogstny other distribution in respect to
Excess Securities shall hold the same as agetttdofrust and (following a permitted transfer) fioe transferee thereof.

Notwithstanding the foregoing, any holder of Exc8ssurities may transfer the same (together wiyhdistributions thereon) to any pers
who, following such transfer, would not own Shafwihin the meaning of Paragraph (a)) in exceshefLimit. Upon such permitted
transfer, the Trust shall pay or distribute totifamsferee any distributions on the Excess Seesritdt previously paid or distributed.

(c) Ownership of Securities is conditional upon ¢lener or prospective owner having provided toThest definitive written information
respecting his ownership of Securities. Failurprivide such information, upon reasonable request sesult in the Securities so owned
being treated as Excess Securities pursuant t@Rgtab) for so long as such failure continues.

(d) For purposes of this Section 6:

(i) Person. includes an individual, corporationitpership, association, joint stock company, trustncorporated association or other entity.
(i) Shares. means Shares of Beneficial Interestyplue $1 per share.

(iii) Convertible Securities. means any securitiéthe Trust that are convertible into Shares.
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(iv) Securities. means Shares and Convertible S&=ur

(v) Ownership. means beneficial ownership. Benafioivnership, for this purpose, may be determirmethe basis of the beneficial owners
rules applicable under the Securities ExchangeoAt®34, as amended, or such other basis as maeagesasonably determines to be
appropriate to effectuate the purposes hereof.

(e) Nothing herein contained shall limit the alyiliif the Trust to impose, or to seek judicial dretimposition of additional restrictions if
deemed necessary or advisable to protect the anasthe interests of its security holders by pres@rn of the Trust's status as a qualified
real estate investment trust under the Code.

(f) These restrictions on issuance and transf&eafrities shall be applied only on a prospectagd Accordingly, Paragraphs (a) and (b)
hereof shall not apply to Shares in excess ofithi¢ that were owned (within the meaning of Pargfréa) by any person at the close of
business on June 3, 1981, but Paragraph (a) arsthgl)prospectively apply to the transfer of s@ttares and to further acquisitions of
Securities by any such person. Similarly, Paragggphand (b) shall not apply to the conversiofofivertible Securities that were owned by
any person at the close of business on such datetloe resultant Shares owned by such persorRdmatgraph (a) and (b) shall prospectively
apply to such Shares and to such person.

(9) Notwithstanding any other provision of this @t 6, a lower percentage (the Temporary Limiglsbperate in place of the 9.8%
ownership Limit set forth in Paragraph (a) herewfdo long as there are outstanding Securitiespteddrom the restrictions of this Section 6
pursuant to Paragraph (f) hereof ("Exempt Secstiti@fThe Temporary Limit shall initially be 6%, bupon the transfer of Exempt Securities
the Temporary Limit shall be fixed by the Trustéesn time to time but shall in no event exceed amant equal to 25% of the difference
between (i) 49% of the Shares outstanding andh@number of Shares owned by any person who owesft Securities. For purposes of
this calculation, Convertible Securities owned bghsperson shall be treated as if the ConvertibuBties owned by such person had been
converted into Shares.

(h) If any provision of this Section 6 or any applion of any such provision is determined to halid by any federal or state court having
jurisdiction over the issue, the validity of thena@ning provisions shall not be affected and o#tpglications of such provision shall
affected only to the extent necessary to compli wie determination of such court.
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Exhibit 4(1)

NEITHER THE WARRANTS REPRESENTED BY THIS CERTIFICAINOR THE SHARES ISSUABLE UPON EXERCISE HERE!
HAVE BEEN REGISTERED UNDER THE SECURITIES ACT OF3® AS AMENDED. THE SECURITIES HAVE BEEN ACQUIRED
FOR INVESTMENT. NEITHER SUCH WARRANTS NOR SUCH SHARS MAY BE SOLD, TRANSFERRED OR OTHERWISE
DISPOSED OF EXCEPT IN COMPLIANCE WITH SUCH ACT.

WARRANT TO PURCHASE
500,000 SHARES OF BENEFICIAL INTEREST,
$1 PAR VALUE PER SHARE,
OF
FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS

NO. A-1

This certifies that Enterprise Asset Managemenmt, (the "Warrantholder"), is entitled to purchasni First Union Real Estate Equity and
Mortgage Investments, a business trust organizddruhe laws of the State of Ohio (the "Trust"jjsuat to the terms and conditions hereof,
at any time at or after 9:00 A.M., Cleveland, Otiine, November 9, 1998 and before 5:00 P.M., Clavet] Ohio time on the Expiration Date
(as defined herein), the number of fully paid and-assessable Common Shares of the Trust stated abthe Exercise Price (as defined
herein).

ARTICLE |

SECTION 1.01: DEFINITION OF TERMS. As used in thi&rrant, the following capitalized terms shall haélve following respective
meanings:

(&) COMMON SHARES: Shares of beneficial interedtp®r value per share, of the Trust.

(b) EXERCISE PRICE: $10.00 per Warrant Share ah puice may be adjusted from time to time purstawtrticle Il hereof.
(c) EXPIRATION DATE: The tenth anniversary of ttestiance Date.

(d) ISSUANCE DATE: November 9, 1998.

(e) MERGER: A consolidation or merger of the Trwith or into any other trust or corporation (otliean a consolidation or merger in which
the Trust is the surviving entity.

(f) PERSON: An individual, partnership, joint vergyucorporation, trust, limited liability comparnynincorporated organization or
government of any department



agency thereof.
(g9) WARRANT SHARES: Common Shares purchased orlpasable upon exercise of this Warrant.
ARTICLE Il
DURATION AND EXERCISE OF WARRANT

SECTION 2.01: DURATION OF WARRANT. The Warranthotdeay exercise this Warrant at any time and franetto time after 9:00
A.M., Cleveland, Ohio time, November 9, 1998, aefbbe 5:00 P.M., Cleveland, Ohio time, on the Extiim Date. If this Warrant is not
exercised on the Expiration Date, it shall expared all rights hereunder shall thereupon cease.

SECTION 2.02: EXERCISE OF WARRANT.

(a) The Warrantholder may exercise this Warraniyhiole or in part, by presentation and surrende¢higfWarrant to the Trust at its principal
office or at the office of its stock transfer agehainy, with the subscription form attached heras Exhibit A (the "Subscription Form") duly
executed and accompanied by payment of the fultdise Price for each Warrant Share to be purchased.

(b) Upon receipt of this Warrant with the SubsdadptForm fully executed and accompanied by payméttie aggregate Exercise Price for

the Warrant Shares for which this Warrant is theimgp exercised, the Trust shall cause to be issadicates for the total number of whole

Common Shares for which this Warrant is being @sectin such denominations as are requested fivedglto the Warrantholder registered
in the name of the Warrantholder, and the Trusl #iiereupon deliver such certificates to the Watinalder.

(c) In case the Warrantholder shall exercise thégsraht with respect to less than all of the Warfmres that may be purchased under this
Warrant, the Trust shall execute a new warrarthénform of this Warrant for the balance of such fatr Shares and deliver such new wat
to the Warrantholder.

(d) The Trust shall pay any and all stock tranafed similar taxes which may be payable in respktiteissue of any Warrant Shares to the
Warrantholder.

SECTION 2.03: RESERVATION OF SHARES. The Trust lhgragrees that at all times there shall be resefiareidsuance and delivery
upon exercise of this Warrant such number of ComBtwares from time to time issuable upon exercigaisfWarrant. All such shares shall
be duly authorized, and when issued upon such iseehall be validly issued, fully paid and norassble, and payment therefor, free and
clear of all



liens, security interests, charges and other encamsks and free and clear of all preemptive rights.

SECTION 2.04: FRACTIONAL SHARES. The Trust shalk he required to issue any fraction of a Commornr&haconnection with the
exercise of this Warrant.

SECTION 2.05: LISTING. During such time as Commdrafs are listed on a national securities exchangetomated quotation system,
prior to the issuance of any Common Shares uportiseeof this Warrant, the Trust shall secure itinlg of such Common Shares upon €
national securities exchange or automated quotatietem, if any, upon which Common Shares are likd (subject to official notice of
issuance upon exercise of this Warrant) and shailhtain, so long as any other Common Shares sbabhisted, such listing of all Common
Shares from time to time issuable upon the exeufiskis Warrant.

ARTICLE Il

ADJUSTMENT OF COMMON SHARES
PURCHASABLE AND OF EXERCISE PRICE

The Exercise Price and the number and kind of WiaiShares shall be subject to adjustment from tortene upon the happening of certain
events as provided in this Article IlI.

SECTION 3.01: MECHANICAL ADJUSTMENTS.

(@) In case the Trust shall at any time or frometiim time after the date hereof (i) pay any diviatlesr make any distribution, on the
outstanding Common Shares in Common Shares, fifJigide the outstanding Common Shares,

(iii) combine the outstanding Common Shares insoaller number of shares or

(iv) issue by reclassification of the Common Shaneg shares of capital stock of the Trust (eadh@®events described in the foregoing
clauses (i) through

(iv) referred to as an "Adjustment Event"), the @ameach such case, the Exercise Price in effietadiately prior to such Adjustment Event
or the record date therefor, whichever is eartiball be adjusted so that the Warrantholder steadirtiitled to receive the number and type of
Common Shares which such Warrantholder would hawreed or have been entitled to receive after thg@éaing of any of the Adjustment
Events described above, had such Warrant been iedvato Common Shares immediately prior to thepeaming of such Adjustment Event
or the record date therefor, whichever is earer adjustment made pursuant to this Section 3.GHall become effective (x) in the case of
any such dividend or distribution, immediately aftee close of business on the record date fod#termination of holders of Common
Shares entitled to receive such dividend or distidm, or (y) in the case of such subdivision, asslfication or combination, at the close of
business on the day upon which such trust actionrhes effective



(b) If the Trust shall take a record of the holdefritis Common Shares for the purpose of entitthmgm to receive a dividend or other
distribution and shall thereafter, and before sdigidend or distribution is paid or delivered taashholders entitled thereto, legally abandon
its plan to pay or deliver such dividend or digttibn, then no adjustment in the Exercise Prica theeffect shall be made by reason of the
taking of such record, and any such adjustmentipuely made as a result of the taking of such msball be reversed.

(c) In the case of a Merger or a proposed reorgé#iniz of the Trust or a proposed reclassificatibthe capital stock of the Trust (except a
transaction for which provision for adjustment ierwise made in this Section 3.01), the Warraatl shereafter be exerciseable into the
number of shares of stock or other securities opg@nty to which a holder of the number of Commoar8h of the Trust deliverable upon
exercise of such Warrant would have been entitfeghisuch Merger, reorganization or reclassificatand, in any such case, appropriate
adjustment (as determined by the Board of Trustgeal) be made in the application of the provisibaein set forth with respect to the rig
and interest thereafter of the holders of the WHisita the end that the provisions set forth hefgicluding provisions with respect to changes
in and other adjustments of the applicable conwarprice) shall thereafter be applicable, as nesslyeasonably may be, in relation to any
shares of stock or other property thereafter dedivie upon the exercise of the Warrant. The Truall :i0t effect any such Merger unless ¢

to or simultaneously with the consummation thetbefsuccessor entity shall assume by written ingtnt the obligation to deliver to the
Warrantholder such shares of stock, securitiesseta as, in accordance with the foregoing pravisieach such holder is entitled to receive.

(d) Whenever the Exercise Price payable upon eseefieach Warrant is adjusted pursuant to paradegpof this Section 3.01, the Warrant
Shares shall simultaneously be adjusted by muitiglyhe number of Warrant Shares initially issualpen exercise of each Warrant (as set
forth on the front page of this Warrant) by $100@ dividing the product so obtained by the Exer€lsce, as adjusted.

(e) In the event that at any time, as a resulhgfadjustment made pursuant to Section 3.01(a)Mheantholder thereafter shall become
entitled to receive any shares of capital stocthefTrust other than Common Shares, thereaftenuh#er of such other shares so receivable
upon exercise of any Warrant shall be subject postichent from time to time in a manner and on teasisearly equivalent as practicable to
the provisions with respect to the Common Sharesageed in Section 3.01.

SECTION 3.02: NOTICES OF ADJUSTMENT. Whenever thenber of Warrant Shares or the Exercise Pricejisstatl as herein provided,
the Trust shall prepare and deliver forthwith te Warrantholder a certificate signed by its Treasar an Assistar



Treasurer or the Secretary or an Assistant Segredeiting forth the adjusted number of shareshmasable upon the exercise of this Warrant
and the Exercise Price of such shares after syoltatent, setting forth a brief statement of thetfaequiring such adjustment and setting
forth the computation by which adjustment was made.

SECTION 3.03: FORM OF WARRANT AFTER ADJUSTMENTS. &fform of this Warrant need not be changed becafusry adjustment
in the Exercise Price or the number or kind of\ft@rrant Shares, and Warrants theretofore or thereigbued may continue to express the
same price and number and kind of shares as deel stethis Warrant, as initially issued.

ARTICLE IV
OTHER PROVISIONS RELATING TO RIGHTS OF WARRANTHOLDE R

SECTION 4.01: NO RIGHTS AS SHAREHOLDERS. Nothinghtained in this Warrant shall be construed as aanfgupon the
Warrantholder the right to vote or to receive dérids or to consent or to receive notice as a shiehin respect of any meeting of
shareholders for the election of trustees of thesfTor of any other matter, or any rights whatso@geshareholders of the Trust.

SECTION 4.02: LOST, STOLEN, MUTILATED OR DESTROYBIWARRANTS. If this Warrant is lost, stolen, mutildter destroyed, the
Trust may, on such reasonable terms as to inderanityherwise as it may in its reasonable discreitigpose (which shall, in the case of a
mutilated Warrant, include the surrender therasflye a new Warrant of like denomination and texsprand in substitution for, this Warrant.

ARTICLE V
TRANSFER OF WARRANTS

SECTION 5.01: TRANSFER. Any sale, transfer or ottlisposition, in whole or in part, of this Warramtany rights hereunder shall be made
in accordance with and subject to the provisionthefSecurities Act of 1933, as amended (the "$BEsiAct"), and the rules and regulations
promulgated thereunder.

SECTION 5.02: RESTRICTIVE LEGEND. Each Warrant $himsued upon exercise of this Warrant shall béagend containing the
following words:

"THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAWOT BEEN REGISTERED UNDER THE SECURITIES ACT OF
1933, AS AMENDED. THE SECURITIES HAVE BEEN ACQUIREEOR



INVESTMENT AND MAY NOT BE SOLD, TRANSFERRED OR OTHE RWISE DISPOSED OF
EXCEPT IN COMPLIANCE WITH SUCH ACT."

"IN MAKING AN INVESTMENT DECISION INVESTORS MUST REY ON THEIR OWN EXAMINATION OF THE PERSON OR
ENTITY CREATING THE SECURITIES AND THE TERMS OF THEFFERING, INCLUDING THE MERITS AND RISKS INVOLVEL
THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANYHDERAL OR STATE SECURITIES COMMISSION OR
REGULATORY AUTHORITY. ANY REPRESENTATION TO THE CONRARY IS A CRIMINAL OFFENSE."

"THE BY-LAWS OF THE TRUST PROVIDE, AMONG OTHER THIGS, THAT NO PERSON MAY ACQUIRE TRUST SECURITIES
(INCLUDING THESE SECURITIES) IF, THEREAFTER, HE WQID BENEFICIALLY OWN MORE THAN 9.8% OF THE TRUST'S
SHARES OF BENEFICIAL INTEREST. IN APPLYING THIS RERICTION, CONVERTIBLE SECURITIES OF THE TRUST
BENEFICIALLY OWNED BY SUCH PERSON (INCLUDING CONVERBLE SECURITIES) ARE TO BE TREATED AS IF ALREADY
CONVERTED INTO SHARES OF BENEFICIAL INTEREST. A COFOF THE BY-LAWS AND INFORMATION ABOUT THE LIMIT
ON OWNERSHIP MAY BE OBTAINED FROM THE SECRETARY OFHE TRUST."

The requirement that the above legend be placed ogitificates evidencing any such securities dfedlse and terminate upon the earliest of
the following events: (i) when such shares aresfiemned in an underwritten public offering,

(i) when such shares are transferred pursuanute R44 under the Securities Act or (iii) when ssbhres are transferred in any other
transaction if the seller delivers to the Trusbamion of its counsel, which counsel and opinibalsbe reasonably satisfactory to the Trust,
or a "no-action" letter from the Staff of the Settas and Exchange Commission, in either cased®ffect that such legend is no longer
necessary in order to protect the Trust againgtlation by it of the Securities Act upon any sateother disposition of such shares without
registration thereunder. Upon the occurrence dfi svent, the Trust, upon the surrender of certéis@ontaining such legend, shall, at its
expense, deliver to the holder of any such seesrés to which the requirement for such legend bhsaé terminated, one or more new
certificates evidencing such securities not beasinth legenc



ARTICLE VI
OTHER MATTERS

SECTION 6.01: SUCCESSORS AND ASSIGNS. The termsmndisions of this Warrant shall bind and inurette benefit of the
Warrantholder and its permitted successors andrassi

SECTION 6.02: ENTIRE AGREEMENT. This Warrant ane txhibit hereto contain the entire agreement antibagparties with respect to
the subject matter hereof and supersede all pnidicantemporaneous arrangements or understanditigsaspect thereto.

SECTION 6.03: AMENDMENTS AND WAIVERS. The terms aptbvisions of this Warrant, including the provissoof this sentence, may
be modified or amended, or any of the provisionmetiewaived, temporarily or permanently, pursuarthe written consent of the Trust and
the Warrantholder.

SECTION 6.04: COUNTERPARTS. This Warrant may becexed in any number of counterparts, and each soghterpart hereof shall be
deemed to be an original instrument, but all summeterparts together shall constitute but one ageee

SECTION 6.05: GOVERNING LAW. This Warrant shall geverned by and construed in accordance with tlue & the State of Ohio
without giving effect to the principles of conflicof law. Each of the parties hereto hereby irrabbcand unconditionally consents to submit
to the jurisdiction of the courts of the State dfi®@and of the United States of America, in eacedacated in the County of Cuyahoga, for
any action, proceeding or investigation in any toabefore any governmental authority ("Litigatiparising out of or relating to this
Warrant and the transactions contemplated heraiiydgrees not to commence any Litigation relativegeito except in such courts), and
further agrees that service of any process, sumpmmtise or document by U.S. registered mail toetpective address set forth in this
Warrant shall be effective service of process for laitigation brought against it in any such colzach of the parties hereto hereby
irrevocably and unconditionally waives any objeetio the laying of venue of any Litigation arisiogt of this Warrant or the transactions
contemplated hereby in the courts of the Statehdd ©r the United States of America, in each casatkd in the County of Cuyahoga, and
hereby further irrevocably and unconditionally wesvand agrees not to plead or claim in any suctt twat any such Litigation brought in
any such court has been brought in an inconvefienm.

SECTION 6.06: NOTICE. All notices, requests, corisemd other communicatio



hereunder to any party shall be deemed to be giffidf contained in a written instrument delivetiadberson or sent by telecopy, nationally-
recognized overnight courier or first class regedieor certified mail, return receipt requestedstpge prepaid, addressed to such party at the
address set forth below or such other address p$earaafter be designated in writing by such ptrtihe other parties:

(i) if to the Trust, to:

First Union Real Estate Equity and Mortgage Investta 55 Public Square, Suite 1900 Cleveland, O%id 3-1937 Telephone: (216) 781-
4030 Attention: GENERAL COUNSEL

(ii) if to the Warrantholder, to:

Enterprise Asset Management, Inc. 11 East 44tleSitew York, New York
Telephone: (212) 824-1100 Attention: GENERAL COUNSE

All such notices, requests, consents and other aorimations shall be deemed to have been given wdeaived.

SECTION 6.07: SEVERABILITY. Whenever possible, eachvision of this Warrant shall be interpreteguth manner as to be effective
and valid, but if any provision of this Warrantisld to be invalid or unenforceable in any respaath invalidity or unenforceability shall not
render invalid or unenforceable any other provisibthis Warrant.

IN WITNESS WHEREOF, this Warrant has been duly exed by the Trust under seal as of the __th dayoeember, 1998.

FIRST UNION REAL ESTATE EQUITY AND
MORTGAGE INVESTMENTS
By:

Name:
Title:

Attest:
Secretary




EXHIBIT A TO WARRANT
FORM OF SUBSCRIPTION
(To be executed only upon exercise of Warrant)
FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS

The undersigned registered holder of the within Nfarhereby irrevocably exercises such Warrantdiod, purchases thereunder,
Common Shares covered by the witlsEirrdfit and requests that the certificates for shelnes be issued in the name of,
delivered to the undersigned, whose address fehtbelow. The undersigned herewith makes paynmefull therefor of the Exercise Price
therefor (or $ in the aggregate).

(Signature must conform in all respects to namigotder as specified on the face of Warrant)

(Street Address)

(City) (State) (Zip Code)
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EMPLOYMENT AGREEMENT
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EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT (the "AGREEMENT") is ented into as of November 2, 1998, by and between [EANP.
FRIEDMAN, an individual residing in the State of WM& ork ("EXECUTIVE"), and FIRST UNION REAL ESTATEQUITY AND
MORTGAGE INVESTMENTS, an Ohio business trust wiffiaes at 55 Public Square, Suite 1900, Clevel@iup 44113(the
"COMPANY").

RECITALS

WHEREAS, the Company desires to employ Executiverasident and Chief Executive Officer and Exeautlesires to be employed by the
Company as President and Chief Executive Officer.

NOW, THEREFORE, in consideration of the premises ie mutual covenants and agreements set fordilhéine parties hereby agree
follows:

1. EMPLOYMENT.

The Company hereby agrees to employ Executive Exedutive hereby agrees to accept such employmueimgithe period and upon the
terms and conditions set forth in this Agreement.

2. EMPLOYMENT PERIOD.

(1) EMPLOYMENT PERIOD. Except as otherwise providedhis Agreement to the contrary, the terms amatlitions of this Agreement
shall be and remain in effect during the perio@miployment (the "EMPLOYMENT PERIOD") establisheddenthis Paragraph 2. The init
Employment Period shall be for a term commencinghendate of this Agreement and ending on the lfioamniversary of the date of this
Agreement, unless earlier terminated as providedinAgreement. Immediately following the executlereof, the Executive shall resign
from all positions as an employee, officer and etiwe of his current employer and its affiliates.

(2) UNEXPIRED EMPLOYMENT PERIOD. If Executive's eftogment with the Company is terminated, for purgoskthis Agreement the
term "UNEXPIRED EMPLOYMENT PERIOD" shall mean therfjpd commencing on the date of such terminatiahearding on the last day
of the Employment Perior



3. SERVICES/PLACE OF EMPLOYMENT.

(1) SERVICES. During the Employment Period, Exeai8hall hold the position of President and Chieddtitive Officer. Executive shall
devote his best efforts and such business timb asid attention exclusively to the business of @mempany (other than absences due to
vacation, illness, disability or approved leavab$ence) as is necessary to perform such dutee asistomarily performed by similar
executive officers together with such other reabtmduties as may be more specifically enumeratad fime to time by the Company's
board of trustees ("BOARD OF TRUSTEES" or "BOARIPROVIDED, HOWEVER, that the foregoing is not inteddo preclude
Executive from (i) owning and managing personakstments, including real estate investments, inraemce with Paragraph 8 hereof or (ii)
engaging in charitable activities and communityaff, provided that (x) with respect to the aciatreferenced in clause (ii), Executive
obtains the prior approval of the Board as to thewant of time Executive will devote to such actestand (y) the performance of the
activities referred to in clauses (i) and (ii) bist Paragraph 3(a) does not prevent Executive tewoting sufficient business time to the
Company to carry out Executive's duties as Presigieth Chief Executive Officer.

(2) PLACE OF EMPLOYMENT. The principal place of elmpment of Executive shall be at the Company's etiee offices in New York
(Manhattan County), New York.

(3) MEMBERSHIP ON THE BOARD. During the Employmdpériod, the Company shall cause Executive to bemaied as a member of

the management slate of the Board of Trusteeslaaitiisse its reasonable best efforts to cause yde elected a trustee and a member of the
Executive Committee (if such committee exists). Toenpany hereby confirms that Executive has beerted as a member of the Board

with a term expiring in calendar year 2000.

4. Compensation and Benefits.

(1) SALARY. During the first twelve (12) months tife Employment Period, the Company shall pay Exee@n annual base salary in the
amount of $340,000 payable in accordance with tvgany's regular payroll practices. Executive'suahbase salary shall be reviewed
annually in accordance with the policy of the Comypand shall be subject to upward adjustment baped, among other things, Executive's
performance, as determined in the sole discretidtheoBoard PROVIDED HOWEVER that the annual insei base salary for each yea
the Term shall be at least 5% over the annual sasey for the previous year
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(the annual base salary as adjusted from timerte i$ hereinafter referred to as the "ANNUAL BASELARY"). In no event shall
Executive's Annual Base Salary in effect at a paldr time be reduced without his prior written sent.

(2) TAXES AND WITHHOLDING. The Company shall haveetright to deduct and withhold from all compermatall social security and
other federal, state and local taxes and chargé&hwhrrently are or which hereafter may be requiyg law to be so deducted and withheld.

(3) ADDITIONAL BENEFITS. In addition to the othepbmpensation payable pursuant to this Agreement ke shall be entitled to the
following.

(1) BENEFITS. All fringe benefits and perquisitesaae generally made available from time to timalkemployees and/or to executives of
the Company generally and to participate in anysjmm profit-sharing or similar plan or programadgished from time to time by the
Company for the benefit of its employees and/ocatiees generally, subject to the provisions ofhsplans. In any event, Executive's health
insurance coverage shall commence on the datésofAtiieement (or the Company shall reimburse Exeetdior COBRA payments until su
coverage can commence).

(2) MEMBERSHIP FEES. Membership fees and costsdasonable and customary memberships in profedsiayenizations.

(3) EXPENSE REIMBURSEMENT. Reimbursement for reagua business expenses incurred by Executive thdtance of the interests of
the Company, subject to the reasonable procedstablished by the Company from time to time witbpect to substantiation and approval.

(4) VACATION AND SICK LEAVE/PERSONAL DAYS. Such pards of paid vacation and sick leave/personal @dlgsvance each year
(not less than four (4)weeks vacation and seveddy$ of sick leave/personal days per full twel/2) (month period) that are consistent with
the Company's vacation and sick leave/personal palysy for senior management.

(5) SHARE OPTIONS. GRANT. The grant upon executibthis Agreement of share options ("SHARE OPTION®"acquire 1,080,000
shares of the Company's common shares of benédfitéaest ("COMMON SHARES").
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The parties acknowledge that the Company's 1994 O@mm Incentive Performance Plan (the "PLAN") dnescontain a sufficient number
of Common Shares issuable under the Plan to cbedutl amount of the Share Options as of the dathis Agreement. Notwithstanding the
foregoing, the Company hereby grants Executivduti@umber of Share Options subject to the condithat the grant of such Share Options
("CONDITIONAL OPTIONS") shall be conditioned on tl@proval by the shareholders of the Company dif guant (if required) and
amendments to the Plan increasing the number off@anBhares issuable thereunder and otherwise piegrite Share Options and
Additional Share Options (as defined herein) tasisaed in accordance with the terms of this Agregniehe Company shall use its
reasonable best efforts to obtain such approvéielfCompany has not obtained such shareholdeoegdry June 30, 1999, such failure shall
permit Executive to terminate this Agreement folo@®eason in accordance with the terms of this é&mgent, in which case such Conditic
Options shall be forfeited.

VESTING/EXERCISE. All of the Share Options shalkvas of the date of this Agreement but may onlgXmrcised as follows: twenty-five
(25%) percent of each of the $6.50 Options (amédfherein) and $8.50 Options (as defined heréi) become exercisable on each
anniversary of the Employment Period whether orthetExecutive is employed by the Company on suclivarsary. Notwithstanding the
foregoing, Share Options granted to Executive fhdtlecome exercisable in full upon (a) a Chamg€antrol (as defined herein); (b) a
termination by the Company without Cause (as ddftmerein); (c) a termination by the Executive fard@ Reason (as defined herein); or (d)
the eighteen (18) month anniversary of the Comgmaiyg placed into voluntary or involuntary bankiypif Executive has not terminated his
employment prior to such eighteen (18) month amsiagy; (I1) become exercisable Pro Rata (as defirexdin) in the event of a termination
due to death or Disability (as defined herein) @hare Options in clauses (I) and (Il) being calexty defined together with any Share
Options which have previously become exercisablthbi terms, as the "EXERCISABLE OPTIONS"); antd)(be forfeited
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in full (whether exercisable (unless previouslyreiged) or unexercisable) upon a termination byGbepany for Cause (as defined herein).
"PRO RATA" means an amount of Share Options (hafffach shall be $6.50 Options and half of whiclalébe $8.50 Options) equal to (x)
the percentage equal to (i) the number of days tt@tommencement of the Exercise Year (as defieegin) through the date of the
termination event divided by (ii) 365; MULTIPLIEDYB(y) the number of Share Options which would ottise have become exercisable
during the Exercise Year in which the terminatioerg occurs. "EXERCISE YEAR" means the twelve merdbmmencing on the last date
prior to termination on which the Share Optionsdme exercisable (or from commencement of the Enmpbmy Period if termination occurs
during the first twelve months of such commencement

The Company shall provide Executive 30 days' psiditen notice of the record date for any divideod®sther distributions being paid with
respect to the Common Shares. If such dividendt@ralistribution would trigger Executive's rigbtterminate this Agreement due to a
Change in Control (the "TRIGGER EVENT"), then, nghstanding anything herein to the contrary, thar8rOptions shall become
exercisable in full as of the date of such notROVIDED, HOWEVER, that (i) any exercise of sucla&hOptions by Executive shall only
become effective upon the Trigger Event being comeated and (i) if the Trigger Event is not consuated, any such Share Options which
were not yet exercisable as of the date of thegBrigevent shall again become unexercisable umtitiite they would have otherwise become
exercisable in accordance with the terms of thissament.

Notwithstanding anything herein to the contranthié exercise price adjustment (see below) reguttse exercise price of a Share Opt
equaling zero, such Share Option shall immedidieome exercisable.

EXERCISE PRICE. The option exercise price with rdga the Share Options granted shall be as foll®@%o at $6.50 per Common Share
(the "$6.50 OPTIONS") and 50% at $8.50 per Comminer& (the "$8.50 OPTIONS"). The exercise priceamheShare Option will be
adjusted (but



not below zero) on each anniversary of its granafyamount equal to (i) an increase of 10% per mnfwompounded annually) MINUS (ii)

all dividends or other distributions (including th&lue of non-cash dividends, including withoutitiation, share dividends and spin-off
distributions) declared per Common Share for thiegble year. Notwithstanding the foregoing, tldguatment to the exercise price set forth
in clause (i) in the preceding sentence shall 6t)aammence until the eighteen (18) month annivgrsthe commencement of the
Employment Period; and (y) be applied ratably attiime(s) Executive exercises the Share Optiowgs ifeShare Options are exercised on the
20-month anniversary of the commencement of thel&mpent Term, the exercise price in effect on thete would be increased by 1.667%
(2/12 of 10%) minus any dividends paid on or ptithe date of exercise (to the extent such divddemere not previously deducted)).

OPTION EXERCISE TERM. Subject to the terms of thgreement, all Share Options shall be exercisaiyld® years following the date
upon which they are granted unless they expiréeganl accordance with this Agreement. In the eanthe non-renewal of this Agreement
after the expiration of the Employment Period, aftfe of Control (unless Executive does not terreih& employment under this
Agreement in which event the Share Options shaibia exercisable until they would otherwise expingler the terms of this Agreement), a
termination without Cause, a termination for GoahBon, death or a termination by reason of Diggpdil Exercisable Options shall remain
exercisable for six (6) months following such evefter which they shall expire. In the event oéartination without Good Reason, (i) all
Share Options which were already exercisable poithe date of termination shall remain exercisétehirty (30) days after such event of
termination after which they shall expire, and &iilythe Share Options which are not yet exercesgbior to the date of termination shall be
exercisable for thirty (30) days after the datendnich they become exercisable in accordance wéttéhms of this Agreement after which
they shall expire (the "POST-EXERCISABLE OPTIONS").



Notwithstanding the foregoing, the option exerdesen of all Share Options intended to be treateid@mntive stock options shall be st
shorter period of time as may be required for itiverstock option treatment pursuant to Section d2he Internal Revenue Code of 1986
amended (the "CODE").

COMPANY CALL OPTION. With respect to the Post-Exisatble Options, the Company shall have the rigte (CALL OPTION") to

require Executive to transfer the Post-Exercisé@léons to the Company at any time after the datermination by Executive of his
employment Without Good Reason for a price equ#iéd'Exercise Spread” (as defined herein). If dexxércise Spread is zero or less, the
Company may purchase the Post-Exercisable Optamsof consideration. The Company shall providetemithotice to Executive that it is
exercising the Call Option and the date on whiathsuotice is deemed to have been given under thestef this Agreement shall be deemed
the "VALUATION DATE". The "EXERCISE SPREAD" shallex(i) the difference between (a) the exercise prfce Post-Exercisable option
and (b) the "Closing Price" of a Common Share @Mhbluation Date. The "CLOSING PRICE" means (thg Common Shares are listed or
admitted to trading on the New York Stock Excha(ibe "NYSE"), the American Stock Exchange ("AMEXiy national securities
exchange or the Nasdaq Stock Market ("NASDAQ"),dlosing price on the Valuation Date, or if no sgelte takes place on such day, the
average of the closing bid and asked prices on dagh(ii) if the Common Shares are not listed @méted to trading on the NYSE, the
AMEX, any national securities exchange or the Ngstize last reported sale price on the Valuatiote®@a, if no sale takes place on such i
the average of the closing bid and asked pricesioh day, as reported by a reliable quotation sodesignated by the Company; or (iii) if
Common Shares are not listed or admitted to tradmthe NYSE, the AMEX, any national securitieshege or the Nasdaq and no such
reported sale price or closing bid and asked piacesavailable, the average of the reported highahd low asked prices on the Valuation
Date, as reported by a reliable quotation sourséggdated by the Company, or
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if there shall be no bid and asked prices on tHeaten Date, the average of the high bid and Isked prices, as so reported, on the most
recent day (not more than five (5) days prior @dhate in question) for which prices have beereponted; PROVIDED, HOWEVER, that if
there are no bid and asked prices reported dunede (5) days prior to the date in question,@hasing Price of the Common Shares shall
be determined by the independent trustees of timep@oy acting in good faith on the basis of suchtaticms and other information as they
consider, in their reasonable judgment, appropriate

ISOS. Any Share Options granted hereunder shalNNeENTIVE STOCK OPTIONS" under Section 422 of tBede to the maximum exte
possible under the Code, subject to Executivefgatgsapplicable employment and holding period iegments under the Code.

TRANSFERABILITY. Executive shall not be entitled &ssign, hypothecate, alienate, pledge or othernassfer the Share Options excer.
a member of Executive's Immediate Family or antgwetintrolled by Executive or Executive's Immediggmily (other than Share Options
intended to be incentive stock options within theaming of Section 422 of the Code which shall reotrbnsferable). "IMMEDIATE
FAMILY" shall mean a spouse, child, parent, siblorgndaw. Any such transferee shall be bound by the $avfrthis Agreement and the P
with respect to such Share Options.

(6) ADDITIONAL SHARE OPTIONS. The grant of additiahshare options ("ADDITIONAL SHARE OPTIONS") in amount equal to 3%
of the first $120 million of equity (common or caertible preferred securities) ("NEW EQUITY") raisbd the Company subsequent to
October 15, 1998. The Additional Share Optionsidietonsidered "Share Options" for purposes af Agreement except that (i) such
options shall be granted and shall vest as of #te of issuance of the New Equity; (ii) the perrshaxercise price of such options shall be
equal to the per share issue price of the New Fgaiitd (i) such options shall become and remagr@sable (or be immediately exercisa
in the same proportion and same manner and duridii#drhe previously granted Share Options aradire
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exercisable or become exercisable (E.G. if 25%efareviously granted Share Options have alreadgrbe exercisable at the time the
Additional Share Options are granted, 25% of al Aldditional Share Options shall be immediatelyreisable upon grant, with the balanci
the Additional Share Options proportionally becogn@xercisable on the same timetable as the prdyiguwnted Share Options). In addition,
Executive shall be entitled to receive such othere options as may be granted by the Board soltsdiscretion.

(vii) LEGAL FEES AND COSTS. Payment of the Execets/reasonable legal fees incurred in connectitimtive preparation and negotiat
of this Agreement, up to an aggregate maximum &{(B for Executive, David Schonberger and Ann&a&hner.

5. TERMINATION OF EMPLOYMENT AND CHANGE IN CONTROL.

(1) REASON FOR TERMINATION. Executive's employmér@reunder may be terminated during the Employmerio® under the
following circumstances:

(1) CAUSE. The Company shall have the right to teate Executive's employment for Cause upon Exeesti(A) conviction of, or plea of
guilty or no contest to, an illegal act with respicthe Company; (B) conviction of, or plea of lubr no contest to, a felony involving moral
turpitude; or (C) Executive's willful and continugdlure to use best efforts to substantially perfdiis duties hereunder (other than any such
failure resulting from Executive's (x) incapacityedto Disability or (y) inability due to the unreasbleness of the duties requested to be
performed) or willful misconduct or gross negligena the performance of his duties hereunder foeréod of thirty (30) days after written
demand for substantial performance is deliverethbyCompany specifically identifying the mannewihnich the Company believes Execut
has not substantially performed his duties or eadag actions which constitute willful misconductgyoss negligence, PROVIDED,
HOWEVER, that no termination for Cause shall oamnless a majority of the Board has voted to tertaifixecutive for Cause after
Executive has received notice and an opportunitute the alleged Cause in accordance with thiagPaph 5(a)(i) and has failed to do so. If
the Executive is terminated for Cause, the daterafination shall be the date
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such written demand is delivered. Additionally,axd, or failure to act, on Executive's part shalcbnsidered "WILLFUL" unless done, or
omitted to be done, by him (1) not in good faitiddfl) without reasonable belief that his actioroonission was in furtherance of the interests
of the Company.

(2) DEATH. Executive's employment hereunder shalninate upon his death.

(3) DISABILITY. The Company shall have the rightterminate Executive's employment due to "Disapilib the event that there is a
determination by the Company, upon the advice ahdapendent qualified physician mutually seledigdxecutive and the Company, that
Executive has become physically or mentally incémabperforming his duties under this Agreement anch disability has disabled
Executive for a period of one hundred eighty (188ys out of three hundred and sixty (360) days. (1)

(4) GOOD REASON. Executive shall have the rightetianinate his employment for "Good Reason": (A)uiee occurrence of any material
breach of this Agreement by the Company which shelude but not be limited to: (1) an assignmenExecutive of duties materially
inconsistent with Executive's status as PresidedtCGhief Executive Officer or a material and adeekeration in the nature of, or material
diminution in, Executive's duties and/or respon#ies, reporting obligations, titles or authori{z) upon a reduction in Executive's Annual
Base Salary or a material reduction in other béméfiot affecting the Company's executives gengrall a failure to pay such amounts when
due; and (3) upon the relocation of the Companyteipal executive offices or Executive's own offipcation to a location outside of
Manhattan, it being acknowledged that the Compaayl establish an office in Manhattan although fathe date hereof the Company does
not yet have such an office; (B) upon the Compafayfsre to nominate Executive for election to B@ard of Trustees or the Company's
failure to use its reasonable best efforts to dieetcutive to the Board; (C) upon Executive beimgéd to resign from the Board without
Cause; (D) upon the Company being placed into tahyror involuntary bankruptcy; or (E) the Comparfglilure to obtain shareholder
approval pursuant to Paragraph 4(c)(v); PROVIDEDWEVER, that no termination for Good Reason shadlup unless the Company has
received notice from
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Executive of termination for Good Reason and then@any has failed to cure such alleged action whiely have given rise to Executive's
right to terminate for Good Reason within thirtp)3lays after written notice of such alleged adizndelivered to the Company specifically
identifying such alleged actions. Any dispute beatwéhe parties as to an alleged breach by the Qoyrgmaset forth in clause (A)(1) above
shall be resolved by arbitration pursuant to Paalgrl1.

(5) WITHOUT CAUSE. The Company shall have the rigghterminate the Executive's employment hereundiiout Cause subject to the
terms and conditions of this Agreement.

(6) WITHOUT GOOD REASON. The Executive shall halie tight to terminate his employment hereundereuithiGood Reason subject to
the terms and conditions of this Agreement.

(7) CHANGE IN CONTROL. Executive shall have thehtigo terminate his employment hereunder folloneanGhange in Control. For
purposes of this Agreement "Change in Control"Ilgnaln that any of the following events has ocalirre

(A) An acquisition (other than directly from the @pany) of any voting securities of the Companya(irey all classes of outstanding voting
securities or other securities convertible intangisecurities as if they were converted into vpsecurities) (the "VOTING SECURITIES")
by any "person”, "entity" or "group of affiliatecsons"” (as such terms are used for purposes tb66d48(d) or 14(d) (collectively,
"PERSONS") of the Securities Exchange Act of 13&lamended (the "1934 Act") (other than Gothamrmeest L.P. ("GOTHAM"), Apollo
Real Estate Advisors, L.P. ("APOLLO") or any afitié of Gotham or Apollo or entity in which GothamApollo own at least a 50% interest
(collectively, the "GOTHAM/APOLLO ENTITIES")) immadtely after which such Person has "Beneficial Osship" (within the meaning
Rule 13d-3 promulgated under the 1934 Act andprereBve of any vesting or waiting periods) of thi(80%) percent or more of the
combined voting power of the Company's then outstanVoting Securities; provided, however, thatlgtermining whether a Change in

Control has occurred, Voting Securities which arguired
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in a "Non-Control Acquisition" (as hereinafter dedil) shall not constitute an acquisition which wiocduse a Change in Control. A "NON-
CONTROL ACQUISITION" shall mean an acquisition iy @n employee benefit plan (or a trust forming# ghereof) maintained by (x) t
Company or (y) any corporation or other Person loittv a majority of its voting power or its equitycairities or equity interest is owned
directly or indirectly by the Company (a "Subsigigr (2) the Company or any Subsidiary, or (3) &grson in connection with a "Non-
Control Transaction."

(B) Six (6) of the ten (10) individuals who werepajnted to the Board after April 1, 1998 (the "INRIBENT BOARD") cease for any reas
to be members of the Board; PROVIDED, HOWEVER, ih#te election, or nomination for election by tBempany's shareholders, of any
new trustee was approved by Friedman, such nete&shall, for purposes of this Agreement, be ctamsid as a member of the Incumbent
Board.

(C) A merger, consolidation or reorganization inaod) the Company, unless

(1) the shareholders of the Company, immediatelgrbesuch merger, consolidation or reorganizatiom, directly or indirectly, immediate
following such merger, consolidation or reorgariaatmore than seventy (70%) percent of the combirsging power of the outstanding
Voting Securities of the entity resulting from sutlerger or consolidation or reorganization (the RMIVING ENTITY") in substantially the
same proportion as their ownership of the Votingusiéies immediately before such merger, consailiadr reorganization, and

(2) the individuals who were members of the Incuntli@oard immediately prior to the execution of #ygreement providing for such merger,
consolidation or reorganization constitute at Iéast-thirds of the members of the board of direstoirthe Surviving Entity or an entity
beneficially owning, directly or indirectly, a maity of the Voting Securities of the Surviving Bytiand
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(3) no Person (other than the Company, any Subgidiay employee benefit plan (or any trust forméngart thereof) maintained by the
Company, the Surviving Entity or any Subsidiaryaay Person who, immediately prior to such mergensolidation or reorganization had
Beneficial Ownership of thirty (30%) percent or raaf the then outstanding Voting Securities) oveii®ctly or indirectly, thirty percent or
more of the combined voting power of the Surviviergity's then outstanding voting securities.

A transaction described in clauses (1) throughs(@Jl herein be referred to as a "NON-CONTROL TRACIION".
(D) A complete liquidation or dissolution of the @pany.

(E) the Company makes aggregate cash or non-cssshodiions to its shareholders of the proceeds fiite sales of assets equal to or greater
than $4.00 per Common Share and immediately foligveuch distribution the "Net Asset Value" of then@pany is less than $150 million.
"NET ASSET VALUE" shall be the fair market valueaf of the Company's assets (as determined byahaggreement of Executive and the
Company or, if the parties cannot agree, by anratbr in accordance with Paragraph 11) less ath@amy liabilities.

Notwithstanding the foregoing, a Change in Corgtall not be deemed to occur solely because arspRé¢the "SUBJECT PERSON
acquired Beneficial Ownership of more than the peech amount of the outstanding Voting Securitisgiaesult of the acquisition of Voting
Securities by the Company which, by reducing thalper of Voting Securities outstanding, increasespitoportional number of shares
Beneficially Owned by the Subject Person, provitteat if a Change in Control would occur (but foe thperation of this sentence) as a result
of the acquisition of Voting Securities by the Camp, and after such share acquisition by the Compthe Subject Person becomes the
Beneficial Owner of any additional Voting Secusstiwhich increases the percentage of the then odiisig \VVoting Securities Beneficially
Owned by the Subject Person, then a Change in @attall occur.

(2) NOTICE OF TERMINATION. Any termination of Exetive's employment by the Company or any such teatron by Executive (other
than on account of death) shall be communicated
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by written Notice of Termination to the other pahigreto. For purposes of this Agreement, a "NOT@ETERMINATION" shall mean a
notice which shall indicate the specific terminatjmrovision in this Agreement relied upon and shketlforth in reasonable detail the facts and
circumstances claimed to provide a basis for teation of Executive's employment under the provisionndicated. In the event of the
termination of Executive's employment on accourdedth, written Notice of Termination shall be dednto have been provided on the date
of death.

6. COMPENSATION UPON TERMINATION OF EMPLOYMENT.

(1) BY THE COMPANY FOR CAUSE OR BY EXECUTIVE WITHOUGOOD REASON. In the event the Company termin&tescutive':
employment for Cause or Executive terminates higlepment without Good Reason, the Company shallfpagcutive and Executive shall
be entitled to receive any (i) unpaid Annual Baatafy at the rate then in effect accrued throughiaoluding the date of termination and (ii)
reimbursement of expenses incurred prior to the datermination ("EXPENSE REIMBURSEMENT").

Except for any rights which Executive may havenpaid salary amounts, the LTC Payment (as defieeelit) and Expense Reimbursement
through and including the date of termination amérgisable Options (and, with respect to a ternomaby Executive without Good Reason,
any Share Options which have not yet become exdieion the date of termination), the Company dtale no further obligations hereun
following such termination other than pursuant éographs 6(d), 10 and 12. The aforesaid amouatstehpayable in full immediately upon
such termination.

(2) UPON DEATH OR DISABILITY. In the event of termation of Executive's employment as a result dfegiExecutive's death or
Disability, the Company shall pay to Executive, éssate or his personal representative

(i) the accrued but unpaid Annual Base Salaryatdte then in effect; (ii) earned but unpaid inisencompensation or bonuses for comple
performance periods; (iii) an amount equal to 1iths of the Annual Base Salary at the rate thesifect (the "SALARY PAYMENT"); and
(iv) Expense Reimbursement. The aforesaid amotnatstse payable in cash without discount for e@dyment, at the option of Executive,
his estate or his personal representative, eithidliimmediately upon such termination or montbler the Unexpired Employment Period
(the "PAYMENT ELECTION"). In the event of terminati of employment due to Disability, Executive st@do receive continuation of
health coverage through the end of the Unexpiregl&yment Period on the same basis as health cozésayovided by the Company for
active employees and as may be amended from titiiaéo("MEDICAL CONTINUATION").

14



Except for any rights which Executive may have hader including the accrued Annual Base SalaryStiary Payment, Exercisable
Options, the LTC Payment, Expense Reimbursementirating event of a termination of employment du®tsability, Medical Continuation,
the Company shall have no further obligations hedeu following such termination other than pursuarParagraphs 6(d), 10 and 12. The
foregoing payments shall be in addition to any fiento which Executive may be entitled under amguirance maintained by the Company.

(3) BY THE COMPANY WITHOUT CAUSE OR BY EXECUTIVE FR GOOD REASON OR IN THE EVENT OF A CHANGE IN
CONTROL.

(i) NO BANKRUPTCY. In the event the Company terntegmExecutive's employment for any reason other @ause, death or Disability or
Executive terminates his employment for Good Redstrer than as set forth in Paragraph 6(c)(ii)nahe event of a Change of Control,
the Company shall pay to Executive and Executiad! &ie entitled to receive the sum total of:

(A) the accrued but unpaid Annual Base Salaryarate then in effect; (B)

earned but unpaid incentive compensation and/ondesifor completed performance periods; (C)(h)dfaffective date of termination is on
or prior to the eighteen (18) month anniversarthefcommencement of the Employment Term, an amegurl to three (3) times the Annual
Base Salary at the rate then in effect or (2)éféffective date of termination is after the eight€¢18) month anniversary of the
commencement of the Employment Term, an amountl éggia&o and one-half (2.5) times the Annual Baa&af at the rate then in effect (as
applicable, the "TERMINATION PAYMENT"); and (D) ctinuation of Executive's participation in all bein@lans, programs or
arrangements of the Company (except tax-qualiflads), including, without limitation, Medical Contiation, for a period of two years
following such termination. The aforesaid amouralkbe payable in cash without discount for eadypent, at the option of Executive, in
accordance with the Payment Election.

(i BANKRUPTCY. Executive may not terminate empiognt for Good Reason due to the Company being glimceankruptcy until the
eighteen (18) month anniversary thereof. If Exaaithereafter terminates this Agreement, the Comphall pay to Executive and Executive
shall be entitled to receive the same paymentdendfits set forth in Paragraph 6(c)(i); PROVIDEIDWEVER, that if the date of being
placed in bankruptcy is (x) on or prior to the é¢&gn (18) month anniversary of the commencemetiteoEmployment Term, Executive shall
receive the Termination Payment set forth in Palgi6(c)(i)(C)(1) and (y) after the eighteen (1&nth anniversary of the commencement
of the Employment Term, Executive shall receiveTbemination Payment set forth in Paragraph 6(&{iR).
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(iii) SECTION 280G. Notwithstanding anything comted in this Agreement to the contrary, to the extiesit any payment or distribution of
any type to or for Executive by the Company, arifiatie of the Company, any person who acquiresenship or effective control of the
Company or ownership of a substantial portion ef@ompany's assets (within the meaning of Sec8@G2of the Code and the regulations
thereunder), or any affiliate of such person, wheftaid or payable or distributed or distributgtlesuant to the terms of this Agreement or
otherwise (the "TOTAL PAYMENTS") is or will be sudgjt to the excise tax imposed under Section 4998e0€ode (the "EXCISE TAX"),
then the Total Payments shall be reduced (but elotbzero) if and to the extent that a reductiothim Total Payments would result in the
Executive retaining a larger amount, on an afterbasis (taking into account federal, state andllotcome taxes and the Excise Tax), than if
the Executive received the entire amount of sudalT®ayments. Executive shall have the right te¢gp¢he order in which the Company
shall reduce or eliminate the Total Payments ireotd effectuate the foregoing.

Except for any rights which Executive may have hader including the accrued Annual Base SalaryT#renination Payment, Exercisable
Options, the LTC Payment, Expense Reimbursemeniaattical Continuation, the Company shall have nthier obligations hereunder
following such termination other than pursuant éoegjraphs 6(d), 10 and 12.

(4) GENERAL. The parties agree to cooperate toctiire all termination payments made pursuant @Algreement in a manner so that such
payments are not subject to the Excise Tax.
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7. MITIGATION; PAYMENTS PENDING RESOLUTION OF DISPLES.

Executive shall not be required to mitigate amoyatgable under this Agreement by seeking other epnpént or otherwise, and there shall
be no offset against amounts due Executive undeAiireement on account of subsequent employmanbukits owed to Executive under
this Agreement shall not be offset by any claines@@mpany may have against Executive and such payshall not be affected by any otl
circumstances, including, without limitation, anyuaiterclaim, recoupment, defense, or other righitivthe Company may have against
Executive or others. During the pendency of anputis between the Company and Executive with regpebe termination of this
Agreement, the Company shall establish and maitaiescrow account ("ESCROW ACCOUNT") with Battaafter LLP ("ESCROW
AGENT") pursuant to an agreement reasonably acbkpta Executive and the Escrow Agent. The Comsdmall pay into the Escrow
Account from time to time the compensation and eaghe of the benefits which would otherwise begidg to Executive if there were no
dispute. Upon resolution of the dispute, the EscAgent shall pay the funds in the Escrow Accoumnteaglired by the court or arbitrator with
jurisdiction over the dispute or in accordance \tfith joint instructions of the partie

8. NON-COMPETE.

(1) NON-COMPETITION. Executive agrees that, withthue prior written consent of a majority of the Bidand in accordance with
applicable law, and except as provided in subpa@yB(b), during the Employment Period, Executivalnot invest, manage or otherwise
be engaged in commercial real estate.

(2) EXCLUDED ACTIVITIES. Nothing contained in thRRaragraph 8 shall preclude Executive from:

(1) Continuing to own, manage in accordance witt paactices or make additional capital contrilngito Executive's existing investments
listed on SCHEDULE A attached hereto.

(2) making passive investments of 5% or less idiplydisted or traded real estate companies.
9. NO SOLICITATION; CONFIDENTIALITY.

(1) NO SOLICITATION. During the Restricted Pericas(defined herein), Executive shall not, nor causeother person to, without the pr
written consent of the Board, directly or indirg¢tolicit for employment, employ in any capacitynsake an unsolicited recommendation to
any other person that it employ or solicit for eayshent any person who is or was, at any
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time during the Employment Period or the Restri®®edod, an officer, executive or key employeehaf Company or of any of its affiliates
(other than David Schonberger and Anne N. Zahnkose solicitation, employment or recommendatiofEkgcutive shall not be prohibited
by the terms of this Agreement). As used in thisekgnent, "RESTRICTED PERIOD" shall mean the six

(6) months following Executive's termination of dyment for any reason.

(2) CONFIDENTIALITY. Executive acknowledges thatrough his status as Chief Executive Officer anekiélent of the Company, he has,
and will have, possession of Confidential Inforraat{as defined herein) as to the business of timpaay. Executive agrees that all such
Confidential Information constitutes a vital pafttioe business of the Company and its affiliates iarby its nature trade secrets and
confidential information proprietary to the Compaand its affiliates. Executive agrees that he shatlidivulge, communicate, furnish or m
accessible (whether orally or in writing or in baephrticles or any other medium) to any individdiah, partnership, corporation or other
entity or person, any knowledge or information witspect to Confidential Information directly odirectly relating to the business of the
Company or any of its affiliates. The term "CONFIWBAL INFORMATION" shall mean any information notgerally known in the
relevant trade or industry or otherwise not gemgmalailable to the public, which was obtained frire Company or which was learned,
discovered, developed, conceived, originated goamed during or as a result of the performancengfservices by Executive on behalf of the
Company.

(3) RETURN OF COMPANY DOCUMENTS. All memoranda, est lists, notebooks, records and other documerniagers (and all copies
thereof), including such items stored in computenrories, portable computers and the like, on michef disk or by any other means, made
or compiled by or on behalf of Executive or madeitable to Executive relating to the Company are simall be the Company's property and
shall be delivered to the Company promptly upontémination of Executive's employment with the @amy or at any other time after such
termination on request.

(4) UNENFORCEABILITY. The provisions contained iafdgraphs 8 and 9 as to the time periods and sifapetivities, persons or entities
affected shall be deemed divisible so that, if provision contained in Paragraphs 8 or 9 is detegohio be invalid or unenforceable, such
provision shall be deemed modified so as to belaid enforceable to the full extent lawfully peted.

(5) REMEDIES. Executive agrees that (i) the praisi of Paragraphs 8 and 9 are reasonable and agcéssthe
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protection of the Company; (ii) the Company woudd have entered into this Agreement unless the Wkecagreed to the inclusion of such
provisions; (iii) such provisions may not be addglyaenforced by an action for damages and (itheéevent of a breach thereof by
Executive, the Company shall be entitled to apptyaind obtain injunctive relief in any court of cpetent jurisdiction to restrain the breacl
threatened breach of such violation or otherwisentorce specifically such provisions against suichation, without the necessity of the
posting of any bond by the Company. The forgoingedies are in addition to any rights the Company h@ve against Executive for
damages in the event Executive breaches any gfrthasions of Paragraphs 8 and 9.

10. PREVIOUS EMPLOYER.

(1) COMMITMENT TO PAY/FUND. The Company agrees &ké the following actions with respect to the fallng commitments with
respect to Executive's immediately prior employ@terprise Asset Management, Inc. ("EAM") and Exieeu

() LONG-TERM COMPENSATION ("LTC"). The Company shpay the LTC to Executive as follows: (x) 1/3 commencement of the
Employment Period and 1/3 on each of the secondamnth anniversaries of the commencement of theleyment Period and (y) if this
Agreement is terminated for any reason, Companl} stake a lump sum payment equal to the preseniev@iscounted at 10% per annum)
of any unpaid LTC (the "LTC PAYMENT"). Executiveahreimburse Company to the extent Executive rexsepayment from EAM of LTt
paid by the Company.

(il LOAN GUARANTEES. If EAM fails to continue togprantee existing loans owed by Executive, the Gayghall provide replacement
loans on the same or better terms and conditiotiseasxisting loans ("REPLACEMENT LOANS").

(iii) LOAN REPAYMENT. If EAM demands repayment prito maturity of existing loans to Executive fro/A®, the Company shall
provide replacement loans on the same or betteistand conditions as the existing loans ("NEW LOANS

Executive's LTC, guarantees and loans are list&OHEDULE B attached hereto.

In the event this Agreement is terminated for agson, Executive shall repay all Replacement LaadsNew Loans within ninety (90) days
of such date of termination. The Replacement
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Loans and New Loans shall be nonrecourse to Exexatid the Company's sole recourse for the repayofi@my Replacement Loans or
New Loans shall be any payments due to Executiva the Company under this Agreement, the Shareo@ptnd the assets which w
purchased with the proceeds from the loans whisie haen replaced by the Replacement Loan or thellbew.

(2) INDEMNITY. In the event the Executive is madarty or threatened to be made a party to any actigihor proceeding, whether civil,
criminal, administrative or investigative (a "PROEIENG"), by EAM, its officers, directors, equity aers or Affiliates, by reason of
Executive's having negotiated or entered into Algigzement or otherwise having become an employ#eeo€ompany, the Company shall
indemnify, hold harmless and defend Executive againy and all claims, demands, suits, judgmesgessments and settlements including
all expenses incurred or suffered by Executivedinnection therewith (including, without limitatioall legal fees incurred using counsel
reasonably acceptable to Executive) (collectivdDAMAGES"). Expenses incurred by Executive in coctitn with any Proceeding shall be
paid by the Company in advance upon request of lkecthat the Company pay such expenses.

(3) REPRESENTATIONS. Executive hereby representbvearrants to the Company that Executive has ntefred into any written or oral
agreement for employment with EAM or any other parsr entity other than the letter agreement ditag 3, 1993; regarding the payment
of LTC.

(4) SURVIVAL. The provisions of this Paragraph shliamain in effect after this Agreement is terméthirrespective of the reasons for
termination.

11. ARBITRATION.

The parties hereto will endeavor to resolve in gfziith any controversy, disagreement or claim agdietween them with respect to the
interpretation, performance or operation of Panalgseb(a)(iv)(A)(1) and 5(a)(vii)(E) of this Agreentelf they are unable to do so, any such
controversy, disagreement or claim will be subrdit®binding arbitration, for final resolution wiht appeal, by either party giving written
notice to the other of the existence of a dispuith vespect to such Paragraph which it desireste larbitrated. The arbitration will be
conducted in New York, New York by a panel of th(8garbitrators and will be held in accordancewiite rules of the American Arbitration
Association. Of the three arbitrators, one willdedected by the Company, one will be selected cHtve and the third will be selected by
the two arbitrators so selected. Each party witlfipdhe other party of the arbitrator selected[bin] [her] or it within fifteen (15) days after
the giving of the written notice referred to inghi
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Paragraph 11. The decision and award of the artigranust be in writing and will be final and bindiupon the parties hereto. Judgment
upon the award may be entered in any court hawirigdiction thereof, or application may be madsuoh court for a judicial acceptance of
the award and an order of enforcement, as themagebe. Subject to the provisions of Paragraph)1#fb expenses of arbitration will be
borne in accordance with the determination of ttétrators.

12. INDEMNIFICATION/LEGAL FEES/"KEY MAN" INSURANCE.

(1) INDEMNIFICATION. In the event the Executiveisade party or threatened to be made a party t¢eageeding, by reason of
Executive's employment with or serving as an offmedirector of the Company, the Company shalemdify, hold harmless and defend
Executive to the fullest extent authorized by Ohiwg, as the same exists and may hereafter be amieagainst any and all Damages and !
indemnification shall continue as to Executive eaéier Executive is no longer employed by the Comypend shall inure to the benefit of his
heirs, executors, and administrators. Notwithstagdhe foregoing, Executive shall not be entitieihdemnification pursuant to this
Paragraph 12(a) if a court or other tribunal cosislely determines that Executive engaged in actiog®nnection with Executive's
employment with the Company which were committetlad faith, were the result of active and delibedishonesty, or constitute willful
misconduct, fraud or gross negligence.

Expenses incurred by Executive in connection with Rroceeding referred to in this Paragraph 12 blegbaid by the Company in advance
upon request of Executive that the Company pay sMpknses; but only in the event that Executivdl kae delivered in writing to the
Company an undertaking to reimburse the CompangXpenses with respect to which Executive is notled to indemnification.

The provisions of this Paragraph shall remain faatfafter this Agreement is terminated irrespextif the reasons for termination. The
indemnification provisions of this Paragraph simali supersede or reduce any indemnification pral/tdeExecutive under any separate
agreement, or the by-laws of the Company sinceiiitended that this Agreement shall expand aneheixthe Executive's rights to receive
indemnity.

The Company shall maintain in effect during the loyment Period a directors' and officers' liabilitgurance policy, with a policy limit of
at least $10,000,000, subject to customary exahssiwith respect to claims made against officetsdirectors of the Company.
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(2) LEGAL FEES. Except as set forth below, if amyntest or dispute shall arise between the Compad\Eaecutive regarding or as a result
of any provision of this Agreement, the Companyligbey, or reimburse Executive for, all legal feesl expenses reasonably incurred by
Executive in connection with such contest or disp®ROVIDED, HOWEVER, that if Executive is not sassful in respect of substantially
all of Executive's claims pursued or defended imngetion with such contest or dispute, Executivalgiay or reimburse the Company for all
such fees and expenses advanced by the Compargutieeshall pay the first $50,000 of his fees xpenses as they are incurred and the
Company shall pay all such fees and expenses &x&0@0 as they are incurred. If Executive is susfokin respect of substantially all of
such claims, the Company shall reimburse Exectditivany amounts paid by Executive as soon as g following the final resolution «
such contest or dispute.

(3) KEY MAN INSURANCE. Executive shall cooperatethjiand take such actions as may be reasonablgstxfuby, the Company in the
event the Company determines to obtain "key masuiremce with respect to Executive.

13. SUCCESSORS AND ASSIGNS.

(1) COMPANY. Unless Executive elects to termindiis Agreement as a result of a Change in ContnelGompany shall require any
successor (whether direct or indirect, by purchamger, consolidation or otherwise) to all or sabsally all of the business and/or assets of
the Company, to expressly assume and agree torpetffiic Agreement in the same manner and to the satent that the Company would
required to perform it if no such succession h&eérneplace.

(2) EXECUTIVE. This Agreement and all rights of Ex¢ive hereunder may be transferred only by wilthar laws of descent and
distribution. Upon Executive's death, this Agreetaerd all rights of Executive hereunder shall intaréhe benefit of and be enforceable by
Executive's beneficiary or beneficiaries, persamdégal representatives, or estate, to the exteyntsuch person succeeds to Executive's
interests under this Agreement. Executive shaértéled to select and change a beneficiary or fi@ages to receive any benefit or
compensation payable hereunder following Execwisleath by giving Company written notice therebExecutive should die following the
date of termination while any amounts would stilgmyable to him hereunder if he had continued/& &ll such amounts, unless otherwise
provided herein, shall be paid in accordance withterms of this Agreement to such person or persorappointed in writing by Executive,
including, without limitation, under any applicalgéan, or otherwise to his legal representativesstate.
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14. MODIFICATION OR WAIVER.

No amendment, modification, waiver, terminatiorcancellation of this Agreement shall be bindingfiective for any purpose unless it
made in a writing signed by the party against whemforcement of such amendment, modification, waitegmination or cancellation is
sought. No course of dealing between or among &higes to this Agreement shall be deemed to affett modify, amend or discharge any
provision or term of this Agreement. No delay oe gart of the Company or Executive in the exerofsgny of their respective rights or
remedies shall operate as a waiver thereof, arsingte or partial exercise by the Company or Exgeutf any such right or remedy shall
preclude other or further exercise thereof. A waferight or remedy on any one occasion shallbetonstrued as a bar to or waiver of any
such right or remedy on any other occasion.

The respective rights and obligations of the paitiereunder shall survive the Executive's termomatif employment and termination of this
Agreement to the extent necessary for the intepdeskrvation of such rights and obligations.

15. NOTICES.

All notices or other communications required ompigted hereunder shall be made in writing and dballlieemed to have been duly given if
delivered by hand or delivered by a recognizedvdeyi service or mailed, postage prepaid, by expeestified or registered mail, return
receipt requested, and addressed to the Compdhg atidress set forth above or Executive at hiseaddhs set forth in the Company records
(or to such other address as shall have been piyiprovided in accordance with this Paragraph 15)

16. GOVERNING LAW.

This agreement will be governed by and construet@ordance with the laws of the State of New Yeitkout regard to principles of
conflicts of laws thereunder.

17. SEVERABILITY.

Whenever possible, each provision and term ofAi®ement shall be interpreted in such manner s &ffective and valid under applica
law, but if any provision or term of this Agreemehiall be held to be prohibited by or invalid undach applicable law, then, such provision
or term shall be ineffective only to the extensath prohibition or invalidity, without invalidatnor affecting in any manner whatsoever the
remainder of such provisions or term or the renmgjgrovisions or terms of this Agreement.
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18. COUNTERPARTS.

This Agreement may be executed in separate cowntsrgach of which is deemed to be an originaltatd of which taken together shall
constitute one and the same agreement.

19. HEADINGS.

The headings of the Paragraphs of this Agreemennaerted for convenience only and shall not el to constitute a part hereof and
shall not affect the construction or interpretatidrthis Agreement.

20. ENTIRE AGREEMENT.

This Agreement constitutes the entire agreemetiteoparties with respect to the subject matterdfeard supersedes all other prior
agreements and undertakings, both written and anabng the parties with respect to the subjectanhtreof.

21. EXCULPATION.

Notwithstanding anything contained herein to thetary, this Agreement is made and executed onlbehthe Company by its officer(s) ¢
behalf of the trustees thereof, and none of th&térs or any additional or successor trustee heregipointed, or any beneficiary, officer,
employee or agent of the Company shall have abifitiain his personal or individual capacity, hostead, Executive shall look solely to the
property and assets of the Company for satisfactiariaims of any nature arising from or in conm@ttwith this Agreement.

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the undersigned have executedAgreement as of the date first above written.

Name:

COMPANY:

FIRST UNION REAL ESTATE EQUITY AND
MORTGAGE INVESTMENTS

By:

Title:

EXECUTIVE:



Dan Friedman

10

11.

12.

13.

14.

15.

16.

. Greenburgh, NY

. Mt. Kisco, NY (T.J. Maxx)
. 150 Bay Street

. 299 Broadway

. 349 East 149th Street

. 379 West Broadway

. NYC Holdings

. Angelene

. Cheshire Properties

. Chester Apartments

Emax Securities (various entities)
Manor Building

Peripheral Land

Peru Mall

Sigma LLC

Dancor Investments (various)

None

Schedule A

Existing Investments

Investments Owned

Investments Managed
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Schedule B
Long Term Compensation $379,241.89
Loans from EAM $336,000.00
Loans Guaranteed by EAM $115,000.00
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EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT (the "AGREEMENT") is ented into as of November 2, 1998, by and between BNN¥LSON
ZAHNER, an individual residing in the State of N&wrk ("EXECUTIVE"), and FIRST UNION REAL ESTATE EQUY AND
MORTGAGE INVESTMENTS, an Ohio business trust wiffiaes at 55 Public Square, Suite 1900, Clevel@iup 44113(the
"COMPANY").

RECITALS

WHEREAS, the Company desires to employ ExecutivExasutive Vice President and Executive desirdsetemployed by the Company as
Executive Vice President.

NOW, THEREFORE, in consideration of the premises ie mutual covenants and agreements set fordilhéine parties hereby agree
follows:

1. EMPLOYMENT.

The Company hereby agrees to employ Executive Exedutive hereby agrees to accept such employmueimgithe period and upon the
terms and conditions set forth in this Agreement.

2. EMPLOYMENT PERIOD.

(1) EMPLOYMENT PERIOD. Except as otherwise providedhis Agreement to the contrary, the terms amatlitions of this Agreement
shall be and remain in effect during the perio@miployment (the "EMPLOYMENT PERIOD") establisheddenthis Paragraph 2. The init
Employment Period shall be for a term commencinghendate of this Agreement and ending on the lfioamniversary of the date of this
Agreement, unless earlier terminated as providedinAgreement. Immediately following the executlereof, the Executive shall resign
from all positions as an employee, officer and aiwe of her current employer and its affiliates.

(2) UNEXPIRED EMPLOYMENT PERIOD. If Executive's eftogment with the Company is terminated, for purgoskthis Agreement the
term "UNEXPIRED EMPLOYMENT PERIOD" shall mean therfjpd commencing on the date of such terminatiahearding on the last day
of the Employment Perior



3. SERVICES/PLACE OF EMPLOYMENT.

(1) SERVICES. During the Employment Period, Exeai8hall hold the position of Executive Vice Presitd Executive shall devote her best
efforts and such business time, skill and attengixriusively to the business of the Company (othen absences due to vacation, iliness,
disability or approved leave of absence) as is sgarg to perform such duties as are customarifippaed by similar executive officers
together with such other reasonable duties as reagdye specifically enumerated from time to timethm Company's board of trustees
("BOARD OF TRUSTEES" or "BOARD") PROVIDED, HOWEVERhat the foregoing is not intended to precludedtxge from (i) owning
and managing personal investments, including r&tate investments, in accordance with Paragragébhor (ii) engaging in charitable
activities and community affairs, provided that W}h respect to the activities referenced in ctaus

(i), Executive obtains the prior approval of thea®d as to the amount of time Executive will dewotsuch activities and (y) the performance
of the activities referred to in clauses (i) anyidf this Paragraph 3(a) does not prevent Exeeuftiom devoting sufficient business time to the
Company to carry out Executive's duties as Exeeuifiice President.

(2) PLACE OF EMPLOYMENT. The principal place of elopment of Executive shall be at the Company's etiee offices in New York
(Manhattan County), New York.

4. Compensation and Benefits.

(1) SALARY. During the first twelve (12) months thfe Employment Period, the Company shall pay Exee@n annual base salary in the
amount of $200,000 payable in accordance with twgany's regular payroll practices. Executive'suahbase salary shall be reviewed
annually in accordance with the policy of the Comypand shall be subject to upward adjustment baped, among other things, Executive's
performance, as determined in the sole discretigheoBoard PROVIDED HOWEVER that the annual inse# base salary for each yea
the Term shall be at least 5% over the annual balsey for the previous year (the annual baseysakadjusted from time to time is
hereinafter referred to as the "ANNUAL BASE SALARYTn no event shall Executive's Annual Base Sallasffect at a particular time be
reduced without her prior written consent.

(2) TAXES AND WITHHOLDING. The Company shall haveetright to deduct and withhold from all compermatall social security and
other federal, state and local taxes and chargé&hwhrrently are or which hereafter may be requivg law to be so deducted and withheld.
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(3) ADDITIONAL BENEFITS. In addition to the othepmpensation payable pursuant to this Agreement ke shall be entitled to the
following.

(1) BENEFITS. All fringe benefits and perquisitesaae generally made available from time to timalkemployees and/or to executives of
the Company generally and to participate in anysjmm profit-sharing or similar plan or programadgished from time to time by the
Company for the benefit of its employees and/orcaikees generally, subject to the provisions ofsplans. In any event, Executive's health
insurance coverage shall commence on the datésoAgreement (or the Company shall reimburse Exeetdior COBRA payments until su
coverage can commence).

(2) MEMBERSHIP FEES. Membership fees and costsdasonable and customary memberships in profedsiayenizations.

(3) EXPENSE REIMBURSEMENT. Reimbursement for reagua business expenses incurred by Executive thdtance of the interests of
the Company, subject to the reasonable procedstablished by the Company from time to time witbpect to substantiation and approval.

(4) VACATION AND SICK LEAVE/PERSONAL DAYS. Such pards of paid vacation and sick leave/personal @dlgsvance each year
(not less than four (4)weeks vacation and seveddy$ of sick leave/personal days per full twell/2) (month period) that are consistent with
the Company's vacation and sick leave/personal paljcy for senior management.

(5) SHARE OPTIONS. GRANT. The grant upon executibthis Agreement of share options ("SHARE OPTION®"acquire 360,000
shares of the Company's common shares of bendfitéaest ("COMMON SHARES").

The parties acknowledge that the Company's 1994 O@mm Incentive Performance Plan (the "PLAN") donescontain a sufficient number
of Common Shares issuable under the Plan to cbeeutl amount of the Share Options as of the dathis Agreement. Notwithstanding the
foregoing, the Company hereby grants Executivduti@umber of Share Options subject to the condithat the grant of such Share Options
("CONDITIONAL OPTIONS") shall be conditioned on



the approval by the shareholders of the Comparmsydh grant (if required) and amendments to the iAleneasing the number of Common
Shares issuable thereunder and otherwise permittsn@hare Options and Additional Share Optionslédimed herein) to be issued in
accordance with the terms of this Agreement. Then@any shall use its reasonable best efforts tarobtach approval. If the Company has
not obtained such shareholder approval by Jun&é®®, such failure shall permit Executive to terainthis Agreement for Good Reason in
accordance with the terms of this Agreement, inclltiase such Conditional Options shall be forfeited

VESTING/EXERCISE. All of the Share Options shalsvas of the date of this Agreement but may onlg)mrcised as follows: twenty-five
(25%) percent of each of the $6.50 Options (ameédfherein) and $8.50 Options (as defined heréa) become exercisable on each
anniversary of the Employment Period whether orthetExecutive is employed by the Company on suclivarsary. Notwithstanding the
foregoing, Share Options granted to Executive gliidtlecome exercisable in full upon (a) a Chamg€antrol (as defined herein); (b) a
termination by the Company without Cause (as ddfimerein); (c) a termination by the Executive faod Reason (as defined herein); or (d)
the eighteen (18) month anniversary of the Comgmaiyg placed into voluntary or involuntary bankiypif Executive has not terminated |
employment prior to such eighteen (18) month anmsigy; (1) become exercisable Pro Rata (as defirerdin) in the event of a termination
due to death or Disability (as defined herein) @mare Options in clauses (I) and (I) being caiety defined together with any Share
Options which have previously become exercisablehbi terms, as the "EXERCISABLE OPTIONS"); antd)(be forfeited in full (whether
exercisable (unless previously exercised) or urgisaile) upon a termination by the Company for @4as defined herein). "PRO RATA"
means an amount of Share Options (half of whichi blee$6.50 Options and half of which shall be $8@ptions) equal to (x) the percentage
equal to (i) the number of days from the commencgrokthe Exercise Year (as defined herein) throtinghdate of the termination event
divided by

(ii) 365;



MULTIPLIED BY (y) the number of Share Options whialould otherwise have become exercisable durindetegcise Year in which the
termination event occurs. "EXERCISE YEAR" meanstthelve months commencing on the last date prigetimination on which the Share
Options became exercisable (or from commencemethiedEmployment Period if termination occurs dutting first twelve months of such
commencement).

The Company shall provide Executive 30 days' psiditen notice of the record date for any divideod®ther distributions being paid with
respect to the Common Shares. If such dividendheralistribution would trigger Executive's rightterminate this Agreement due to a
Change in Control (the "TRIGGER EVENT"), then, nithstanding anything herein to the contrary, thar8iOptions shall become
exercisable in full as of the date of such notROVIDED, HOWEVER, that (i) any exercise of sucla&hOptions by Executive shall only
become effective upon the Trigger Event being comsated and (ii) if the Trigger Event is not consuatea, any such Share Options which
were not yet exercisable as of the date of thegBrigcvent shall again become unexercisable umtititite they would have otherwise become
exercisable in accordance with the terms of thiss&ment.

Notwithstanding anything herein to the contranthié exercise price adjustment (see below) resuttse exercise price of a Share Opt
equaling zero, such Share Option shall immedidiejome exercisable.

EXERCISE PRICE. The option exercise price with rdga the Share Options granted shall be as foll®@%6 at $6.50 per Common Share
(the "$6.50 OPTIONS") and 50% at $8.50 per Comminar S (the "$8.50 OPTIONS"). The exercise priceawheShare Option will be
adjusted (but not below zero) on each annivershitg grant by an amount equal to

(i) an increase of 10% per annum (compounded alnMINUS

(i) all dividends or other distributions (inclugjrthe value of non-cash dividends, including withiouitation, share dividends and spin-off
distributions) declared per Common Share for thiegble year. Notwithstanding the foregoing, tldguatment to the exercise price set forth
in clause (i) in the preceding sentence shall



(x) not commence until the eighteen (18) month eensiary of the commencement of the Employment Beaod (y) be applied ratably at the
time(s) Executive exercises the Share Options feShare Options are exercised on the 20-montlivarsary of the commencement of the
Employment Term, the exercise price in effect aat thate would be increased by 1.667% (2/12 of 1i®¥#us any dividends paid on or prior
to the date of exercise (to the extent such divddemere not previously deducted)).

OPTION EXERCISE TERM. Subject to the terms of thgreement, all Share Options shall be exercisaiyld® years following the date
upon which they are granted unless they expiréeganl accordance with this Agreement. In the ews#nthe non-renewal of this Agreement
after the expiration of the Employment Period, a@fe of Control (unless Executive does not terreihar employment under this
Agreement in which event the Share Options shaikia exercisable until they would otherwise expingler the terms of this Agreement), a
termination without Cause, a termination for GoahBon, death or a termination by reason of Disgpdil Exercisable Options shall remain
exercisable for six (6) months following such evaftér which they shall expire. In the event oéartination without Good Reason, (i) all
Share Options which were already exercisable poithe date of termination shall remain exercisétehirty (30) days after such event of
termination after which they shall expire, and &iiljthe Share Options which are not yet exercesghbibr to the date of termination shall be
exercisable for thirty (30) days after the datendrich they become exercisable in accordance wéttéhms of this Agreement after which
they shall expire (the "POST-EXERCISABLE Options").

Notwithstanding the foregoing, the option exerdesen of all Share Options intended to be treateid@mntive stock options shall be st
shorter period of time as may be required for itiverstock option treatment pursuant to
Section 422 of the Internal Revenue Code of 198@naended (the "CODE").

COMPANY CALL OPTION. With respect to the Post-Exisable Options, the Company shall have
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the right (the "CALL OPTION") to require Executite transfer the Post-Exercisable Options to the @ at any time after the date of
termination by Executive of her employment With@dod Reason for a price equal to the "Exercised&lir@as defined herein). If such
Exercise Spread is zero or less, the Company maphase the Post-Exercisable Options for no corsiiier. The Company shall provide
written notice to Executive that it is exercisitg tCall Option and the date on which such notickemmed to have been given under the t
of this Agreement shall be deemed the "VALUATION D&'. The "EXERCISE SPREAD" shall be (i) the diffane between (a) the exerc
price of a Post-Exercisable option and (b) the $Ig Price" of a Common Share on the Valuation DEte "CLOSING PRICE" means (i) if
the Common Shares are listed or admitted to tradinthe New York Stock Exchange (the "NYSE"), theekican Stock Exchange
("AMEX") any national securities exchange or thestliaq Stock Market ("NASDAQ"), the closing pricetbe Valuation Date, or if no such
sale takes place on such day, the average ofdk@nglbid and asked prices on such day; (ii) if@menmon Shares are not listed or admitted
to trading on the NYSE, the AMEX, any national s@tes exchange or the Nasdagq, the last reportiedosie on the Valuation Date or, if no
sale takes place on such day, the average ofdkanglbid and asked prices on such day, as repbytadreliable quotation source designated
by the Company; or (iii) if the Common Shares astlisted or admitted to trading on the NYSE, tHdBX, any national securities exchange
or the Nasdaq and no such last reported sale griclsing bid and asked prices are availableatlezage of the reported high bid and low
asked prices on the Valuation Date, as reporteal t@jiable quotation source designated by the Compa if there shall be no bid and asked
prices on the Valuation Date, the average of tga bid and low asked prices, as so reported, omtist recent day (not more than five (5)
days prior to the date in question) for which psibave been so reported; PROVIDED, HOWEVER, thttéfe are no bid and asked prices
reported during the five

(5) days prior to the date in question, the Clo$tnige of the Common Shares shall be determinetidoindependent trustees of the
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Company acting in good faith on the basis of susttations and other information as they considethéir reasonable judgment, appropri

ISOS. Any Share Options granted hereunder shalN\eENTIVE STOCK OPTIONS" under Section 422 of tGede to the maximum exte
possible under the Code, subject to Executivefgatgsapplicable employment and holding period riegments under the Code.

TRANSFERABILITY. Executive shall not be entitled &ssign, hypothecate, alienate, pledge or othernassfer the Share Options excer.
a member of Executive's Immediate Family or antgrtintrolled by Executive or Executive's Immedigtenily (other than Share Options
intended to be incentive stock options within theaming of

Section 422 of the Code which shall not be tramdfier). "IMMEDIATE FAMILY" shall mean a spouse, ctijlparent, sibling or in-law. Any
such transferee shall be bound by the terms oftgisement and the Plan with respect to such SBatens.

(6) ADDITIONAL SHARE OPTIONS. The grant of additiahshare options ("ADDITIONAL SHARE OPTIONS") in @mount equal to 1%
of the first $120 million of equity (common or camtible preferred securities) ("NEW EQUITY") raisbd the Company subsequent to
October 15, 1998. The Additional Share Optionsldi@tonsidered "Share Options" for purposes af Agireement except that (i) such
options shall be granted and shall vest as of #te of issuance of the New Equity; (ii) the perrshaxercise price of such options shall be
equal to the per share issue price of the New Fgaiitd (iii) such options shall become and remagresable (or be immediately exercisa

in the same proportion and same manner and durididrthe previously granted Share Options aradjyre@xercisable or become exercisable
(E.G. if 25% of the previously granted Share Oibave already become exercisable at the time dditidnal Share Options are granted,
25% of all the Additional Share Options shall beriadiately exercisable upon grant, with the balasfdbe Additional Share Options
proportionally becoming exercisable on the sametéle as the previously granted Share Optiongdtlition, Executive shall be entitled to
receive



such other share options as may be granted bydhadBn its sole discretion.

(vii) LEGAL FEES AND COSTS. Payment of the Execetsrreasonable legal fees incurred in connectidim tive preparation and negotiat
of this Agreement, up to an aggregate maximum &{@&B for Executive, Daniel P. Friedman and Dawtidhberger.

5. TERMINATION OF EMPLOYMENT AND CHANGE IN CONTROL.

(1) REASON FOR TERMINATION. Executive's employmémreunder may be terminated during the Employmerio® under the
following circumstances:

(1) CAUSE. The Company shall have the right to teate Executive's employment for Cause upon Exeesti(A) conviction of, or plea of
guilty or no contest to, an illegal act with respiecthe Company; (B) conviction of, or plea of lggubr no contest to, a felony involving moral
turpitude; or (C) Executive's willful and continutadlure to use best efforts to substantially perfder duties hereunder (other than any such
failure resulting from Executive's (x) incapacityedto Disability or (y) inability due to the unreasbleness of the duties requested to be
performed) or willful misconduct or gross negligerin the performance of her duties hereunder foeraod of thirty (30) days after written
demand for substantial performance is deliveretheyCompany specifically identifying the mannewihich the Company believes Execul
has not substantially performed her duties or eedag actions which constitute willful misconductgross negligence, PROVIDED,
HOWEVER, that no termination for Cause shall oamiess a majority of the Board has voted to tertaifixecutive for Cause after
Executive has received notice and an opportunitute the alleged Cause in accordance with thiagPaph 5(a)(i) and has failed to do so. If
the Executive is terminated for Cause, the daterafination shall be the date such written demaratklivered. Additionally, no act, or failL
to act, on Executive's part shall be considered'IWUL" unless done, or omitted to be done, by henét in good faith and (1) without
reasonable belief that her action or omission wdaritherance of the interests of the Company.

(2) DEATH. Executive's employment hereunder stalninate upon her death.
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(3) DISABILITY. The Company shall have the rightterminate Executive's employment due to "Disapbilih the event that there is a
determination by the Company, upon the advice dhdapendent qualified physician mutually seledigdExecutive and the Company, that
Executive has become physically or mentally incégmabperforming her duties under this Agreememt sich disability has disabled
Executive for a period of one hundred eighty (188ys out of three hundred and sixty (360) days. (1)

(4) GOOD REASON. Executive shall have the righteioninate her employment for "Good Reason": (A)rutiee occurrence of any material
breach of this Agreement by the Company which shalude but not be limited to: (1) an assignmenExecutive of duties materially
inconsistent with Executive's status as Executiige VPresident or a material and adverse alteratitime nature of, or material diminution in,
Executive's duties and/or responsibilities, repgrobligations, titles or authority; (2) upon auetion in Executive's Annual Base Salary or a
material reduction in other benefits (not affectthg Company's executives generally) or a failarpay such amounts when due; and (3) t
the relocation of the Company's principal executiffeces or Executive's own office location to @dtion outside of Manhattan, it being
acknowledged that the Company shall establish ficedh Manhattan although as of the date here@f@bmpany does not yet have such an
office; (B) upon the Company's failure to nominBtniel P. Friedman ("FRIEDMAN?") for election to tB®ard of Trustees or the Compar
failure to use its reasonable best efforts to dieieidman to the Board; (C) upon Friedman beingddrto resign from the Board without
Cause; (D) upon Friedman's termination of his Eyplent Agreement for Good Reason; (E) upon the Compaing placed into voluntary
or involuntary bankruptcy; or (F) the Company'duia to obtain shareholder approval pursuant tadgraph 4(c)(v); PROVIDED,
HOWEVER, that no termination for Good Reason sbetiur unless the Company has received notice freeciive of termination for Good
Reason and the Company has failed to cure sudjedllaction which may have given rise to Executixiglst to terminate for Good Reason
within thirty (30) days after written notice of $ualleged actions is delivered to the Company $ipadly identifying such alleged actions.
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Any dispute between the parties as to an allegeddbrby the Company as set forth in clause (Aj¢dbya shall be resolved by arbitration
pursuant to Paragraph 11.

(5) WITHOUT CAUSE. The Company shall have the ritghterminate the Executive's employment hereundttiout Cause subject to the
terms and conditions of this Agreement.

(6) WITHOUT GOOD REASON. The Executive shall halie tight to terminate her employment hereunderautiood Reason subject to
the terms and conditions of this Agreement.

(7) CHANGE IN CONTROL. Executive shall have thehtigo terminate her employment hereunder follonanghange in Control. For
purposes of this Agreement "Change in Control"Ilghakn that any of the following events has ocair(#)

(A) An acquisition (other than directly from the @pany) of any voting securities of the Companyairey all classes of outstanding voting
securities or other securities convertible intangisecurities as if they were converted into vpsecurities) (the "VOTING SECURITIES")
by any "person”, "entity" or "group of affiliatecsons"” (as such terms are used for purposes tb6d48(d) or 14(d) (collectively,
"PERSONS") of the Securities Exchange Act of 13#amended (the "1934 Act") (other than Gotharmeest L.P. ("GOTHAM"), Apollo
Real Estate Advisors, L.P. ("APOLLO") or any afitie of Gotham or Apollo or entity in which GothamAgpollo own at least a 50% interest
(collectively, the "GOTHAM/APOLLO ENTITIES")) immadtely after which such Person has "Beneficial Osship" (within the meaning
Rule 13d-3 promulgated under the 1934 Act andpeeve of any vesting or waiting periods) of thi{80%) percent or more of the
combined voting power of the Company's then outhtanVoting Securities; provided, however, thatdetermining whether a Change in
Control has occurred, Voting Securities which arguired in a "Non-Control Acquisition” (as hereiteafdefined) shall not constitute an
acquisition which would cause a Change in Con&xdINON-CONTROL ACQUISITION" shall mean an acquisiti by

(1) an employee benefit plan (or a trust formingpé thereof) maintained by (x) the

11



Company or (y) any corporation or other Person loittv a majority of its voting power or its equitycairities or equity interest is owned
directly or indirectly by the Company (a "Subsigigr (2) the Company or any Subsidiary, or (3) &®rson in connection with a "Non-
Control Transaction."

(B) Six (6) of the ten (10) individuals who werepajnted to the Board after April 1, 1998 (the "INRIBENT BOARD") cease for any reas
to be members of the Board; PROVIDED, HOWEVER, ih#te election, or nomination for election by tBempany's shareholders, of any
new trustee was approved by Friedman, such newegshall, for purposes of this Agreement, be ctamed as a member of the Incumbent
Board.

(C) A merger, consolidation or reorganization iniod) the Company, unless

(1) the shareholders of the Company, immediatelgrbesuch merger, consolidation or reorganizatiom, directly or indirectly, immediate
following such merger, consolidation or reorgarizatmore than seventy (70%) percent of the combirsging power of the outstanding
Voting Securities of the entity resulting from sunlerger or consolidation or reorganization (the RMIVING ENTITY") in substantially the
same proportion as their ownership of the Votingusities immediately before such merger, consadilictadr reorganization, and

(2) the individuals who were members of the Incuntti&oard immediately prior to the execution of #yggeement providing for such merger,
consolidation or reorganization constitute at Iéast-thirds of the members of the board of direstoirthe Surviving Entity or an entity
beneficially owning, directly or indirectly, a maity of the Voting Securities of the Surviving Bytiand

(3) no Person (other than the Company, any Subgidiay employee benefit plan (or any trust forméngart thereof) maintained by the
Company, the Surviving Entity or any Subsidiaryaay Person who, immediately prior to such mergensolidation or reorganization had
Beneficial Ownership of thirty (30%) percent or
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more of the then outstanding Voting Securities) sydirectly or indirectly, thirty percent or morétbe combined voting power of the
Surviving Entity's then outstanding voting secesti

A transaction described in clauses (1) throughs(@Jl herein be referred to as a "Non-Control Taatisn".
(D) A complete liquidation or dissolution of the @pany.

(E) the Company makes aggregate cash or non-cssibdtions to its shareholders of the proceeds fiiee sales of assets equal to or greater
than $4.00 per Common Share and. immediately fatigwuch distribution the "Net Asset Value" of Bempany is less than $150 million.
"NET ASSET VALUE" shall be the fair market valuealf of the Company's assets (as determined by ahaggreement of Executive and the
Company or, if the parties cannot agree, by artratbr in accordance with Paragraph 11) less ath@my liabilities.

Notwithstanding the foregoing, a Change in Corgtall not be deemed to occur solely because arspRé¢the "SUBJECT PERSON
acquired Beneficial Ownership of more than the peech amount of the outstanding Voting Securitisgaesult of the acquisition of Voting
Securities by the Company which, by reducing thalper of Voting Securities outstanding, increasespitoportional number of shares
Beneficially Owned by the Subject Person, provitteat if a Change in Control would occur (but foe thperation of this sentence) as a result
of the acquisition of Voting Securities by the Camp, and after such share acquisition by the Comnpghe Subject Person becomes the
Beneficial Owner of any additional Voting Secusstiwhich increases the percentage of the then odiisig \VVoting Securities Beneficially
Owned by the Subject Person, then a Change in @aftall occur.

(2) NOTICE OF TERMINATION. Any termination of Exetive's employment by the Company or any such teation by Executive (other
than on account of death) shall be communicatedrityen Notice of Termination to the other partyéte. For purposes of this Agreement, a
"NOTICE OF TERMINATION" shall mean a notice whichadl indicate the specific termination provisiortitis Agreement relied upon and
shall set forth in reasonable detail the facts@meimstances claimed to provide a basis for teation of Executive's
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employment under the provision so indicated. Inebent of the termination of Executive's employn@mmiaaccount of death, written Notice of
Termination shall be deemed to have been provideti® date of death.

6. COMPENSATION UPON TERMINATION OF EMPLOYMENT.

(1) BY THE COMPANY FOR CAUSE OR BY EXECUTIVE WITHOUGOOD REASON. In the event the Company termin&tescutive':
employment for Cause or Executive terminates hg@yment without Good Reason, the Company shallipagcutive and Executive shall
be entitled to receive any (i) unpaid Annual Baa&a& at the rate then in effect accrued throughiaaluding the date of termination and (ii)
reimbursement of expenses incurred prior to the datermination ("EXPENSE REIMBURSEMENT").

Except for any rights which Executive may haverpaid salary amounts, the LTC Payment (as defireelit) and Expense Reimbursement
through and including the date of termination amér€isable Options (and, with respect to a ternomaby Executive without Good Reason,
any Share Options which have not yet become exaieion the date of termination), the Company stale no further obligations hereun
following such termination other than pursuant éséraphs 6(d), 10 and 12. The aforesaid amouatstshpayable in full immediately upon
such termination.

(2) UPON DEATH OR DISABILITY. In the event of termation of Executive's employment as a result dfeziExecutive's death or
Disability, the Company shall pay to Executive, bstate or her personal representative

(i) the accrued but unpaid Annual Base Salaryatd#te then in effect; (ii) earned but unpaid inisencompensation or bonuses for comple
performance periods; (iii) an amount equal to 12xths of the Annual Base Salary at the rate theffact (the "SALARY PAYMENT"); and
(iv) Expense Reimbursement. The aforesaid amotnatstse payable in cash without discount for e@dyment, at the option of Executive,
her estate or her personal representative, eithfeitliimmediately upon such termination or montblyer the Unexpired Employment Period
(the "PAYMENT ELECTION"). In the event of terminati of employment due to Disability, Executive stzddlo receive continuation of
health coverage through the end of the Unexpiregl&yment Period on the same basis as health cozésguyovided by the Company for
active employees and as may be amended from titiiaéo("MEDICAL CONTINUATION").

Except for any rights which Executive may have hader including the accrued Annual Base SalaryStiary Payment, Exercisable
Options, the LTC Payment, Expense Reimbursementirating event of a termination of employment du®tsability, Medical Continuation,
the Company shall have no further obligations hedeu following such termination other than
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pursuant to Paragraphs 6(d), 10 and 12. The fanggmyments shall be in addition to any benefitwhach Executive may be entitled under
any insurance maintained by the Company.

(3) BY THE COMPANY WITHOUT CAUSE OR BY EXECUTIVE FR GOOD REASON OR IN THE EVENT OF A CHANGE IN
CONTROL.

(i) NO BANKRUPTCY. In the event the Company terntegmExecutive's employment for any reason other @ause, death or Disability or
Executive terminates her employment for Good Re#ésther than as set forth in Paragraph

6(c)(ii)), or in the event of a Change of Conttble Company shall pay to Executive and Executiadl &ie entitled to receive the sum total of:
(A) the accrued but unpaid Annual Base Salaryeatale then in effect; (B) earned but unpaid inwerntompensation and/or bonuses for
completed performance periods;

(C)(1) if the effective date of termination is onpior to the eighteen (18) month anniversaryhaf tcommencement of the Employment Te
an amount equal to three (3) times the Annual Exdary at the rate then in effect or (2) if theeefive date of termination is after the
eighteen (18) month anniversary of the commencewfeiie Employment Term, an amount equal to two @methalf

(2.5) times the Annual Base Salary at the rate theffect (as applicable, the "TERMINATION PAYMEN) and (D) continuation of
Executive's participation in all benefit plans, gm@ms or arrangements of the Company (except takfigal plans), including, without
limitation, Medical Continuation, for a period efd years following such termination. The aforesaitbunt shall be payable in cash without
discount for early payment, at the option of Exa@jtin accordance with the Payment Election.

(i BANKRUPTCY. Executive may not terminate empiognt for Good Reason due to the Company being glimcleankruptcy until the
eighteen (18) month anniversary thereof. If Exa@uthereafter terminates this Agreement, the Comphall pay to Executive and Executive
shall be entitled to receive the same paymentdandfits set forth in Paragraph 6(c)(i); PROVIDEBDWEVER, that if the date of being
placed in bankruptcy is (x) on or prior to the é¢&gn (18) month anniversary of the commencemetiteoEmployment Term, Executive shall
receive the Termination Payment set forth in Paalg6(c)(i)(C)(1) and (y) after the eighteen (1&mth anniversary of the commencement
of the Employment Term, Executive shall receiveTkemination Payment set forth in Paragraph 6(&{iR).

(iii) SECTION 280G. Notwithstanding anything comtad in this Agreement to the contrary, to the extieat any payment or distribution of
any type to or for Executive by the Company, arifiatie of the Company, any person who acquiresenship or effective control of the
Company or ownership of a substantial portion ef@@mpany's assets (within the meaning of Sec8®G2of the Code and the
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regulations thereunder), or any affiliate of suehspn, whether paid or payable or distributed sirithutable pursuant to the terms of this
Agreement or otherwise (the "TOTAL PAYMENTS") iswill be subject to the excise tax imposed undatiSe 4999 of the Code (the
"EXCISE TAX"), then the Total Payments shall beuegld (but not below zero) if and to the extent thegduction in the Total Payments
would result in the Executive retaining a largeoamt, on an after-tax basis (taking into accoudefal, state and local income taxes and the
Excise Tax), than if the Executive received therergmount of such Total Payments. Executive dialk the right to specify the order in
which the Company shall reduce or eliminate theallBayments in order to effectuate the foregoing.

Except for any rights which Executive may have hader including the accrued Annual Base SalaryT#renination Payment, Exercisable
Options, the LTC Payment, Expense Reimbursemeniattical Continuation, the Company shall have nmthier obligations hereunder
following such termination other than pursuant éoegraphs 6(d), 10 and 12.

(4) GENERAL. The parties agree to cooperate tcctiire all termination payments made pursuant ®Algreement in a manner so that such
payments are not subject to the Excise Tax.

7. MITIGATION; PAYMENTS PENDING RESOLUTION OF DISPLES.

Executive shall not be required to mitigate amoynatgable under this Agreement by seeking other epnpént or otherwise, and there shall
be no offset against amounts due Executive undeAireement on account of subsequent employmanbukits owed to Executive under
this Agreement shall not be offset by any claims@ompany may have against Executive and such p#yshall not be affected by any otl
circumstances, including, without limitation, arguaiterclaim, recoupment, defense, or other rightiwthe Company may have against
Executive or others. During the pendency of anputis between the Company and Executive with regpebte termination of this
Agreement, the Company shall establish and mai@taiescrow account ("ESCROW ACCOUNT") with Batttaafter LLP ("ESCROW
AGENT") pursuant to an agreement reasonably acbkpta Executive and the Escrow Agent. The Com=all pay into the Escrow
Account from time to time the compensation and easbe of the benefits which would otherwise begldyg to Executive if there were no
dispute. Upon resolution of the dispute, the EscAgent shall pay the funds in the Escrow Accoumnteaglired by the court or arbitrator with
jurisdiction over the dispute or in accordance \tfith joint instructions of the partie

8. NON-COMPETE.
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(1) NON-COMPETITION. Executive agrees that, withthus prior written consent of a majority of the Bsdband in accordance with
applicable law, and except as provided in subpa@yB(b), during the Employment Period, Executivalnot invest, manage or otherwise
be engaged in commercial real estate.

(2) EXCLUDED ACTIVITIES. Nothing contained in thRaragraph 8 shall preclude Executive from:

(1) Continuing to own, manage in accordance witst paactices or make additional capital contrilngito Executive's existing investments
listed on SCHEDULE A attached hereto.

(2) making passive investments of 5% or less idiplydisted or traded real estate companies.
9. NO SOLICITATION; CONFIDENTIALITY.

(1) NO SOLICITATION. During the Restricted Pericas(defined herein), Executive shall not, nor causeother person to, without the pr
written consent of the Board, directly or indirg¢tolicit for employment, employ in any capacitynsake an unsolicited recommendation to
any other person that it employ or solicit for eayphent any person who is or was, at any time dutiegemployment Period or the
Restricted Period, an officer, executive or key Eyge of the Company or of any of its affiliatesh@ than Friedman and David
Schonberger, whose solicitation, employment or maoendation by Executive shall not be prohibitedh®yterms of this Agreement). As
used in this Agreement, "RESTRICTED PERIOD" shadlam the six (6) months following Executive's teration of employment for any
reason.

(2) CONFIDENTIALITY. Executive acknowledges thatrough her status as Executive Vice Presidentethmpany, she has, and will
have, possession of Confidential Information (efinde herein) as to the business of the Compangctive agrees that all such Confidential
Information constitutes a vital part of the busme$the Company and its affiliates and is by @tune trade secrets and confidential
information proprietary to the Company and itsleffes. Executive agrees that she shall not diyudgenmunicate, furnish or make accessible
(whether orally or in writing or in books, articles any other medium) to any individual, firm, peship, corporation or other entity or
person, any knowledge or information with respedConfidential Information directly or indirectlglating to the business of the Compan
any of its affiliates. The term "CONFIDENTIAL INFORATION" shall mean any information not generallydan in the relevant trade or
industry or otherwise not generally available te flublic, which was obtained from the Company oiclvlwas learned, discovered,
developed,
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conceived, originated or prepared during or asaltef the performance of any services by Exeeutim behalf of the Company. (1)

(3) RETURN OF COMPANY DOCUMENTS. All memoranda, est lists, notebooks, records and other documentapers (and all copies
thereof), including such items stored in computenrories, portable computers and the like, on michef disk or by any other means, made
or compiled by or on behalf of Executive or madeitable to Executive relating to the Company are stmall be the Company's property and
shall be delivered to the Company promptly upontémination of Executive's employment with the @amy or at any other time after such
termination on request.

(4) UNENFORCEABILITY. The provisions contained idgraphs 8 and 9 as to the time periods and sdfapsivities, persons or entities
affected shall be deemed divisible so that, if provision contained in Paragraphs 8 or 9 is detegohio be invalid or unenforceable, such
provision shall be deemed modified so as to belaid enforceable to the full extent lawfully peted.

(5) REMEDIES. Executive agrees that (i) the praisi of Paragraphs 8 and 9 are reasonable and agcéssthe protection of the Compal
(i) the Company would not have entered into thigfement unless the Executive agreed to the imeiuwsi such provisions; (iii) such
provisions may not be adequately enforced by apraédr damages and (iv) in the event of a bre&aeheof by Executive, the Company shall
be entitled to apply for and obtain injunctive e¢iin any court of competent jurisdiction to retréne breach or threatened breach of such
violation or otherwise to enforce specifically symovisions against such violation, without theessity of the posting of any bond by the
Company. The forgoing remedies are in additiomty rights the Company may have against Executiveldmnages in the event Executive
breaches any of the provisions of Paragraphs ®and

10. PREVIOUS EMPLOYER.

(1) COMMITMENT TO PAY/FUND. The Company agrees &ké the following actions with respect to the faling commitments with
respect to Executive's immediately prior employ@terprise Asset Management, Inc. ("EAM") and Exieeu

(i) LONG-TERM COMPENSATION ("LTC"). The Company dhaay the LTC to Executive as follows: (x) 1/3 commencement of the
Employment Period and 1/3 on each of the secondanth anniversaries of the commencement of th@lByment Period and (y) if this
Agreement is terminated for any reason,
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Company shall make a lump sum payment equal tpribsent value (discounted at 10% per annum) ofiapgid LTC (the "LTC
PAYMENT"). Executive shall reimburse Company to éxtent Executive receives payment from EAM of Lg&d by the Company.

(il LOAN GUARANTEES. If EAM fails to continue togprantee existing loans owed by Executive, the Gayghall provide replacement
loans on the same or better terms and conditiotiseasxisting loans ("REPLACEMENT LOANS").

(iii) LOAN REPAYMENT. If EAM demands repayment prito maturity of existing loans to Executive fromA®, the Company shall
provide replacement loans on the same or bette@istand conditions as the existing loans ("NEW LOANS

Executive's LTC, guarantees and loans are list&OHEDULE B attached hereto.

Notwithstanding the foregoing, the Replacement Iscamd New Loans shall have a term of no less thae {(3) years with principal payat
from time to time from the net after-tax proceeelsaived by Executive (the "NET PROCEEDS") frontliig LTC Payment; (ii) the exercise
of Share Options; (iii) payments due to Executhaaf the Company upon termination of Executive's legrpent under this Agreement; and
(iv) the assets which were purchased with the madgsdérom the loans which have been replaced bRéacement Loan or the New Loan
(collectively, the "COLLATERAL"). The Company mayfset Net Proceeds payable by it to Executive agjdhre Replacement Loan or the
New Loan and any such offset shall reduce the thestanding principal amount of such loan. The Reginent Loans and New Loans sl
be nonrecourse to Executive and the Company'seoteirse for the repayment of any Replacement Loahew Loans shall be to the
Collateral.

(2) INDEMNITY. In the event the Executive is madarty or threatened to be made a party to any actigihor proceeding, whether civil,
criminal, administrative or investigative (a "PROEIENG"), by EAM, its officers, directors, equity eers or Affiliates, by reason of
Executive's having negotiated or entered into Agieeement or otherwise having become an employé¢eeo€ompany, the Company shall
indemnify, hold harmless and defend Executive againy and all claims, demands, suits, judgmestgssments and settlements including
all expenses incurred or suffered by Executivedinnection therewith (including, without limitatioall legal fees incurred using counsel
reasonably acceptable to Executive) (collectivaDAMAGES"). Expenses incurred by Executive in coctin with
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any Proceeding shall be paid by the Company inrackvapon request of Executive that the Companyspaki expenses.

(3) REPRESENTATIONS. Executive hereby representsvearrants to the Company that Executive has nterred into any written or oral
agreement for employment with EAM or any other parsr entity other than the letter agreement ditatuary 1, 1998 regarding the
payment of LTC.

(4) SURVIVAL. The provisions of this Paragraph shiamain in effect after this Agreement is termethirrespective of the reasons for
termination.

11. ARBITRATION.

The parties hereto will endeavor to resolve in gfziith any controversy, disagreement or claim ag$etween them with respect to the
interpretation, performance or operation of Panalgseb(a)(iv)(A)(1) and 5(a)(vii)(E) of this Agreentelf they are unable to do so, any such
controversy, disagreement or claim will be subrdit® binding arbitration, for final resolution waht appeal, by either party giving written
notice to the other of the existence of a disputh respect to such Paragraph which it desireat@ larbitrated. The arbitration will be
conducted in New York, New York by a panel of th(8garbitrators and will be held in accordancewiite rules of the American Arbitration
Association. Of the three arbitrators, one willdedected by the Company, one will be selected cHtve and the third will be selected by
the two arbitrators so selected. Each party witlfipdhe other party of the arbitrator selectedhgy or it within fifteen (15) days after the
giving of the written notice referred to in thisrBgraph 11. The decision and award of the arbisatwst be in writing and will be final and
binding upon the parties hereto. Judgment upoawsrd may be entered in any court having jurisoicthereof, or application may be made
to such court for a judicial acceptance of the aveard an order of enforcement, as the case meayuixgect to the provisions of Paragraph 12
(b), the expenses of arbitration will be borneéoadance with the determination of the arbitrators

12. INDEMNIFICATION/LEGAL FEES/'KEY MAN" INSURANCE.

(1) INDEMNIFICATION. In the event the Executiveisade party or threatened to be made a party t¢?eogeeding, by reason of
Executive's employment with or serving as an offimedirector of the Company, the Company shalemdify, hold harmless and defend
Executive to the fullest extent authorized by Ohig, as the same exists and may hereafter be amieageinst any and all Damages and !
indemnification shall continue as to Executive eaéter Executive is no longer employed by the Comypend shall inure to the benefit of her
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heirs, executors, and administrators. Notwithstagde foregoing, Executive shall not be entitieihdemnification pursuant to this
Paragraph 12(a) if a court or other tribunal cosisely determines that Executive engaged in actioc®nnection with Executive's
employment with the Company which were committetlad faith, were the result of active and delibedishonesty, or constitute willful
misconduct, fraud or gross negligence.

Expenses incurred by Executive in connection with Rroceeding referred to in this Paragraph 12 blegbaid by the Company in advance
upon request of Executive that the Company pay sMpknses; but only in the event that Executivd bae delivered in writing to the
Company an undertaking to reimburse the CompangxXpenses with respect to which Executive is ntitled to indemnification.

The provisions of this Paragraph shall remain faatfafter this Agreement is terminated irrespextif the reasons for termination. The
indemnification provisions of this Paragraph sinali supersede or reduce any indemnification pravtdeExecutive under any separate
agreement, or the by-laws of the Company sinceiiitended that this Agreement shall expand aneheixthe Executive's rights to receive
indemnity.

The Company shall maintain in effect during the toyment Period a directors' and officers' liabilitgurance policy, with a policy limit of
at least $10,000,000, subject to customary exahssiwith respect to claims made against officetsdirectors of the Company.

(2) LEGAL FEES. Except as set forth below, if amyntest or dispute shall arise between the CompadyEaecutive regarding or as a result
of any provision of this Agreement, the Companylgbey, or reimburse Executive for, all legal fee®l expenses reasonably incurred by
Executive in connection with such contest or disp®ROVIDED, HOWEVER, that if Executive is not sassful in respect of substantially
all of Executive's claims pursued or defended imneetion with such contest or dispute, Executivalgiay or reimburse the Company for all
such fees and expenses advanced by the Compargutieeshall pay the first $25,000 of her fees)xgenses as they are incurred and the
Company shall pay all such fees and expenses @%030 as they are incurred. If Executive is susfoéi respect of substantially all of
such claims, the Company shall reimburse Exectditivany amounts paid by Executive as soon as et following the final resolution «
such contest or dispute.

(3) KEY MAN INSURANCE. Executive shall cooperatethyiand take such actions as may be reasonablgstgfuby,

21



the Company in the event the Company determinebtain "key man" insurance with respect to Exeautiv
13. SUCCESSORS AND ASSIGNS.

(1) COMPANY. Unless Executive elects to termindiis Agreement as a result of a Change in ContrelGompany shall require any
successor (whether direct or indirect, by purchamger, consolidation or otherwise) to all or sabsally all of the business and/or assets of
the Company, to expressly assume and agree tarpetifiic Agreement in the same manner and to the satent that the Company would
required to perform it if no such succession h&érnaplace.

(2) EXECUTIVE. This Agreement and all rights of EEx¢ive hereunder may be transferred only by willher laws of descent and
distribution. Upon Executive's death, this Agreetaerd all rights of Executive hereunder shall intaréhe benefit of and be enforceable by
Executive's beneficiary or beneficiaries, persamdégal representatives, or estate, to the extepntsuch person succeeds to Executive's
interests under this Agreement. Executive shaéritéled to select and change a beneficiary or fi@ages to receive any benefit or
compensation payable hereunder following Execuwgtisleath by giving Company written notice therebExXecutive should die following the
date of termination while any amounts would stilgmyable to him hereunder if he had continued/& &ll such amounts, unless otherwise
provided herein, shall be paid in accordance withterms of this Agreement to such person or psrsorappointed in writing by Executive,
including, without limitation, under any applicalgian, or otherwise to her legal representativesstate.

14. MODIFICATION OR WAIVER.

No amendment, modification, waiver, terminatiorcancellation of this Agreement shall be bindingfiective for any purpose unless it
made in a writing signed by the party against whesrforcement of such amendment, modification, waitegmination or cancellation is
sought. No course of dealing between or among dniges to this Agreement shall be deemed to affetd modify, amend or discharge any
provision or term of this Agreement. No delay oe ffart of the Company or Executive in the exerofsany of their respective rights or
remedies shall operate as a waiver thereof, argingte or partial exercise by the Company or Exgeutf any such right or remedy shall
preclude other or further exercise thereof. A waferight or remedy on any one occasion shallbetonstrued as a bar to or waiver of any
such right or remedy on any other occasion.
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The respective rights and obligations of the paitiereunder shall survive the Executive's termomatif employment and termination of this
Agreement to the extent necessary for the intepdeskrvation of such rights and obligations.

15. NOTICES.

All notices or other communications required ompidted hereunder shall be made in writing and dimitlieemed to have been duly given if
delivered by hand or delivered by a recognizedveeyi service or mailed, postage prepaid, by exprssified or registered mail, return
receipt requested, and addressed to the Compdhg atidress set forth above or Executive at heneaddhs set forth in the Company records
(or to such other address as shall have been piyiprovided in accordance with this Paragraph 15)

16. GOVERNING LAW.

This agreement will be governed by and construet@ordance with the laws of the State of New Yeitkout regard to principles of
conflicts of laws thereunder.

17. SEVERABILITY.

Whenever possible, each provision and term ofAli®ement shall be interpreted in such manner s &ffective and valid under applica
law, but if any provision or term of this Agreemehiall be held to be prohibited by or invalid undach applicable law, then, such provision
or term shall be ineffective only to the extensath prohibition or invalidity, without invalidatnor affecting in any manner whatsoever the
remainder of such provisions or term or the renmgjnarovisions or terms of this Agreement.

18. COUNTERPARTS.

This Agreement may be executed in separate cowantsrgach of which is deemed to be an originaltatd of which taken together shall
constitute one and the same agreement.

19. HEADINGS.

The headings of the Paragraphs of this Agreemennaerted for convenience only and shall not el to constitute a part hereof and
shall not affect the construction or interpretatidrihis Agreement.

20. ENTIRE AGREEMENT.
This Agreement constitutes the entire agreemetiteoparties with respect to the subject matterdfeard supersedes
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all other prior agreements and undertakings, battiem and oral, among the parties with respethéosubject matter hereof.
21. EXCULPATION.

Notwithstanding anything contained herein to thetary, this Agreement is made and executed onlbehthe Company by its officer(s) ¢
behalf of the trustees thereof, and none of th&térs or any additional or successor trustee heregipointed, or any beneficiary, officer,
employee or agent of the Company shall have abifitiain her personal or individual capacity, bostead, Executive shall look solely to the
property and assets of the Company for satisfactiariaims of any nature arising from or in conm@ttwith this Agreement.

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the undersigned have executedAgreement as of the date first above written.

Name:

COMPANY:

FIRST UNION REAL ESTATE EQUITY AND
MORTGAGE INVESTMENTS

By:

Title:

EXECUTIVE:



Anne Zahner

22. Greenburgh, NY

23. NYC Holdings

24. Angelene

25. Chester Apartments

26. Emax Securities (various entities)

27. Peru Mall

None

Schedule A

Existing Investments

Investments Owned

Investments Managed

A-1



Schedule B

Anne Zahner

Long Term Compensation $ 27,
Loans from EAM None
Loans Guaranteed by EAM $139,0

B-1

184.56

00.00
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EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT (the "AGREEMENT") is ented into as of November 2, 1998, by and between MDAV
SCHONBERGER, an individual residing in the Staté&efv York ("EXECUTIVE"), and FIRST UNION REAL ESTAH EQUITY AND
MORTGAGE INVESTMENTS, an Ohio business trust wiffiaes at 55 Public Square, Suite 1900, Clevel@iup 44113(the
"COMPANY").

RECITALS

WHEREAS, the Company desires to employ ExecutivExasutive Vice President and Executive desirdsetemployed by the Company as
Executive Vice President.

NOW, THEREFORE, in consideration of the premises ie mutual covenants and agreements set fordilhéine parties hereby agree
follows:

1. EMPLOYMENT

The Company hereby agrees to employ Executive Exedutive hereby agrees to accept such employmueimgithe period and upon the
terms and conditions set forth in this Agreement.

2. EMPLOYMENT PERIOD

(1) EMPLOYMENT PERIOD. Except as otherwise providedhis Agreement to the contrary, the terms amatlitions of this Agreement
shall be and remain in effect during the perio@miployment (the "EMPLOYMENT PERIOD") establisheddenthis Paragraph 2. The init
Employment Period shall be for a term commencinghendate of this Agreement and ending on the lfioamniversary of the date of this
Agreement, unless earlier terminated as providedinAgreement. Immediately following the executlereof, the Executive shall resign
from all positions as an employee, officer and etiwe of his current employer and its affiliates.

(2) UNEXPIRED EMPLOYMENT PERIOD. If Executive's eftogment with the Company is terminated, for purgoskthis Agreement the
term "UNEXPIRED EMPLOYMENT PERIOD" shall mean therfjpd commencing on the date of such terminatiahearding on the last day
of the Employment Perior



3. SERVICES/PLACE OF EMPLOYMENT

(1) SERVICES. During the Employment Period, Exeaighall hold the position of Executive Vice Presitd Executive shall devote his best
efforts and such business time, skill and attengixriusively to the business of the Company (othen absences due to vacation, iliness,
disability or approved leave of absence) as is sgarg to perform such duties as are customarifippaed by similar executive officers
together with such other reasonable duties as reagdye specifically enumerated from time to timethm Company's board of trustees
("BOARD OF TRUSTEES" or "BOARD") PROVIDED, HOWEVERhat the foregoing is not intended to precludedtxge from (i) owning
and managing personal investments, including r&tate investments, in accordance with Paragragébhor (ii) engaging in charitable
activities and community affairs, provided that W}h respect to the activities referenced in ctaus

(i), Executive obtains the prior approval of thea®d as to the amount of time Executive will dewotsuch activities and (y) the performance
of the activities referred to in clauses (i) anyidf this Paragraph 3(a) does not prevent Exeeuftiom devoting sufficient business time to the
Company to carry out Executive's duties as Exeeuifiice President.

(2) PLACE OF EMPLOYMENT. The principal place of elopment of Executive shall be at the Company's etiee offices in New York
(Manhattan County), New York.

4. Compensation and Benefits

(1) SALARY. During the first twelve (12) months thfe Employment Period, the Company shall pay Exee@n annual base salary in the
amount of $200,000 payable in accordance with twgany's regular payroll practices. Executive'suahbase salary shall be reviewed
annually in accordance with the policy of the Comypand shall be subject to upward adjustment baped, among other things, Executive's
performance, as determined in the sole discretigheoBoard PROVIDED HOWEVER that the annual inse# base salary for each yea
the Term shall be at least 5% over the annual balsey for the previous year (the annual baseysakadjusted from time to time is
hereinafter referred to as the "ANNUAL BASE SALARYTn no event shall Executive's Annual Base Sallasffect at a particular time be
reduced without his prior written consent.

(2) TAXES AND WITHHOLDING. The Company shall haveetright to deduct and withhold from all compermatall social security and
other federal, state and local taxes and chargé&hwhrrently are or which hereafter may be requivg law to be so deducted and withheld.
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(3) ADDITIONAL BENEFITS. In addition to the othepmpensation payable pursuant to this Agreement ke shall be entitled to the
following.

(1) BENEFITS. All fringe benefits and perquisitesaae generally made available from time to timalkemployees and/or to executives of
the Company generally and to participate in anysjmm profit-sharing or similar plan or programadgished from time to time by the
Company for the benefit of its employees and/orcaikees generally, subject to the provisions ofsplans. In any event, Executive's health
insurance coverage shall commence on the datésoAgreement (or the Company shall reimburse Exeetdior COBRA payments until su
coverage can commence).

(2) MEMBERSHIP FEES. Membership fees and costsdasonable and customary memberships in profedsiayenizations.

(3) EXPENSE REIMBURSEMENT. Reimbursement for reagua business expenses incurred by Executive thdtance of the interests of
the Company, subject to the reasonable procedstablished by the Company from time to time witbpect to substantiation and approval.

(4) VACATION AND SICK LEAVE/PERSONAL DAYS. Such pards of paid vacation and sick leave/personal @dlgsvance each year
(not less than four (4)weeks vacation and seveddy$ of sick leave/personal days per full twell/2) (month period) that are consistent with
the Company's vacation and sick leave/personal paljcy for senior management.

(5) SHARE OPTIONS. GRANT. The grant upon executibthis Agreement of share options ("SHARE OPTION®"acquire 360,000
shares of the Company's common shares of bendfitéaest ("COMMON SHARES").

The parties acknowledge that the Company's 1994 O@mm Incentive Performance Plan (the "PLAN") donescontain a sufficient number
of Common Shares issuable under the Plan to cbeeutl amount of the Share Options as of the dathis Agreement. Notwithstanding the
foregoing, the Company hereby grants Executivduti@umber of Share Options subject to the condithat the grant of such Share Options
("CONDITIONAL OPTIONS") shall be conditioned on



the approval by the shareholders of the Comparmsydh grant (if required) and amendments to the iAleneasing the number of Common
Shares issuable thereunder and otherwise permittsn@hare Options and Additional Share Optionslédimed herein) to be issued in
accordance with the terms of this Agreement. Then@any shall use its reasonable best efforts tarobtach approval. If the Company has
not obtained such shareholder approval by Jun&é®®, such failure shall permit Executive to terainthis Agreement for Good Reason in
accordance with the terms of this Agreement, inclltiase such Conditional Options shall be forfeited

VESTING/EXERCISE. All of the Share Options shalkvas of the date of this Agreement but may onlgxercised as follows:

twenty-five (25%) percent of each of the $6.50 G (as defined herein) and $8.50 Options (as eléfirerein) shall become exercisable on
each anniversary of the Employment Period whetheobthe Executive is employed by the Companyumhanniversary. Notwithstanding
the foregoing, Share Options granted to Executiad! §I) become exercisable in full upon (a) a Gem Control (as defined herein); (b) a
termination by the Company without Cause (as ddfimerein); (c) a termination by the Executive famod Reason (as defined herein); or (d)
the eighteen (18) month anniversary of the Comgmgiyg placed into voluntary or involuntary bankiypif Executive has not terminated his
employment prior to such eighteen (18) month amsiugy; (1) become exercisable Pro Rata (as defirerdin) in the event of a termination
due to death or Disability (as defined herein) @mare Options in clauses (I) and (I) being cailety defined together with any Share
Options which have previously become exercisablthbi terms, as the "EXERCISABLE OPTIONS"); antd)(be forfeited in full (whether
exercisable (unless previously exercised) or urgisaile) upon a termination by the Company for @4as defined herein). "PRO RATA"
means an amount of Share Options (half of whichi blee$6.50 Options and half of which shall be $8@ptions) equal to

(x) the percentage equal to (i) the number of deyre the commencement of the Exercise Year (andéfherein) through the date of the
termination event divided by (ii) 365;



MULTIPLIED BY (y) the number of Share Options whialould otherwise have become exercisable durindetegcise Year in which the
termination event occurs. "EXERCISE YEAR" meanstthelve months commencing on the last date prigetimination on which the Share
Options became exercisable (or from commencemethiedEmployment Period if termination occurs dutting first twelve months of such
commencement).

The Company shall provide Executive 30 days' psiditen notice of the record date for any divideod®ther distributions being paid with
respect to the Common Shares. If such dividendheralistribution would trigger Executive's rightterminate this Agreement due to a
Change in Control (the "TRIGGER EVENT"), then, nithstanding anything herein to the contrary, thar8iOptions shall become
exercisable in full as of the date of such notROVIDED, HOWEVER, that (i) any exercise of sucla&hOptions by Executive shall only
become effective upon the Trigger Event being comsated and (ii) if the Trigger Event is not consuatea, any such Share Options which
were not yet exercisable as of the date of thegBrigcvent shall again become unexercisable umtititite they would have otherwise become
exercisable in accordance with the terms of thiss&ment.

Notwithstanding anything herein to the contranthié exercise price adjustment (see below) resuttse exercise price of a Share Opt
equaling zero, such Share Option shall immedidiejome exercisable.

EXERCISE PRICE. The option exercise price with rdga the Share Options granted shall be as foll®@%6 at $6.50 per Common Share
(the "$6.50 OPTIONS") and 50% at $8.50 per Comminar S (the "$8.50 OPTIONS"). The exercise priceawheShare Option will be
adjusted (but not below zero) on each annivershitg grant by an amount equal to (i) an increast086 per annum (compounded annually)
MINUS (ii) all dividends or other distributions @huding the value of non-cash dividends, includivithout limitation, share dividends and
spin-off distributions) declared per Common Sharetlie applicable year. Notwithstanding the foregoithe adjustment to the exercise price
set forth in clause (i) in the preceding senteradl s



(x) not commence until the eighteen (18) month eensiary of the commencement of the Employment Beaod (y) be applied ratably at the
time(s) Executive exercises the Share Options feShare Options are exercised on the 20-montlivarsary of the commencement of the
Employment Term, the exercise price in effect aat thate would be increased by 1.667% (2/12 of 1i®¥#us any dividends paid on or prior
to the date of exercise (to the extent such divddemere not previously deducted)).

OPTION EXERCISE TERM. Subject to the terms of thgreement, all Share Options shall be exercisaiyld® years following the date
upon which they are granted unless they expiréeganl accordance with this Agreement. In the ews#nthe non-renewal of this Agreement
after the expiration of the Employment Period, a@fe of Control (unless Executive does not terreihé& employment under this
Agreement in which event the Share Options shaikia exercisable until they would otherwise expingler the terms of this Agreement), a
termination without Cause, a termination for GoahBon, death or a termination by reason of Disgpdil Exercisable Options shall remain
exercisable for six (6) months following such evaftér which they shall expire. In the event oéartination without Good Reason, (i) all
Share Options which were already exercisable poithe date of termination shall remain exercisétehirty (30) days after such event of
termination after which they shall expire, and &iiljthe Share Options which are not yet exercesghbibr to the date of termination shall be
exercisable for thirty (30) days after the datendrich they become exercisable in accordance wéttéhms of this Agreement after which
they shall expire (the "POST-EXERCISABLE Options").

Notwithstanding the foregoing, the option exerdesen of all Share Options intended to be treateid@mntive stock options shall be st
shorter period of time as may be required for itiverstock option treatment pursuant to Section d2he Internal Revenue Code of 1986
amended (the "CODE").

COMPANY CALL OPTION. With respect to the Post-Exisable

Options, the Company shall have



the right (the "CALL OPTION") to require Executite transfer the Post-Exercisable Options to the @ at any time after the date of
termination by Executive of his employment With@dod Reason for a price equal to the "Exercise&ir@as defined herein). If such
Exercise Spread is zero or less, the Company mahase the Post-Exercisable Options for no corsiiier. The Company shall provide
written notice to Executive that it is exercisitg tCall Option and the date on which such notickemmed to have been given under the t
of this Agreement shall be deemed the "VALUATION D&'. The "EXERCISE SPREAD" shall be

(i) the difference between (a) the exercise prica Bost-Exercisable option and (b) the "Closinigd®rof a Common Share on the Valuation
Date. The "CLOSING PRICE" means (i) if the Commdra&s are listed or admitted to trading on the Newk Stock Exchange (the
"NYSE"), the American Stock Exchange ("AMEX") angtional securities exchange or the Nasdaq Stock&i&@NASDAQ"), the closing
price on the Valuation Date, or if no such saleetalace on such day, the average of the closthgri asked prices on such day; (ii) if the
Common Shares are not listed or admitted to tradmthe NYSE, the AMEX, any national securitiestetge or the Nasdagq, the last
reported sale price on the Valuation Date or, ibate takes place on such day, the average ofdbimg bid and asked prices on such day, as
reported by a reliable quotation source designbayetithe Company; or (iii) if the Common Shares astlisted or admitted to trading on the
NYSE, the AMEX, any national securities exchangéherNasdaq and no such last reported sale priciwsing bid and asked prices i
available, the average of the reported high bidlamndasked prices on the Valuation Date, as repdsiea reliable quotation source design
by the Company, or if there shall be no bid andedgirices on the Valuation Date, the average ohitpe bid and low asked prices, as so
reported, on the most recent day (not more than(by days prior to the date in question) for whicites have been so reported; PROVID
HOWEVER, that if there are no bid and asked prieported during the five (5) days prior to the datquestion, the Closing Price of the
Common Shares shall be determined by the indepéidistees of the
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Company acting in good faith on the basis of susttations and other information as they considethéir reasonable judgment, appropri

ISOS. Any Share Options granted hereunder shalN\eENTIVE STOCK OPTIONS" under Section 422 of tGede to the maximum exte
possible under the Code, subject to Executivefgatgsapplicable employment and holding period riegments under the Code.

TRANSFERABILITY. Executive shall not be entitled &ssign, hypothecate, alienate, pledge or othernassfer the Share Options excer.
a member of Executive's Immediate Family or antgrtintrolled by Executive or Executive's Immedigtenily (other than Share Options
intended to be incentive stock options within theaming of Section 422 of the Code which shall reotrbnsferable). "IMMEDIATE
FAMILY" shall mean a spouse, child, parent, sibloxgndaw. Any such transferee shall be bound by the $esfrthis Agreement and the P
with respect to such Share Options.

(6) ADDITIONAL SHARE OPTIONS. The grant of additiahshare options ("ADDITIONAL SHARE OPTIONS") in @mount equal to 1%
of the first $120 million of equity (common or catible preferred securities)("NEW EQUITY") raisbd the Company subsequent to
October 15, 1998. The Additional Share Optionsldi@tonsidered "Share Options" for purposes af Algireement except that (i) such
options shall be granted and shall vest as of #te of issuance of the New Equity; (ii) the perrshaxercise price of such options shall be
equal to the per share issue price of the New Fgaiitd (iii) such options shall become and remagresable (or be immediately exercisa

in the same proportion and same manner and durididrthe previously granted Share Options aradjyre@xercisable or become exercisable
(E.G. if 25% of the previously granted Share Oibave already become exercisable at the time dditidnal Share Options are granted,
25% of all the Additional Share Options shall beriadiately exercisable upon grant, with the balasfdbe Additional Share Options
proportionally becoming exercisable on the sametéle as the previously granted Share Optiongdtlition, Executive shall be entitled to
receive



such other share options as may be granted bydhadBn its sole discretion.

(VilLEGAL FEES AND COSTS. Payment of the Executsveeasonable legal fees incurred in connectioh thi¢ preparation and negotiation
of this Agreement, up to an aggregate maximum &{@&» for Executive, Daniel P. Friedman and Anne N.

Zahner.
5. TERMINATION OF EMPLOYMENT AND CHANGE IN CONTROL

(1) REASON FOR TERMINATION. Executive's employmérgreunder may be terminated during the Employmerio® under the
following circumstances:

(1) CAUSE. The Company shall have the right to teate Executive's employment for Cause upon Exeesti(A) conviction of, or plea of
guilty or no contest to, an illegal act with respicthe Company; (B) conviction of, or plea of lgubr no contest to, a felony involving moral
turpitude; or (C) Executive's willful and continugdlure to use best efforts to substantially perfdiis duties hereunder (other than any such
failure resulting from Executive's (x) incapacityedto Disability or (y) inability due to the unremsbleness of the duties requested to be
performed) or willful misconduct or gross negligena the performance of his duties hereunder foeréod of thirty (30) days after written
demand for substantial performance is delivdngthe Company specifically identifying the manimmewhich the Company believes Execul
has not substantially performed his duties or eadag actions which constitute willful misconductgyoss negligence, PROVIDED,
HOWEVER, that no termination for Cause shall oamnless a majority of the Board has voted to tertaifixecutive for Cause after
Executive has received notice and an opportunitute the alleged Cause in accordance with thiagPaph 5(a)(i) and has failed to do so. If
the Executive is terminated for Cause, the daterofiination shall be the date such written demardklivered. Additionally, no act, or failt
to act, on Executive's part shall be considered'!IWUL" unless done, or omitted to be done, by hijmpt in good faith and (1) without
reasonable belief that his action or omission wdsiitherance of the interests of the Company.

(2) DEATH. Executive's employment hereunder shalninate upon his death.
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(3) DISABILITY. The Company shall have the rightterminate Executive's employment due to "Disapbilih the event that there is a
determination by the Company, upon the advice dhdapendent qualified physician mutually seledigdExecutive and the Company, that
Executive has become physically or mentally incémabperforming his duties under this Agreement anch disability has disabled
Executive for a period of one hundred eighty (188ys out of three hundred and sixty (360) days. (1)

(4) GOOD REASON. Executive shall have the rightetiominate his employment for "Good Reason": (A)ulee occurrence of any material
breach of this Agreement by the Company which shalude but not be limited to: (1) an assignmenExecutive of duties materially
inconsistent with Executive's status as Executiige VPresident or a material and adverse alteratitime nature of, or material diminution in,
Executive's duties and/or responsibilities, repgrobligations, titles or authority; (2) upon auetion in Executive's Annual Base Salary or a
material reduction in other benefits (not affectthg Company's executives generally) or a failarpay such amounts when due; and (3) t
the relocation of the Company's principal executiffeces or Executive's own office location to @dtion outside of Manhattan, it being
acknowledged that the Company shall establish ficedh Manhattan although as of the date here@f@bmpany does not yet have such an
office; (B) upon the Company's failure to nominBtniel P. Friedman ("FRIEDMAN?") for election to tB®ard of Trustees or the Compar
failure to use its reasonable best efforts to dieieidman to the Board; (C) upon Friedman beingddrto resign from the Board without
Cause;(D) upon Friedman's termination of his Emmlegt Agreement for Good Reason; (E) upon the Cognpaimg placed into voluntary
involuntary bankruptcy; or (F) the Company's faltio obtain shareholder approval pursuant to Papigd(c)(v); provided, HOWEVER, that
no termination for Good Reason shall occur unlees@ompany has received notice from Executiverofiteation for Good Reason and the
Company has failed to cure such alleged actionhvitiay have given rise to Executive's right to teate for Good Reason within thirty (30)
days after written notice of such alleged actiangdlivered to the Company specifically identifysgch alleged actions.
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Any dispute between the parties as to an allegeddbrby the Company as set forth in clause (Aj¢dbya shall be resolved by arbitration
pursuant to Paragraph 11.

(5) WITHOUT CAUSE. The Company shall have the ritghterminate the Executive's employment hereundttiout Cause subject to the
terms and conditions of this Agreement.

(6) WITHOUT GOOD REASON. The Executive shall halie tight to terminate his employment hereundereitiGood Reason subject to
the terms and conditions of this Agreement.

(7) CHANGE IN CONTROL. Executive shall have thehtigo terminate his employment hereunder follonanGhange in Control. For
purposes of this Agreement "Change in Control"Ilghakn that any of the following events has ocalir(#)

(A) An acquisition (other than directly from the @pany)

of any voting securities of the Company (treatifig a
classes of outstanding voting securities or other
securities convertible into voting securities as if
they were converted into voting securities) (the

"VOTING SECURITIES") by any "person", "entity" or
"group of affiliated persons" (as such terms aedus
for purposes of Section 13(d) or 14(d) (collectyvel
"PERSONS") of the Securities Exchange Act of 134,
amended (the "1934 Act") (other than Gotham Pastner
L.P. ("GOTHAM"), Apollo Real Estate Advisors, L.P.
("APOLLQ") or any affiliate of Gotham or Apollo or
entity in which Gotham or Apollo own at least a 50%
interest (collectively, the "GOTHAM/APOLLO ENTITIEY
immediately after which such Person has "Beneficial
Ownership" (within the meaning of Rule 13d-3
promulgated under the 1934 Act and irrespectivanyf
vesting or waiting periods) of thirty (30%) percemt
more of the combined voting power of the Compathés
outstanding Voting Securities; provided, howevieatt
in determining whether a Change in Control has
occurred, Voting Securities which are acquired in a
"Non-Control Acquisition" (as hereinafter defined)
shall not constitute an acquisition which would sma
Change in Control. A "NON-CONTROL ACQUISITION" stal
mean an acquisition by (1) an employee benefit fdan

a trust forming a part thereof) maintained by b t
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Company or (y) any corporation or other Person loittv a majority of its voting power or its equitycairities or equity interest is owned
directly or indirectly by the Company (a "Subsigigr (2) the Company or any Subsidiary, or (3) &®rson in connection with a "Non-
Control Transaction."

(B) Six (6) of the ten (10) individuals who werepajnted to the Board after April 1, 1998 (the "INRIBENT BOARD") cease for any reas
to be members of the Board; PROVIDED, HOWEVER, ih#te election, or nomination for election by tBempany's shareholders, of any
new trustee was approved by Friedman, such newegshall, for purposes of this Agreement, be ctamed as a member of the Incumbent
Board.

(C) A merger, consolidation or reorganization iniod) the Company, unless

(1) the shareholders of the Company, immediatelgrbesuch merger, consolidation or reorganizatiom, directly or indirectly, immediate
following such merger, consolidation or reorgarizatmore than seventy (70%) percent of the combirsging power of the outstanding
Voting Securities of the entity resulting from sunlerger or consolidation or reorganization (the RMIVING ENTITY") in substantially the
same proportion as their ownership of the Votingusities immediately before such merger, consadilictadr reorganization, and

(2) the individuals who were members of the Incuntti&oard immediately prior to the execution of #yggeement providing for such merger,
consolidation or reorganization constitute at Iéast-thirds of the members of the board of direstoirthe Surviving Entity or an entity
beneficially owning, directly or indirectly, a maity of the Voting Securities of the Surviving Bytiand

(3) no Person (other than the Company, any Subgidiay employee benefit plan (or any trust forméngart thereof) maintained by the
Company, the Surviving Entity or any Subsidiaryaay Person who, immediately prior to such mergensolidation or reorganization had
Beneficial Ownership of thirty (30%) percent or
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more of the then outstanding Voting Securities) sydirectly or indirectly, thirty percent or morétbe combined voting power of the
Surviving Entity's then outstanding voting secesti

A transaction described in clauses (1) throughs(@Jl herein be referred to as a "Non-Control Taatisn".
(D) A complete liquidation or dissolution of the @pany.

(E) the Company makes aggregate cash or non-cssibdtions to its shareholders of the proceeds fiiee sales of assets equal to or greater
than $4.00 per Common Share and immediately foligveuch distribution the "Net Asset Value" of then@pany is less than $150 million.
"NET ASSET VALUE" shall be the fair market valuealf of the Company's assets (as determined by ahaggreement of Executive and the
Company or, if the parties cannot agree, by artratbr in accordance with Paragraph 11) less ath@my liabilities.

Notwithstanding the foregoing, a Change in Corgtall not be deemed to occur solely because arspRé¢the "SUBJECT PERSON
acquired Beneficial Ownership of more than the peech amount of the outstanding Voting Securitisgaesult of the acquisition of Voting
Securities by the Company which, by reducing thalper of Voting Securities outstanding, increasespitoportional number of shares
Beneficially Owned by the Subject Person, provitteat if a Change in Control would occur (but foe thperation of this sentence) as a result
of the acquisition of Voting Securities by the Camp, and after such share acquisition by the Comnpghe Subject Person becomes the
Beneficial Owner of any additional Voting Secusstiwhich increases the percentage of the then odiisig \VVoting Securities Beneficially
Owned by the Subject Person, then a Change in @aftall occur.

(2) NOTICE OF TERMINATION. Any termination of Exetive's employment by the Company or any such teation by Executive (other
than on account of death) shall be communicatedrityen Notice of Termination to the other partyéte. For purposes of this Agreement, a
"NOTICE OF TERMINATION" shall mean a notice whichadl indicate the specific termination provisiortitis Agreement relied upon and
shall set forth in reasonable detail the facts@meimstances claimed to provide a basis for teation of Executive's
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employment under the provision so indicated. Inebent of the termination of Executive's employn@mmiaaccount of death, written Notice of
Termination shall be deemed to have been provideti® date of death.

6. COMPENSATION UPON TERMINATION OF EMPLOYMENT

(1) BY THE COMPANY FOR CAUSE OR BY EXECUTIVE WITHOUGOOD REASON. In the event the Company termin&tescutive':
employment for Cause or Executive terminates higlepment without Good Reason, the Company shallepagcutive and Executive shall
be entitled to receive any (i) unpaid Annual Baaa& at the rate then in effect accrued throughiaaluding the date of termination and (ii)
reimbursement of expenses incurred prior to the datermination ("EXPENSE REIMBURSEMENT").

Except for any rights which Executive may haverpaid salary amounts, the LTC Payment (as defireelit) and Expense Reimbursement
through and including the date of termination amérgisable Options (and, with respect to a ternomaby Executive without Good Reason,
any Share Options which have not yet become exaieion the date of termination), the Company stale no further obligations hereun
following such termination other than pursuant éséraphs 6(d), 10 and 12. The aforesaid amouatstshpayable in full immediately upon
such termination.

(2) UPON DEATH OR DISABILITY. In the event of termation of Executive's employment as a result dfeziExecutive's death or
Disability, the Company shall pay to Executive, éssate or his personal representative (i) theuacktbut unpaid Annual Base Salary at the
rate then in effect; (ii) earned but unpaid incemttompensation or bonuses for completed perforempadods;

(i) an amount equal to 12 months of the Annuas®&alary at the rate then in effect (the "SALARXMYRMENT"); and (iv) Expense
Reimbursement. The aforesaid amounts shall be pajrabash without discount for early paymenthat option of Executive, his estate or
personal representative, either in full immediatghpn such termination or monthly over the UnexgpiEanployment Period (the "PAYMENT
ELECTION"). In the event of termination of employnmelue to Disability, Executive shall also recedemtinuation of health coverage
through the end of the Unexpired Employment Peoiodhe same basis as health coverage is providéwebgompany for active employees
and as may be amended from time to time ("MEDICARNOTINUATION").

Except for any rights which Executive may have hader including the accrued Annual Base SalaryStiary Payment, Exercisable
Options, the LTC Payment, Expense Reimbursementirating event of a termination of employment du®tsability, Medical Continuation,
the Company shall have no further obligations hedeu following such termination other than
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pursuant to Paragraphs 6(d), 10 and 12. The fanggmyments shall be in addition to any benefitwhach Executive may be entitled under
any insurance maintained by the Company.

(3) BY THE COMPANY WITHOUT CAUSE OR BY EXECUTIVE FR GOOD REASON OR IN THE EVENT OF A CHANGE IN
CONTROL.

(i) NO BANKRUPTCY. In the event the Company terntegmExecutive's employment for any reason other @ause, death or Disability or
Executive terminates his employment for Good Redstirer than as set forth in Paragraph

6(c)(ii)), or in the event of a Change of Conttble Company shall pay to Executive and Executiadl &ie entitled to receive the sum total of:
(A) the accrued but unpaid Annual Base Salaryatale then in effect; (B) earned but unpaid inwerntompensation and/or bonuses for
completed performance periods;

(C)(1) if the effective date of termination is onpior to the eighteen (18) month anniversaryhaf commencement of the Employment Te
an amount equal to three (3) times the Annual Exdary at the rate then in effect or (2) if theeefive date of termination is after the
eighteen (18) month anniversary of the commencewfeiie Employment Term, an amount equal to two @methalf

(2.5) times the Annual Base Salary at the rate theffect (as applicable, the "TERMINATION PAYMEN) and (D) continuation of
Executive's participation in all benefit plans, gm@ms or arrangements of the Company (except takfigal plans), including, without
limitation, Medical Continuation, for a period efd years following such termination. The aforesaitbunt shall be payable in cash without
discount for early payment, at the option of Exa@jtin accordance with the Payment Election.

(i BANKRUPTCY. Executive may not terminate empiognt for Good Reason due to the Company being glimcleankruptcy until the
eighteen (18) month anniversary thereof. If Exa@uthereafter terminates this Agreement, the Comphall pay to Executive and Executive
shall be entitled to receive the same paymentdandfits set forth in Paragraph 6(c)(i); PROVIDEBDWEVER, that if the date of being
placed in bankruptcy is (x) on or prior to the é¢&gn (18) month anniversary of the commencemetiteoEmployment Term, Executive shall
receive the Termination Payment set forth in Paalg6(c)(i)(C)(1) and (y) after the eighteen (1&mth anniversary of the commencement
of the Employment Term, Executive shall receiveTkemination Payment set forth in Paragraph 6(&{iR).

(iii) SECTION 280G. Notwithstanding anything comtad in this Agreement to the contrary, to the extieat any payment or distribution of
any type to or for Executive by the Company, arifiatie of the Company, any person who acquiresenship or effective control of the
Company or ownership of a substantial portion ef@@mpany's assets (within the meaning of Sec8®G2of the Code and the
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regulations thereunder), or any affiliate of suehspn, whether paid or payable or distributed sirithutable pursuant to the terms of this
Agreement or otherwise (the "TOTAL PAYMENTS") iswill be subject to the excise tax imposed undatiSe 4999 of the Code (the
"EXCISE TAX"), then the Total Payments shall beuegld (but not below zero) if and to the extent thegduction in the Total Payments
would result in the Executive retaining a largeoamt, on an after-tax basis (taking into accoudefal, state and local income taxes and the
Excise Tax), than if the Executive received therergmount of such Total Payments. Executive dialk the right to specify the order in
which the Company shall reduce or eliminate theallBayments in order to effectuate the foregoing.

Except for any rights which Executive may have hader including the accrued Annual Base SalaryT#renination Payment, Exercisable
Options, the LTC Payment, Expense Reimbursemeniattical Continuation, the Company shall have nmthier obligations hereunder
following such termination other than pursuant éoegraphs 6(d), 10 and 12.

(4) GENERAL. The parties agree to cooperate tcctiire all termination payments made pursuant ®Algreement in a manner so that such
payments are not subject to the Excise Tax.

7. MITIGATION; PAYMENTS PENDING RESOLUTION OF DISPLES

Executive shall not be required to mitigate amoynatgable under this Agreement by seeking other epnpént or otherwise, and there shall
be no offset against amounts due Executive undeAireement on account of subsequent employmanbukits owed to Executive under
this Agreement shall not be offset by any claims@ompany may have against Executive and such p#yshall not be affected by any otl
circumstances, including, without limitation, arguaiterclaim, recoupment, defense, or other rightiwthe Company may have against
Executive or others. During the pendency of anputis between the Company and Executive with regpebte termination of this
Agreement, the Company shall establish and mai@taiescrow account ("ESCROW ACCOUNT") with Batttaafter LLP ("ESCROW
AGENT") pursuant to an agreement reasonably acbkpta Executive and the Escrow Agent. The Com=all pay into the Escrow
Account from time to time the compensation and easbe of the benefits which would otherwise begldyg to Executive if there were no
dispute. Upon resolution of the dispute, the EscAgent shall pay the funds in the Escrow Accoumnteaglired by the court or arbitrator with
jurisdiction over the dispute or in accordance \tfith joint instructions of the partie

8. NON-COMPETE
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(1) NON-COMPETITION. Executive agrees that, withthus prior written consent of a majority of the Bsdband in accordance with
applicable law, and except as provided in subpa@yB(b), during the Employment Period, Executivalnot invest, manage or otherwise
be engaged in commercial real estate.

(2) EXCLUDED ACTIVITIES. Nothing contained in thRaragraph 8 shall preclude Executive from:

(1) Continuing to own, manage in accordance witst paactices or make additional capital contrilngito Executive's existing investments
listed on SCHEDULE A attached hereto.

(2) making passive investments of 5% or less idiplydisted or traded real estate companies.
9. NO SOLICITATION; CONFIDENTIALITY.

(1) NO SOLICITATION. During the Restricted Pericas(defined herein), Executive shall not, nor causeother person to, without the pr
written consent of the Board, directly or indirg¢tolicit for employment, employ in any capacitynsake an unsolicited recommendation to
any other person that it employ or solicit for eayphent any person who is or was, at any time dutiegemployment Period or the
Restricted Period, an officer, executive or key kyge of the Company or of any of its affiliatesh@ than Friedman and Anne N. Zahner,
whose solicitation, employment or recommendatiotkgcutive shall not be prohibited by the termthas Agreement). As used in this
Agreement, "RESTRICTED PERIOD" shall mean the 6ixnonths following Executive's termination of emyghent for any reason.

(2) CONFIDENTIALITY. Executive acknowledges thatrough his status as Executive Vice President@flbmpany, he has, and will ha
possession of Confidential Information (as defihecein) as to the business of the Company. Exezatjvees that all such Confidential
Information constitutes a vital part of the busme$the Company and its affiliates and is by @tune trade secrets and confidential
information proprietary to the Company and itslaffes. Executive agrees that he shall not divutgeamunicate, furnish or make accessible
(whether orally or in writing or in books, articles any other medium) to any individual, firm, peship, corporation or other entity or
person, any knowledge or information with respedConfidential Information directly or indirectlglating to the business of the Compan
any of its affiliates. The term "CONFIDENTIAL INFOWATION" shall mean any information not generallydan in the relevant trade or
industry or otherwise not generally available te flublic, which was obtained from the Company oiclvlwas learned, discovered,
developed,
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conceived, originated or prepared during or asaltef the performance of any services by Exeeutin behalf of the Company.

(3) RETURN OF COMPANY DOCUMENTS. All memoranda, est lists, notebooks, records and other documentapers (and all copies
thereof), including such items stored in computenrories, portable computers and the like, on michef disk or by any other means, made
or compiled by or on behalf of Executive or madeitable to Executive relating to the Company are stmall be the Company's property and
shall be delivered to the Company promptly upontémination of Executive's employment with the @amy or at any other time after such
termination on request.

(4) UNENFORCEABILITY. The provisions contained idgraphs 8 and 9 as to the time periods and sdfapsivities, persons or entities
affected shall be deemed divisible so that, if provision contained in Paragraphs 8 or 9 is detegohio be invalid or unenforceable, such
provision shall be deemed modified so as to belaid enforceable to the full extent lawfully peted.

(5) 20

(6) Remedies. Executive agrees that (i) the pronsbf Paragraphs 8 and 9 are reasonable and apcéssthe protection of the Company;
(il) the Company would not have entered into thiggement unless the Executive agreed to the imelusfi such provisions; (iii) such
provisions may not be adequately enforced by apnraédr damages and (iv) in the event of a breaehndof by Executive, the Company shall
be entitled to apply for and obtain injunctive e¢iin any court of competent jurisdiction to restrdne breach or threatened breach of such
violation or otherwise to enforce specifically symovisions against such violation, without theessity of the posting of any bond by the
Company. The forgoing remedies are in additiomtp réghts the Company may have against Executiveldnages in the event Executive
breaches any of the provisions of Paragraphs ®and

10. PREVIOUS EMPLOYER

(1) COMMITMENT TO PAY/FUND. The Company agrees &ké the following actions with respect to the fallng commitments with
respect to Executive's immediately prior emplofeterprise Asset Management, Inc.("EAM") and Exaeut

() LONG-TERM COMPENSATION ("LTC"). The Company shpay the LTC to Executive as follows: (x) 1/3 commencement of the
Employment Period and 1/3 on each of the secondamnth anniversaries of the
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commencement of the Employment Period and (y)isf Agreement is terminated for any reason, Comztuayl make a lump sum payment
equal to the present value (discounted at 10% maura) of any unpaid LTC (the "LTC PAYMENT"). Exeotg shall reimburse Company to
the extent Executive receives payment from EAM ©€CLpaid by the Company.

(i) LOAN GUARANTEES. If EAM fails to continue togprantee existing loans owed by Executive, the Gayghall provide replacement
loans on the same or better terms and conditiotiseasxisting loans ("REPLACEMENT LOANS").

(iilLOAN REPAYMENT. If EAM demands repayment pride maturity of existing loans to Executive from EMAthe Company shall provit
replacement loans on the same or better termsarditons as the existing loans ("NEW LOANS").

Executive's LTC, guarantees and loans are list&OHEDULE B attached hereto.

In the event this Agreement is terminated for agson, Executive shall repay all Replacement LaadsNew Loans within ninety (90) days
of such date of termination. The Replacement L@amsNew Loans shall be nonrecourse to Executival@a@ompany's sole recourse for
repayment of any Replacement Loans or New Loanktshany payments due to Executive from the Comparder this Agreement, the
Share Options and the assets which were purchagethe proceeds from the loans which have beelaced by the Replacement Loan or
the New Loan.

(2) INDEMNITY. In the event the Executive is madarty or threatened to be made a party to any actigihor proceeding, whether civil,
criminal, administrative or investigative (a "PROEIENG"), by EAM, its officers, directors, equity eers or Affiliates, by reason of
Executive's having negotiated or entered into Algigzement or otherwise having become an employ#eeo€ompany, the Company shall
indemnify, hold harmless and defend Executive againy and all claims, demands, suits, judgmesgessments and settlements including
all expenses incurred or suffered by Executivedinnection therewith (including, without limitatioall legal fees incurred using counsel
reasonably acceptable to Executive) (collectiviDAMAGES"). Expenses incurred by Executive in coctitn with any Proceeding shall be
paid by the Company in advance upon request of lEkecthat the Company pay such expenses.

(3) REPRESENTATIONS. Executive hereby representsvearrants to the Company that Executive has ntefred into any
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written or oral agreement for employment with EAMamy other person or entity.

(4) SURVIVAL. The provisions of this Paragraph shiamain in effect after this Agreement is termethirrespective of the reasons for
termination.

11. ARBITRATION

The parties hereto will endeavor to resolve in gfzith any controversy, disagreement or claim ag$etween them with respect to the
interpretation, performance or operation of Panalgseb(a)(iv)(A)(1) and 5(a)(vii)(E) of this Agreentelf they are unable to do so, any such
controversy, disagreement or claim will be subrdit®binding arbitration, for final resolution waht appeal, by either party giving written
notice to the other of the existence of a disputh respect to such Paragraph which it desiresat@ larbitrated. The arbitration will be
conducted in New York, New York by a panel of th(8garbitrators and will be held in accordancehwvtite rules of the American Arbitration
Association. Of the three arbitrators, one willdedected by the Company, one will be selected cHbve and the third will be selected by
the two arbitrators so selected. Each party witlfpdhe other party of the arbitrator selectedhim or it within fifteen (15) days after the
giving of the written notice referred to in thisrBgraph 11. The decision and award of the arbitsatast be in writing and will be final and
binding upon the parties hereto. Judgment upoawerd may be entered in any court having jurisolicthereof, or application may be made
to such court for a judicial acceptance of the aveard an order of enforcement, as the case meyuixgect to the provisions of Paragraph 12
(b), the expenses of arbitration will be borneéoadance with the determination of the arbitrators

12. INDEMNIFICATION/LEGAL FEES/'KEY MAN" INSURANCE.

(1) INDEMNIFICATION. In the event the Executiveisade party or threatened to be made a party t¢eogeeding, by reason of
Executive's employment with or serving as an offmedirector of the Company, the Company shalemdify, hold harmless and defend
Executive to the fullest extent authorized by Ohig, as the same exists and may hereafter be amieageinst any and all Damages and !
indemnification shall continue as to Executive eaéter Executive is no longer employed by the Comypend shall inure to the benefit of his
heirs, executors, and administrators. Notwithstagdhe foregoing, Executive shall not be entitieihdemnification pursuant to this
Paragraph 12(a) if a court or other tribunal cosislely determines that Executive engaged in actiog®nnection with Executive's
employment with the Company which were committetlad faith, were the result of active and
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deliberate dishonesty, or constitute willful misdant, fraud or gross negligence.

Expenses incurred by Executive in connection with Rroceeding referred to in this Paragraph 12 blegbaid by the Company in advance
upon request of Executive that the Company pay sMpknses; but only in the event that Executivdl blaae delivered in writing to the
Company an undertaking to reimburse the CompangxXpenses with respect to which Executive is ntitled to indemnification.

The provisions of this Paragraph shall remain faafafter this Agreement is terminated irrespextf the reasons for termination. The
indemnification provisions of this Paragraph shalt supersede or reduce any indemnification pral/tdeExecutive under any separate
agreement, or the by-laws of the Company sinciittended that this Agreement shall expand angheixthe Executive's rights to receive
indemnity.

The Company shall maintain in effect during the toyment Period a directors' and officers' liabilitgurance policy, with a policy limit of
at least $10,000,000, subject to customary exahssiwith respect to claims made against officetsdirectors of the Company.

(2) LEGAL FEES. Except as set forth below, if amyntest or dispute shall arise between the Compad\Eaecutive regarding or as a result
of any provision of this Agreement, the Companyligbey, or reimburse Executive for, all legal feesl expenses reasonably incurred by
Executive in connection with such contest or disp®ROVIDED, HOWEVER, that if Executive is not sassful in respect of substantially
all of Executive's claims pursued or defended imngetion with such contest or dispute, Executivalgiay or reimburse the Company for all
such fees and expenses advanced by the Compargutieeshall pay the first $25,000 of his fees xpenses as they are incurred and the
Company shall pay all such fees and expenses @%0®0 as they are incurred. If Executive is susfokin respect of substantially all of
such claims, the Company shall reimburse Exectditivany amounts paid by Executive as soon as et following the final resolution «
such contest or dispute.

(3) KEY MAN INSURANCE. Executive shall cooperatethjiand take such actions as may be reasonablgstxfuby, the Company in the
event the Company determines to obtain "key mastiremce with respect to Executive.

13. SUCCESSORS AND ASSIGNS.
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(1) COMPANY. Unless Executive elects to termindiis Agreement as a result of a Change in ContrelGompany shall require any
successor (whether direct or indirect, by purchamger, consolidation or otherwise) to all or sabsally all of the business and/or assets of
the Company, to expressly assume and agree torpetifiic Agreement in the same manner and to the satent that the Company would
required to perform it if no such succession h&érnaplace.

(2) EXECUTIVE. This Agreement and all rights of EEx¢ive hereunder may be transferred only by willher laws of descent and
distribution. Upon Executive's death, this Agreetaerd all rights of Executive hereunder shall intaréhe benefit of and be enforceable by
Executive's beneficiary or beneficiaries, persamdégal representatives, or estate, to the exteyntsuch person succeeds to Executive's
interests under this Agreement. Executive shaéritéled to select and change a beneficiary or fi@ages to receive any benefit or
compensation payable hereunder following Execugtisleath by giving Company written notice therebExXecutive should die following the
date of termination while any amounts would stilgmyable to him hereunder if he had continued/& &ll such amounts, unless otherwise
provided herein, shall be paid in accordance withterms of this Agreement to such person or psrsorappointed in writing by Executive,
including, without limitation, under any applicaliian, or otherwise to his legal representativesstate.

14. MODIFICATION OR WAIVER

No amendment, modification, waiver, terminatiorcancellation of this Agreement shall be bindingfiective for any purpose unless it
made in a writing signed by the party against whesrforcement of such amendment, modification, waitegmination or cancellation is
sought. No course of dealing between or among dniges to this Agreement shall be deemed to affetd modify, amend or discharge any
provision or term of this Agreement. No delay oe fart of the Company or Executive in the exerofsany of their respective rights or
remedies shall operate as a waiver thereof, argingte or partial exercise by the Company or Exgeutf any such right or remedy shall
preclude other or further exercise thereof. A wadferight or remedy on any one occasion shallbetonstrued as a bar to or waiver of any
such right or remedy on any other occasion.

The respective rights and obligations of the partiereunder shall survive the Executive's ternomatif employment and termination of this
Agreement to the extent necessary for the intepdeskrvation of such rights and obligations.

15. NOTICES
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All notices or other communications required ompidted hereunder shall be made in writing and diallleemed to have been duly given if
delivered by hand or delivered by a recognizedvdeyi service or mailed, postage prepaid, by expeestified or registered mail, return
receipt requested, and addressed to the Compdhg atidress set forth above or Executive at hiseaddhs set forth in the Company records
(or to such other address as shall have been piyiprovided in accordance with this Paragraph 15)

16. GOVERNING LAW

This agreement will be governed by and construet@ordance with the laws of the State of New Yeitkout regard to principles of
conflicts of laws thereunder.

17. SEVERABILITY

Whenever possible, each provision and term ofAkieement shall be interpreted in such manner ag &ffective and valid under applica
law, but if any provision or term of this Agreemehiall be held to be prohibited by or invalid undach applicable law, then, such provision
or term shall be ineffective only to the extensath prohibition or invalidity, without invalidatnor affecting in any manner whatsoever the
remainder of such provisions or term or the renmgjgrovisions or terms of this Agreement.

18. COUNTERPARTS

This Agreement may be executed in separate cowntsrgach of which is deemed to be an originalaitd of which taken together shall
constitute one and the same agreement.

19. HEADINGS

The headings of the Paragraphs of this Agreemennaerted for convenience only and shall not el to constitute a part hereof and
shall not affect the construction or interpretatidrihis Agreement.

20. ENTIRE AGREEMENT

This Agreement constitutes the entire agreemetiteoparties with respect to the subject matterdfeard supersedes all other prior
agreements and undertakings, both written and anabng the parties with respect to the subjectanhtreof.

21. EXCULPATION
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Notwithstanding anything contained herein to thetary, this Agreement is made and executed onlbehthe Company by its officer(s) ¢
behalf of the trustees thereof, and none of th&ters or any additional or successor trustee heregipointed, or any beneficiary, officer,
employee or agent of the Company shall have abifitiain his personal or individual capacity, hostead, Executive shall look solely to the
property and assets of the Company for satisfactiariaims of any nature arising from or in conm@ttwith this Agreement.

[SIGNATURE PAGE FOLLOWS]



IN WITNESS WHEREOF, the undersigned have executedAgreement as of the date first above written

COMPANY: FIRST UNION REAL ESTATE EQUITY AND
MORTGAGE INVESTMENTS

By:

EXECUTIVE:

David Schonberger



SCHEDULE A
EXISTING INVESTMENTS

DAVID SCHONBERGER

INVESTMENTS OWNED AND MANAGED

22. Greenburgh, NY

23. Mt. Kisco, NY (T.J. Maxx)

24. Hopewell Junction - Land Contract

25. GP - Ridgefield, CT - 24,000 Sq. ft. Mixed Use

INVESTMENTS OWNED

26. Emax Securities (various entities)
27. Peru Mall

A-1



SCHEDULE B

DAVID SCHONBERGER

Long Term Compensation None
Loans from EAM None
Loans Guaranteed by EAM None

B-2



SCHEDULE A

EXISTING INVESTMENTS

DAN FRIEDMAN

None



DAVID SCHONBERGER

1. Greenburgh, NY
2. Mt. Kisco, NY (T.J. Maxx)
3. Hopewell Junction - Land Contract

4. GP- Ridgefiled, CT- 24,000 Sq. ft. Mixed Us

SCHEDULE A

EXISTING INVESTMENTS




SCHEDULE A

EXISTING INVESTMENTS

ANNE ZAHNER
None




Schedule B
Dan Friedman

Long Term Compensation $379,241.89
Loan from EAM $336.000.0

Loans Guaranteed by EAM $115,000.00



Schedule B

Long Term Compensation None
Loans from EAM None

Loans Guaranteed by EAM None



Schedule B
Anne Zahner

Long Term Compensation $27,184.56

Loans from EAM None

Loans Guaranteed by EAM $139,000.00



EXHIBIT 12

FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS AND
FIRST UNION MANAGEMENT, INC.
STATEMENTS OF RATIOS OF COMBINED INCOME FROM OPERAT IONS
AND COMBINED NET INCOME TO FIXED CHARGES
(IN THOUSANDS, EXCEPT RATIOS)

YEARS ENDED DECEMBER 31,
Restated(2) Restated(2) Restat ed(2) Restated (2)
1998 1997 1996 1995 1994

Income (loss) before capital gain or
loss, extraordinary loss, cumulative effect
of accounting change and after loss allocated to

minority interest $(91,465) $4,434 $1,681 $ 881 $4,261
Add fixed charges, exclusive of

construction interest capitalized 51,437 30,479 24,018 22,987 21,865
Income (loss) from operations, as defined (40,028) 34,913 25,699 23,868 26,126
Capital gains 10,346 1,468 31,577

Reduction for unrealized loss on
carrying value of assets
identified for disposition --- (14,000 )

Net income (loss), as defined $(29,682) $36,381 $25,699 $41,445 $26,126

Fixed charges:

Interest
- Mortgage loans $29,032 $15,437 $8,877 $7,670 $ 7,335
- Senior notes 5,856 8,875 9,090 9,305 9,305
- Notes payable 3,757
- Bank loans and other 12,214 5,552 5,459 5,422 4,640
- Capitalized interest 121 169
Amortization of debt issue costs 150 215 196 184 168
Rents (1) 428 400 396 406 417
Fixed charges, as defined $51,437 $30,479 $24,139 $23,156 $21,865
Preferred dividend accrued $2999 $4831 $ 845 $ --- $ -
Ratio of income (loss) from operations, as
defined, to fixed charges - 1.15 1.06 1.03 1.19
Ratio of net income (loss), as defined,
to fixed charges - 1.19 1.06 1.79 1.19
Ratio of net income (loss) as defined, to
fixed charges and
preferred dividend - 1.03 1.03 1.79 1.19

(1) The interest portion of rentals is assumedetote-third of all ground rental and net lease pays

(2) The Trust has restated its Combined Finandetkegents for each of the five years ended DeceBihet998 as a result of changing the
lives of assets used to calculate depreciationresga



Exhibit 13

FIRST UNION REAL ESTATE INVESTMENTS

FINANCIAL HIGHLIGHTS

YEARS ENDED DECEMBER 31, (IN THOUSANDS, EXCEPT PERSHARE DATA AND FOOTNOTE)

Revenues

Income (loss) before capital gain, extraordinary lo
and after minority interest

Net income (loss) before preferred dividend

Net income (loss) applicable to shares of
beneficial interest

Dividends declared
Per share

Loss applicable to shares of beneficial intere
capital gain, extraordinary loss and after m

Net income (loss) applicable to shares of bene

Dividends declared per share of beneficial int

MARKET PRICE AND DIVIDEND RECORD

1998 QUARTERS ENDED

December 31
September 30
June 30

March 31

1997 QUARTERS ENDED
December 31
September 30
June 30

March 31

1998
$ 324,526
ss
(91,465)
(83,518)
(86,517)
3,478
st before
inority interest $ (3.07)
ficial interest, basic and diluted (2.81)
erest A1
HIGH LOW

$618 $ 37/16
9 9/16 53/16
117/8 8 3/4

16 7/8 11

$165/16  $135/16
14 1/8 12 5/8
14 1/4 12 3/4

14 1/2 11 5/8

The Trust's shares are traded on the New York Sackange (Ticker Symbol:
FUR). As of December 31, 1998, there were 3,500rchwlders of the Trust's shares of beneficialregte The Trust estimates the total

number of beneficial owners at approximately 11,000

RESTATED
1997

$ 235,544

4,434
5,676
845

11,651

$ (.02
.03

44

DIVIDENDS
DECLARED

$.11



SELECTED FINANCIAL DATA

FOR THE YEARS ENDED DECEMBER 31, (IN THOUSANDS, EXCEPT PER SHARE DATA AND FOOTNOTES)

OPERATING RESULTS

Revenues(2)

Income (loss) before capital gain, extraordinary
loss, cumulative effect of accounting change a
before minority interest(2),(3),(4)

Unrealized loss on carrying value of assets
identified for disposition

Capital gains, net

Income (loss) before extraordinary loss, cumulat
effect of accounting change and before minorit
interest(2),(3),(4)

Extraordinary loss from early extinguishment of
debt(5)

Cumulative effect of change in accounting method

Loss allocated to minority interest(2)

Net income (loss) before preferred dividend

Net income (loss) applicable to shares of benefi
interest

Dividends declared for shares of beneficial interes

Per share of beneficial interest

Income (loss) before capital gain, extraordinary
loss, cumulative effect of accounting change a
after minority interest(2),(3),(4)

Income (loss) before extraordinary loss, cumulat
effect of accounting change and after minority
interest(2),(3),(4)

Extraordinary loss from early extinguishment of
debt(5)

Cumulative effect of change in accounting method

Net income (loss) applicable to shares of benefi
interest, basic and diluted

Dividends declared per share of beneficial interest

FINANCIAL POSITION AT YEAR END
Total assets
Current portion of debt(7)
Long-term obligations(8)
Total equity

OTHER DATA
Net cash provided by or (used for)
Operations
Investing
Financing

RESTATED(1) RESTATED(1) RESTATED(1)
1994 1995 1996
$ 76,339 $ 79,205 $ 81,867
nd
4,261 881 1,681
(14,000)
31,577
ive
y
4,261 18,458 1,681
(910) (286)
(6) (4,325)
4,261 13,223 1,395
cial
4,261 13,223 550
t 7,273 7,542 7,684
nd
$ .24 $ .05 $ .05
ive
.24 1.02 .05
(.05) (.02)
®) (24)
cial
.24 73 .03
.40 A1 A4
$ 352,005 $376,144 $ 413,054
238,296 258,454 254,868
78,756 77,500 124,957
$ 19,053 $ 12,989 $ 11,085
(26,507) (28,345) (47,002)

(28,094) 15,783 35,466

2

RESTATED(1)
1997 1998
$235544  $324,526

3490  (91,465)

1,468 10,346

4958  (81,119)
(226)  (2,399)

944
5676  (83,518)

845  (86,517)
11,651 3,478

$ (02) $ (3.07)

.04 (2.73)
(.01) (.08)
03 (2.81)
44 a1
$790,226 $ 786,684
205,910
483,459 383,089
235310 150,696
$ 15740 $ 6,413
(112,233)  (52,429)

110,406 74,327



This selected financial data should be read inwmtjon with the Combined Financial statementsraotés thereto.

(1) As a result of the Trust's review of lives gssid to real estate assets for calculation of détien expense during the fourth quarter of
1998, reduced asset lives have been assigned. qi@mrgly, the Trust has restated its Combined Fiiad&tatements for the years 1994
through 1998. Shareholders' equity at Decembet @43 was restated from $103,766,000 to $81,806,000.

(2) In September 1997, First Union acquired therigts of its joint venture partners in eight shiogmalls and 50% of another mall for $88
million in cash and the assumption of $203 millafrmortgage debt. In April 1997, First Union's béfied management company acquired
voting control of Impark for $37 million in casthe assumption of $26 million in debt and the isseasf $12 million of stock in Impark to
Impark employees and to its former owner.

(3) In 1998, loss before capital gain, and extramang loss, effect of accounting change includeglftilowing expenses related to the proxy
contest and the resulting change in the compositfdhe Trust's Board of Trustees:

Litigation and proxy expenses $ 4.8 million
Other professional fees to avoid change in composit ion of Board 1.5 million
Severance expenses for employee change in control a greements

and employment contract termination 6.1 million
Expenses related to termination of First Union's fo rmer chairman,

president and chief executive officer 3.4 million
Vesting of restricted stock upon change in composit ion of Board 4.7 million

$20.5 million

In 1995, income before capital gain, extraordinasg, cumulative effect of accounting change andonity interest included $1.6 million of
litigation and proxy expenses.

(4) In 1998, the Trust recognized $36 million irrealized losses on the carrying value of propeitiestified for disposition and Impark
recognized a $15 million reduction of goodwill.

(5) In 1998, the Trust repaid approximately $87iBion of its 8 7/8% Senior Notes resulting in $Ifillion in unamortized issue costs and
solicitation fees being expensed. Also, in the floguarter of 1998, the Trust renegotiated its bagreement and $90 million note payable
resulting in $.8 million of deferred costs beingersed. In 1997 and 1996, the Trust renegotiadduhitk credit agreements, resulting in a
$226,000 and $286,000 charge, respectively, retatéte write-off of unamortized costs. In Novemh6B5, the Trust repaid approximately
$36 million of mortgage debt resulting in a $91@ @barge for the write-off of unamortized costs angpayment premiums.

(6) In December 1995, the Trust changed its acaogimiethod to directly expense internal leasingsasd recorded a $4.3 million noncash
charge for the cumulative effect of the accountihgnge as of the beginning of 1995. Funds fromatjmers for previous years have been
restated for the change in accounting method cases ltomparable to 1995.

(7) Included in the current portion of debt for 899 the $90 million note payable due August 1899,3he $101 million bank credit facility
due August 1999, the $10.6 million deferred oblmatand 1999 mortgage principal payments.

(8) Included in long-term obligations are seniotasotand mortgage loans. Bank loans are classifiéong term for 1994 through 1997.
Impark's bank loans are classified as long tern1 887 and 1998.



COMBINED BALANCE SHEETS

AS OF DECEMBER 31, (IN THOUSANDS)

ASSETS

INVESTMENTS IN REAL ESTATE
Land
Buildings and improvements

Less - Accumulated depreciation
Total investments in real estate
INVESTMENT IN JOINT VENTURE

MORTGAGE LOANS AND NOTES RECEIVABLE,
including current portion of $58 and $6,469, resp

OTHER ASSETS
Cash and cash equivalents - unrestricted
- restricted

Accounts receivable and prepayments, net of allow
$1,395 and $1,462, respectively

Investments

Inventory

Goodwill, net

Management and lease agreements, net

Deferred charges and other, net

Unamortized debt issue costs, net

Other

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES
Mortgage loans, including current portion of $4,3
Notes payable
Senior notes
Bank loans
Accounts payable and accrued liabilities
Deferred obligations
Deferred capital gains and other deferred income
Liability to former owner of Impark

Total liabilities

MINORITY INTEREST

SHAREHOLDERS' EQUITY
Preferred shares of beneficial interest, $25 liqu
2,300,000 shares authorized 1,349,000 shares an
shares outstanding in 1998 and 1997, respective
Shares of beneficial interest, $1 par, unlimited
Additional paid-in capital
Undistributed loss from operations
Undistributed capital gains
Deferred compensation
Accumulated other comprehensive income
Available for sale securities
Foreign currency translation adjustment

Total shareholders' equity

1998

$130,340
676,519
806,859

(165,357)

641,502

1,722
ectively 5,508

28,649
16,526
ances of
21,809
5

2,798
45,379
1,852

6,864

7,758

6,312

08 and $3,877, respectively $345,042

94,996
12,538
125,821
42,659
10,602

3,283

idation preference,
d 2,300,000
ly 31,737
authorization, outstanding 31,416
190,679
(115,968)
14,949

The accompanying notes are an integral part oktetements.

RESTATED
1997

$109,308
647,000
756,308

(142,082)

614,226

1,575

30,686

2,582
14,282

20,070
13,103
3,374
66,560
4,113
6,300
7,445
5,910

$313,537

100,000
69,922
38,000
10,807
10,646
10,957

54,109
28,179
170,567
(25,973)
14,949
(5,643)

(66)
(812)



COMBINED STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, (IN THOUSANDS, EXCEPT PER SHARE DATA)

REVENUES
Rents
Interest - Mortgage loans
- Short-term investments
- Investments
Equity in income from joint venture
Management fees
Other income

EXPENSES

Property operating
Real estate taxes
Depreciation and amortization
Interest - Mortgage loans

- Notes payable

- Senior notes

- Bank loans and other
General and administrative
Litigation and proxy
Foreign currency loss
Unrealized loss on carrying value of assets ident ified for
disposition and impaired assets

INCOME (LOSS) BEFORE CAPITAL GAIN, EXTRAORDINARY LO SS AND
MINORITY INTEREST
Capital gains, net

INCOME (LOSS) BEFORE EXTRAORDINARY LOSS AND
MINORITY INTEREST
Extraordinary loss from early extinguishment of d ebt
Loss allocated to minority interest

NET INCOME (LOSS) BEFORE PREFERRED DIVIDEND
Preferred dividend

NET INCOME (LOSS) APPLICABLE TO SHARES OF BENEFICIA L INTEREST

PER SHARE DATA
Income (loss) applicable to shares of beneficial
interest before capital gain, extraordinary
loss, and after minority interest
Income (loss) before extraordinary loss and after m inority interest
Extraordinary loss from early extinguishment of deb t

NET INCOME (LOSS) APPLICABLE TO SHARES OF BENEFICIA L INTEREST, BASIC AND DILUTED

ADJUSTED SHARES OF BENEFICIAL INTEREST, BASIC
ADJUSTED SHARES OF BENEFICIAL INTEREST, DILUTED

COMBINED STATEMENTS OF COMPREHENSIVE INCOME
For the years ended December 31, (In thousands)
Net income (loss)
Other comprehensive income
Available for sale securities
Foreign currency translation adjustment

Comprehensive income (loss)

The accompanying notes are an integral part oktetements.

$ 320,592
1,211
1,337

302
148
353
583

(91,465)
10,346

(81,119)
(2,399)

(2,999)

$ (3.07)

(2.73)

(.08)

$(86,517)

RESTATED RESTATED

1997 1996
$225388  $ 75,555
2,907 4,732
1,525 80

494

488 528
2,808 617
1,934 355
235,544 81,867
157,215 25,786
9,948 8,297
22,892 15,890
15,437 8,877
8,875 9,090
5,552 5,459
12,135 6,787
232,054 80,186
3,490 1,681
1,468

4,958 1,681
(226) (286)
944

5,676 1,395
(4,831) (845)
$ 845 $ 550
$ (02 $ .05

.04 .05
(.01) (.02)
$ 03 $ .03
24,537 17,172
25,415 17,706
$ 845 $ 550

(66)

(812)
$ (33 $ 550




COMBINED STATEMENTS OF CHANGES IN CASH

CASH PROVIDED BY (USED FOR) OPERATIONS
Net income (loss) before preferred dividend
Adjustments to reconcile net income (loss) before

dividend to net cash provided by operations

Depreciation and amortization

Extraordinary loss from early extinguishment o

Capital gains, net

Unrealized loss on carrying value of assets
identified for disposition and impaired asse

Vesting of restricted shares

Foreign currency loss

Increase in deferred charges and other, net

Increase in deferred income

Increase in deferred interest on mortgage
investments

(Decrease) increase in deferred obligations

Net changes in other assets and liabilities

Net cash provided by operations

CASH PROVIDED BY (USED FOR) INVESTING

Repayment of mortgage investment and note payable

Principal received from mortgage investments
Proceeds from sales of properties

Purchase of investments

Sale of investments

Investments in properties

Acquisition of joint venture interests, net of ca
Investment in joint venture

Deposit for property acquisitions

Investment in Impark, net of cash acquired
Investments in capital and tenant improvements

Net cash used for investing

CASH PROVIDED BY (USED FOR) FINANCING

Increase (decrease) in bank loans

Issuance of preferred shares of beneficial intere

Increase in notes payable

Increase in mortgage loans

Repayment of mortgage loans - Normal payments
- Balloon payments

Repayment of senior notes

Repayment of medium term notes

Proceeds from sale of interest rate cap

Purchase of First Union shares

Sale of First Union shares

Sale of hedge agreement

Debt issue costs paid

Dividends paid to shares of beneficial interest

Dividends paid to preferred shares of beneficial

Other

Net cash provided by financing

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

FOR THE YEARS ENDED DECEMBER 31, (IN THOUSANDS)

RESTATED
1998 1997
$(83,518) $ 5,676
preferred
33,389 22,892
f debt 2,399 226
(10,346) (1,468)
ts 51,000
4,706
2,198
(1,316) (4,998)
355 2,073
(6) (122)
(20) (18)
7,572 (8,521)
6,413 15,740
25,045 16,200
139 216
6,507 18,374
1,771) (12,746)
15,141
(63,022) (834)
sh acquired (72,900)
(170) (2,315)
(11,195) (36,574)
(23,103) (21,654)
(52,429) (112,233)
57,446 19,582
st, net of costs
90,000
30,000 2,737
(3,951) (2,765)
(468) (13,835)
(87,462)
(1,830)
2,996 121,291
825
(3,320) (1,261)
(6,577) (10,473)
interest (3,332) (4,870)
74,327 110,406
28,311 13,913
16,864 2,951
$ 45,175 $ 16,864

The accompanying notes are an integral part oktetements.

RESTATED
1996

176
8,825
(5,491)
(30,248)
(20,264)

(43,800)
54,109

48,500
(3,286)

(5,000)
1,025
(7.125)
252

(1,414)
(7,789)



COMBINED STATEMENTS OF SHAREHOLDERS' EQUITY

(IN THOUSANDS, EXCEPT FOOTNOTES)

RESTATED
PREFERRED UNDISTRIBUTED
SHARES SHARES INCOME FOREIGN
OF OF ADDITIONAL (LOSS) UNDISTRIBUTED DEFERRED CURRENCY AVAILABLE
BENEFICIAL BENEFICIAL PAID-IN FROM CAPITAL COMPEN- TRANSLATION FOR SALE
INTEREST INTEREST CAPITAL OPERATIONS(1)(2) GAINS SATION ADJUSTMENT SECURITIES

BALANCE DECEMBER 31, 1995 $17,485 $55,081 $ 16,823  $14,949 $(1,983)
Prior period adjustment(1) (24,856)

Balance December 31, 1995 as restated 17,485 55,081 (8,033) 14,949 (1,983)

Net income before preferred dividend

(restated) 1,395
Dividends paid or accrued on shares

of beneficial interest ($.44/share) (7,684)
Dividends accrued on preferred shares

($.3674/share) (845)
Sale of 2,300,000 preferred shares of

beneficial interest, $25 per share,

net $54,109

Shares sold under long-term incentive

ownership plan and share option

agreements 31 221
Restricted shares issued 142 1,603
Restricted shares forfeited (36) (226)
Deferred compensation related to

restricted shares

Other )

BALANCE DECEMBER 31, 1996 (RESTATED) 54,109 17,622 56,672 (15,167) 14,949 (3229) - -

Net income before preferred

dividend (restated) 5,676
Dividends paid or accrued on shares

of beneficial interest ($.44/share) (11,651)
Dividends accrued on preferred shares

($2.10/share) (4,831)
Sale of 3,910,000 shares of

beneficial interest, net 3,910 42,211

Sale of 6,325,000 shares of

beneficial interest, net 6,325 68,139
Shares sold under long-term incentive

ownership plan and share option

agreements 96 611
Restricted shares issued 226 2,934
Deferred compensation related to

restricted shares

Foreign currency translation

adjustment

Available for sale securities

(3,160)
746

$ (812)
$ (66)

(812) (66)

BALANCE DECEMBER 31, 1997 (RESTATED) 54,109 28,179 170,567  (25,973) 14,949 (5,643)

Net loss before preferred
dividend (83,518)
Dividends paid on shares of
beneficial interest ($.11/share) (3,478)
Dividends paid or accrued on
preferred shares ($2.10/share) (2,999)
Conversion of preferred shares (22,372) 3,144 19,228
Shares sold under long-term incentive
ownership plan and share option
agreements 373 2,623
Restricted shares issued 343 4,632 (4,975)
Restricted shares forfeited (453) (5,147) 5,600
Shares purchased (170) (1,660)
Issuance of 500,000 stock warrants 436
Deferred compensation related to
restricted shares
Vesting of restricted shares 4,706
Foreign currency translation adjustment
Available for sale securities 66

BALANCE DECEMBER 31, 1998 $31,737 $31,416 $190,679(2) $(115,968)(3) $14,949 $ - $(2,117) $ --

(1) The Trust changed its useful lives for the gktion of depreciation expense in 1998 and redtddeCombined Financial Statements for
the five years ended December 31, 1998. The cuivellaffect of changing the asset lives prior to €maber 31, 1994 is $24,856,000.

(2) Includes the balance of cumulative undistridutet loss of First Union Management, Inc. of $5,8R0, $6,621,000, $5,497,000 and
$36,346,000 as of December 31, 1995, 1996, 19971888, respectively.

(3) Cumulative distributions in excess of the Tuset income from inception are $11,330,(



The accompanying notes are an integral part obteegements.



NOTES TO COMBINED FINANCIAL STATEMENTS
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

First Union Real Estate Investments ("Trust") airdtFunion Management Inc. ("Company") are in thal restate, parking management and
parking and transit ticketing equipment manufactyiindustries with properties and operations pritpar the United States and Canada.
accounting policies of the Trust and Company canfty generally accepted accounting principles ane ggcognition, as appropriate, to
common practices within the real estate, parkindyraanufacturing industries.

Under a trust agreement, the shares of the Comguanlyeld for the benefit of the shareholders offthest. Accordingly, the financial
statements of the Company and the Trust have bmwhined. Additionally, as the Company owns votiogteol of Imperial Parking Limited
("Impark™), the financial statements of Impark aomsolidated with those of the Company.

The preparation of the financial statements reguinanagement to make estimates and assumptioreffénzttthe reported amounts of assets,
liabilities, revenues and expenses during the teygpperiods. Actual results could differ from thesstimates.

The Trust's properties are leased to the Companygh February 28, 1999. Thereafter, the Trust tnecself-managed.

At December 31, 1998 and 1997, buildings and im@neents included equipment and appliances of $8libbmand $7.2 million,
respectively.

Tenant leases generally provide for billings oftaier operating costs and retail tenant leases giyn@rovide for percentage rentals, in
addition to fixed minimum rentals. The Trust anch@pany accrue the recovery of operating costs basetttual costs incurred and accrue
percentage rentals based on current estimate<iofretail tenant's sales. In July 1998, the Trdspted the Financial Accounting Standards
Board's Emerging Issues Task Force Bulletin 981FKES8-9), "Accounting for Contingent Rent in InterFinancial Periods" on a
prospective basis. EITF-98-9 requires that contibgental income, such as percentage rent whidepgndent on sales of retail tenants, be
recognized in the period that a tenant exceedwpésified sales breakpoint. Consequently, the lkaccrue the majority of percentage rent
income in the fourth quarter of each year in acano# with EITF-98-9. For the years ended Decembget 398, 1997 and 1996, the accrued
recovery of operating costs and percentage rentiecapproximated $36.2 million, $21.9 million arikb® million, respectively. Impark
recognizes gross revenue collected or due fromipgitlts which it manages. Deferred revenue isvéerprimarily from revenue received in
advance of its due date.

Depreciation for financial reporting purposes isnpoited using the straight-line method. Buildings @epreciated over their estimated useful
lives of 10 to 40 years, based on the propertyés agerall physical condition, type of constructimaterials and intended use. Improvements
to the buildings are depreciated over the remainseful life of the building at the time the impeswent is completed. Tenant alterations are
depreciated over the life of the lease of the tenEme Trust annually reviews its portfolio of pespies for any impairment as required by
Statement of Financial Accounting Standards (SFBEX) (Accounting for Long-Lived Assets and Long-Ldvassets to be Disposed of).

The Trust's buildings are depreciated as follows:

LIFE BUILDINGS
(IN YEARS) (IN THOUSANDS)
40 $669,583
30 2,042
25 4,736
10 158
$676,519

The Trust's useful lives for the calculation of depation:

Shopping malls 40
Apartments 40
Office buildings 40
Parking garages 25-40
Parking facilities 10

Equipment and appliances are depreciated overlUsefsi of five to ten years. Parking equipmendlépreciated using the declining balance
method resulting in approximately 20 - 30% of tiqgipment balance being depreciated per year. Rat&asehold improvements are
depreciated over five years. Routine maintenande@pairs, including replacements, are chargeaperese; while replacements which
improve or extend the lives of existing propertes capitalized.



Goodwill represents the excess of cost over theevassigned to the net assets from the purchdsgpafk. Goodwill is amortized on a
straight-line basis over 40 years. Accumulated &amaiion at December 31, 1998 and 1997, was $2I®mand $.8 million, respectively.
Impark recorded a U.S. $15 million reduction of dadl in December 1998, in accordance with SFAS.121

Lease and management agreements are recorded ahdagpresent Impark's investment in parkinggreements acquired from other
parking lot management companies. The underlyihgevaf this asset is calculated by discountingreitash flows of each agreement ove
length of term. Management and lease agreementénigted before the life of the agreements are esgeemPAmortization is provided on a
straight-line basis over their useful lives of appmately three years as of the acquisition in Apg97. Accumulated amortization at
December 31, 1998 and 1997 was $3.6 million and illion, respectively.

Impark's inventory consists of equipment parts supablies and is recorded at the lower of cost detexd on a first-in, first-out basis, or
replacement cost.

The Trust accounts for its investment in a joimtuee which it does not control using the equitytime of accounting. This investment,
which represents a 50% non-controlling ownershigrast in a shopping mall, was recorded initiatlyh& Trust's cost and subsequently
adjusted for the Trust's equity in income and daistributions.

At December 31, 1998 and 1997, $12.6 million and. $illion of cash was restricted based on terfrismortgage. Additionally, $3.9
million of cash as of December 31, 1998 was clesbidis restricted as it secures benefits undergehahcontrol agreements with employees
of the Trust and Company.

Investments as of December 31, 1997, consistedavés of beneficial interest of other real estavestment trusts and a U.S. Treasury Bill.
The shares of beneficial interest were classifiedexurities available for sale and were reportéhedr fair value in the balance sheet. The
U.S. Treasury Bill was classified as a held-to-matisecurity and was recorded at cost plus accimiedest. The U.S. Treasury Bill was
collateral to secure an obligation due to the faroveners of Impark. The shares of beneficial indeod other real estate investment trusts and
the U.S. Treasury Bill were sold in 1998.

The Trust has calculated earnings per share fd8 488 1997 in accordance with SFAS 128 (EarningsSRare) and restated 1996. SFAS
128 requires that common share equivalents be @adlfrom the weighted average shares outstandirtpéacalculation of basic earnings |
share. The reconciliation of shares outstandinghfertbasic and fully diluted earnings per shareutation is as follows (in thousands):

1998 1997 1996
Basic weighted average shares 30,772 24537 17,172
Stock options, treasury method 243 571 367
Restricted shares, treasury method 307 167
Diluted weighted average shares 31,015 25,415 17,706

The preferred shares and warrants to purchasessbbeneficial interest are anti-dilutive and ao¢ included in the weighted average shares
outstanding for the diluted earnings per share.

The assets and liabilities of the Canadian oparatioe translated into U.S. dollars at the exchaaigs in effect at the balance sheet date.
Income statement accounts are translated at thghteel average exchange rates for the year. The gainsses resulting from these
translations are recorded in a separate compofishteeholders' equity. Gains or losses resultiogfrealized foreign currency and
intercompany transactions are included in net ireeom

Financial instruments held by the Trust and the @amy include cash and cash equivalents, accourgs/edle, mortgage loans receivable,
accounts payable, revolving credit agreements,-teng debt, interest rate caps and a currency swafact. The Trust and the Company do
not hold or issue financial instruments or deriatiinancial instruments for trading purposes.

During 1998, the Financial Accounting StandardsrBdaFASB") issued SFAS No. 133, "Accounting forri¥ative Instruments and Hedgi
Activities." The statement requires companies tmgaize all derivatives on the balance sheet assses liabilities, measured at fair value.
Gains or losses resulting from changes in the gabfi¢hose derivatives would be accounted for ddimgnon the use of the derivative and
whether it qualifies for hedge accounting. Thigestzent is effective for fiscal years beginning aftene 15, 1999. The Trust will adopt this
Statement on January 1, 2000, and is in the prafedstermining the effect that adoption will haweits financial statements.

In March 1998, the American Institute of Certifiedblic Accountants ("AICPA") issued Statement o$ifton ("SOP") 98-1, "Accounting for
the Costs of Computer Software Developed or ObtefoeInternal Use," which is effective for the Bttand Company as of January 1, 1999.
This SOP requires capitalization of certain develept costs of software to be used internally.
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In April 1998, the AICPA issued SOP 98-5, "Repagton the Costs of Start-Up Activities," which idestftive for the Trust as of January 1,
1999. This SOP requires start-up and organizatistsdo be expensed as incurred and also requee®psly deferred start-up costs to be
recognized as a cumulative effect adjustment irstaement of income upon adoption.

These SOPs, which the Trust and Company plan tptadoof January 1, 1999, are not expected to hawaterial effect on the Trust's and
Company's financial statements.

Certain reclassifications have been made to pear yalances so that they are comparable to 1998.
2. RESTATEMENT OF COMBINED FINANCIAL STATEMENTS

The Trust has restated its Combined Financial Bi@t¢s for each of the five years ended Decembet @8 as a result of changing the lives
of assets used to calculate depreciation expefecdmulative effect of changing the lives of tkeeds for years prior to 1994 results in a
charge to undistributed income as included in di@ders equity of approximately $22 million.

Net income and net income per share both basicéuted prior to and after the restatement forechange in depreciation lives are disclo
in the following table (amounts in thousands exgapgtshare):

CHANGE IN CAPITAL
GAIN S FOR SOLD
NET INCOME AS  CHANGE IN PROPERT IES BASED ON
PREVIOUSLY DEPRECIATION  RE STATED RESTATED NET
YEAR REPORTED EXPENSE DEP RECIATION INCOME
1997 $3,043 $(3,441) $1,243 $845
1996 3,291 (2,741) 550
1995 13,891 (2,375) 1,707 13,223
1994 6,485 (2,224) 4,261
NET INCOME PER  CHANGE IN
SHAREAS  DEPRECIATION RESTATED NET
PREVIOUSLY EXPENSE PER CHANGE IN CAPITAL  INCOME (LOSS)
YEAR REPORTED SHARE GAIN PER SHARE  PER SHARE
1997 $.12 $(.14) $.05 $.03
1996 19 (.16) .03
1995 77 (.13) .09 73
1994 36 (12) 24

3. LIQUIDITY

The Trust has a $90 million note payable due onustig1, 1999 and the reduction of the availabditjts bank loan facility commitment
during 1999 with the facility to be terminated onguist 11, 1999.

As of December 31, 1998, the Trust has $90 mildaotstanding under the notes payable and $101 midlidstanding under the bank credit
facility. The Trust plans to repay the debt in 19@fh a combination of property sales, a $50 millrayhts offering, mortgage financing, and
cash available.

The Trust sold a shopping center and an officedinglin the first quarter of 1999 generating $Irhillion of net proceeds which was used to
repay a portion of the note payable. Additionathe Trust has entered into contracts to sell siperties to generate $45.6 million in net
proceeds and obtain $66.4 million in mortgage fawag on seven properties. The sale of the propeatiel mortgage financing is to be
completed throughout the second quarter of 1998.Trlast also expects to complete a rights offecihgpproximately $50 million in April
1999 pending an effective registration statemehé dash generated from these transactions is @ptrapproximate $162 million.
Additionally, the Trust had $28.6 million of cashecember 31, 1998.

As a contingency to the aforementioned sales trtioses, the Trust has contracted to sell an addilifive shopping malls which is
anticipated to generate $56.8 million in net pralsee

Although the Trust believes that the transacti@sted above will occur as planned, there can bassarance that each transaction will be
completed or they will occur in the time frame othee anticipated amounts.
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4. COMPREHENSIVE INCOME

Effective January 1, 1998, the Trust adopted SF2®B(Reporting Comprehensive Income) which requilieslosure of comprehensive
income and its components in a full set of genptapose financial statements. Comprehensive indgsrdefined as changes in shareholders'
equity such as foreign currency translation adjestis and reserves for the valuation of securitédd for sale. The adoption of this statement
had no impact on the Trust's net income or shadehnslequity. Prior year financial statements Hzeen reclassified to conform to the
requirements of this statement.

5. WARRANTS TO PURCHASE SHARES OF BENEFICIAL INTERBE

The Trust in November 1998 issued 500,000 warnahtsh allow a third party to purchase 500,000 shafebeneficial interest at $10 per
share. The warrants expire in November 2008. ThistTissued the warrants to the third party asqfatie consideration for various services
provided to the Trust and recorded $.4 millionxpense as a measurement of this considerationfalihealue of the consideration was
determined using the Black-Scholes model with therants' term of 10 years, a 4% dividend yield%arisk free interest rate and a volatility
factor of 32%.

6. FINANCIAL INSTRUMENT

In 1997, the Trust entered into a foreign curreswgp agreement maturing in 2009 to reduce the itgddoreign exchange rates on
intercompany debt. The contract was tied to a $BéomCanadian principal, 4% per annum interedigaiion with respect to a $26 million
U.S. principal, 4.065% per annum interest, intergany transaction. Both notional amounts increageapiproximately 8% per annum. The
interest differential paid or received on the swaptract was recognized as an adjustment to intexpense. The Trust was required to
collateralize its position in the swap contracthnat$2 million U.S. interest bearing deposit aBetember 31, 1997. The collateral amount
was not impaired as of December 31, 1997. In J988,1the Trust sold the swap agreement for $825y00ash and was returned its full
collateral securing this agreement.

7. COMBINED STATEMENTS OF CHANGES IN CASH

The Trust and the Company consider all highly ligshort-term investments with original maturitiésloee months or less to be cash
equivalents. The Trust and Company paid intere$6af4 million, $29.9 million and $24.1 million 998, 1997 and 1996, respectively.
During 1996, $121,000 of interest related to carciton projects was capitalized.

8. UNREALIZED LOSS ON CARRYING VALUE OF ASSETS IDENFIED FOR DISPOSITION AND IMPAIRED ASSET

Management reviews the net realizable value offtlust's portfolio periodically to determine whetfzer allowance for possible losses is
necessary. The carrying value of the Trust's imaests in real estate is evaluated on an indivigugperty basis in accordance with SFAS
121. In December 1998, the Trust recorded $36aniilh unrealized losses on the carrying value afetshopping centers, two office
properties and a parking facility which were idéat for disposition. The Trust determined thatsén@ssets, which are actively being
marketed for sale, were impaired based on therbitiived for these assets as compared to theltoodtvalue. The bids received for these
assets best represent the cash flow to be realizettordance with SFAS 121. Assets identifieddisposition as of December 31, 1998, had
a net book value of $44.2 million, net of the $3@lion balance of the asset reserve as of Dece®ibel998.

Impark recorded a $15 million U.S. reduction of dadl in December 1998, in accordance with SFAS.IManagement annually evaluates
the amortization life for goodwill by reviewing tmecoverability of Impark's assets, including godbselated to the acquisition of Impark.
Measurement of the recoverability of the net boakig of Impark is based on estimated undiscounteod cash flows of Impark over a
holding period and applying a multiple of earnigsimilar companies to value the entire operatiamduding goodwill. When the
recoverability of Impark's assets, including godtjus less than its net book value, a discountdais applied to the estimated future cash
flows and the resulting amount is then comparetiémnet book value. The difference is recognizedrasnpairment under SFAS 121 by
reducing goodwill. The estimates used for futurghchiows may differ from actual performance du¢hte number of variables having an
effect on daily operations and markets in whicts¢éheperations are located.

In January 1997, the Trust sold a shopping ceote9 million in cash. The sale resulted in a @piss of $4 million which was provided
as part of a $14 million noncash, unrealized losthe carrying value of certain assets that wasrded in December 1995.

In February 1996, the Trust sold two office builgirand an attached parking garage in Clevelandfo®#tL.8 million in cash and a $7
million, 8% note secured by the properties. Theneas repaid in June 1996. This sale resulteccapial loss of $5.5 million which was
provided for as part of a $14 million noncash, afized loss on the carrying value of certain asgetswas recorded in December 1995.
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The amount of assets identified for sale, the wesfar loss and the losses deducted from the ressersummarized for the years ended
December 31 in the following table (amounts in $ands):

RESTATED RESTATED
1998 1997 1996

Assets identified for sale

Net book value of assets identified for sale  $ 5,163 $ 27,451 $ 41,527
(At historical cost less accumulated

depreciation)

Additions 79,034 808 1,362
Depreciation (360) (387) (1,312)
Sales of assets (22,709) (14,126)
Net book value of assets identified
for sale at year end $ 83,837 $ 5,163 $ 27,451
Reserve for loss $ 3,630 $ 7,605 $ 13,060
Additions to reserve 36,000
Losses realized on sale of assets (3,975) (5,455)
Reserve at year end $ 39,630 $ 3,630 $ 7,605

Property net operating income which is rents lgmyating expenses for assets identified for disjpmsare summarized for the years ended
December 31 in the following table (amounts in tends):

1998 1997 1996
Revenues $15,217 $17,145 $20,842
Operating expenses 7,756 8,456 9,895
Property net operating income $ 7,461 $ 8,689 $10,947

9. CAPITAL GAINS AND LOSSES

In May 1998, the Trust sold its investment in thed beneath the Huntington Building in Clevelan#l, ©r $6.1 million resulting in a capital
gain of $1.7 million. Additionally, an $18.8 milliomortgage investment secured by the HuntingtotdBig was repaid in 1998 resulting in
the recognition of a $7.7 million capital gain wihiwas deferred when the building was sold in 1982esthe Trust received the mortgage
note as consideration. In June 1998, the Trustaéddward exchange agreement resulting in a gaf8million. The forward exchange
contract was purchased to protect the Trust framido currency fluctuations resulting from notesuisd in conjunction with the acquisitior
Impark. In December 1998, the Trust sold a landgdan Monroe, LA resulting in a gain of $.1 millio

In November 1997, the Trust sold an apartment ceripl Dayton, OH, for $.7 million in cash, a $2.@limn, 8.75% second mortgage,
secured by the property, and the assumption bpuhehaser, of a $7.6 million existing mortgage loHme capital gain recognized was $2.7
million. In December 1997, the Trust sold an offiamplex in Oklahoma City, OK, for $4.7 million @ash resulting in a capital loss of $1.2
million.

10. EXTRAORDINARY LOSS FROM EARLY EXTINGUISHMENT OBEBT

In 1998, the Trust repaid $87.5 million of its 8% senior notes resulting in $1.6 million of unatired issue costs and solicitation fees b
expensed. Additionally, the Trust renegotiatedask credit agreement and the terms of the $9Gomitiote payable in 1998 resulting in $.8
million of deferred costs related to the bank dradreement and note payable being expensed.

In 1997 and 1996, the Trust renegotiated its bae@itagreements resulting in $226,000 and $286 @&pectively, of deferred costs relating
to its prior bank credit agreements being expensed.

11. ACQUISITIONS

On April 17, 1997, the Company acquired voting colnbf Impark for $36.6 million in cash, assuminggmillion in debt and issuing to its
former owners $10.5 million in non-voting stockimpark and issuing to Impark employees $.7 millddmon-voting stock, $.2 million in
voting stock and $1 million in preferred stock ofdark. The transaction was recorded using purchessunting.

On September 1, 1997, the Trust purchased theestieof its joint venture partners in eight shoppimalls and 50% of another mall for $88
million in cash and the assumption of $203 millafrmortgage debt. The transaction was recordedyyminmchase accountin



The following unaudited pro forma information pretseea summary of consolidated results of the TthstCompany and Impark and the
former joint venture properties as if the acquisiti occurred at the beginning of 1996 with pro fm@djustments to give effect to the

amortization of goodwill, management and leaseeygents, depreciation of property and interest exg@¢im thousands, except per share
data):
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RESTATED RESTATED

(UNAUDITED) 1997 1996
Revenue $;3_;3,104 -m$313,303
Net income (loss) applicable to shares of beneficia | interest (71) 47
Nhet income (loss) applicable to shares of beneficia | interest per

share

12. LIABILITY TO FORMER OWNERS OF IMPARK

The Company issued $10.5 million in non-voting coonnstock in Impark to its former owners in connaatwith the acquisition of Impark.
The purchase price payable under the non-votingwamstock increased from the aggregate issue asicé April 17, 1997 at an 8% per
annum rate on the outstanding amount for the dissmonths and compounded by an additional onespésge point per annum each six
month period thereafter up to a maximum rate of p&annum. To secure the Trust's obligations utidemgreement, the Trust placed
United States Treasury securities on deposit witiisgtee and classified these securities as Inegsiin the December 31, 1997 Combined
Balance Sheets. The non-voting common stock wasded as an Other Liability in the Combined BalaSbeets as of December 31, 1997
and was being accreted to its final put price alkaage to expense. On June 1, 1998 the Compankaaed the remaining non-voting
common stock of Impark that it did not own for . million and the Trust subsequently sold the UhBgates Treasury securities that served
as collateral.

13. INVESTMENTS IN MORTGAGE LOANS AND NOTES RECEIMZLE

As of December 31, the Trust had the following stwgents in mortgage loans and notes receivableyarmin thousands):

CURRENT

RATE ON

INVESTMENT 1998 1997
First mortgage loan secured by an office building
in Cleveland, OH, maturing in 2011 9.65% $18,908
Mortgage loan secured by a mall in Fairmount, WV,
maturing in 1998 and partnership units of Crown
American Properties, L.P. 9% 6,199
Second mortgage loan secured by
an apartment complex in Dayton, OH, maturing in 200 2 8.75% $2,581 2,600
Note receivable secured by management
contract on an apartment complex in
Atlanta, GA, maturing in 2008 10% 1,727 1,779
Note receivable secured by Temple Mall Company,
maturing in 2023 6% 1,200 1,200

The Cleveland, OH and Fairmont, WV mortgages weiid m full in 1998. The book value of mortgageéstments approximates fair market
value as of December 31, 1998 based on currentaheokditions and market interest rates.

14. BANK LOANS
TRUST

As of December 31, 1998, the Trust has $101 milliotstanding under a fully secured $110 milliordédragreement at a weighted interest
rate of 8.37% and 8.02% for December 31, 1997ctommance with an agreement in principle subjeéintd documentation; the credit
available under this agreement is reduced to $8®mobn April 30, 1999 and $50 million on June 3®99. The pending agreement will
amend the present commitment reduction dates ofiM&r, 1999 and May 17, 1999, respectively. Thesflenpects to pay a fee of $.3
million to obtain the additional time period. Thgreement in principle also provides for a reductiothe total credit facility commitment
from $110 million. It also requires that $9 milliaf proceeds from an anticipated rights offeringibed to repay exiting borrowings. This
credit agreement matures in August 1999. Intenedéuthis agreement is calculated, at the opticdh®fTrust, based on an Eurodollar rate
plus 300 basis points or the prime rate of thedemdus 50 basis points. The Trust may not useolongs under this credit agreement to
repay any other existing debt of the Trust, the Gany or Impark. Additionally, the Trust has possed$8 million letter of credit as collateral
for Impark's credit facility, reducing the Trust'gailable borrowing by this amount. As the bankiare at market interest rates, the fair v
is the carrying amount of the loans. The weightezt@ge interest rate for 1998 and 1997 for theitaggleement was 7.9% and 8%,
respectively



Commitment fees not greater than 3/8% per annurpayable on the unused portion of the revolvinglitre
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agreement. The agreement contains certain requirtsriteluding maintaining minimum funds from opéas (income from operations plus
depreciation and amortization), net worth, leveratpbt service and interest coverage. The Trustiodd a waiver at September 30, 1998 for
violation of its financial covenants and also obéai modification to the debt service, interest cage and net worth requirements and the
methodology for calculating net income by excludaegtain nonrecurring or extraordinary charges or expensesutiirahe termination of tr
credit facility. Also, the Trust has received a vaiwith respect to the change in the majorityhef Trust's Board of Trustees until June 30,
1999. The waiver and modification of the calculataf net income was obtained for an $.8 million. fElee Trust is in compliance with the
required covenants as of December 31, 1998.

The Trust has a rate guarantee contract in themedtamount of $73.5 million which is tied to LIBORcreasing to a maximum rate of 7%.
This rate contract is used by the Trust to redbedrhpact of changes for interest rates on itgifigarate bank loans. The contract expires in
October 2000 and the cost is being amortized dwelife of the contract.

IMPARK

As of December 31, 1998, Impark has $33.8 milli@n&dian outstanding under a secured credit agreeahan weighted average interest
rate of 7% and 6% for December 31, 1997. The cegiiztement consists of revolving, acquisition, tamth bank commitments of $6.5
million, $.9 million and $31.4 million Canadiansgectively. The revolving, acquisition and term lbé&arcilities have $1.5 million, $.9 millio
and $31.4 million Canadian outstanding, respectj\eti December 31, 1998. The credit agreement msiarApril 2000. The weighted
average interest rate for the credit agreementA¥#@$or 1998 and 5.6% for 1997. As the bank loaesaamarket interest rates, the fair value
is the carrying amount of the loans.

The Trust for a fee to the bank facility lendemrgvided a letter of credit for $8 million U.S. teaure a portion of the balance outstanding
under the bank facility, and has agreed to coliditeas, on August 11, 1999, the bank facility with@illion U.S. in securities and to allow the
bank facility to be put to the Trust in Novembe®29

The revolving and acquisition credit facilities b@#erest at the lender's prime rate plus 50 hagiists and the term facility bears interest at
the Canadian Bankers Acceptance rate plus 150 paisits. Both interest rates increase by 25 basigtpafter June 30, 1999. Additionally,
Impark will pay a fee of 55 basis points retroaetio the bank credit facilities inception datehe tenders upon maturity of the credit facility.
In exchange for a fee of $.4 million Canadian, Inkd@as obtained reduced requirements under itseisiteoverage and leverage financial
covenants through September 30, 1999 and may dedrtatn non-recurring or extraordinary chargesdietermining earnings before interest,
taxes, depreciation and amortization for covenanp@ses. The fee also waived Impark’'s non-compdiavith its financial covenants at
September 30, 1998. Impark also received a waorgthk change in the majority of the Trust's Baafrdrustees through June 30, 1999.
Impark was in compliance with its bank covenant®etember 31, 1998.

15. MORTGAGE LOANS PAYABLE AND DEFERRED OBLIGATION

As of December 31, 1998, the Trust had outstanfig®#p million of mortgage loans due in installmesitending to the year 2018. Interest
rates on fixed rate mortgages range from 6.869%2125% with $34 million of mortgage loans bearinggiest based on LIBOR. The
weighted average interest rate of these mortgage82% at December 31, 1998. Principal paymergsddung the five years following
December 31, 1998 are $4.3 million, $4.7 millioB9H million, $52.3 million and $5.6 million, resgiely. A $38.7 million mortgage at
12.25% requires participation in the cash flowtaf secured property over predefined levels. An #168llion mortgage note at 8.43%
requires all rents and other tenant charges frasélven properties that are security for the mgegda be directly deposited into a bank
account which is pledged as additional securitytiermortgage note and is restricted in use byether. The Trust also has outstanding a
$10.6 million deferred obligation at an intereseraf 14.88%, which is due upon demand. The fdievaf the mortgage loans payable and
deferred obligation at December 31, 1998 is appnaiely book value based on current market intesgss and market conditions.

16. SENIOR NOTES

In July 1998, the Trust commenced a tender off@urehase for cash all $100 million principal ambeiits 8 7/8% Senior Notes due 200:
$970 per $1,000 principal amount of Senior Notéss pccrued and unpaid interest. Concurrent wightéimder offer, the Trust conducted a
consent solicitation and offered a consent payro£$i80 per $1,000 principal amount of Senior Nateamend the indenture governing the
Senior Notes and to terminate listing of the Sehiotes on the New York Stock Exchange. In Augug€8l$ursuant to the tender offer and
consent solicitation, holders of approximately 88Pthe outstanding Senior Notes consented to ttienture amendments and delisting and
the Trust purchased approximately $87.5 milliomgipal amount of Senior Notes. The Trust has apprately $12.5 million of 8 7/8%
Senior Notes outstanding at December 31, 1998fdihgalue of the Senior Notes is approximately @1illion based on current market
guotations.

17. PREFERRED SHARES OF BENEFICIAL INTEREST

In October 1996, the Trust issued $57.5 milliorSefies A cumulative convertible redeemable pretesteares of beneficial interest ("Series
A Preferred Shares"). The 2,300,000 Series A PeleBhares were issued at a par value of $25 pee simd are each convertible into 3.31
shares of beneficial interest. The distributiongiue



Series A Preferred Shares are cumulative and ¢galaé greater of $2.10 per share (equivalent4&6®f the liquidation preference per
annum) or the cash distributions on the sharegwéficial interest into which the Series A Prefdr&hares are convertible (determined on
each of the quarterly distribution payment datesHe Series A Preferred Shares). The Series feReaf Shares are not redeemable prior to
October 29, 2001, and at no time will they be redae for cash. On and after October 29, 2001Sthées A Preferred Shares are
redeemable at the option of the Trust at the cawerate of one Series A Preferred Share for 8tiztes of beneficial interest. The Trust |
exercise its option only if for 20 trading days hiit any period of 30 consecutive trading days,dsing price of the shares of beneficial
interest on the New York Stock Exchange equalsxoeeds the conversion price of $7.5625 per shabewéficial interest.

In February 1998, 951,000 preferred shares of l@akinterest were converted to 3,144,000 shafé®peficial interest.
18. NOTES PAYABLE
The Trust as of December 31, 1998 has notes papéB@0 million and $4.9 million outstanding.

The $90 million note payable bears interest at B2#bhas a final maturity of August 11, 1999. Thesthas an agreement in principle with
the lenders, subject to final documentation, whetek Trust will be required to reduce the outsbaggrincipal balance to less than $70
million by May 15, 1999 and to less than $50 millioy May 31, 1999. Additionally, a fee of 1% of thetstanding balance as of February 11,
1999, a fee of 50 basis points of the outstandimcipal amount of the note on March 31, 1999 & Halance exceeds $60 million, and a fee
of 50 to 100 basis points of the outstanding nefarice on May 31, 1999 depending on the balanaamding is required to be paid under
the terms of the note. The Trust agreed, in priacip pay a fee of $2.0 million to obtain a stdydpurchase commitment for two
noteholders, who are also shareholders, to puralase $50 million from a contemplated rights oiifer. The note payable lenders have
agreed, in principle, to allow $9.0 million of thet proceeds from the rights offering, that woutldeowise be used to repay a portion of the
note payable, to be used to repay the bank lodns.$B.0 million portion of the note payable wildr interest at 15% annually and matures
on August 11, 1999. Of the $2.0 million stand-byncaitment fee, Gotham entities are collectively tadi to receive $1.6 million but agreed
to accept only $1.4 million. The other stand-byghaser will receive $.4 million. The standby commént fee is payable whether or not the
offering is consummated and is payable upon thigeeaf the closing of the offering or March 31,90 Additionally, if a second rights
offering is conducted by the Trust, the standbychasers are entitled to another fee of up to 4thef standby commitment unless the Trust
cancels or decreases the standby commitment. &hdlst purchasers possess certain rights to tereniheir obligation as standby purchasers
under both the first and second offerings. Thediigrpurchase arrangements with respect to thedfifsting expire on April 15, 1999 and

with respect to the second offering expire on Aadus 1999. The note payable requires that thetBnd Impark be in compliance with all
financial covenants under its bank facilities. Tiée payable lenders granted the Trust a waiveeuhds requirement as of September 30,
1998, in exchange for a fee of $300,000. The Tisust compliance with the note payable covenanf&ecember 31, 1998. The fair value
of the note payable is book value based on cumanket conditions.

The Trust has a $4.9 million note payable to thst&e of an escrow account which secures the chamgatrol agreements entered into by
the Trust and the Company with their employees.idte is payable upon demand by the trustee. Tihedlue of the note payable is book
value based on current market conditions.

19. SHARE OPTIONS
The Trust has the following share option planskiey personnel.
1981 STOCK OPTION PLAN

This plan provides that option prices be at therfarket value of the shares at the date of gnaghtlaat option rights granted expire 10 years
after the date granted. Adopted in 1981, the ptagirally reserved 624,000 shares for the grantihipcentive and nonstatutory share
options. Subsequently, the shareholders approvetidments to the plan reserving an additional 2@0gb@res, for a total of 824,000 shares,
for the granting of options and extending the eadiin date to December 31, 1996. The amendmentsadidffect previously issued options.
In June 1998, a change in the majority of the TsuBbard of Trustees resulted in all share optiwtpreviously vested to become fully
vested as of that date.

The activity of the plan is summarized for the weanded December 31 in the following table:

1998 WEIGHTED 1997 WEIGHTED 1996 WEIGHTED
SHARES AVERAGE SHARES AVERAGE SHARES AVERAGE
Granted - 409,500 $7.37
Exercised 186,155 $8.51 39,809 $7.64 9,455 9.42
Canceled 317,281 8.22 13,590 13.14 96,450 15.84
Expired 16,120 17.43 22,880 17.55 21,640 24.76
Available -- 23,427
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As of December 31, 1998, the following options weuéstanding under the 1981 plan:

Options Outstand ing Options Exer cisable
Wei ghted
Year Av erage Weighted w eighted
Options Number Range of Remai ning Years  Average Number Average
Granted Outstanding  Exercise Prices of Options  Exercise Price Exercisable Exe rcise Price
1989 31,720 $17.07-18.87 . 70 $17.51 31,720 $17.51
1990 3,120 11.06 1. 80 11.06 3,120 11.06
1992 2,000 10.00 3. 80 10.00 2,000 10.00
1994 6,250 7.375 5. 30 7.375 6,250 7.375
1996 69,240 7.375 7. 20 7.375 69,240 7.375
112,330 $10.386 112,330 $ 10.386

The weighted average of 631,886 options outstanaimdanuary 1, 1998 was $ 8.93 per share.

Included in the above table are 9,360 shares llea€bmpany may purchase from the Trust at pricegimg from $11.06 to $17.07 per share
to satisfy the Company's obligations to deliverrekdo certain of its key employees pursuant t@aptpreviously granted. The option
agreements with the Company's employees provideogien prices be at the fair market value of Tinest shares at the date of grant and that
option rights granted expire 10 years after the daanted.

1994 LONG-TERM INCENTIVE OWNERSHIP PLAN

This plan, adopted in 1994, reserved 1,629,78%sHar the granting of incentive and nonstatutdigre options and restricted shares. In
accordance with the plan, 9% of the shares of ligakinterest resulting from the conversion offereed shares in February 1998 and the
January and June 1997 shares of beneficial intefesings have been reserved and added to thefplayrant. The share options expire eight
to ten years after being granted. The price obititéons is the fair market value of the sharedatdate of grant with the exception of the
option grants in 1998. The stock options grantetdi®8 were granted at exercise prices exceedinganakdditionally, these options have a
cost of capital feature whereby the exercise pifd@e options will increase by 10%, compoundeduatiy and prorated monthly, beginning
in May 2000 and in each November thereafter, lessamount of per share dividends or other distidiostto shareholders. As the 1998 op
grants are deemed to be variable, compensatioms&peill be recorded when the market price of shafdeneficial interest exceeds the
option price for these shares at the date of dgoarthese options. As of December 31, 1998, theopirice of shares of beneficial interest did
not exceed the market price of shares of benefitiafest, consequently no compensation expenseegasded for 1998. In June 1998, a
change in the majority of the Trust's Board of Tees occurred resulting in all stock options vestirat had been previously granted.

Since the inception of this plan and prior to theel 1998 change in the composition of the Boartiro$tees, restricted shares were issued to
key employees. The restricted shares receivedetidisl and had voting rights but could not be soldamsferred until the restriction period
lapsed after eight years from the date of grangaolier if the Trust's share price equaled or eded $21 for 20 consecutive days, or upon a
change in control as defined in the plan. Restlisteares were granted when defined levels of fénoths operations and net capital gains v
achieved during any four consecutive calendar guarAdditionally, restricted shares were granteplace of share options. These restricted
shares received dividends and had voting rightsbuld not be sold or transferred for four yearson a change in control as defined in the
plan. Beginning in 1998, other restricted sharesevgeanted to plan participants based on defingatorements to funds from operations and
shareholder return. These restricted shares werestovhen funds from operations for four conseeutjuarters doubled as compared to the
funds from operations in the quarter the restrictieares were granted, or the share price of sbatmEmneficial interest was 50% greater than
the share price on the five trading days of thetgnammediately preceding the grant date of trewes, or upon a change of control as def

in the plan. The restricted shares received divddeand were eligible to vote. In June 1998, a chamghe majority of the Trust's Board of
Trustees occurred resulting in all restrictionsigaiemoved from the restricted shares that had pesiously granted and a $4.7 million
expense was recorded for the remaining deferregeasation which had not been expensed as of that@aferred compensation of $5
million in 1998, $3.2 million in 1997 and $1.7 nivlh in 1996 was recorded. Amortization of the defdrcompensation of $312,000,
$746,000 and $499,000, respectively, was recogniz&d898, 1997 and 1996.
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The activity of this plan is summarized for the rgeanded December 31 in the following table:

1998 WEI GHTED 1997 WEIGHTED 1996 WEIGHTE D
SHARES AV ERAGE SHARES AVERAGE SHARES AVERAG E
Share options granted 1,800,000 $ 7.50 327,000 $14.19 79,000 $7.3 8
Share options canceled 501,468 1 0.83 7,102 7.38 18,400 7.3 7
Share options exercised 168,382 7.10 52,754 7.31 10,700 6.8 4
Restricted shares granted 343,964 226,867 142,500
Restricted shares canceled 606,852 3,521 37,007
Shares purchased by employees 18,499 9,005 11,094
Additional shares reserved 282,941 921,150
Available share options
and restricted shares 270,485 1,041,687 672,786
As of December 31, 1998, the 1994 plan had theviatig options outstanding:
Outstanding Option S Options Exercisable
Weighted
Year Average Weighted Weighted
Options  Number  Range of Remaining Y ears Average Number Average
Granted Outstanding Exercise Prices of Option S Exercise Price Exercisable Exercise Pri ce
1995 11,003 $7.50-7.75 4.40 $7.6629 11,003 $7.66 29
1996 21,171 7.375 5.20 7.375 21,171 7.3 75
1997 60,000 14.125-14.25 6.30 14.1875 60,000 14.18 75
1998 1,800,000 6.50-8.50 9.83 7.50
1,892,174 $7.7116 92,174 $11.84 39

The weighted average price of the 762,024 optiartstanding as of January 1, 1998 is $10.13 peeshar

The Trust accounts for stock option awards in ada@oce with APB 25 and has adopted the disclosulsepoovisions of SFAS 123
(Accounting for Stock-Based Compensation). Consetiyieno compensation cost has been recognizethéoshare option plans. If
compensation expense for the Trust's two sharemptans had been recorded based on the fair aaline grant date for awards in 1998,
1997 and 1996, consistent with SFAS 123, the gt income would be adjusted as follows (amomntisousands, except per share data):

Restated Restated

1998 1997 1996
Net income (loss) applicable to shares of $(86,517) $845 $550
beneficial interest

Effect of stock options as calculated (557) (569) (430)
Net income (loss) as adjusted $(87,074) $ 276 $120
Per share

Basic and diluted:

Net income (loss) $(2.81) $.02 $.03

Effect of stock options as calculated (.02) (.02) (.02)

Net income (loss), as adjusted $(2.83) $-- $.01

The fair value of each option grant is estimatedhendate of the grant using the Black-Scholesooptricing model, with the following
weighted average assumptions used for grants i8,11%®7 and 1996.

1998 1997 1996
Risk-free interest rate 5% 5.7% 6.35%
Expected option life 10 4 10
Expected volatility 32% 23% 30%
Expected dividend yield 4% 3.5% 3.5%

20. SHAREHOLDER RIGHTS PLAN

In March 1990, the Board of Trustees declared aleihd consisting of one right to purchase one sbfbeneficial interest of the Trust wi



respect to each share of beneficial interest. Ttes may be exercised only if a person or grouquaes 15% or more of the outstanding
shares of beneficial interest, makes a tender &dfeat least
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15% of the outstanding shares of beneficial intevess declared to be an "adverse person.” Theceseeprice of each right is $50. If a person
or group acquires 15% or more of the outstandirgeshof beneficial interest (except in a tendegradpproved by the Board of Trustees), is
declared to be an "adverse person" or engagestairceelf-dealing transactions with the Trustig4in events"), each right

(other than rights owned by a 15% owner or an "estvperson”)

entitles the holder to purchase one share of baakfinterest of the Trust for par value (now $1 gleare). The Board of Trustees has agre
increase the 15% threshold for shares of benefitiatest acquired through a contemplated righfesrioig so that a "flip-in" event will not
occur due to the rights offering. If the Trust cgjaired in a merger or other business combinatittip-over events"), each right entitles the
holder to purchase, for $1, shares of the acquamgpany having a market value equal to the masddete of one share of beneficial interest
of the Trust. The rights may be redeemed by thetTatia price of $0.01 per right at any time ptithe earlier of a "flip-in" or "flip-over"
event or the expiration of the rights on March 3000.

21. FEDERAL INCOME TAXES

The Trust has made no provision for current or leteincome taxes on the basis that it qualifiedanrsections 856-860 of the Internal
Revenue Code as a real estate investment trustaandistributed all of its taxable income to shatéérs. The Trust and Company have
accrued $.6 million and $1.2 million in taxes rilgtto Canadian operations for 1998 and 1997, ctisedy.

The Trust and Company treat certain items of incam#expense differently in determining net incasyeorted for financial reporting and
tax purposes. Such items resulted in a net incri@easeome for tax reporting purposes of approxigha$69 million in 1998, $8 million for
1997, and a net increase of $1.6 million for 1996.

As of December 31, 1998, net investments afterraatated depreciation in real estate for tax purpagas approximately $655 million.

The 1998 quarterly allocation of cash dividendsghere of beneficial interest for individual shaelers' income tax purposes was as follc

LONG-TERM
CAPITAL ORDINARY TOTAL
DATE PAID GAINS INCOME PAID
February 2, 1998 $.1066 $.0034 $.11
April 30, 1998 .1066 .0034 A1
$.2132 $.0068 $.22

For the year ended December 31, 1997, the casthetids paid of $.44 consisted of $.3174 per shaocedifary income and $.1226 per share
of capital gains, and for the year ended Decembget 396, $.422 per share of ordinary income andi8sgr share of capital gains.

The 1998 quarterly allocation of cash dividendsgbere for the preferred shares of beneficial @sefor individual shareholders' income tax
purposes was as follows:

LONG-TERM

CAPITAL ORDINARY TOTAL
DATE PAID GAINS INCOME PAID
February 2, 1998 $.5086 $.0164 $.525
April 30, 1998 .5086 .0164 .525
July 31, 1998 .5086 .0164 525
October 30, 1998 .5086 .0164 525

$2.0344 $.0656 $2.10

For the year ended December 31, 1997, the castiedigls paid of $2.1172 per share for the prefetades of beneficial interest consisted of
$1.5272 per share of ordinary income and $.59 pitaiagain.

22. LEGAL CONTINGENCY

The Trust has pursued legal action against the $faCalifornia associated with the 1986 flood aft€r Buttes Center, formerly Peach Tree
Center. In September 1991, the court ruled in fafdhe Trust on the liability portion of this insee condemnation suit, which the State of
California appealed. The Trust is proceeding wigltdamage claim. No recognition of potential incdms been made in the accompanying
Combined Financial Statements.
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23. BUSINESS SEGMENTS

In 1998, the Trust and Company adopted SFAS No.(D&klosures about Segments of an Enterprise atatdtl Information). This
statement requires companies to identify segmemsistent with the manner in which management mdg&essions about allocating
resources to segments and measuring their perfasnan

The Trust's and the Company's business segmefisiénownership of shopping centers, apartment cexagl, office buildings, parking
facilities, mortgage investments and parking mansage (Impark). Corporate rent and operating expenssist primarily of ground lease
income from a property leased to a third party.tRgroperty operating expense and real estate taxesest expense, depreciation, capital
improvements and identifiable assets for real estasets and for Impark have been identified foh @i the business segments for the last
three years. Impark derives 87% and 88% of its fremt Canadian operations for 1998 and 1997, reéady. Property net operating income
is property rent less property operating expenskreal estate taxes. Corporate interest expensgsteof the Trust's non-recourse notes
payable, senior note, and bank loan interest exp&mrporate depreciation and amortization compsistarily of the amortization of deferred
issue costs on non-recourse debt and the leasmhptdvements for its corporate office. Corporatsess consist primarily of cash and cash
equivalents, leasehold improvements for the cotparéfices and deferred issue costs for neceurse debt and senior notes. All intercom,
transactions between segments have been elimir(&ee table of business segments on next page.)
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Rents
Shopping Centers
Apartments
Office Buildings
Parking Facilities
Impark
Corporate

Less - Operating Expenses
Shopping Centers
Apartments
Office Buildings
Parking Facilities
Impark
Corporate

Less - Real Estate Taxes
Shopping Centers
Apartments
Office Buildings
Parking Facilities

Property Net Operating Income
Shopping Centers
Apartments
Office Buildings
Parking Facilities
Impark
Corporate

Less - Depreciation and Amortization
Shopping Centers
Apartments
Office Buildings
Parking Facilities
Impark
Corporate

Less - Interest Expense
Shopping Centers
Apartments
Office Buildings
Parking Facilities
Impark
Corporate

Mortgage Investment Income

Corporate Income (Expense)
Short-term investment income
Other income
General and administrative
Foreign currency loss
Litigation and proxy costs
Unrealized loss on carrying value of

real estate and impaired assets

Income (loss) before capital gain,
extraordinary loss and minority interest

Capital expenditures
Shopping Centers
Apartments
Office Buildings
Parking Facilities

RESTATED RESTATED
1998 1997 1996
$ 97,584 $ 58284 $ 42,570
17,056 17,835 16,306
13,275 13,989 11,794
10,805 4,206 3,722
180,760 129,918
1,112 1,156 1,163
$320,592 $225388 $ 75,555
$ 32433 $17,182 $ 11,911
6,182 6,729 6,105
6,069 6,753 6,701
2,444 1,017 200
175,625 124,624
914 910 869
$223,667 $157,215 $ 25,786
$ 8918 $ 6857 $ 5736
975 1,382 1,234
992 1,085 885
1,568 624 442
$ 12453 $ 9948 $ 8,297
$ 56,233 $ 34,245  $ 24,923
9,899 9,724 8,967
6,214 6,151 4,208
6,793 2,565 3,080
5,135 5,294
198 246 294
$ 84,472 $ 58225 $ 41,472
$ 15880 $ 10,414 $ 8,574
2,751 2,952 2,796
4,282 3,063 3,410
1,604 281 214
5,789 4,105
3,083 1,177 896
$ 33389 $ 22892 $ 15890
$ 23832 $11224 $ 4,693
2,819 3,406 2,951
15 143
2,381 784 753
2,682 2,082
19,145 12,353 14,886
$ 50,859 $ 29,864 $ 23,426
$ 1,211  $ 2907 $ 4732
$ 1337 $ 1525 $ 80
1,386 5,724 1,500
(37,577)  (12,135) (6,787)
(2,198)
(4,848)
(51,000)
$(91,465) $ 3490 $ 1,681
$ 12585 $ 9,381 $ 10,083
2,081 1,497 1,606
8,045 9,741 8,444
392 1,035 131
$ 23103 $ 21654 $ 20,264




Identifiable assets

Shopping Centers $ 471,996 $ 498,238 $ 179,899
Apartments 79,011 79,386 89,090
Office Buildings 45,404 45,412 49,343
Parking Facilities 81,554 17,353 7,238
Impark 66,169 88,529
Mortgages 5,508 30,686 42,466
Corporate 37,042 30,622 45,018
Total Assets $ 786,684 $ 790,226 $ 413,054
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24 SUBSEQUENT EVENT

The Trust in February 1999 sold a shopping ceme$21.6 million, resulting in net proceeds of $tlion after repayment of mortgage
debt. The Trust in March 1999 sold an office buitgdresulting in net proceeds of $1.8 million.

25. MINORITY INTEREST IN IMPARK

The Company owns 76% of the voting common stodknpfark with the remainder owned by employees ofdrkpConsequently, for
financial reporting purposes the financial statetsef Impark and the Company are consolidated thighminority interest's share of the loss
resulting from Impark being allocated to the empl®ghareholders. As the equity of the minority shelders was depleted as of December
31, 1997, no further losses have been allocatétetaninority shareholders subsequent to 1997.

26. MINIMUM RENTS

The future minimum lease payments that are schddalbe received under noncancellable operatirgekeare as follows (amounts in
thousands):

1999 $ 67,856
2000 60,308
2001 52,710
2002 46,936
2003 41,309

Thereafter 154,058

27. RELATED PARTY TRANSACTIONS

In connection with the $90 million note payables ffrust paid fees of $1.4 million to the lenderae@f the lenders is Gotham Partners, L.P.
and another is Gotham Partners lll, L.P. ("Gothawti)ch received fees of $.2 million through Decembg, 1998. The Trust paid interest of
$3.7 million to the lenders, of which Gotham reeeivk.6 million through December 31, 1998. The faesinterest were allocated among the
lenders based on the amounts they loaned to the. Totham and one of the other lenders agreembtode a stand-by commitment to
purchase up to $45 million from a contemplatedtsgiffering in exchange for a fee of $1.8 milli@otham agreed to acquire 7/9ths of the
shares of beneficial interest required under thedsby commitment and, accordingly, it will receav@roportionate share of the fee
amounting to $1.4 million. Gotham and the othedkmalso agreed to provide a stdndeommitment for a second rights offering of ugb&®
million in exchange for a fee of up to $1.8 milljmf which Gotham would receive up to $1.4 millidepending on the amount of the rights
offering. Gotham owns 9.70% of the shares of berafinterest as of December 31, 1998.

The Trust in 1998 reimbursed Gotham for $3.1 millio proxy expenses.

The Company has engaged a law firm, that has agranstho is a Trustee, to advise it on strategidensiregarding Impark. As of December
31, 1998, no payments have been made to this firm.

The Company leases four of its parking facilitiestthird party which is partially owned by an kdtie of a Trust shareholder, Apollo Real
Estate Investment Fund Il, L.P. and Apollo ReabEssiAdvisors. In 1998, the Trust received $.9 mnillin rent from this third party.

The Trust in December 1998 engaged a company,rathider of which is a relative of a principal obGam, to provide mortgage brokerage
services. No fees have been paid to this partytiir@®ecember 31, 1998

28. SEVERANCE ACCRUAL

During 1998, the Trust recorded severance expef@. b million for change in control agreementfiestcompensation arrangements for
continuation of employment, and termination of axpoyment contract. At December 31, 1998, the Thast paid $1.0 million of these
benefits and has a balance of $5.1 million remagininbe paid. The Trust recognizes these expensgdlee periods that employees are
required to remain in the employment of the Trifsin employee is terminated without any periodesfuired continuing employment, these
benefits are expensed if and when paid.

The Trust also paid $3.4 million related to thertieration of employment of its former chairman, jest and chief executive officer. As a
result of the proxy contest in 1998 and the changke composition of the Trust's board of Trusteestricted stock became unrestricted and
the Trust recognized $4.7 million of deferred comgagion as an expense.

29. CONTINGENCIES



The Trust, in exchange for a fee from Impark, havided performance guarantees for the manufagiaim installation of transit ticket
vending equipment. The guarantees of $5.3 millioth $6.2 million expire in February 2001
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and 2002, respectively. As of December 31, 199&mounts have been drawn against these guarantees.
30. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following is an unaudited condensed summaith@®icombined results of operations by quarteriferyears ended December 31, 199¢
1997. In the opinion of the Trust and Companyad]justments (consisting of normal recurring ac&uaécessary to present fairly such
interim combined results in conformity with genéralccepted accounting principles have been indudlge first three quarters of 1998 and
four quarters of 1997 have been restated to retiecthange in the lives of assets used to cat&cdigpreciation. Additionally, the third quar
of 1998 has been restated for the reduction offaraace accrual made in the fourth quarter of 1998.

QUARTERS ENDED

RESTATED RESTATED RESTATED

MARCH 31 JUNE 30 SEPTEMBER 30 DECEMBER 31
(IN THOUSANDS, EXCEPT PER SHARE DATA AND FOOTNOTES)
1998
Revenues $ 80,354 $ 81,847 $78,67 0 $ 83,655
Loss before preferred dividend and extraordinary
loss from early extinguishment of debt (3,579) (11,076) (8,59 8) (57,866)
Extraordinary loss from early extinguishment of deb t (1,63 3) (766)
Net loss before preferred dividend (3,579)(1) (11,076)(2) (10,23 1)(3) (58,632)(4)
Net loss applicable to shares of beneficial interes t $ (4,454) $(11,784) $(10,93 9) $(59,340)
Comprehensive net loss $ (4,450) $(12,073) $(11,27 6) $(59,957)
Per share
Loss applicable to shares of beneficial intere st
before extraordinary loss $ (.15) $ (.38) $ (3 0) $ (1.87)
Extraordinary loss from early extinguishment o f debt (.0 5) (.02)

Net loss applicable to shares of beneficial
interest, basic and diluted $ (.15) $ (.38) $ (3 5) $ (1.89)

As previously reported:

Net loss previously disclosed $(3,272) $(10,602) $(11,65 7)
Change in depreciation expense (1,182) (1,182) (1,18 2)
Change in severance accrual 1,90 0

Net loss as restated $ (4,454) $(11,784) $(10,93 9)

Net loss per share as previously

disclosed, basic and diluted $ (0.11) $ (0.34) $ (0.3 7)

Net loss per share as restated, basi c and

diluted (0.15) (0.38) 0.3 5)

(1) Included $.9 million loss U.S. from Impark's muacturing subsidiary and $.9 million in proxy ditijation expenses.

(2) Included $3.4 million expense for the terminatdf the former Chairman, President and Chief Htiee Officer, $3.9 million in proxy an
litigation expenses, $4.7 million expense for tlsting of restricted shares, $2.3 million reseme@roperty acquisition deposit due to the
Trust terminating the deal, $1.5 million in profiessl fees regarding the Trust's restructuringgrilion in bank loan waiver fees and a $.4
million reserve for the termination of a systemgjget and $1.5 million in foreign currency tranatloss.

(3) Included $1.7 million severance accrual, $.8iom in expense for terminations of former emplege$1.6 million in legal fees for possil
corporate and financial transactions of the Triéist1l million in foreign currency translation loss farking an intercompany receivable to
spot rate, the reduction in the accrual of perggtant of $1.5 million due to the adoption of EI98-9 and a $1.6 million extraordinary loss
from the repayment of $87.5 of Senior Notes praothieir maturity.

(4) Included $1.1 million in expense for variousvéges provided to the Trust by a third party aratrants issued in connection therewith, $.8
million in legal fees for possible corporate anthficial transactions, $.5 million in professioresd resulting from an unsuccessful effort to
refinance the Trust's bridge and bank loans, $i&erdinary loss resulting from amendments to thesfs bank credit facility and $90 millic
note payable, $4.4 million severance accrual offgeb1.5 million in additional percentage rent aect due to the prospective adoption of
EITF 98-9. Also includes $51 million unrealizedsasn carrying value of assets identified for disfms and impaired.

(5) Included a noncash recognition of income frown tepayment of a wraparound mortgage investment.
(6) Included recognition of income of $.5 milliorom a casualty loss.
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1997

Revenues

Income before preferred dividend, extraord
loss from early extinguishment of debt
and after minority interest

Extraordinary loss from early extinguishme

Net income before preferred dividend
Net income applicable to shares of benefic
Comprehensive net income (loss)
Per share
Loss applicable to shares of benefici
before extraordinary loss and after

Extraordinary loss from early extingu

Loss applicable to shares of benefici
interest - basic and diluted

As previously reported:

Net income previously disclose
Change in depreciation ex
Change in loss on sale of

Net income (loss) as restated

Net loss per share as previous
basic and diluted

Net loss per share as restat

diluted

QUARTERS

RESTATED RESTATED
MARCH 31  JUNE 30

$22,122  $58,946

inary 1,318 1,074

nt of debt

ial interest $ 110(5) $ (135)(6)

$ 114 $ (150)

al interest
minority interest  $ .01 $ (.01)
ishment of debt

al

$ .01 $ (01)
d $ 970 $ 727
pense (860) (862)
property

$ 110 $ (135)
ly disclosed, $ 005 $ 0.03
ed, basic and 0.01 (0.01)
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RESTATED  RESTATED

SEPTEMBER 30 DECEMBER 31

$73,135 $81,341
1,086 2,424
(226)

1,086 2,198
$ (123) $ 993
$ (209) $ 212
$ (01) $ .05
(.01)

$ (01) $ .04
$ 738 $ 608
(861)  (860)
1,245

$ (123) $ 993
$ 003 $ 004
(0.01) 0.04



REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

TO THE SECURITYHOLDERS AND TRUSTEES OF FIRST UNION REAL ESTATE EQUITY AND MORTGAGE
INVESTMENTS:

We have audited the accompanying combined baldrests of First Union Real Estate Equity and Morggbyestments (an unincorporated
Ohio business trust, also known as First Union Bs#hte Investments) and First Union Management(ilnDelaware corporation) and its
subsidiaries as of December 31, 1998 and 1997thencklated combined statements of operations, owudlstatements of comprehensive
income, shareholders' equity and changes in castafth of the three years in the period ended DbeeeBil, 1998 (1997 and prior as restated
- see note 2). These financial statements aresgponsibility of management. Our responsibilitjoigxpress an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by manageemiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts,¢combined financial position of First Union
Real Estate Equity and Mortgage Investments argl Binion Management Inc. and its subsidiaries d3emember 31, 1998 and 1997, and
the results of their operations and their changesash for each of the three years in the perid@@mecember 31, 1998, in conformity with
generally accepted accounting principles.

Cleveland, Ohio,
March 29, 1999. ARTHUR ANDERSEN LLP
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

RESTATEMENT OF COMBINED FINANCIAL STATEMENTS

The Trust has restated its Combined Financial Siam¢s for each of the five years ended Decembet @3 as a result of changing the lives
of assets to calculate depreciation expense.

FINANCIAL CONDITION

In January 1998, the Trust acquired two parkingges for $44.8 million in cash, the assumption.@ftsillion in mortgage debt and the
issuance of a $.9 million mortgage note payable gérking garages are located in Chicago, IL, anldi@bus, OH. Additionally, in Februa
1998, the Trust acquired a parking garage in Rigfan¥A for $9.1 million in cash and a developmeite &1 Cleveland, OH for $3.3 million
in cash. The development site is leased on a $hort-basis to the former owner until constructiba parking garage commences. In March
1998, the Trust acquired a surface parking lotajato the Ballpark at Arlington in Arlington, Tr $3 million in cash. In July 1998, the
Trust acquired a parking garage in Nashville, TN#2.1 million in cash and the assumption of a $dilion mortgage. During 1998, the
Trust acquired three parcels of land adjacent toglopping centers that it owns for $.7 millioneTdash required for these acquisitions was
funded with proceeds from the Trust's bank creatitlities.

The Trust in January 1998 received $6.2 milliogash as full repayment of a mortgage investmentrsddy a property in Fairmont, WV. In
May 1998, the Trust received $18.8 million in casHull repayment of a mortgage investment sechyeah office building in Cleveland, O
The proceeds were used to repay bank loans unadirtist's bank credit facilities.

In February 1998, 951,000 preferred shares of l@akihterest were converted into approximateli/4g},000 shares of beneficial interest.

The Trust in May 1998, sold its investment in thied beneath an office building in Cleveland forl$illion resulting in a capital gain of
$1.7 million. The proceeds were used to reducetgbon borrowings.

In May 1998, the Trust obtained a $30 million necaurse mortgage secured by its parking garagéicego, IL. The mortgage is for three
years at an interest rate of LIBOR plus 175 basistp and is interest onl

On June 1, 1998, the Trust's affiliated manageroempany purchased the remaining non-voting comrhanes of Impark for $11.2 million
from Impark's former owner. The non-voting commuack was recorded as an Other Liability in the Corad Financial Statements. The
Trust, for a fee from the former owner of Imparkdiprovided a financial guarantee that the shameddibe redeemed. Upon completion of
the redemption, the Trust sold $11.5 million of UT&asury bills which had collateralized the fioh guarantee.

In July 1998, the Trust commenced a tender off@utchase for cash all $100 million principal amboiits 8 7/8% Senior Notes due 200:
$970 per $1,000 principal amount of Senior Notéss pccrued and unpaid interest. Concurrent wightéimder offer, the Trust conducted a
consent solicitation and offered a consent payrae#i80 per $1,000 principal amount of Senior Nateamend the indenture governing the
Senior Notes and to terminate listing of the SeNiotes on the New York Stock Exchange. The purpdsiee tender offer and consent
solicitation was (i) to prevent the possibility thlae Trust would be required to purchase the Seéwites at 101% of their principal amount,
an obligation which the Trust did not have the ficial resources to satisfy, and

(i) to provide the Trust with additional financiahd operating flexibility. Prior to its amendmethie Senior Note indenture required the Trust
to offer to purchase the Senior Notes at 101% @if fhrincipal amount if within 90 days followingdhdate of a "change of control," the rating
of the Senior Notes by both Standard & Poor's Qatjian ("S&P") and Moody's Investors Services, leclined by one or more rating
levels. In April 1998, S&P placed the Trust on Gr&datch and in November 1998, downgraded the @bt rating. In June 1998,
Moody's placed the Senior Notes under review fasgie downgrade and in October 1998, downgrademiing for the Senior Notes.

In August 1998, pursuant to the tender offer antseat solicitation, holders of approximately 88%ha outstanding Senior Notes consented
to the indenture amendments and the Senior Notess detisted from the New York Stock Exchange. ThasTpurchased approximately
$87.5 million principal amount of Senior Notes. Thechase of the Senior Notes was financed witlptheeeds of a $90 million loan (the
"Bridge Loan") that matures in August 1999. Thediers under the Bridge Loan are Bankers Trust, astagnd BankBoston, N.A., Blacka
Bridge Capital, Elliott Associates, Gotham PartperB. and Gotham Partners Ill, L.P., and WellsfGapital, each as an equal participant.

As a result of legal fees for several matters, wattiseverance expenses for employee terminatiovey @accounting pronouncement requil
the deferral of percentage rent from tenants, arelgn currency mark-to-market
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losses, the Trust was not in compliance with tH& dervice coverage, interest coverage, leverageaad funds from operations covenants
under its bank credit facility for the third quartd 1998. Additionally, Impark was not in compl@nwith covenants relating to the leverage
ratio and interest coverage under its bank crepglgement for the third quarter of 1998. Furthee,lénders under the facilities determined

a change in the majority of the Trust's Board afstees occurred in June 1998. This change in tledBeould have breached covenants
under both credit facilities, but the lenders wditieese breaches.

The lenders under the Trust credit facility agreethodify the debt service and interest coverageirements and the methodology for
calculating net income by excluding certain menurring or extraordinary charges or expensefydirg percentage rent on a pro forma bi
and eliminating any expense or adjustment in esgafiquarter relating to any non-cash foreign euayenark-to-market expense or
adjustment. In addition, the lenders under the figgsedit facility extended the waiver with respiecthe Board of Trustees' change of cor
until June 30, 1999. In consideration for these ifications, the Trust paid the lenders an $825,f@@0 Concomitant with the covenant
modifications and the waiver extension, the lendedsiced their maximum commitment under the Treesit facility from $125 million to
$110 million and will reduce such commitment furthe $80 million on March 17, 1999 and to $50 moiflion May 17, 1999. The lenders
have agreed in principle in March 1999 in exchadioge payment fee of $300,000, extended by 45 tt@yseduction of the commitment to
April 30, 1999 and June 30, 1999, respectivelypad of the Amendment to extend the dates of timensibment reduction in March 1999, the
lenders reduced the credit facility commitment Bynillion to $105 million. Additionally, upon theompletion of the rights offering, $9
million of the proceeds will be used to repay thedi facility and the commitment will be reducegd 9 million to $96 million. The lenders
also increased the interest rate under the faditity the Eurodollar rate plus 200 basis pointtherprime rate to the Eurodollar rate plus 300
basis points or the prime rate plus 50 basis points

The lenders under the Impark credit facility agrem@) modify the interest coverage and leveragguirements and the methodology for
determining earnings before interest, taxes, déien and amortization by adjusting for certaimfrecurring or extraordinary charges or
expenses for each of the quarters ended Septerdp&®38 through September 30, 1999 and (ii) deerf@smargin added to the Canadian
Bankers Acceptance interest rate from 175 basigtptd 150 basis points. In addition, the lendatsreded the waiver with respect to the
default caused by the change in the majority offthest's Board of Trustees until June 30, 199%admsideration for these amendments and
the waiver extension, the principal balance underinpark credit facility was reduced from Cdn. $8illion to Cdn. $38.8 million, Impark
paid the lenders a fee of Cdn. $388,400, and tbhstTssued an $8 million U.S. letter of credit untdte Trust's credit facility as collateral for
Impark's obligations and agreed to provide an afdit $5 million U.S. in collateral for such obliizns on August 11, 1999.

The lenders under the Bridge Loan agreed to extemdnhaturity of the loan to August 11, 1999 anaiporate the revised covenants in the
Trust's credit facility. In consideration for themmendments, the Trust paid the Bridge Loan lenalées of $300,000 and agreed, in princi

to (i) reduce the outstanding principal balanceauride Bridge Loan to less than $70 million by M#&y 1999 (previous reduction date was
March 31, 1999) and to less than $50 million by Nay 1999, (ii) increase the lenders' interest oat¢he loan from 9.875% to 12% per
annum and (iii) pay (A) on February 11, 1999 ade&% of the outstanding principal amount of therimn such date, (B) a fee in an amount
equal to 50 basis points of the outstanding prigdcimount of the loan on March 31, 1999, if theahaé outstanding is greater than $60
million and (C) a fee in an amount equal to 50 @@ basis points of the outstanding principal amaidithe loan on May 31, 1999, depending
on the loan balance outstanding at May 31, 1998.Tast further amended the Bridge Loan, in prileifo have $9.0 million of proceeds
from an anticipated rights offering, that would etlvise be used to repay a portion of the Bridgenl.¢@be used to repay the Trust's credit
facility. This $9.0 million portion of the Bridgedan will bear interest at 15% annually.

In November 1998, in consideration for various sy that it had previously provided to the Trasthird party was issued ten-year warrants
exercisable for 500,000 shares of beneficial irstesea price of $10 per share and was paid $76010te Trust recorded $436,000 in expe
as a measurement of the consideration representde Istock warrants based on the Black-Scholésmopticing model.

In December 1998, the Trust, and Impark recordedrecash charge of approximately $51 million in accomawith SFAS 121, "Impairme
of Long Lived Assets". The Trust determined thataia real estate assets held for sale are impaiaedd on the bids received from
purchasers compared to the net book value of thesets held for sale and recorded a $36 milliongehas the Trust intends to sell these
assets, the bids received best represent the lcaskofbe realized in accordance with SFAS 121. iAdidally, Impark recorded a $15 million
U.S. reduction of goodwill. A review for impairmewss triggered based on Impark's operating rebeitsy less than the proforma projection
used to purchase Impark. The impairment was ingéchy projected undiscounted future cash flowsrgddrk being less than the net book
value of Impark's assets, including goodwill rethte the acquisition. The impairment amount wasudated based on discounting projected
cash flows of Impark, which showed the net bookigaf Impark's assets, including goodwill, would be realized by $15 million U.S.

YEAR 2000
In June 1998, the Trust implemented a multi-steprY00 Compliance Project (the "Project”). Thej@uis addressing the issue of
computer systems and embedded computer chips thahot be able to properly recognize dates pripotg or after January 1, 2000.

The general phases of the Project are as follalysn¢entorying systems and equipment that mayfteetad by the Year 2000 issue; (2)
assigning priorities to the items identified; (3pkiating the Year 2000 compliance of items deemed
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to be critical to the Trust's operations; (4) tegteritical items; (5) repairing or replacing arél items that are determined not to be Year 2000
compliant and (6) developing and implementing aaygincy plans for each location.

As of December 31, 1998, the inventory and pricaiggessment phases of the Project were complatiidaldtems are those believed by the
Trust to involve a risk to the safety of individsabr that may cause damage to property, or aféeeinues. Testing of critical items is being
performed and is expected to be completed in tseduarter of 1999.

The Project addresses three main sections: (aynafiion Technology Systems; (b) Process Controllasiumentation; and (c) Third Party
Tenants, Suppliers and Customers.

The Information Technology Systems section consistdl computer hardware and software. These systre primarily used for accounting
and financial reporting as well as property manag@murposes throughout the Trust's operationsatknpses other systems mainly for
revenue control purposes at the parking facilityeleThe testing phase is ongoing as hardware aftdare are remediated, upgraded or
replaced. Currently, Impark's accounting and fimgneporting systems are not Year 2000 complidmgtse systems will be replaced by a new
general-purpose financial reporting and generajéegackage by October 31, 1999. Additionally, mandware and software are being
installed at various properties and subsidiaridgchvis anticipated to be completed by June 309199

The Process Control and Instrumentation sectiolndes the hardware, software and associated emteddeputer chips that are used in the
operations of certain facilities owned by the Trststing and repair of this equipment is in prec@he Trust's evaluation of these items and
communications with manufacturers and suppliersatad that the majority of this equipment is meatelrin nature and is not dasensitive
and accordingly will not require remediation orleg@ment to function properly in the Year 2000. tayency planning is in process, and all
repair and testing is expected to be completecubg 30, 1999.

The Third Party Tenants, Suppliers and Customentsoseincludes the process of identifying critisalppliers and customers and obtaining
information from them regarding their plans andgpess in addressing the Year 2000 problem. A writigtice regarding the Year 2000
problem was sent to all tenants occupying spapeogerties owned by the Trust and to landlordsasking facilities operated by Impark.
Additionally, inquiries have been forwarded toicat third parties (primarily financial institutisrand utility service providers), and respor
are currently being obtained and evaluated. Theakations will be followed by the development ofitingency plans. All activities for this
section are expected to be completed by June 39, 19

The total cost of required modifications to achidear 2000 compliance is not expected to be materihe Trust's financial position.
Estimated total costs are expected to be betwe@nnillion and $2.0 million, including enhancemetdsoftware programs and upgrades to
hardware, some portion of which would have beeredmespective of the Year 2000 problem.

The failure to correct a material Year 2000 issodlat result in the interruption or failure of centamormal business activities or operations.
The most reasonable worst case scenarios for tst @re

- A significant number of tenants at shopping centell not be able to record sales transactiomsguheir automated equipment or accept
credit card transactions, and

- Electric utility companies will not be able toopide power to operate shopping centers, officédings, apartment complexes or parking
facilities.

The most reasonable worst case scenarios for Ingrark

- Its financial reporting system will not work on after January 1, 2000, and
- Parking equipment that has been identified asamnpliant will not accept credit cards from parkipatrons at the facilities it manages.

FEDERAL TAX LEGISLATION

On July 22, 1998, the President of the United Staigned legislation that limits the "grandfathgrinles" applicable to Real Estate
Investment Trusts (REITS) which have a paired mamamnt company. (The shares of the affiliated mamagé company are considered tc
"paired" with the Trust.) As a result of this Idgtion, the Trust and the affiliated managementgany will be treated as one entity with
respect to properties acquired on or after MarghLl268 and activities or services relating to spicdperties that are undertaken or performed
by one of the paired entities on or after this dates legislation limits the benefits of the Tragtaired structure with the affiliated
management company. The Trust is currently evalgdtie potential value of its paired structure.
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LIQUIDITY AND CAPITAL RESOURCES

Net cash provided by operations was $6.4 millios@mapared to cash provided by operations of $158lllomwhen comparing 1998 to 199
The decrease in cash provided from operationsnsapily the result of a net loss before the prefdrdividend of $83.5 million. The net loss
was primarily caused by several charges relatirthegroxy contest and change in the Board of Ersstcomposition as detailed in the
following section "Results of Operations" and tlemcash charge of $51 million for the unrealizezslon the carrying value of assets helc
sale and impaired. The net loss of $83.5 millioaffset by the non cash charges of $33.4 milliandfepreciation and amortization and the
$51 million charge to recognize the unrealized mss$he carrying value of assets held for saleianpéired. Dividends to shares of beneficial
interest paid in 1998 of $6.6 million represent®8% of net cash from operations.

The Trust received $25 million in full repaymentteo mortgage investments secured by a mall innfr@it, WV and an office building in
Cleveland, OH during 1998. The proceeds were useepay borrowings under the Trust's bank creditifi@s. Additionally, the Trust in
May 1998 sold land in Cleveland, OH for $6.1 millivhich was also used to repay bank credit faediti

As noted previously, the Trust acquired five pagkiacilities and a development site for $62.3 moiilin cash. The properties were acquired
by borrowing under the bank credit facilities, asption of two mortgages totaling $5.2 million amé issuance of a $.9 million second
mortgage.

The Trust invested $23.1 million in its existingfolio primarily to construct the first phase ofhopping center in Abilene, TX and continue
to tenant the former retail center in Denver, C@icl has been converted into an office technolagytear.

As noted previously, the Trust's affiliated managatrcompany purchased the remaining non-voting comstock of Impark in June 1998
for $11.2 million.

During the second quarter of 1998, the Trust s@ld $nillion of stock of another REIT and $11.5 itSBUTreasury bills. The U.S. Treasury
bills were collateral for a financial guaranteetttiee Trust had made in conjunction with the Truaffiliated management company's
acquisition of Impark.

In May 1998, the Trust obtained a $30 million madg loan on its Chicago, IL parking garage. The@eds were used to repay bank lines of
credit.

In June 1998, the Trust suspended its quarterigeind to shareholders of beneficial interest arapgetl a policy of making only the
minimum required distributions to maintain its &tatus as a REIT. Additionally, the Trust has addya policy of making dividend
distributions on an annual basis. The Trust, f@8,%1as made all distributions required to mainti@inax status as a REIT.

As noted previously, the Trust obtained a $90 onllBridge Loan which was used to repurchase apmrately $87.5 million in Senior Notes.

The Trust in 1999 has the following debt maturifiesthousands of dollars):

Bank loans $101,000
Bridge loan 90,000
Mortgage principal payments 4,308
Other obligations 10,602
$205,910

The bank loans require paydowns to $80 million 8@ million by April 30, 1999 and June 30, 199%pectively. The remaining $50 millic
must be repaid by August 11, 1999. The Bridge Lmaist be paid down to $70 million by May 15, 1999 &m $50 million on May 31, 1999.
The remaining $50 million must be paid by August1999. The $10.6 million obligation may be caltkding 1999 at the option of the
creditor.

To fund the repayment of these obligations, thesfintends to sell certain assets, conduct a rigffésing, use cash available of $28.6 mill
as of December 31, 1998, refinance certain assetisyise cash from operations. To facilitate thietsigffering, the Trust, in September 1998,
filed a registration statement on Form S-3 with $eeurities and Exchange Commission.

If the Trust is not able to meet the deadlinesdfelst repayment, it may be forced to seek bankruptatection.
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RESULTS OF OPERATIONS - 1998 VERSUS 1997

Net loss applicable to shares of beneficial intefies1998 was $86.5 million as compared to nedbime of $.8 million for 1997. The net lo

for 1998 included a $2.25 million loss on a propetquisition deposit that was approved prior ®8¢hange in the majority of the Board of
Trustees in June 1998, and which was offset by $@00later in 1998 by assigning the contract toim party, a $3.4 million payment to the
Trust's former chairman and chief executive offiee$4.7 million expense due to lifting of restocis on restricted shares which followed the
change in the majority of the Trust's Board of Tees, $1.5 million in other professional fees toid\a change in the composition of the
Trust's Board, $4.8 million in proxy and litigatiexpenses and a $51 million noncash charge to nem®the loss on carrying value of assets
held for sale and impaired assets. Additionallg, Tust incurred $2.2 million in foreign currencyrk-to-market losses, $6.1 million in
accrued severance expenses for change in contegragnts and for employee terminations and $2 léomih legal fees.

In February 1998, 951,000 preferred shares of li@akinterest were converted into common shardseofeficial interest resulting in a
decreased preferred dividend when comparing 1998%G.

Net loss for 1998 included $10.3 million of capigalins. The Trust sold its land beneath a buildingleveland, OH resulting in a capital g

of $1.7 million. An additional capital gain of $7nillion was recognized when a mortgage investrmead repaid. This capital gain had been
deferred from a property sale in 1982 since thesfTireceived the mortgage note as purchase consider@he Trust also realized a capital
gain from the sale of a forward exchange contr&&t® million in the second quarter of 1998. In Betber 1998, the Trust sold a land parcel
in Monroe, LA resulting in a $.1 million capitaligaAdditionally, the net loss for 1998 included.@illion of unamortized Senior Note
issue costs and professional fees which were erpanghe third quarter of 1998 when the Trust ikppproximately $87.5 million of the
Senior Notes prior to their maturity and $.8 mifliof deferred costs which were expensed when thst Tenegotiated its bank agreement and
$90 million Bridge Loan.

Mortgage loan interest income declined by $1.7ianllwhen comparing 1998 to 1997. The decline farest income when comparing 1998
to 1997 was caused by the repayment of a mortgagstiment secured by a shopping mall in Fairmont,iklMJanuary 1998 and the
repayment of a mortgage investment secured byfaredfuilding in Cleveland, OH in May 1998.

The Trust had approximately $11.5 million invesired).S. Treasury bills and approximately $2.1 roillinvested in the stock of another
REIT for the first five months of 1998. The U.Se@sury bills were purchased in April 1997 to set¢heeTrust's obligation under an
agreement with the former owners of Impark to deHalize the $10.5 million in non-voting stock aactrued interest which the former
owners of Impark received when the Trust's affiitamanagement company purchased voting controhpéitk in April 1997. The REIT
stock was acquired in the third and fourth quartérs997 as a long-term investment. As noted prgsihig the non-voting common stock of
Impark was purchased in June 1998 allowing thetTousell the U.S. Treasury bills. The Trust aletaists holdings in the REIT stock as a
result of its change in investment strategy.

In September 1996, the Trust invested in a joimtwe that owned eight shopping malls and 50% oftear mall. The Trust in September
1997 purchased the interests of its joint ventameners. Consequently, the Trust's investment imcand management fees for the Trust's
affiliated management company declined when compatb98 to 1997.

Property net operating income for 1998 increaséaiZbghillion when comparing 1998 to 1997 on a nomparable basis. The acquisition of
the former joint venture properties in Septembed718nd the five parking facilities in the first ¢le&rmonths of 1998 produced $21.8 million
and $3.7 million, respectively, of increased préypeet operating income when comparing 1998 tcstivee period of 1997. These increases
were offset by the decrease in property net opegaticome of $1.5 million resulting from the safeaa office building and an apartment
complex in the last four months of 1997. Properyaperating income increased by $2.2 million fer tomparable portfolio when compai
1998 to the same period of 1997. The increase Walsuaable to the continued lease-up of the N&féitley Tech Center and increased rental
rates in the apartment portfolio.

Mortgage interest expense increased when compa@ie§ to that of 1997 primarily due to the $203 imillin mortgage debt assumed in
September 1997 in conjunction with the purchasa®femaining interest in the Trust's joint ventanel the $30 million mortgage obtainec
May 1998.

Bank loan interest expense increased when compa#ia§ to the prior year due to increased borrowéxglusive of the bank debt assume
the April 1997 acquisition of Impark. The averagdance for 1998 outstanding, exclusive of Impdbkisk debt, was $90 million. The aver
balance outstanding for 1997 was approximately$il®on. The bank loans increased when comparin@gl® 1997 primarily due to
borrowings to fund the parking garage acquisitiand development site, partially fund the Trustiscpase of its partners' interest in the joint
venture and to fund tenant and capital improvemeutsg 1998 and 1997. Additionally, the bank cavenwaiver fees of $.6 million for the
second quarter covenant waivers were recordedrdsiban interest expense in 1998. Offsetting tleedase in the bank credit facilities were
the proceeds from property sales during the lastfimonths of 1997 and in May 1998, the repaymemhaftgage investments in the first and
third quarters of 1998 and
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the $30 million mortgage obtained in May 1998. Auldfially, the inclusion of Impark for all of 1998s compared to eight and a half months
in 1997, in the results of the affiliated managehwampany, resulted in bank interest expense isargdy $.8 million when comparing 1998
to 1997.

Depreciation and amortization expense for 1998&iased over 1997 primarily due to the amortizatiogomdwill and management contracts
associated with the acquisition of Impark in AQ997, the depreciation from the eight shopping snadiquired in September 1997 when the
Trust acquired its joint venture partners' inteireghe malls and the depreciation from the foukjpey facilities which were acquired in the
first quarter of 1998.

General and administrative expenses increased wgraparing 1998 to 1997 primarily related to seveharges as a result of the proxy
contest and the change in the majority of the Badiitrustees. The charges in the second quartEd9f included $4.8 million in proxy and
litigation expenses of which $3.1 million was ambursement for Gotham's proxy expenses, $3.4 mitésulting from the termination of the
former chairman, president and chief executiveceffi$4.7 million for the vesting of restricted sfg®which occurred upon the change in the
majority of the Board of Trustees, and $1.5 millioradditional professional fees to avoid a changhe composition of the Trust's Board.
Additionally, in the third and fourth quarters 398, the Trust accrued $6.1 million of severangeease for employee termination, change in
control and continuation of employment agreemebtsing the last six months of 1998, the Trust imedrapproximately $2.6 million in legal
fees for negotiation of the $90 million note pagabhd credit facilities, potential sales of projsrand corporate acquisitions and corporate
due diligence and preparation of a rights offerifige Trust expensed $.5 million in fees for an aaesssful effort to refinance its current debt
in December 1998. Impark's general and adminisgakpenses increased over 1997 due to its inclusioesults for a full year in 1998
versus eight and a half months in 1997, and apprately $2.5 million in expansion costs into U.Srkeas incurred in 1998 and a $.4 million
expense for the termination of a contract to repié&computer system. The Trust also recorded 26%8illion expense when it did not close
on the purchase of a parking facility because thar of Trustees believed that the contract, whiak approved prior to the change in the
majority of the Board in June 1998, was on disath@@ous terms. First Union partially offset thisddoy assigning the contract to a third
party for $200,000.

RESULTS OF OPERATIONS - 1997 VERSUS 1996

Net income applicable to shares of beneficial egefor 1997 was $.8 million. The net income agtiie to shares of beneficial interest

1997 included a noncash recognition of $700,000aime from the repayment of a wraparound mortgagestment, as the proceeds of $18
million exceeded the Trust's basis in the wrapadaomestment and the recognition of $500,000 imime from a casualty loss at one of the
Trust's shopping centers. Net income applicabkhtmes of beneficial interest for 1997 was after#h.8 million preferred dividend for the
preferred shares which were issued in October 11898ovember 1997, the Trust sold an apartment éexrip Dayton, OH, resulting in a
capital gain of $2.7 million; while in December 7Q%he Trust sold an office complex in OklahomayQ@K, resulting in a loss of $1.2
million. The net capital gain resulting from theésansactions was $1.5 million.

Mortgage investment income declined when compalBgj/ to 1996 due primarily to the repayment of aparound mortgage investment in
February 1997, as noted previously.

Short-term investment income increased in 199awpared to 1996 due to the Trust having an averb§81 million invested in short-term
securities in 1997 versus minimal short-term inwesits in 1996.

Property net operating income was $16.8 milliora¢ggewhen comparing 1997 and 1996. The compardfide property portfolio produced
$1.2 million in increased property net operatingoime when comparing 1997 and 1996 primarily duadeeased occupancy at a former ri
center in Denver, CO, and at office buildings iew@land, OH, and Indianapolis, IN, and a real edtat refund in Cleveland, OH. The
comparable parking portfolio had a decline of $800,in property net operating income primarily doéncreased real estate tax expense anc
the expiration of a fixed minimum rent managemaenttact. The comparable retail portfolio had deseglanet operating income of $1.2
million when comparing 1997 and 1996 due primalyhe recognition of a $1.1 million terminatiorefin 1996. The comparable apartment
portfolio had increased property net operating memf $600,000 when comparing 1997 and 1996 priynduie to the increased occupanc
an apartment complex in Durham, NC, and rent ire@gat the Trust's other apartment complexes. dipgsition of Impark in April 1997
and the Trust's purchase of its partners' inténetbie joint venture in September 1997 producedZillion in property operating income on
a non-comparable basis. The acquisition of an apnt complex in December 1996 and parking fac#liiteMay 1997 partially offset the
decline in property net operating income from thepping mall, office buildings and apartment comseld in January 1997 and last four
months of 1997, resulting in a decline of $400,00property net operating income.
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Mortgage interest expense increased when compa8i9g to 1996 due to the $203 million in mortgagktdssumed in September 1997 in
conjunction with the Trust's purchase of the relingjinterest of the joint venture.

Interest on bank loans decreased when comparing ttie same period of 1996. In 1997, the Trudtdraaverage of $19 million in bank
borrowings versus $51 million in 1996. The net pexts from the sale of preferred shares of benkfit&rest in October 1996, the proceeds
from a sale of a shopping mall in January 1997apdrtion of the net proceeds from the sale ofeshaf beneficial interest in January 1997
and June 1997 were used to repay short-term bamis Itlowever, partially offsetting the decreaskank loan interest and other expense is
the addition, in April 1997, of approximately $26llian in bank loans assumed in the acquisitiorinopark and the accrual of the liability
associated with a put-right which was attachedhéolinpark common shares issued to the former owafdrspark as part of the acquisition
consideration.

Depreciation and amortization expense increasedhwhmparing 1997 to 1996. This increase in deptieciaand amortization expense was
primarily attributed to the amortization of goodwéihd management contracts related to the acansiti Impark, the depreciation of the

malls acquired in September 1997, and the Truspial improvement program. These increases at@lhaoffset by the non-recurring, non-
cash $680,000 write-off of a tenant allowance whicburred in the first quarter of 1996 when thestneplaced an anchor tenant at one of its
malls.

General and administrative expenses for 1997 isetwhen compared to 1996. The increase is mditniped to the general and
administrative expenses from the management afitieproperties acquired in a joint venture for 298d the acquisition of Impark in the
second quarter of 1997. The increase in generaadmdnistrative expenses for 1997 was partiallgetfby a norrecurring, noncash charge
$650,000 in 1996 for the termination of an emplogtremntract of a former executive.

EFFECTS OF FOREIGN CURRENCY ON THE TRUST AND COMPANY

Impark operates internationally and enters intogaations denominated in a foreign currency. Assalt, the Trust and its affiliated
management company are subject to the variablidaydrises from exchange rate movements. The gffédbreign currency on operating
results are discussed above. The Trust and itsas#ti management company do not hedge the riskséign currency exchange rate
movements. Impark derives 87% of its revenues ima@a.

INTEREST RATE RISK

The Trust and Impark have entered into certaimitireg arrangements that require interest paymexgsdon floating interest rates. As such,
the Trust's and Impark's financial results areexttltp changes in the market rate of interest.eboice the exposure to changes in the market
rate of interest, the Trust has entered into agasgantee contract for a portion of its floatiaterfinancing arrangements. The Trust does not
enter into rate guarantee contracts for tradingEses.

Certain statements contained in the annual repattare forward-looking are based on current exgiects that are subject to a number of
uncertainties and risks, and actual results mdgrdihaterially. The uncertainties and risks incluolat are not limited to, changes in market
activity, changes in local real estate conditiond markets, actions by competitors, interest rasgeaments and general economic conditions.
Further information about these matters can bedanithe Trust's Annual Report filed with the SE€CForm 10K.
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EXHIBIT 23
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation of our reports includedthirstForm 10-K, into the registrant's

previously filed Registration Statements on Forr@ &egistration Nos. 2-88719, 33-2818, 33-1152413312, 33-26758, 33-33279, 33-
38754, 33-45355, 33-57756 and 333-953).

Cleveland, Ohio, Arthur Andersen LLP March 29, 1<



Exhibit 24

FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS

ANNUAL REPORT ON FORM 10-K
FOR THE YEAR ENDED DECEMBER 31, 1998

Power of Attorney of Officers and Trustees

The undersigned, an Officer or Trustee or both Hit€ and Trustee of First Union Real Estate Bgaitd Mortgage Investments, an Ohio
business trust (the "Trust") which anticipatesliwith the Securities and Exchange Commission,hivigson, D.C., under the provisions of
the Securities Exchange Act of 1934, an Annual RepoForm 10-K for the year ended December 3181®@reinafter called the "Form 10-
K"), does hereby constitute and appoint Danielfedman and Paul F. Levin, and either of them, iithpower of substitution and
resubstitution, as attorneys or attorney to sigrhfim and in his name the Form 10-K and any andrakndments and exhibits thereto, and
any and all other documents to be filed with theusigies and Exchange Commission pertaining toRtwen 10-K, with full power and
authority to do and perform any and all acts amaigwhatsoever required or necessary to be dotieipremises, as fully to all intents and
purposes as he could do if personally presentblerifying and approving the acts of said attgsand any of them and any such substi

IN WITNESS WHEREOF, the undersigned has hereurtthiséhand this 29th day of March, 1999.

/sl WLLIAM A ACKMAN

/sl DANIEL J. ALTOBELLO
/sl STEPHEN J. GARCH K



Exhibit 24

FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS

ANNUAL REPORT ON FORM 10-K
FOR THE YEAR ENDED DECEMBER 31, 1998

Power of Attorney of Officers and Trustees

The undersigned, an Officer or Trustee or both Hit€@ and Trustee of First Union Real Estate Egjaitd Mortgage Investments, an Ohio
business trust (the "Trust") which anticipatesfiliwith the Securities and Exchange Commission,hi¥igson, D.C., under the provisions of
the Securities Exchange Act of 1934, as amendeAnanal Report on Form 10-K for the year ended Ddwer 31, 1998 (hereinafter called
the "Form 10K"), does hereby constitute and appoint Danielriedfan and Paul F. Levin, and either of them, vtithpower of substitutior
and resubstitution, as attorneys or attorney to &g him and in his name the Form 10-K and any @hdmendments and exhibits thereto,
and any and all other documents to be filed withSlecurities and Exchange Commission pertainirtigetd-orm 10-K, with full power and
authority to do and perform any and all acts amaighwhatsoever required or necessary to be dotieipremises, as fully to all intents and
purposes as he could do if personally presentpblieaifying and approving the acts of said attgeand any of them and any such substi

IN WITNESS WHEREOF, the undersigned has hereurthiséhand this __ day of , 1999.



ARTICLE 5
CIK: 0000037008

NAME: FIRST UNION REAL ESTATE EQUITY AND MORTGAGENVESTMENTS

MULTIPLIER: 1

PERIOD TYPE

FISCAL YEAR END
PERIOD START
PERIOD END

CASH

SECURITIES
RECEIVABLES
ALLOWANCES
INVENTORY
CURRENT ASSET
PP&E

DEPRECIATION
TOTAL ASSETS
CURRENT LIABILITIES
BONDS

PREFERRED MANDATORY
PREFERREL
COMMON

OTHER SE

TOTAL LIABILITY AND EQUITY
SALES

TOTAL REVENUES
CGS

TOTAL COSTS
OTHER EXPENSE!
LOSS PROVISION
INTEREST EXPENSE
INCOME PRETAX
INCOME TAX

INCOME CONTINUING
DISCONTINUED
EXTRAORDINARY
CHANGES

NET INCOME

EPS PRIMARY

EPS DILUTED

YEAR
DEC 31 199
JAN 01 199:
DEC 31 199
45,175,00
5,00(
21,809,00

0

2,798,001
69,787,00
806,859,00
(165,357,00(
786,684,00
42,659,00
578,397,00
0

31,737,00
121,076,00
(2,117,000
786,684,00
320,592,00
324,526,00
0
415,991,00
365,132,00
0

50,859,00
(91,465,00C
0
(91,465,00C
0

0

0
(86,517,00C
(2.81

(2.81



ARTICLE 5

RESTATED:
CIK: 0000037008

NAME: FIRST UNION REAL ESTATE EQUITY AND MORTGAGENVESTMENTSE

MULTIPLIER: 1

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
CASH 16,864,00
SECURITIES 13,103,00
RECEIVABLES 20,070,00
ALLOWANCES 0
INVENTORY 3,374,001
CURRENT ASSET¢ 53,411,00
PP&E 756,308,00
DEPRECIATION (142,082,00(C
TOTAL ASSETS 790,226,00
CURRENT LIABILITIES 38,000,00
BONDS 483,459,00
PREFERRED MANDATORY 182,079,00
PREFERREL 54,109,00
COMMON 182,079,00
OTHER SE (878,000
TOTAL LIABILITY AND EQUITY 790,226,00
SALES 225,388,00
TOTAL REVENUES 235,544,00
CGS 0
TOTAL COSTS 232,054,00
OTHER EXPENSE! 202,190,00
LOSS PROVISION 0
INTEREST EXPENSE 29,864,00
INCOME PRETAX 3,490,001
INCOME TAX 0
INCOME CONTINUING 3,490,001
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 845,00(
EPS PRIMARY (.03)
EPS DILUTED (.03)
End of Filing
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