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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 meanihthe safe harbor provisions of the Private Seagititigation 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,” “inteisd' "plans,” "pro forma," "estimates" or "anticipat or the negative thereof or other
variations thereof or comparable terminology, odiscussions of strategy, plans, intentions orcgdied 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:

o the declaration or payment of distributions by us

o the ownership, management and operation of ptiepgr

o potential acquisitions or dispositions of ourgedies, assets or other businesses;

o our policies regarding investments, acquisitialspositions, financings and other matters;
o our qualification as a REIT under the Code armd'trandfathering” rules under Section 269B ofGloele;
o the real estate industry and real estate mairkegjsneral;

o the availability of debt and equity financing;

o interest rates;

0 general economic conditions;

o supply and customer demand;

o trends affecting us or our assets;

o the effect of acquisitions or dispositions onitajzation and financial flexibility;

o the anticipated performance of our assets amdaiired properties and businesses, including,owithmitation, statements regarding
anticipated revenues, cash flows, funds from ofmrat earnings before interest, depreciation andrémation, property net operating incor
operating or profit margins and sensitivity to emanc downturns or anticipated growth or improvensdantany of the foregoing; and

o our ability, and that of our or assets and aeglproperties and businesses to grow.

Holders of Beneficial Interest in Common Sharescangioned that, while forward-looking statememtffect our good faith beliefs, they are
not guarantees of future performance and they wevkhown and unknown risks and uncertainties. Aaesults may differ materially from
those in the forward-looking statements as a regultirious factors. The information containedrardrporated by reference in this report and
any amendment hereof, including, without limitatithne information set forth in "Risk Factors" belowin any risk factors in documents that
are incorporated by reference in this report, ifiestimportant factors that could cause such diffiees. We undertake no obligation to
publicly release the results of any revisions &sthforward-looking statements that may reflectfatyre events or circumstances.
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PART I
Iltem 1. Business.

First Union Real Estate Equity and Mortgage Investta (the "Trust") is an unincorporated associdtiahe form of a business trust
organized in Ohio under a Declaration of Trust dategust 1, 1961, as amended from time to timeutinoApril 2004 (the "Declaration of
Trust"), which has as its stated principal busiregivity the ownership and management of, anditentb, real estate and related
investments. At December 31, 2004, the Trust gedliis a real estate investment trust ("REIT") ni8xtions 856 through 860 of the
Internal Revenue Code of 1986, as amended (thee'Q.ddffective January 1, 2005, the Trust conditstbusiness through First Union REIT
L.P., a Delaware limited partnership (the "Opemtfartnership”). The Trust is the sole generahgarof, and owns directly and indirectly,
100% of the limited partnership interests in thee@ging Partnership. See "Establishment of the &gy Partnership”. In 1971, to encouri
efficient operation and management of its propemty after receiving a ruling from the Internal Bewe Service with respect to the proposed
form of organization and operation, the Trust, ea@lus company to be organized pursuant to the latvsedtate of Delaware under the name
First Union Management, Inc. ("FUMI"). For finantiaporting purposes, the financial statementsldfiFare combined with those of the
Trust.

All references to "We," "Us," and "Company" referthe Trust, FUMI and their combined subsidiariesluding the Operating Partnership.

On July 22, 1998, tax legislation was enacted imgithe "grandfathering rules" applicable to std@REITS such as the Trust (the "Stapled
REIT Legislation"). As a result, the income andaties of FUMI with respect to any real propertyterests acquired by the Trust and FUMI
after March 26, 1998, for which there was no bigdiritten agreement, public announcement or filirith the Securities and Exchange
Commission on or before March 26, 1998, are atteithwio the Trust for purposes of determining whethe Trust qualifies as a REIT under
the Code.

At December 31, 2003, we had reduced our holdingad real properties (one of which was sold in40énd our interest in VenTek
International, Inc. ("VenTek"), which ceased opierad in 2004. Since a change in our managementtaféeJanuary 1, 2004 (see "FUR
Investors Transaction" below), we seek to acquiiditeonal real estate assets. In general, rattaer thcus on a particular type of real estate
related asset or a specific geographic sectoreek ® invest in undervalued assets or investnteatsve believe present an opportunity to
outperform the marketplace, either through timéhoough an infusion of capital and improved managmConsequently, with certain
limitations, we will seek to invest or acquire mogites of real estate assets or securities inaudiirect ownership in real property and enti
that own real property, loans secured by real ptgpe entities that own real property and debt aqdity securities of other REITs. In
addition, as investments mature in value to thaetpehere we are unlikely to achieve better tharaaket return on their then enhanced value,
it is likely we will exit the investment and seekredeploy the capital to higher yielding opportigsi.

During 2004, we disposed of one asset, our PakaMN&all property, ceased operations of our VenTgdiress, and acquired a number of
additional assets. As of December 31, 2004, intewidio our cash reserves and government secuwieswned (i) an office building located
in Indianapolis, Indiana commonly referred to ascléi Tower, (ii) 16 triple-net lease propertiese($Bortfolio Acquisition” below), (iii) a 1%
general partner interest in 5400 Westheimer Holdlifgy ("5400 Westheimer"), a limited partnershipttindirectly owns an office building in
Houston, Texas, (iv) a $7,533,000 loan receivablefdom 5400 Westheimer, which loan and accruestést was subsequently satisfied on
January 5, 2005 by the payment of $7,040,000 ih easd the transfer to the Company of an additid@alimited partnership interest in 5400
Westheimer, (v) a 50% participation in a first ngaige loan secured by a property located at 63 @8tktStreet, New York, New York,
which was subsequently satisfied on January 18,200 a 25% participation interest in a loan gecuby a first mortgage on a commercial
property located in New York City's Chelsea areda) & first mortgage loan secured by a Wingategtand the land on which it is situate
located in Clearwater Florida, (viii) 8.46% of thetstanding shares of common stock of Sizeler Rtppevestors, Inc. (NYSE:SIZ), and (ix)
equity interests in various public and private REIh addition, during 2004, we acquired and displasf an interest in Atlantic Realty Trust
and acquired a loan receivable due from NorthSaatnership, L.P. which was satisfied in August 2004
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As of December 31, 2004, FUMI's only remaining &®&es a profit participation in Ventek Transit Inthe entity that acquired the assets of
FUMI's subsidiary VenTek. See "Sale of VenTek" belyenTek was in the business of manufacturingaltisg and providing maintenance
of transit ticket vending equipment.

Establishment of the Operating Partnership

During 2004 it was determined that the establistroéan UPREIT ("Umbrella Partnership Real Estateestment Trust") structure could
further enhance our ability to consummate traneastiAn UPREIT structure provides for the estalpfisht of a limited partnership,
commonly referred to as the operating partnerghagt,is primarily owned by the REIT and which hottle REIT's assets. The establishment
of an operating partnership gives us flexibilityemhpurchasing real property to pay the purchase for it in the form of operating
partnership interests, if so elected by the seiereby enabling the seller to defer taxable gaitthe sale until such time as the interests it
operating partnership are liquidated.

Accordingly, effective January 1, 2005, the Truahsferred substantially all of its assets to tiper@ting Partnership in exchange for a 99.8%
ownership interest in the common units of the OfregaPartnership and a 100% ownership interedtérpreferred units of the Operating
Partnership. The remaining 0.2% of the common warisheld by FT-TRS Loan Corp., a whotlyted subsidiary of the Trust. As a result,
Trust holds a 100% interest in the Operating Peship. The transfer of the assets to the Oper&argnership will not have any effect on the
operations or cash flow of the Trust.

Gotham Transaction

On February 13, 2002, the Trust entered into andise Agreement and Plan of Merger and Contributjpursuant to which the Trust agreed
to merge with and into Gotham Golf Corp. ("Gothawif3, a Delaware corporation controlled by GothBartners, L.P. ("Gotham Partner:
at that time the beneficial owner of 16.8% of thasE's outstanding common shares of beneficiatéstgthe "Common Shares"). The
proposed transaction was subject to several conditincluding the approval of the Trust's commioareholders and the obtaining of certain
third party consents. The Trust's common sharem®laigproved the proposed transaction by the reguisajority vote at a November 27,
2002 meeting of shareholders. However, litigatiaswrought with respect to the proposed transaatisulting in the granting of an
injunction preventing the proposed transaction fgwing forward. On June 25, 2003, the Trust entereda Settlement, Termination and
Standstill Agreement (the "Agreement”) with, amatigers, Gotham Partners. The Agreement providethéotermination of the merger
agreement regarding the merger of the Trust witth@ua Golf, the purchase by the Trust of 5,841,288Mon Shares owned by Gotham
Partners and its affiliates for approximately $8B,000 and a termination payment to Gotham Partfe$2,400,000. The Agreement also
provided that neither Gotham Partners nor anyiaifilwill enter into or agree to enter into anynfiosf business combination, acquisition or
other transaction involving the Trust or any mdjeowned affiliate for a period of five years fraire date of the Agreement. The termination
payment was recognized as a general and administeatpense during the year ended December 31, 2003

FUR Investors Transaction

On November 26, 2003, the Trust entered into ak3farchase Agreement with FUR Investors, LLC, dityenontrolled by and partially
owned by the current executive officers of the Tr@m December 31, 2003, FUR Investors LLC acqui@®0,000 Common Shares
pursuant to a tender offer at a price of $2.30spare and purchased pursuant to the terms of tiolk Surchase Agreement an additional
5,000,000 newly issued Common Shares pursuanettetins of the Stock Purchase Agreement for a pfi&2.60 per share. As a result of
these purchases, FUR Investors LLC acquired a ¢6thD,000,000 of the outstanding Common Shareesepting 32.2% of the then total
outstanding Common Shares.

Pursuant to the Stock Purchase Agreement, (i) MichaAshner was appointed the Chief Executive €efffiof the Trust, (ii) the Trust entered
into the Advisory Agreement with FUR Advisors, L{GFUR Advisors"), (iii) Mr. Ashner entered into axclusivity agreement with the
Company, and (iv) FUR Investors, LLC entered inttbeenants agreement pursuant to which it agreetbriake certain action which, amc
other things, would adversely impact the Trustsust as a REIT or its listing on the New York Stéocichange. In addition, Daniel J.
Altobello and Jeffrey Citrin resigned as memberghefBoard of Trustees, and three new trustees ayggeinted to the Board of Trustees.
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In January 2004, the Board of Trustees approvediaanto the ownership limitations set forth in threist's bylaws to permit Michael L.
Ashner, the Chief Executive Officer of the Trustacquire up to 30,000 shares of the Trust's Regfé8hares so long as the acquisition
thereof (i) is not otherwise in violation of the @rship limitations set forth in the Trust's bylamisose purpose is to protect REIT status of
the Trust and (ii) does not reduce the existingilityt of the net operating loss benefits availatde¢he Trust.

Sale of Park Plaza Mall

On June 22, 2004, we sold our Park Plaza Mall ptgpecated in Little Rock, Arkansas for a groskesarice of $77,500,000 to a subsidiary
of CBL & Associates Properties, Inc., an unaffaéidtthird party. In connection with this transactitire purchaser assumed the existing
indebtedness encumbering the property of approeiyn&t1,313,000. Accordingly, net proceeds recelweds after giving effect to the loan
assumption and closing costs were approximately4B83000. The proceeds were deposited with a degiliitermediary, and these proceeds
were used for the portfolio acquisition (as desmibelow) in connection with a "like kind" excharmmesuant to Section 1031 of the Code.

Disposition of VenTek

On December 1, 2004, VenTek ceased all of its djpermand transferred its remaining assets to VeATansit Inc. ("Transit"), an entity
owned by VenTek's executive employees. Under theemgent, Transit agreed to make a nominal payneevieh Tek and is obligated to pay
to VenTek a royalty equal to 5% of its annual gnesgenues for each of the next five years. It isaxpected that such payments will be
material to the Trust's operations.

Atlantic Realty Trust

During 2004, we acquired 267,000 shares in AtlaRgalty Trust ("Atlantic Realty") (NASD:ATLRS) regsenting 7.5% of the outstanding
shares in Atlantic Realty. On January 12, 2004camacted Atlantic Realty to discuss a possiblen®ss combination with Atlantic Realty.
Our proposal was ultimately rejected by AtlanticaRgin May 2004 as Atlantic Realty elected to rmerits remaining property for sale. On
May 19, 2004, Atlantic Realty paid a dividend of 3 per share to holders of record on May 10, 26@4lowing the distribution, we began
selling our shares in Atlantic Realty and, effeetAugust 3, 2004, we had sold our entire interegttiantic Realty and realized a total gain of
$1,089,000.

NorthStar Loan

On March 3, 2004, we acquired from Bank of AmerNa). a loan receivable from NorthStar Partnership, ("NorthStar") in the principal
amount of approximately $16,944,000 (the "North&tan"). The NorthStar Loan was evidenced by a €hgieement, Promissory Note
and collateral documents. The NorthStar Loan wesrsel by a first priority lien on all or a portiaf NorthStar's interest in Morgans Hotel
Group LLC, Emmes & Company LLC and Presidio Cagditaestment Company, LLC as well as certain otlssets of NorthStar. NorthStar
prepaid the loan in its entirety on August 4, 2(D4e to the nature and amount of the NorthStar | maarder to comply with the rules
applicable to REITSs, portions of the NorthStar Lea@re held by FTFRS Loan LLC, our taxable REIT subsidiary. Accoglin we incurred
federal and state income tax expense of $49,000g12004 in connection with this asset. Total casteived on this loan was $17,814,000
for a yield of 21%.

Portfolio Acquisition

On November 18, 2004, FT-Fin Acquisition LLC ("FThP, a Delaware limited liability company whollgwned by us, acquired from Fino
Capital Corporation, an unaffiliated third partg, ttiple-net leased properties containing approxétya2,500,000 gross square feet. The
aggregate purchase price for the properties wazippately $92,076,000 including closing adjustnsesmd inclusive of the assumption of
approximately $32,401,000 of existing first mortgatebt and accrued interest payable on certaimegbtoperties. Additionally, FT-Fin
acquired $1,674,000 of rent receivables and indurre



$711,000 of debt costs. This acquisition was furfdenh the proceeds of a $27,000,000 loan as we$B&83480,000 in net proceeds realized
from the sale of the Park Plaza property in Jur@2@hich were being held by a qualified intermegliar enable the Trust to acquire the
properties in a tax free exchange pursuant to @ed31 of the Code and cash on hand of $1,580T0@0Trust has allocated the purchase
price to real estate and lease intangibles. Sem"® Properties-Net Lease Properties" below fdital information relating to the
properties acquired and the loan obtained.

Circle Tower

During 2004, we completed the acquisition of a 1068érest in the land underlying our Circle Toweoperty located in Indianapolis, Indie
for an aggregate purchase price of $1,493,000. rangly, we now hold a 100% interest in the landijch was partially owned by third
parties and ground leased to us, and the improvisntiest comprise the Circle Tower property.

Company Assets

Real Estate Assets

See "ltem 2. Properties" below.
5400 Westheimer Holding L.P.

On November 22, 2004, we acquired a 1% generahgaitterest, and a third party (the "Limited Parthacquired a 99% limited partners
interest, in 5400 Westheimer Holding L.P. ("5400sttieimer"). 5400 Westheimer, in turn, acquiredratirect 100% ownership interest in
entity that holds title to real property locatecbd00 Westheimer Court, Houston, Texas (the "HouBtmperty"). In order to facilitate this
acquisition, we made a $7,533,000 loan (the "54@&nL) to 5400 Westheimer. The 5400 Loan bore isteae8% per annum.

Following the acquisition of the Houston PropeB#00 Westheimer made an offering to the partnetBef.imited Partner that enabled them
to have their interest in the Limited Partner redeé in exchange for a distribution of an equivaletérest in 5400 Westheimer and a
$321,000 capital contribution to 5400 Westheimercdnnection with the offering, we offered to lendeach participating partner an amount
equal to 2/3 of the total capital contribution reqd by such partner ($214,000 per investment)unit.

The offering was consummated on January 3, 20@6ih time the 5400 Loan, including accrued interess fully satisfied by the payment
of $7,040,000 and the delivery to us of an add&iat?o limited partner interest in 5400 Westheintleereby resulting in us holding an
aggregate 8% interest in 5400 Westheimer. In addifpartners who participated in the offering aribvacquired an aggregate of 25% inte

in 5400 Westheimer elected to obtain loans frortousatisfy their capital contribution, which loaaggregated $1,338,000 and which are
secured by the 25% interest held by such limitathpeas in 5400 Westheimer. The loans bear intee$2% per annum and require quarterly
payments of interest only. Aggregate principal pawts of $669,000 are required to be made on eaetada5, 2006 and January 5, 2007,
maturity date. If all of the loans were to defawlg would acquire an additional 25% interest intoaiston Property.

The Houston Property is a nine-story office buigdaontaining 614,000 square feet of net rentabdeesmvith a contiguous six level parking
structure containing 1,401 parking spaces, all loittv situated on approximately 6.431 acres of |8 Houston Property is leased on a
triple-net basis to an affiliate of Duke Capital LLC puaruto a lease (the "Houston Lease") that is sdedda expire in 2018 subject to es
termination in 2016 and serves as a corporateeoféic Duke Capital LLC. The Houston Property iswnbered by a first mortgage loan that
consists of three promissory notes, Class A-1, Anz, A-3, with an original aggregate principal Ingka of $78,857,000 and an outstanding
principal balance at December 31, 2004 of $76,31B,0he Class A-1 note bears interest at 5.22%ahathcipal balance of $25,000,000,
requires payments of interest only and maturesjnil A, 2016. The Class A-2 note bears intere$®at had a principal balance of
$8,800,000, requires payments of interest onlyraatires on April 1, 2016. The Class3Mote bears interest at 7.5%, had a principahica
on November 1, 2004 of $42,834,000, requires



monthly payments approximately equal to the diffierebetween the monthly payment required undeHtheston Lease and the payments
required on the Class A-1 and Class A-2 notes aatdin®s on April 1, 2016 at which time it will bdlfuamortized. The debt service
payments required on the notes are satisfied frenpayments made by the tenant under the Houstasel e

The following table sets forth the principal terofg¢he three notes:

Class A-1 Class A-2 Class A-3 To tal
Principal Balance 12/31/04 $25,000,000 $8,800,000 $42,543,000 $76,34 3,000
Interest Rate 5.22% 6.00% 7.50% n/a
Monthly Payments $108,750 $44,000 (1) 2)
Maturity Date 4/1/16 4/1/16 4/1/16 n/a
Balance at Maturity $25,000,000 $8,800,000 0 $33,80 0,000

(1) Approximately equal to the difference betwees monthly payment required under the Houston Laadehe payments required on the
Class A-1 and Class A-2 Notes.
(2) Approximately equal to the monthly paymentsuiegd under the Houston Lease.

After satisfying debt service payments and oth@eeses, it is expected that the lease paymentsrdier the Houston Lease will not gene
any net cash flow to 5400 Westheimer.

West Side Loan

On May 19, 2004, we purchased a 25% interest@aa $ecured by a first mortgage on a commercigdepty located in New York City's
Chelsea area (the "West Side Loan"). The totaimalgutstanding principal balance of the loan18,$08,000 of which our share was
$2,677,000. The purchase price for the participaitiberest was the face amount of our share ofodue. The loan bears interest at LIBOR
plus 9.5% per annum and is scheduled to maturgoiii 2009. The principal balance outstanding onltian and interest rate as of December
31, 2004 were $2,532,000 and 11.8125%, respectilreNovember 2004, the borrower under the Wese &imhn failed to make its schedu
debt service payment. As a result of this defaufgrbearance agreement was entered into withdhewer that provided, in part, that the
lender would agree to forbear from exercisingérmedies so long as the borrower makes interestgaylgnents along with specified
payments to reserve accounts through June 30, &@dSatisfies the loan by June 30, 2005.

West 38th Street Loan

On August 4, 2004, we acquired a 50% interest$8&000,000 first mortgage loan secured by a ptppecated at 63 West 38th Street, New
York, New York (the "West 38th Street Loan"). Tlvah bears interest at LIBOR plus 400 basis poisith @ minimum rate of 5.42%), has a
three year term and requires payments of interdgt We indirectly obtained $7,000,000 of financingconnection with this investment that
bears interest at LIBOR plus 175 basis points aqdires payments of interest only. The principddibee outstanding on the loan and interest
rate as of December 31, 2004 were $3,000,000 @83®respectively. This loan was repaid in full amdary 18, 2005. Total cash receipts
were $3,165,000, resulting in a yield of 12%.

Clearwater Loan

On November 23, 2004, we acquired a first mortdage secured by a Wingate Hotel and the land orhwvhiis situated located in
Clearwater, Florida. The principal amount of thari@t closing was $2,785,000. The loan bears sttetel0% per annum, requires monthly
payments of $27,179 and is scheduled to maturesbrury 15, 2007 at which time the remaining amaoiwet on the loan is scheduled to be
$2,689,000. The outstanding principal balance duthe loan at December 31, 2004 was $2,782,000.

Sizeler Property Investors, Inc.

Beginning in August 2004, we began acquiring shafemmmon stock in Sizeler Property Investors, [8izeler") (NYSE:SIZ), a real esti
investment trust that primarily is in the busine§swning and operating income producing retailgding centers and apartment communi
in the southeastern United States. As of Marcl0@52we had acquired a total of 1,310,300 shares of
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common stock of Sizeler which represents approxty@.9% of all of the outstanding shares of commsimtk of Sizeler for an aggregate
purchase price of approximately $12,173,000. Orebdser 21, 2004, we sent a letter to Sizeler adyiSizeler of our intention to nominatt
slate of three directors, consisting of MichaeRshner, Peter Braverman and Steven Zalkind, fastiele at Sizeler's 2005 annual meeting of
stockholders. On January 19, 2005, we filed with$lecurities and Exchange Commission a prelimipesyy statement in connection with
our intention to nominate a slate of directorsiaer's 2005 annual meeting of stockholders.

Subsequent Events
Chicago Office Properties

On March 16, 2005, we entered into an agreemehtlwitirence Weiner and Gerald Nudo, two unaffiligtegate individuals, which
agreement amended and restated in its entiretypaggreement entered into on February 15, 200%msnded, the agreement provides as
follows: (i) we will make secured mezzanine loarithwespect to 23 properties in an amount equédbéh of the equity in the properties, with
an option to make an additional advance increasirfgnding to 60% of the equity of the properti@d;we will make secured mezzanine
loans with respect to three properties in an amequoal to 60% of the equity in the properties) (ie will have an option to make secured
mezzanine loans with respect to five propertiegnramount equal to 49% of the equity in the proggrtvith an option to make an additional
advance increasing its funding to 60% of the eqoitthe properties; and (iv) we will acquire a Eapating equity interest in each property
owner which will entitle us to share in certaintdisutions from capital proceeds in excess of itgent return. The loans will bear interest at
7.65%, require monthly payments of interest onlgt have a seven year maturity. The loans may beectet/into an equity interest in the
applicable borrower after one year at our requettiree years at the option of the borrower.

Substantially all of the properties are locatethim Chicago, Illinois metropolitan and suburbaraatexclusive of the five option properties,
the properties have an estimated aggregate val$@58¥,000,000, inclusive of debt. The aggregatecgal amount of the loans to be made
us is expected to be approximately $80,000,000 misiexpected to be provided from reserves. Thes&etion is subject to our satisfactory
completion of our due diligence review and custon@osing conditions. If consummated, it is expddteat the transaction will close during
the second quarter of 2005. There can be no assuthat this transaction will be consummated arpiisummated, on the terms presently
negotiated.

In addition, the agreement provides for certaingattions on our part as well as Messrs. WeinerNundo to make additional loans to the
properties with respect to costs expected to hériad at the properties.

Common Share Issuance

On February 17, 2005, we sold to Kimco Realty Coapon 1,000,000 of our Common Shares for an aggeggurchase price of $4,000,000.
The sale of the shares was made in a private tdosainder Regulation D of the Securities Act 883, as amended. We incurred no
underwriting costs in connection with this sale.

Series B-1 Preferred Share Issuance

On February 28, 2005, we sold to a number of imstibal investors through a private offering 3,®80) shares of ours newly designated B-1
Cumulative Convertible Redeemable Preferred SH#nes'Series B-1 Shares") for $91,000,000. We iremia total of $4,800,000 of
underwriting and placement agent fees to unaféitiahird parties in connection with this issuaridee Series B-1 Shares will be entitled to
cumulative dividends at a minimum rate of 6.5% wailtlbe convertible into common stock at a convensprice of $4.50, subject to anti-
dilution adjustments. If fully converted, the Ser®-1 Shares would represent approximately 38.7#%ebutstanding Common Shares. In
addition, the holders of the Series B-1 Shares ki@ eight to elect one member to our Board of #@es. In this regard, upon the sale of the
Series B-1 Shares, the size of the Board was isetet seven and Mr. Steven Mandis was appointadlagstee.
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The Series B-1 Shares were sold to seven institattiovestors including Fairholme Ventures Il LL&C¢ompany in which Fairholme Capital
Management, L.L.C. is the managing member, enttde@ceive management and incentive fees hold8s®4« interest. Bruce Berkowitz, one
of our Trustee's, is the managing member of, artld g family the owner of, Fairholme Capital Mapatent, L.L.C. In addition, Mr.
Berkowitz and his family directly own 1.64% of theerests of Fairholme Ventures II, LLC. Neither.NBerkowitz nor Fairholme Ventures ||
LLC participated in any of the negotiations witlspect to the Series B-1 Share issuance nor didteeas a Trustee in connection with the
authorization of the Series B-1 Shares.

Winn-Dixie Bankruptcy

On February 22, 2005, Winn-Dixie Stores, Inc.,t#r@ant at our Jacksonville, Florida property, fifedprotection under Chapter 11 of the
United States Bankruptcy Code. We have not recaiagification as to whether Winn-Dixie will assuroereject our lease. If it elects to
reject our lease, the lease will be terminatedvaaavill become responsible for all costs associatid the property. If the lease is rejected,
we will seek to re-tenant or sell the property.iUsich time as Winn-Dixie makes its election,ralfits (annually, approximately $1,500,000)
and other payments due under the lease from aadthé date of Winn-Dixie's bankruptcy filing aegjuired to be paid.

Circle Tower Loan

On March 17, 2005, we obtained a $4,600,000 loam filomura Credit & Capital, Inc., an unaffiliatédrt party lender, whichis secured by
our Indianapolis, Indiana property. The loan béaterest at 5.82%, requires monthly payments afqgipial and interest of $54,000 and is
schedule to mature on April 11, 2015, at which titme outstanding principal balance is expectecetagproximately $3,831,000. We recei
net proceeds from this loan, after satisfying eigssosts, of approximately $4,387,000.

Purchase Contract for Amherst, New York Property

On March 21, 2005, we entered into an agreemeatdaire two office building properties in Amhefsew York with an aggregate square
footage of 200,000. The properties are net leasead serve as the East Coast Headquarters ohiridiero, Inc. The contract purchase pi
for the properties is approximately $22 million.€Tacquisition is subject to our due diligence revié consummated, it is expected that the
transaction will close during the second quarte2@d5.

Employees

As of December 31, 2004, we had no employees. Q@004, our affairs were administered by FUR Adrsguursuant to the terms of an
Advisory Agreement (the "Advisory Agreement") daieecember 31, 2003 between the Trust and FUR Advisbich agreement was
negotiated and approved by the Board of TrustediseoT rust prior to the acquisition by FUR Investof its interest in the Trust. FUR
Advisors is controlled by and partially owned by #xecutive officers of the Trust. Pursuant totémmns of the Advisory Agreement, FUR
Advisors is responsible for providing, or arrangfogthe provision of, asset management servicéisg@€ompany and coordinating with the
Trust's shareholder transfer agent and propertyagens. Pursuant to the terms of the Advisory Agesdfor providing these services, FUR
Advisors is entitled to the following fees:

(i) an asset management fee of 1% of our gross wakes up to $100 million, .75% of our gross assatie between $100 million and $250
million, .625% of our gross asset value betweer03a8lion and $500 million and .50% of our grossetsvalue in excess of $500 million;
property and construction management fees at coniatigrreasonable rates as determined by a majofilgdependent Trustees of the
Board; (iii) loan servicing fees not exceeding coencmally reasonable rates (approved by a majofith® independent Trustees) for provic
administrative and clerical services with respedbans made by us to third parties; and (iv) aeimive fee equal to 20% of all distributions
to holders of Common Shares after December 31, R088cess of

(x) $71.3 million, increased by the net issuandeepof all shares issued after December 31, 208 dacreased by the redemption price ¢
shares redeemed after December 31, 2003, plusréfdian on the amount, as adjusted, set forth)iegxal to 7% per annum compounded
annually. In addition, FUR Advisors is entitledide reimbursed for up to $100,000 per annum foctsts associated with the employment of
one or more asset managers. During the fourth @ua@4, in light of the net-lease nature of thefptio acquired from Finova Capital
Corporation, FUR Advisors proposed to the Boar@roistees that the asset management fee be redurctbe fportion of the net lease
portfolio that was subject to leverage to .25%hef gross asset value. The Board of Trustees atpebd reduction, resulting in a savings to
the Company during the fourth quarter of 2004 &%000.
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The Trust paid fees of $209,000, $521,000 and $088for the years ended December 31, 2004, 20026@02], respectively, to the Real
Estate Systems Implementations Group, LLC ("RE&wst) for financial reporting and advisory servicBise managing member of this firm
assumed the position of Interim Chief Financiali€f of the Trust on August 18, 2000, and Interimef Executive Officer in January 2003.
In addition, he became a Trustee of the Trust e R003. He resigned as Interim Chief Executivéo®ffand Interim Chief Financial Officer
on December 31, 2003 and resigned as Trustee ah1&p2004.

In December 2003, the then members of the Boafdustees granted 100,000 options under the Lonm Tecentive Performance Plan to a
Trustee of the Trust and the then Interim Chiefdistiwe Officer and Interim Chief Financial Officdfach option has an exercise price of
$2.23. All the options are currently exercisabld arpire on December 16, 2013.

Competition

Our Circle Tower property competes for tenants wither office buildings in the Indianapolis are@n@etition for tenants has been and
continues to be intense on the basis of rent, ilmta@nd age of the building. Our net lease propeiill become subject to competition with
similar properties in their respective geograph@azat such time as the tenant at each such pyagledts not to renew its lease. In addition,
we compete with several other companies, includithgr REITS, and lending institutions for the asition of additional investments. Some
of these competitors have greater resources thatoware willing to accept more risk than we amyendifferent investment criteria than we
do, are more widely known than us, any of whichlddunder our ability to compete successfully facls investments.

Business Segment Data
Our business segment data may be found in foott®te the Combined Financial Statements in Item 8.
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RISK FACTORS

You should carefully consider the risks describebbly. These risks are not the only ones that thegamy may face. Additional risks not
presently known to us or that we currently considenaterial may also impair our business operatana hinder our ability to make
expected distributions to our holders of benefiitdrests.

This Form 10-K also contains forward-looking stadems that involve risks and uncertainties. Our @atesults could differ materially from
those anticipated in these forward-looking statemias a result of certain factors, including tis&sidescribed below or elsewhere in this
Form 10-K.

Our Economic Performance and the Value of Our Bstdte Assets are Subject to the Risks Incideotide Ownership and Operation of
Real Estate Properties

Our economic performance, the value of our reatesissets, both those presently held as weltasefinvestments, and, therefore, the value
of your investment are subject to the risks norynadisociated with the ownership, operation andodizbof real estate properties and real
estate related assets, including:

o changes in the general and local economic climate

0 competition from other properties;

o trends in the retail industry, in employment Isvand in consumer spending patterns;
o changes in interest rates and the availabilitinaincing;

o the cyclical nature of the real estate industy possible oversupply of, or reduced demand f¢s in the markets in which our properties
are located;

o the attractiveness of our properties to tenamtispaurchasers;

o changes in market rental rates and our abilitgi space on favorable terms;

o the bankruptcy or insolvency of tenants;

o the need to periodically renovate, repair ankkase space and the costs thereof;

0 increases in maintenance, insurance and operaistg; and

o civil unrest, acts of terrorism, earthquakes atfér natural disasters or acts of God that mayitresuninsured losses.

In addition, applicable federal, state and locgltations, zoning and tax laws and potential ligbiinder environmental and other laws may

affect real estate values. Further, throughouptreod that we own real property, regardless ofthwethe property is producing any income,
we must make significant expenditures, includingpgrrty taxes, maintenance costs, insurance codtsetated charges and debt service. The
risks associated with real estate investments rdagraely affect our operating results and finangasition, and therefore the funds available
for distribution to you as dividends.

Ability of FUR Advisors to Operate Properties DitlgcAffects Our Financial Condition

The underlying value of our real estate investmehtsresults of our operations and our abilitynake distributions to our holders of
beneficial interests and to pay amounts due onnul@btedness will depend on FUR Advisors abilitpp®rate our properties and manage our
other investments in a manner sufficient to mamtaiincrease revenues and to generate sufficéeniues in excess of our operating and
other expenses.
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The Loss of FUR Advisors' Key Personnel Could H&ur Operations and Adversely Affect the Value of Baneficial Interests

We are dependent on the efforts of FUR Advisors angarticular, Michael L. Ashner, the Chairmarttoé Board of Trustees and our Chief
Executive Officer, and Peter Braverman, our Pregids well as our other Executive Officers. While believe that we could find
replacements for these key personnel, the lodsef $ervices could harm our operations and adlesstect the value of our shares of
beneficial interest.

We Face a Number of Significant Issues with Resfmettte Properties We Own Which May Adversely Affear Financial Performance

Leasing Issues. With respect to our propertiesargesubject to the risk that, upon expiration,dsasay not be renewed, the space may n
leased, or the terms of renewal or leasing (inclgdhe cost of required renovations) may be legsréble than the current lease terms. This
risk is substantial with respect to our net leasperties as single tenants lease 100% of eaclefyoeases accounting for approximately
0.3% of the aggregate 2005 annualized base remtsdur properties (representing approximately Od3%e net rentable square feet at the
properties) expire without penalty or premium thgbuhe end of 2005, and leases accounting for appetely 2.0% of aggregate 2005
annualized base rent from the properties (repremgapproximately 0.8% of the net rentable squeaet &t the properties) are scheduled to
expire in 2006. Other leases grant their tenanty Barmination rights upon payment of a terminatfenalty. Lease expirations will require
us to locate new tenants and negotiate replaceleeses with such tenants. The costs for tenanivepnents, tenant inducements and le¢
commissions are traditionally greater than codtding to renewal leases. If we are unable to piiymplet or renew leases for all or a
substantial portion of the space subject to expilgases, if the rental rates upon such renewadletting are significantly lower than expec
or if our reserves for these purposes prove inaategour revenue and net income could be adveasielgted.

Bankruptcy of Tenant. Further, a tenant may expegea downturn in its business, which could resulhe tenant's inability to make rental
payments when due. In addition, a tenant may dezgrotection of bankruptcy, insolvency or simlkaws, which could result in the rejection
and termination of such tenant's lease and catsguation in our cash flows. If this were to ocatia net leased property, the entire property
would become vacant.

We cannot evict a tenant solely because of its togntgy. A court, however, may authorize a tenametect and terminate its lease. In such a
case, our claim against the tenant for unpaidyéutent would be subject to a statutory cap thahtribe substantially less than the remaining
rent owed under the lease. In any event, it iskehjithat a bankrupt tenant will pay in full the @amts it owes us under a lease. The loss of
rental payments from tenants could adversely affacicash flows and operations.

In February 2005, Winn-Dixie Stores, Inc., the teret our Jacksonville, Florida property, filed footection under Chapter 11 of the United
States Bankruptcy Code. We have not received oatifin as to whether Winn-Dixie will assume or ctjiés lease. If it elects to reject its
lease, the lease will be terminated and we wilblbee responsible for all costs associated with thpgrty. If the lease is rejected, we will
seek to re-tenant or sell the property. Until sticte as Winn-Dixie makes its election, all rentsr(@ally, approximately $1,500,000) and
other payments due under the lease from and aieddte of Winn-Dixie's bankruptcy filing are rea to be paid.

Tenant Concentration. Our Circle Tower propertydoet have any individual tenant that occupies D@%hore of the space at the propert
whose rental payments account for 10% or moreefehntal revenue at the property. Accordinglys iimlikely that the financial weakness or
relocation of a single tenant would adversely dfter cash flows. However, in the future it is gbksthat a single tenant at the Circle Tower
property could occupy a significant portion of thasable space or provide a substantial portigheoproperties rental revenue.

With respect to the net lease properties, the teadth Viacom, The Kroger Co. and Winn-Dixie remesapproximately 50%, 22% and 20%,
respectively of the total rentable square footdgb®net lease properties. Accordingly, the finaheweakness of any of these tenants could
negatively impact our operations.
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Competition. We compete with several other propsréind companies, including other REITS, lendisgtirtions and large investors for
tenants and the acquisition of additional properdied related investments. Some of these compelitore greater resources than we do and
we may not be able to compete successfully witmtiéo assurances can be given that such competilbnot adversely affect our
revenues.

Lease Payments on Our Net Lease Properties Aree&ubjthe Credit Worthiness of the Tenants

Pursuant to the terms of the lease agreementsegtiect to our net lease properties, the tenantcht property is required to pay all costs
associated with the property including real esi@tes, ground rent, insurance, utilities and maiatee costs. In addition, the lease payments
are designed to be sufficient to satisfy the debtise requirements on the loans encumbering thpepties. Accordingly, if the tenant were
experience financial difficulty and default on lésise payments, we would either have to assumedhligjations or risk losing the property
through foreclosure. Any such default would haweegative impact on our revenues.

The Mortgage Loans We Invest In Are Subject to Defiquency, Foreclosure and Loss

Commercial mortgage loans are secured by multifaoricommercial property and are subject to ridkdatinquency and foreclosure, and
risks of loss that are greater than similar risksoaiated with loans made on the security of sifeyieily residential property. The ability of a
borrower to repay a loan secured by an income-miadyroperty typically is dependent primarily upibie successful operation of such
property rather than upon the existence of indepeniticome or assets of the borrower. If the netaiing income of the property is reduced,
the borrower's ability to repay the loan may beaimgd. Net operating income of an income-produgirgperty can be affected by, among
other things: tenant mix; success of tenant busesgroperty management decisions; property meatnd condition; competition from
comparable types of properties; changes in lawtsitiheease operating expense or limit rents that beacharged; the need to address
environmental contamination at the property; theuoence of any uninsured casualty at the propehanges in national, regional or local
economic conditions and/or specific industry segistesteclines in regional or local real estate vslaeclines in regional or local rental or
occupancy rates; increases in interest ratesestale tax rates and other operating expensesgetamgovernmental rules, regulations and
fiscal policies, including environmental legislaticacts of God; terrorism; social unrest; and ahgturbances.

In the event of any default under a mortgage laad Hirectly by us, we will bear a risk of lossprfhcipal to the extent of any deficiency
between the value of the collateral and the pradcmd accrued interest of the mortgage loan, wbichd have a material adverse effect on
our cash flow from operations. In the event ofthekruptcy of a mortgage loan borrower, the morgagn to such borrower will be deen

to be secured only to the extent of the value efuhderlying collateral at the time of bankruptag letermined by the bankruptcy court), and
the lien securing the mortgage loan will be subjed¢he avoidance powers of the bankruptcy trustedebtor-in-possession to the extent the
lien is unenforceable under state law. Foreclosfiemortgage loan can be an expensive and leqgtgess which could have a substantial
negative affect on our anticipated return on thredtmsed mortgage loan.

Mezzanine Loans Involve Greater Risks of Loss tBanior Loans Secured by Income Producing Properties

We may invest in mezzanine loans that take the fafrsubordinated loans secured by second mortgag#se underlying property or loans
secured by a pledge of the ownership interestéluérethe entity owning the property or a pledgehaf ownership interests of the entity that
owns the interest in the entity owning the propeftyese types of investments involve a higher degfeisk than long-term senior mortgage
lending secured by income producing real propeggalise the investment may become unsecured agltzofedereclosure by the senior
lender. In the event of a bankruptcy of the enityviding the pledge of its ownership interestsesurity, we may not have full recourse to
the assets of such entity, or the assets of thy emay not be sufficient to satisfy our mezzanioan. If a borrower defaults on our mezzanine
loan or debt senior to our loan, or in the everd bbrrower bankruptcy, our mezzanine loan wilshésfied only after the senior debt. As a
result, we may not recover some or all of our itwest. In addition, mezzanine loans may have higfaar to value ratios than conventional
mortgage loans, resulting in less equity in thepprty and increasing the risk of loss of principal.
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Our Investments in REIT Securities Are Subject pe@fic Risks Relating to the Particular REIT Issokthe Securities and to the General
Risks of Investing in Subordinated Real Estate Sgesi

Our investments in REIT securities, such as ouestment in Sizeler, involve special risks. REITeagally are required to substantially in\
in real estate or real estate-related assets amlject to the inherent risks associated withagate-related investments discussed herein.
Our investments in REIT securities are subjech#orisks described herein with respect to an imvest in our Common Shares, including (i)
risks generally incident to interests in real pmtye(ii) risks associated with the failure to mi@im REIT qualification, and (iii) risks that may
be presented by the type and use of a particutanercial property.

Investing in Private Companies Involves a High Degre of Risk

We have ownership interests in, and may acquiréiaddl ownership interests in, private companiessubject to the reporting requirements
of the Securities and Exchange Commission. Investsria private businesses involve a higher degféeisiness and financial risk, which
can result in substantial losses and accordingdylshbe considered very speculative. There is gdiyaro publicly available information
about these private companies, and we will relpificantly on the due diligence of FUR Advisorsdiotain information in connection with
our investment decisions.

We May Not Be Able to Invest Our Cash Reserves inUgable Investments

At December 31, 2004, we had $82,559,000 of cadttash equivalents available for investment. Oilitabo generate increased revenue
dependent upon our ability to invest these fundeah estate related assets that will ultimatelyegate favorable returns.

We May Acquire or Sell Additional Assets or Addital Properties. Our Failure or Inability to ConsuatenThese Transactions or Manage
Results of These Transactions Could Adversely Affaar Operations and Financial Results

We may acquire properties or acquire other reatestompanies when we believe that an acquissi@omsistent with our business strate¢
We may not, however, succeed in consummating dkatquisitions. Also, we may not succeed in leasigly acquired properties at rents
sufficient to cover their costs of acquisition amkration. Difficulties in integrating acquisitiongy prove costly or time-consuming and
could consume too much of management's attention.

We May Not Be Able to Obtain Capital to Make Invesments

At such time as we utilize our cash reserves, webeidependent primarily on external financindund the growth of our business. This is
because one of the requirements of the Code f&I&@ R that it distribute 90% of its net taxabledme, excluding net capital gains, to its
shareholders. There is a separate requiremenstigbdite net capital gains or pay a corporate l&éasel Our access to debt or equity financing
depends on the willingness of third parties to lenthake equity investments and on conditions éncipital markets generally. We and other
companies in the real estate industry have expegtklimited availability of financing from time tone. Although we believe that we will be
able to finance any investments we may wish to niakiee foreseeable future, requisite financing mai/be available on acceptable terms.

Factors That May Cause Us to Lose Our New York StdcExchange Listing

If we were to fail to qualify as a REIT, we miglsk our listing on the New York Stock Exchange. Weewe would lose our NYSE listing
would depend on a number of factors besides REflIstincluding the number of holders of benefiitgdrests and amount and composition
of our assets. If we were to lose our NYSE listiwg,would likely try to have our Common Shareselisbn another national securities
exchange.

We annually make the requisite certifications reegliby the New York Stock Exchange. Our certificatior 2004 was qualified in that we
had not yet adopted and posted on our website orpdtate Governance Guidelines.
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New Legislation Could Adversely Affect Our REIT Qudification

New legislation, as well as regulations, admintsteainterpretations or court decisions, also calldnge the tax law with respect to
qualification as a REIT and the federal incomedassequences of such qualification. The adoptiamgfsuch legislation, regulations,
administrative interpretations or court decisionsld have a material adverse affect on our resdiltperations, financial condition and could
restrict our ability to grow.

Dependence on Qualification As a REIT; Tax and ©@ensequences If REIT Qualification Is Lost

Although we believe that we will remain organizetlavill continue to operate so as to qualify asETRfor federal income tax purposes, we
might fail to remain qualified in this way. Quatifition as a REIT for federal income tax purposemigerned by highly technical and comg
provisions of the Code for which there are onlyitéd judicial or administrative interpretations. iQqualification as a REIT also depends on
various facts and circumstances that are not gntirighin our control. In addition, legislation, weregulations, administrative interpretations
or court decisions might significantly change the laws with respect to the requirements for gicalifon as a REIT or the federal income tax
consequences of qualification as a REIT.

If, with respect to any taxable year, we fail toimt@in our qualification as a REIT, we could notidet distributions to our holders of
beneficial interests in computing our taxable inecamd would have to pay federal income tax on axalile income at regular corporate
rates. The federal income tax payable would inclugieapplicable alternative minimum tax. If we hagay federal income tax, the amount
of money available to distribute to our holderdeheficial interests would be reduced for the yearears involved, and we would no longer
be required to distribute money to our holdersearidficial interests. In addition, we would alsodigqualified from treatment as a REIT for
the four taxable years following the year duringahhqualification was lost, unless we were entitiedelief under the relevant statutory
provisions. Although we currently intend to operiait@a manner designed to allow us to qualify asdiTRfuture economic, market, legal, tax
or other considerations may cause us to revok&Ei& election.

In Order to Maintain Our Status As a REIT, We May Borced To Borrow Funds During Unfavorable Mai®Renditions

To qualify as a REIT, we generally must pay divideto our holders of beneficial interests equalttieast 90% of our net taxable income
each year, excluding capital gains. This requirdrtiarits our ability to accumulate capital. We magt have sufficient cash or other liquid
assets to meet REIT dividend requirements. Asdtrege may need to incur debt to fund requireddimds when prevailing market
conditions are not favorable. Difficulties in mewgfidividend requirements may arise as a result of:

o differences in timing between when we must reagimcome for U.S. federal income tax purposesvanen we actually receive income;
o the effect of non-deductible capital expenditures

o the creation of reserves; or

o required debt or amortization payments.

If we are unable to borrow funds on favorable terows ability to pay dividends to our holders ofibécial interests may suffer and our
ability to qualify as a REIT may be adversely aféet
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Adverse Effects of REIT Minimum Dividend Requiremerts

In order to qualify as a REIT, we are generallyuiegd each year to distribute to our holders ofdfieral interests at least 90% of our taxable
income, excluding any net capital gain. We gengiaié subject to a 4% nondeductible excise taxheratmount, if any, by which certain
distributions paid by us with respect to any calengear are less than the sum of:

0 85% of our ordinary income for that year;
0 95% of our capital gain net income for that yeed
0 100% of our undistributed income from prior years

We intend to comply with the foregoing minimum distition requirements; however, due to significit basis net operating losses, we can
offset otherwise required distributions with these operating losses. Accordingly, distributionsooin Common Shares may not be required
until such time as our taxable income exceeds ¢h@®perating losses available. Distributions toghareholders are determined by our Board
of Trustees and depend on a number of factorsydiray the amount of cash available for distributifimancial conditions, results of
operations, decision to reinvest funds rather tbatistribute such funds, capital expendituresuahdistribution requirements under the R
provisions of the Code and such other factors a8thard of Trustees deems relevant. For federahirectax purposes, distributions paid to
our holders of beneficial interests may consistrdinary income, capital gains, return of capitela combination thereof. We provide our
holders of beneficial interests with annual statets@s to the taxability of distributions. Durin@(2, we were not required to and did not
make any distributions on our Common Shares.

Liquidity of Real Estate

Real estate investments are relatively illiquidr @ility to vary our real estate portfolio in resse to changes in economic and other
conditions will therefore be limited. If we decitiesell an investment, no assurance can be gl will be able to dispose of it in the
time period we desire or that the sales price gfiamestment will recoup or exceed the amount afipuestment.

Additional Regulations Applicable to Our Propertday Require Substantial Expenditures to Ensure @iamce, Which Could Adversely
Affect Cash Flows and Operating Results

Our properties are subject to various federalesiatl local regulatory requirements such as lagiidibg codes and other similar regulations.
If we fail to comply with these requirements, gaweental authorities may impose fines on us or peiliigants may be awarded damages
against us.

We believe that our properties are currently inssaifitial compliance with all applicable regulatoeguirements. New regulations or changes
in existing regulations applicable to our propestieowever, may require that we make substantjadmditures to ensure regulatory
compliance, which would adversely affect cash flamnd operating results. With respect to our netdgaoperties, this risk is mitigated as the
lease agreements for such properties require tiamtat the property to comply with all applicatdgulatory requirements.

Increases in Property Taxes Could Affect Our Apitd Make Shareholder Distributions

Our real estate investments are all subject topesderty taxes. The real property taxes on prgggewhich we own may increase or decrease
as property tax rates change and as the value gfrtiperties are assessed or reassessed by tagingies. Increases in property taxes may
have an adverse affect on us and our ability toddagends to our holders of beneficial interestd g pay amounts due on our indebtedness.
With respect our net lease properties, this riskitggated as the lease agreements for such prepeerquire the tenant at the property to pay
all property taxes.
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Environmental Liabilities

The obligation to pay for the cost of complyinglwéxisting environmental laws, ordinances and i#gais, as well as the cost of complying
with future legislation, may affect our operatingsts. Under various federal, state and local enwental laws, ordinances and regulations, a
current or previous owner or operator of real prigpmay be liable for the costs of removal or refagdn of hazardous or toxic substance:

or under the property. Environmental laws oftenasgliability whether or not the owner or operdtoew of, or was responsible for, the
presence of such hazardous or toxic substancewlagither or not such substances originated fronptbperty. In addition, the presence of
hazardous or toxic substances, or the failurengedkate such property properly, may adversely affac ability to borrow by using such real
property as collateral. We maintain insurance eeldéb potential environmental issues on our curaertpreviously owned properties.

Certain environmental laws and common law prinageuld be used to impose liability for releasehadardous materials, including
asbestos-containing materials ("ACMs") into theismmment. In addition, third parties may seek rezrg\from owners or operators of real
properties for personal injury associated with expe to released ACMs or other hazardous mateBaldronmental laws may also impose
restrictions on the use or transfer of property tese restrictions may require expendituresoimection with the ownership and operation
of any of our properties, we and the lessees aftipeoperties may be liable for any such costs.coiseof defending against claims of
liability or remediating contaminated property ahd cost of complying with environmental laws comidterially adversely affect our ability
to pay amounts due on indebtedness and dividenuslders of beneficial interests. With respect metrlease properties, this risk is mitigated
as the lease agreements for such properties repeitenant to comply with all environmental lavesi @&hdemnify us for any loss relating to
environmental liabilities.

Prior to undertaking major transactions, we hidejpendent environmental experts to review spegifiperties. We have no reason to believe
that any environmental contamination or violatidraoy applicable law, statute, regulation or ordiceagoverning hazardous or toxic
substances has occurred or is occurring, exceptéoproperty located in Jacksonville, Florida, ethis triplenet leased to Winn Dixie. Unc

the terms of its lease, Winn Dixie is responsilolethe remediation of petroleum related contamamaéncountered in the ground water du
removal of underground storage tanks. We are mongdhe process of remediation. We will also emtedo protect the Company from
acquiring contaminated properties or properties wignificant compliance problems by obtaining sissessments and property reports at the
time of acquisition when it deems such investigaito be appropriate. There is no guarantee, hawthat these measures will successfully
insulate us from all such liabilities.

Given the nature of the contamination at the Jackile property and the inclusion of a substangiaition of the costs associated with the
remediation being covered by a State sponsored wudo not believe that if WinbDixie were relieved of its obligation in connectiwtith its
recent bankruptcy filing the costs borne by us \wdaé material.

Compliance With the Americans With Disabilities Aft1990 May Affect Distributions

Under the Americans with Disabilities Act of 1998 "ADA"), all public accommodations are requitedneet certain federal requirements
related to access and use by disabled persongefeation that we are not in compliance with #i2A could result in the imposition of
fines and/or an award of damages to private litigdfiwe were required to make significant modifions to comply with the ADA, there
could be a material adverse affect on our abititpay amounts due on our indebtedness or to pagedigs to our holders of beneficial
interests. With respect our net lease propertigés risk is mitigated as the lease agreementsufcin properties require the tenant at the
property to comply with all ADA requirements.

Uninsured and Underinsured Losses

We may not be able to insure our properties agégses of a catastrophic nature, such as teraarist earthquakes and floods, because such
losses are uninsurable or are not economicallyraie. We will use our discretion in determiningamts, coverage limits and deductibility
provisions of insurance, with a view to maintainaggpropriate insurance coverage on our investnarggeasonable cost and on suitable
terms. This may result in insurance coverage thdhe event of a substantial loss, would not Héaent to pay the
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full current market value or current replacemerst@j the lost investment and also may result tege losses being totally uninsured.
Inflation, changes in building codes, zoning orestland use ordinances, environmental considerstiender imposed restrictions and other
factors also might make it not feasible to useriasce proceeds to replace the property after stagepty has been damaged or destroyed.
Under such circumstances, the insurance procdeatsy,ireceived by us might not be adequate t@reshe Trust's economic position with
respect to such property. With respect our netelgasperties, under the lease agreements for sogleries the tenant is required to
adequately insure the property.

Inability to Refinance

We are subject to the normal risks associated détit and preferred stock financings, includingribke that our cash flow will be insufficient
to meet required payments of principal and intesest distributions and the risk that indebtedn@ssuwr properties, or unsecured
indebtedness, will not be able to be renewed, depaiefinanced when due, or that the terms ofrangwal or refinancing will not be as
favorable as the terms of such indebtedness. lf/@re unable to refinance the indebtedness on adaegerms, or at all, we might be forced
to dispose of one or more of our properties ondiiaatageous terms, which might result in lossasstavhich losses could have a material
adverse affect on us and our ability to pay diviteto our holders of beneficial interests and tp graounts due on our indebtedness.
Furthermore, if a property is mortgaged to secaganent of indebtedness and we are unable to maggage payments, the mortgagor could
foreclose upon the property, appoint a receivartain an assignment of rents and leases or pothee remedies, all with a consequent loss
of revenues and asset value to us. Foreclosurdd also create taxable income without accompangash proceeds, thereby hindering our
ability to meet the REIT distribution requiremenfghe Code.

We Leverage Our Portfolio, Which May Adversely Aff@©ur Return on Our Investments and May Reducé @asilable for Distribution

We seek to leverage our portfolio through borrowin@ur return on investments and cash availabldi&ribution to holders of beneficial
interests may be reduced to the extent that changearket conditions cause the cost of our finagdd increase relative to the income that
can be derived from the assets. Our debt servige@ats reduce the net income available for distidims to holders of beneficial interests.
We may not be able to meet our debt service olidigatand, to the extent that we cannot, we riskdkg of some or all of our assets to
foreclosure or forced sale to satisfy our debtgailons. A decrease in the value of the assetsleaalyto a requirement that we repay certain
borrowings. We may not have the funds availablestisfy such repayments.

Rising Interest Rates

We have incurred and may in the future incur inddbess that bears interest at variable rates. Awgly, increases in interest rates would
increase our interest costs to the extent thatalated indebtedness was not protected by intemgsprotection arrangements, which could
have a material adverse effect on us and ourwahilipay dividends to our holders of beneficiakiaists and to pay amounts due on our
indebtedness or cause us to be in default und&ic@ebt instruments. In addition, an increaseanket interest rates may encourage holders
to sell their Common Shares and reinvest the pascaehigher yielding securities, which could acedy affect the market price for the
Common Shares.

Results of Operations May Be Adversely Affected bifactors Beyond Our Control
Results of operations of our properties and ottnegstments may be adversely affected by, among tihngs:

o changes in national economic conditions, chaimgksal market conditions due to changes in gdr@rlbcal economic conditions and
neighborhood characteristics;

o changes in interest rates and in the availabiitgt and terms of financing;
o the impact of present or future environmentaislegion and compliance with environmental laws atfter regulatory requirements;
o the ongoing need for capital improvements, paldity in older structures;
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o changes in real estate tax rates and assessamehtsher operating expenses;
o adverse changes in governmental rules and fsdiies;
o adverse changes in zoning and other land use s

o0 acts of terrorism, earthquakes and other natlisakters (which may result in uninsured lossed)aher factors which are beyond our
control.

Ownership Limitations in Our Bylaws May Adverselyféct the Market Price of the Common Shares

Our bylaws contain an ownership limitation thatiésigned to prohibit any transfer that would reButiur being "closely-held" within the
meaning of

Section 856(h) of the Code. This ownership limitatiwhich may be waived by our Board of Trusteesiegally prohibits ownership, directly
or indirectly, by any single stockholder of morari9.8% of the Common Shares.

Primarily to facilitate the maintenance of our dfiedtion as a REIT, our bylaws generally prohitnership, directly or indirectly, by any
single holder of more than 9.8% of the Common Shadeir Board of Trustees may modify or waive thgligption of this ownership limit
with respect to one or more persons if the Boar@irabtees determines that ownership in excessgfithit will not jeopardize our status as a
REIT. In this regard, waivers have been grantgd tBUR Investors which can hold up to 33%, (ii)ri&ngton Investment Group, Inc. which
can hold the number of shares it held prior tostioek repurchase in connection with the Gothanstation, and (iii) certain of the holders of
the Series B-1 Cumulative Convertible Redeemabdéeimed Shares of Beneficial Interest, in each paseided that our REIT status will not
be jeopardized and we will not be deemed to bestydseld. The ownership limit, however, may neveltiss have the effect of inhibiting or
impeding a change of control over us or a tendier é&6r our Common Shares.

Limits on Changes of Control May Discourage TakedMtempts that May Be Beneficial to Holders of Goon Shares
Provisions of our Declaration of Trust and bylaas well as provisions of the Code and Ohio law, :may

o delay or prevent our change of control or a tendfer for the Common Shares, even if those astioight be beneficial to holders of
Common Shares; and

o limit the opportunity for holders of beneficiatérest to receive a potential premium for thearek of Common Shares over then-prevailing
market prices.

Our Declaration of Trust authorizes the Board afstees to issue preferred shares of beneficiakisitén series and to establish the rights and
preferences of any series of preferred interestsssed. The issuance of preferred interests astilhave the effect of delaying or preven
our change in control.

Where Can You Find More Information About Us?

We are subject to the informational requirementhefSecurities Exchange Act of 1934, as amendied'Eixchange Act”), which means that
we file periodic reports, including reports on Fertrt0-K and 10-Q, and other information with the8&es and Exchange Commission
("SEC"). As well, we distribute proxy statementsiaally and file those reports with the SEC. You o@ad and copy these reports, statem
and other information at the public reference faes maintained by the SEC at Room 1024, 450 Btieet, NW, Washington, D.C. 20549.
You may obtain copies of this material for a feensiting to the Public Reference Section of the SE@50 Fifth Street, NW, Washington,
D.C. 20549. You may obtain information about themion of the Public Reference Room by calling$iC at 1-800-SEC-0330. You can
also access some of this information electronidajylyneans of the SEC's website on the Internett@tfvww.sec.gov, which contains
reports, proxy and information statements and dtifermation that we have filed electronically withe SEC. In addition, you may inspect
reports and other information concerning the Comgperihe offices of the New York Stock Exchangeijchihare located at 11 Wall Street,
New York, New York 10005 and can be contacted 2-656-3000.
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Copies of our annual report on Form 10-K, quarteglyorts on Form 10-Q, current reports on Form &id amendments to those reports, as
well as Reports on Forms 3, 4 and 5 regardingeffictrustees or our 10% beneficial owners, filetumished pursuant to Section 13(a), 15
(d) or 16(a) of the Securities Exchange Act of 1882 available free of charge through our webswaw.firstunion-reit.netas soon as
reasonably practicable after it is electronicailgd with, or furnished to, the Securities and Exatpe Commission. We also have made
available on our website copies of our Audit Conte@tCharter, Compensation Committee Charter, Namgpand Corporate Governance
Committee Charter, Code of Business Conduct anit&énd Corporate Governance Guidelines. In thatesfeany changes to these charters
or the code or guidelines, changed copies will Aisonade available on our website.

ITEM 2. PROPERTIES.

At December 31, 2004, we held an interest in aic®tbuilding located in Indianapolis, Indiana, dritriple-net lease properties (the "Net
Lease Properties") consisting of twelve retail thnidjs, two office buildings, one mixed-use propentyl one warehouse building. The
following table sets forth certain information riitey to our properties at December 31, 2004:

Ownership of Lan d (Fee/Land
Property Type/Location Tenant Square Feet(1) Estate/Ground Lease) (2)
Mixed Use:
Churchill, PA Viacom, Inc. 1,008,000 Ground Le ase
Office:
Plantation, FL BellSouth Communicati ons, Inc. 133,000 Land Esta te
Orlando, FL Siemens Real Estate, Inc. 256,000 Ground Le ase
Indianapolis, IN Multiple tenants 110,000 Fee (4)
Retail:
Athens, GA The Kroger Co. 52,000 Land Esta te
Atlanta, GA The Kroger Co. 61,000 Ground Le ase
Louisville, KY The Kroger Co. 47,000 Land Esta te
Lafayette, LA The Kroger Co. 46,000 Ground Le ase
St Louis, MO The Kroger Co. 46,000 Land Esta te
Biloxi, MS The Kroger Co. 51,000 Land Esta te
Greensboro, NC The Kroger Co. 47,000 Ground Le ase
Knoxville, TN The Kroger Co. 43,000 Land Esta te
Memphis, TN The Kroger Co. 47,000 Land Esta te
Denton, TX The Kroger Co. 48,000 Land Esta te
Seabrook, TX The Kroger Co. 53,000 Land Esta te
Sherman, TX (3) The Kroger Co. 46,000 Land Esta te
Warehouse:
Jacksonville, FL Winn-Dixie Stores, In c. 549,000 Fee

(1) The square footage shown represents net renéaba.

(2) Ground lease means that we lease the land @hwhe improvements are situate for a fixed peabtime. Land estate means that we |
title to the land for a set period of time and tlemership of the land reverts to a remaindermawhath time we have the right to lease the
land. Fee means that we own fee title to the 1S "The Net Lease Properties" below for infornmatidating to our ground lease and land
estate interests.

(3) The tenant for the Sherman, Texas propertyeRagcised its purchase option under the lease aor$o which it will acquire the property
effective May 1, 2005 for a sale price of $2,018,00

(4) During 2004, we acquired the remaining owngrshithe land. We currently own 100% of the land.
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See "ltem 7. Management's Discussion and AnalyaisResults of Operations” for information relatiogcapital improvements at our
properties.

Circle Tower, Indianapolis, Indiana

The following table lists the occupancy rates agerand effective rental rate per square foot aetitkof each of the last three years for the
Indianapolis, Indiana property.

2004 2003 2002
Occupancy 86 % 89% 81%
Average Effective Rental Rate(1) $14.50 $14.25 $13.80

(1) Average Effective Rental Rate is equal to theual base rent divided by the occupied squareatdeecember 31.

The following chart sets forth certain informaticoncerning lease expirations (assuming no renevi@lshe Indianapolis, Indiana property
of December 31, 2004:

Number of Aggregate sq. ft.
Tenants whose Covere d by 2005 Rental for ~ Percentage of T otal
Leases Expire Expiring Leases Leases Expiring Annualized Ren tal
2005 9 7,641 $ 49,787 4.2%
2006 11 21,033 $306,495 25.6%
2007 7 7,735 $111,648 9.3%
2008 2 5,458 $ 85,059 7.1%
2009 3 9,935 $149,947 12.5%
2010 3 9,747 $179,159 14.9%
2011-2014 - - - -
2015-Beyond 4 22,204 $316,953 26.4%

The Indianapolis, Indiana property is presentlynmenbered by debt.
The realty tax rate and annual realty tax for tididnapolis, Indiana property were $3.5514 and 382, respectively.
The Net Lease Properties

Pursuant to the terms of the lease agreementgesgtiect to the Net Lease Properties, the tenar#cit property is required to pay all costs
associated with the property including propertyesaxground rent, maintenance costs and insurance.

The following table sets forth the terms and rerdaéds for each property:

Property Location Initial Term Expiration Date Initial Term Annual Rent Renewal Term S
Plantation, FL 3/29/2010 $3,158,220 Five 5-year

Athens, GA 10/31/2010 $ 220,327 Six 5-year

Atlanta, GA 10/31/2010 $ 259,308 One 6-yr/Two 5-year
Louisville, KY 10/31/2010 $ 197,447 Six 5-year

Lafayette, LA 10/31/2010 $ 178,804 One 7-year/S ix 5-year
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Property Location

Initial Term Expiration Date

St Louis, MO
Biloxi, MS
Greensboro, NC
Knoxville, TN
Memphis, TN
Denton, TX
Seabrook, TX
Sherman, TX
Orlando, FL
Churchill, PA
Jacksonville, FL

10/31/2010
10/31/2010
10/31/2010
10/31/2010
10/31/2010
10/31/2010
10/31/2010
10/31/2010
12/31/2010
12/31/2010
07/01/2011

The following table sets forth the terms of thedastates:

Land Estate Le
Property Location Expiration Exp
Plantation, FL 02/28/2010
Athens, GA 10/31/2010
Louisville, KY 10/31/2010
St Louis, MO 10/31/2010
Biloxi, MS 10/31/2010
Knoxville, TN 10/31/2010
Memphis, TN 10/31/2010
Denton, TX 10/31/2010
Seabrook, TX 10/31/2010
Sherman, TX 10/31/2010

Initial Term Annual Rent

Renewal Term

233,038
219,480
202,532
214,395
220,327
220,327
211,854
203,379
$4,083,974
$2,786,151
$1,463,688

PAPABPHPHHPH

ase Term Options Upon

iration of Land Estate

Six 5-year
Six 5-year
One 7-year/F
Six 5-year
Six 5-year
Six 5-year
Six 5-year
Six 5-year
Six 5-year
Six 5-year

One 10-year/

Lease Term Rents Per

The following table sets forth the terms of theugrd leases:

Property Location Current Term Expiration Rene

Atlanta, GA 09/30/2006 Four
Lafayette, LA 4/30/2008 Eigh
Greensboro, NC 12/31/2007 Four
Orlando, FL 12/31/2010 Six
Churchill, PA 12/31/2010 Six

wal Terms

t5-yr

5-yr
5-yr

Thirteen 5-yr

$261,919 thru 6th ter

market value

Fourteen 5-yr $18,600
Fourteen 5-yr $35,400
Fourteen 5-yr $61,400
Fourteen 5-yr $54,000
Fourteen 5-yr $97,200
Fourteen 5-yr $60,360
Fourteen 5-yr $86,880
Fourteen 5-yr $58,560
Fourteen 5-yr $80,160

Lease Term Rents Per Annum (

$30,000 plus 1/2 of 1% of sa
$176,244 increased by 5% for
5-yr & Fifteen 1-yr $59,315 increased by approx.

successive renewal period pl
$2 thru the current term and
$2 thru the current term and

ive 5-year

Four 5-year

m and then fair

1

les greater than $27,805,800
each successive renewal term
$12,000 for each

us 1% of sales over $35 M

fair market value thereafter
fair market value thereafter

(1) The improvements lease requires the tenanetimpn all covenants under the ground lease innlythe payment of ground rent.
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The Orlando, Florida and Churchill, Pennsylvaniaparties secure the Keybank Loan (as defined belbiag following table sets for the
terms of the first mortgages for each of the ofiteperties.

Principal Balance 2005 Debt Prepaym ent
Property Location at 12/31/04 Matu rity Interest Rate  Service Terms
Plantation, FL $12,624,0(;0" 3/29/ -2—610 —————— 645% ----- $ -2,762,521—1—1- Make Wh ole Premium
Kroger Properties(1) $12,137,000 11/1/ 2010 6.71% $2,473,927 Make Wh ole Premium
Jacksonville, FL(2) $ 7,402,000 711/ 2011 7.5%(2) $1,425,804 No Volu ntary Prepayment

(1) Each of the properties leased to Kroger aremibered by one loan that is secured by all of thegkr properties. Balance includes
$957,000 debt associated with the Sherman, Texgepy, which is scheduled to be sold on May 1,5200

(2) Debt balance reflects a $600,000 mark-to-mar&kte adjustment to adjust the interest to appnai@ market at 7.5% from contractual
rates of 9.95% to 11.05%.

On November 18, 2004, FT-Fin obtained a loan fromytkank National Association and Newstar CP Funding and other lenders party
thereto in the original principal amount of $27,@ (the "Keybank Loan"). On December 8, 2004 HiT exercised its right to draw an
additional $26,000,000 on the Keybank Loan, theiabyeasing the principal amount of the loan to0,$88,000. The Keybank Loan bears
interest at LIBOR plus 450 basis points (which ¢gddo a rate of 6.89% as of December 31, 2004)altaree-year term, subject to two one-
year extensions which may be exercised upon payoieB5% fee. As a result of I-Fin entering into an interest rate swap agreenténgin
effectively fixed the interest on $40,000,000 &586 per annum. The Keybank Loan is secured bysarfiortgage on the Orlando, Florida
and Churchill, Pennsylvania properties and a plexdgdl of the membership interests in FT-Fin.

The loan requires monthly payments of interest amg amortization payments for each semiannuabgennding on June 30 and December
31 during the term based on a 50% of the excessfltas (as defined) after first mortgage debt amtiiest on this loan.

The loan is prepayable at any time without premarmenalty.

In connection with the loan, the Trust was requiegdrovide standard hazardous substance and monss®e carve-out guarantees to the
lenders.
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ITEM 3. LEGAL PROCEEDINGS
Peach Tree Mall Litigation

The Trust, as one plaintiff in a consolidated attomposed of numerous businesses and individuadspursued legal action against the ¢
of California associated with the 1986 flood of tBuButtes Center, formerly Peach Tree Mall. On dHat, 2005, the court approved the
settlement of this matter pursuant to which theeSth California has agreed to pay to us $11,00D,8@yment of the settlement remains
subject to legislative appropriation. It is expelctieat the appropriation for this settlement wélincorporated in the State of California's
budget for its 2005-2006 fiscal year at which twe will recognize the settlement as income. In emtion with the settlement, the parties
will exchange mutual releases.

Indemnity to Imperial Parking Limited

In 1999, Newcourt Financial Ltd. ("Newcourt") brduag claim in Ontario, Canada against FUMI and Irngb€arking Limited, a then
subsidiary of FUMI, alleging a breach of a contiaetween FUMI and Newcourt's predecessors-in-igte@racle Credit Corporation and
Oracle Corporation Canada, Inc. The Trust's aféilend Imperial Parking Limited brought a sepaaat&on in British Columbia, Canada
against Newcourt, Oracle Credit Corporation andc@r&orporation Canada claiming, among other thitigst the contract at issue was not
properly authorized by the Trust's Board of Trustaed the Imperial Parking Limited's Board of Dicgs. On March 27, 2000, in connection
with the spineff of Imperial Parking Corp. of Canada ("Impenidrking”) (the successor in interest to ImperiakPg Limited) to the Trust'
shareholders, the Trust gave an indemnity to Inap@arking Corporation in respect to damages a&isiom the outstanding actions.

On March 1, 2005 we settled all claims involvedhis matter by paying $800,000 to Newcourt whictsviidly reserved at December 31,
2004.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
None
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PART Il
ITEM 5. MARKET FOR TRUST'S COMMON EQUITY AND RELATE D SHAREHOLDER MATTERS.

MARKET PRICE AND DIVIDEND RECORD

Dividends
High Low Declared
2004 Quarters Ended
December 31 $4.29 $3.06 $ -
September 30 $3.31 $2.85
June 30 $3.46 $2.66
March 31 $3.80 $2.16
Total $
2003 Quarters Ended
December 31 $2.32 $1.76 $ -
September 30 1.89 1.72 --
June 30 1.89 1.65 --
March 31 1.78 1.47 -
Total $

Our shares are traded on the New York Stock Exahéhigker Symbol: FUR). As of December 31, 2004r#&were 1,863 record holders of
the Common Shares. We estimate the total numhbeeréficial owners at approximately 4,200.

During 2004, we were not required to make any mimmndistributions on our Common Shares in order &niain our REIT status.
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ITEM 6. SELECTED FINANCIAL DATA.
These Selected Financial Data should be read ijugction with the Combined Financial Statements ldotes thereto.
(in thousands, except per-share data and footnotes)

For the Years Ended December 31

200 4 2003 2002 2001 2000
Operating Results - o
Revenues $ 8, 325 $ 2,427 $ 3,204 $ 31,391 $ 67,265
Income (loss) from continuing;;_p;;z;tions $ 1, ggg $ (6,575) $ (5,397) $(14,618) $ ) _(5;8_4_7;_
Gain on sale - - - 30,096 76,114
Income from discontinued operations (1) 1, 249 619 365 -- --

Gain on disposal of discontinued

operations 19, 267 54 - - -
Net income (loss) 22, 452 (5,902) (5,032) 15,478 40,267

Preferred dividend @, 064)  (2,064) (2,067)  (2,068) (2,450)

Net income (loss) applicable to Common
Shares of Beneficial Interest $ 20, 388 $ (7,966) $ (7,099) $ 13,410 $ 37,817

of Beneficial Interest $ - $ - $6962 $ - % 6,583

Per Common Share of Beneficial Interest,

basic
Income (loss) from continuing operations,
basic $ - $ (028) $ (0.21) $ 037 % 0.92

Income from discontinued operations,
basic(1) 0 .66 0.02 0.01 - -

Net income (loss) applicable to Common
Shares of Beneficial Interest, basic  $ 0 66 $ (0.26) $ (0.20) $ 037 $ 0.92

Loss per Common Share of Beneficial
Interest, diluted $ - $ (028 $ (0.21) $ 037 % 0.85

Income from discontinued operations,
diluted 0 .66 0.02 0.01 - -

Net income (loss) applicable to Common
Shares of Beneficial Interest, diluted $ 0 66 $ (0.26) $ (0.20) $ 037 % 0.85




200 4 2003 2002 2001 2000

Financial Position at Year End

Total assets $ 289, 968 $146,838 $171,825 $185,669 $ 462,598
Long-term obligations (2) 160, 965 41,457 54,319 54,616 171,310
Total equity 120, 142 96,720 108,107 122,168 120,383

(1) The results of Imperial Parking Limited, VenT&ark Plaza and the Sherman, Texas property reare dassified as discontinued
operations for 2002, 2003 and 2004.

(2) Included in long-term obligations are seniotasp mortgage loans and loans payable.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.
Overview

Rather than focus on a particular type of realtestaset or a specific geographic sector, our tmersts will be based, at least for the
foreseeable future, on our assessment that a atEviestment is significantly undervalued or @ets an opportunity to outperform the
marketplace. Additionally, we will make investmeirtsassets believed to be underperforming and iichwive believe, through an infusion of
capital and improved management, an appropriaberen investment can be realized. Consequentiy, egrtain limitations, we will seek to
invest in or acquire most types of real estatetassesecurities. Moreover, except as limited ey ristrictions placed on us in order to meet
our requirements to maintain REIT status, our ibmesit decisions will not be materially affectedtbg nature of an investment or where that
investment falls in an entity's capital structie will acquire entities that own real estate, stwdirectly in the equity of a real estate asset
exclusively or through a venture, acquire prefeeqdity, mezzanine debt or first mortgage debt i&fed estate asset to the extent we believe
the ownership of the underlying real estate wodddnsistent with our investment strategy. In galnéris not expected that we will invest
an entity in which we do not own 100% of the equityess we control, have the means to acquire alooftthe investment or have a
mechanism in place to exit the investment for agdonsistent with fair value. In order to funduiet acquisitions, we will utilize our cash
reserves, obtain debt financing and/or sell add#@i@quity.

In view of the foregoing, our near-term investmstnategy will be to identify and invest in discregal estate investments consistent with the
foregoing criteria. As appropriate investment opaities arise, we will aggressively pursue sucphartunities. For the long-term, as
investments mature in value to the point where rgaualikely to achieve better than a market retanmiheir then enhanced value, it is likely
we will exit the investment and seek to redeplay ¢hpital to higher yielding opportunities. Accargly, our Statements of Operations and
Comprehensive Income include both income from cwiitig operations and discontinued operations.

Investments and dispositions made by us duringélae ended December 31, 2004 included the following
Atlantic Realty

During 2004, we acquired 267,000 shares in AtlaRgalty Trust ("Atlantic Realty") (NASD:ATLRS) regsenting 7.5% of the outstanding
shares in Atlantic Realty. On January 12, 2004camacted Atlantic Realty to discuss a possiblén®ss combination with Atlantic Realty.
Our proposal was ultimately rejected by AtlanticaRgin May 2004 as Atlantic Realty elected to nerits remaining property for sale. On
May 19, 2004, Atlantic Realty paid a dividend of 33 per share to holders of record on May 10, 26@4owing the distribution, we began
selling our shares in Atlantic Realty and, effeetAugust 3, 2004, we had sold our entire interegttiantic Realty and realized a total gain of
$1,089,000.

NorthStar Loan

On March 3, 2004, we acquired from Bank of AmerNa. a loan receivable from NorthStar Partnership, ("NorthStar") in the principal
amount of approximately $16,944,000 (the "North&tan"). The NorthStar Loan was evidenced by a i€Agteement, Promissory Note
and collateral documents. The NorthStar Loan wesrsel by a first priority lien on all or a portiaf NorthStar's interest in Morgans Hotel
Group LLC, Emmes & Company LLC and Presidio Cagitabstment Company, LLC as well as certain otlssets of NorthStar. NorthStar
prepaid the loan in its entirety on August 4, 20Dde to the nature and amount of the NorthStar |waarder to comply with the rules
applicable to REITSs, portions of the NorthStar Lea@re held by FTFRS Loan LLC, our taxable REIT subsidiary. Accoglin we incurred
federal and state income tax expense of $49,000gl2004 in connection with this asset.
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West Side Loan

On May 19, 2004, we purchased a 25% interest @am, Isecured by a first mortgage on a commercaggaty located in New York City's
Chelsea area (the "West Side Loan"). The totaltantng principal balance of the loan is $10,708,6Dwhich our share was $2,677,000.
The purchase price for the participation interess whe face amount of our share of the loan. Tée kbeears interest at LIBOR plus 9.5% per
annum and is scheduled to mature in April 2009. ditecipal balance outstanding on the loan and@sterate as of December 31, 2004 were
$2,532,000 and 11.8125%, respectively. In Nover26@d, the borrower under the West Side Loan fdetiake its scheduled debt service
payment. As a result of this default, a forbearaagreement was entered into with the borrowerghatided, in part, that the lender would
agree to forbear from exercising its remedies 8g ks the borrower makes interest only paymentgaldth specified payments to reserve
accounts through June 30, 2005 and satisfies #redg June 30, 2005.

Park Plaza Mall

On June 22, 2004, we sold Park Plaza Mall prodedsted in Little Rock, Arkansas for a gross salese of $77,500,000 to a subsidiary of
CBL & Associates Properties, Inc., an unaffiliathatd party. In connection with this transactiome fpurchaser assumed the existing
indebtedness encumbering the property of approeiyn&1,313,000. Accordingly, net proceeds to terafiving effect to the loan
assumption and closing costs were approximately4883000. We deposited the proceeds with a qudlifilermediary, and these proceeds
were used for the portfolio acquisition (as desmibelow) in connection with a "like kind" excharnmesuant to Section 1031 of the Code.
We recognized a gain on sale of $19,267,000 famiiel reporting purposes.

Sizeler Property Investors, Inc.

Beginning in August 2004, we began acquiring shafe®mmmon stock in Sizeler Property Investors, [(8izeler") (NYSE:SIZ), a real esti
investment trust that primarily is in the busine§swning and operating income producing retailgding centers and apartment communi
in the southeastern United States. As of MarclD@52we had acquired a total of 1,310,300 sharesminon stock of Sizeler which
represents approximately 9.9% of all of the outditasn shares of common stock of Sizeler for an agapeepurchase price of approximately
$12,173,000. On December 21, 2004, we sent a tet®izeler advising Sizeler of our intention tampate a slate of three directors,
consisting of Michael L. Ashner, Peter Bravermad Steven Zalkind, for election at Sizeler's 2006wt meeting of stockholders. On
January 19, 2005, we filed with the Securities Brdhange Commission a preliminary proxy statemeebinnection with our intention to
nominate a slate of directors at Sizeler's 200ahmeeting of stockholders.

West 38th Street Loan

On August 4, 2004, we acquired a 50% interest$8®000,000 first mortgage loan secured by a ptppecated at 63 West 38th Street, New
York, New York ("West 38th Street Loan"). The |dagars interest at LIBOR plus 400 basis points (@ithinimum rate of 5.42%), has a
three-year term and requires payments of interdgt e indirectly obtained $7,000,000 of financingconnection with this investment that
bears interest at LIBOR plus 175 basis points aadires payments of interest only. The principddibee outstanding on the loan and the
interest rate as of December 31, 2004 were $3,00(0d 6.28%, respectively. This loan was repafdliron January 18, 2005.

Clearwater Loan

On November 23, 2004, we acquired a first mortdage secured by a Wingate Hotel and the land omrhviiis situated located in
Clearwater, Florida. The principal amount of thari@t closing was $2,785,000. The loan bears sttetel0% per annum, requires monthly
payments of $27,179 and is scheduled to maturesbrugry 15, 2007 at which time the remaining amaluiet on the loan is scheduled to be
$2,689,000. The outstanding principal balance duthe loan at December 31, 2004 was $2,782,000.
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Disposition of VenTek

On December 31, 2004, VenTek ceased all of itsadjmers and transferred its remaining assets to ¥kATansit, Inc. ("Transit"), an entity
owned by VenTek's executive employees. Under theesgent, Transit agreed to make a nominal paynoeviehTek and is obligated to pay
to VenTek a royalty equal to 5% of its annual gnesgenues for each of the next five years. It isaxpected that such payments will be
material to our operations.

Portfolio Acquisition

On November 18, 2004, FT-Fin Acquisition LLC ("FThF, a Delaware limited liability company whollgwned by us, acquired from Fino
Capital Corporation, an unaffiliated third part, ttiple-net leased properties containing approxétya?,500,000 gross square feet. The
aggregate purchase price for the properties wazippately $92,076,000 including closing adjustnsesmd inclusive of the assumption of
approximately $32,401,000 of existing first mortgatebt and accrued interest payable on certaimegbtoperties. Additionally, FT-Fin
acquired $1,674,000 of rent receivables and indusi#®. 1,000 of debt costs. This acquisition was éanilom the proceeds of a $27,000,000
loan as well as $33,480,000 in net proceeds rehfipen the sale of the Park Plaza property in 20@41 which were being held by a qualif
intermediary to enable the Trust to acquire theertes in a tax-free exchange pursuant to Sedd®1 of the Code and cash on hand of
$1,580,000. The Trust has allocated the purchase fo real estate and lease intangibles.

Circle Tower

During 2004, we completed the acquisition of a 1068rest in the land underlying our Circle Toweogerty located in Indianapolis, Indie
for an aggregate purchase price of $1,493,000. rangly, we now hold a 100% interest in the landijch was partially owned by third
parties and ground leased to us, and the improvisntiegt comprise the Circle Tower property.

5400 Westheimer Holding L.P.

On November 22, 2004, we acquired a 1% generahgaitterest, and a third party (the "Limited Parthacquired a 99% limited partners
interest, in 5400 Westheimer Holding L.P. ("5400sttieimer"). 5400 Westheimer, in turn, acquiredratirect 100% ownership interest in
entity that holds title to real property locatecbd00 Westheimer Court, Houston, Texas (the "HouBtmperty"). In order to facilitate this
acquisition, we made a $7,533,000 loan (the "54@&nL) to 5400 Westheimer. The 5400 Loan bore isteae8% per annum.

Following the acquisition of the Houston PropeB#00 Westheimer made an offering to the partnetBef.imited Partner that enabled them
to have their interest in the Limited Partner redeé in exchange for a distribution of an equivaletérest in 5400 Westheimer and a
$321,000 capital contribution to 5400 Westheimercdnnection with the offering, we offered to lendeach participating partner an amount
equal to 2/3 of the total capital contribution reqd by such partner ($214,000 per investment)unit.

The offering was consummated on January 3, 20@6i&h time the 5400 Loan, including accrued interess fully satisfied by the payment
of $7,040,000 and the delivery to us of an add&iat?o limited partner interest in 5400 Westheintleereby resulting in us holding an
aggregate 8% interest in 5400 Westheimer. In addifpartners who participated in the offering aribvacquired an aggregate of 25% inte

in 5400 Westheimer elected to obtain loans tofyatfieir capital contribution, which loans aggresgh$1,338,000 and which are secured by
the 25% interest held by such limited partners4@®Westheimer. The loans bear interest at 12%maum and require quarterly payments
of interest only. Aggregate principal payments 8$,000 are required to be made on each Janu2606,and January 5, 2007, the maturity
date. If all of the loans were to default, we woatjuire an additional 25% interest in the Houstooperty.

For financial reporting purposes, the Houston Prtypie classified as of December 31, 2004 as ret@lte held for syndication and reflects
100% of 5400 Westheimer's assets and liabilities.
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Liquidity and Capital Resources
General

We declared a dividend of $516,000 ($0.525 perejttarSeries A Cumulative Preferred Shareholdées'Preferred Shareholders") in the
fourth quarter of 2004. The dividend was paid Jayn34, 2005 to shareholders of record at the abdddrisiness on December 31, 2004. In
addition, we paid a dividend of $516,000 ($0.526g&re) to the Preferred Shareholders in eadhediinst, second and third quarters. Dur
2004, the Trust was not required to make any 8istions to its common shareholders to maintaiRE$T status.

At December 31, 2004, we had $82,559,000 in caditash equivalents, which consisted of $3,799,8@@sh and $78,760,000 in cash
equivalents with maturities of less than 90 day$&.Ureasury Bills and Federal Home Loan Bank DistdNotes are classified as cash
equivalents. The average yield for the year endecebhiber 31, 2004 was 1.44%. As a result of therssiof Common Shares and Seriek B-
Cumulative Convertible Redeemable Preferred StafrBgneficial Interest in 2005, we have approxirha$90,200,000 in additional funds
available for investments.

The level of liquidity based upon cash and cashvedgnts experienced a $67,635,000 increase atbeee31, 2004 as compared to
December 31, 2003. The increase was due to nefpeasiiled by operating activities of $3,987,00Gtcarovided by investing activities of
$14,133,000 and cash provided by financing actisitof $49,515,000. Cash provided by investing #igts/consisted of $68,900,000 of
proceeds from investments held to maturity, $11,80® of proceeds from real estate security sale3,1$0,000 of collection of loans
receivable, $33,635,000 of proceeds from the dalead estate, $2,818,000 from the release ofiotstt cash and $15,000 from the sale of
VenTek equipment. Cash used in investing activit@ssisted of $61,916,000 for purchased real esk@8094,000 of purchases of real e«
securities held for sale, $24,540,000 of purchasésans, $7,613,000 of investments in real edtatd for syndication, $1,493,000 of land
acquisition costs at Circle Tower, and $535,000agfital improvements.

Cash provided by financing activities consiste$%8,000,000 of new loan proceeds partially offse$d,064,000 of preferred dividend
payments, $1,196,000 of debt issuance costs, $20®0mortgage loans repayment and $20,000 fore¢hayment of loans payable.

A summary of our contractual obligations is asdais (in thousands):

Payments Due by Period

Contractual Obligations Total Lessthan 1 Year 2-3Years 4-5Years Af ter 5 Years
Mortgage Loan Payable $84,206 $5,827 $61,479 $11,253 $ 5,647
Ground Lease Obligations (1) -- -- - -- -
Advisors' Fee (2) - (3) 2,317 4,634 4,634 -@3)
$84,206 $8,144 $66,113 $15,887 $ 5,647

Commitments (4) - - - - -

Liabilities of Real Estate Held for
Syndication (5) $76,762 $76,762 $ - $ - $

(1) The underlying lease agreements require thentguay the ground rent expense.

(2) Based upon the terms of the Advisory Agreenagict assets in place at March 1, 2005, with no effeen to the incentive fee.

(3) No amounts have been included due to the autormanual renewal provisions of the Advisory Agret.

(4) Excludes pending acquisitions that are sulifedue diligence.

(5) Represents the debt encumbering the HoustgreRyo Effective January 3, 2005, upon completibarooffering, substantially all of our
commitment obligations related to this asset weliewved.
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We carry comprehensive liability and all risk pragensurance (i) fire; (i) flood; (iii) extendecbverage; (iv) "acts of terrorism," as defined
in the Terrorism Risk Insurance Act of 2002, angdréntal loss insurance with respect to our asgetddition, under the terms of the triple-
net tenant leases, the tenant is obligated to miaiatlequate insurance coverage.

Our debt instruments, consisting of mortgage Ias@tsired by our properties (which are generally mmourse to us) contain customary
covenants requiring us to maintain insurance. Aigiowe believe that we have adequate insuranceageeinder these agreements, we may
not be able to obtain an equivalent amount of cyyelat reasonable costs in the future. Furthmders insist on greater coverage than we
are able to obtain, it could adversely affect cuility to finance and/or refinance our propertiesi @xpand our portfolio.

Results of Operations - 2004 Versus 2003
Income (Loss) from Continuing Operations

We operate in three business segments: (i) ownedthieal estate operating properties, (ii) ownigrsifloans receivable and (iii) ownership
and trading of real estate securities. (See BusiBegments - Footnote 18 to the financial statesrienated in Item 8.) The income from
continuing operations increased by $8,511,000 {838,000 for the year ended December 31, 2004 &dwss of $6,575,000 for the year
ended December 31, 2003. As more fully describéalhbéhis increase is attributable to an increasmial revenues of $3,491,000, an
increase in other income of $2,407,000 and a dserigetotal expenses of $2,613,000.

Rents

Rental income increased by $1,801,000 or approxiiyatl3% to $3,390,000 for the year ended Decerdbe?004 from $1,589,000 for the
year ended December 31, 2003. The increase waaiiirdue to the acquisition of the net lease pripe by our operating properti
business segment which contributed $1,720,000va&fmge and an increase in revenues at Circle Tofv&81000.

Interest and Dividends

Interest income increased by $1,690,000 or apprateiy 201% to $2,528,000 for the year ended Dece®ibhe2004 from $838,000 for the
year ended December 31, 2003. The increase waeghk of income from loans acquired during 2004b373,000 in our loan busine
segment, dividends on real estate securities 03 908 in our real estate securities business segmgher amounts invested in government
securities and higher interest rates on the indeastsh balances.

Property Operating

Property operating expenses decreased by $63,08@pooximately 7% to $786,000 for the year endedeleber 31, 2004 from $849,000 for
the year ended December 31, 2003. The decreasgueds a decrease in professional fees of $55,86fcated with real estate tax appeals
in 2003.

Real Estate Taxes

The $102,000 increase in real estate tax expess#ed from a refund received in 2003 for taxewvijongsly paid by us with respect to the
Mountaineer Mall. Exclusive of this refund, reatags tax expense remained constant.

Depreciation and Amortization

Depreciation and amortization expense increase®?By,000 or approximately 62% to $735,000 for tharyended December 31, 2004
compared to $454,000 for the year ended Decemheé2(8B. The increase was due to the newly acquieetkase properties.
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Interest Expense

Interest expense decreased by $164,000 or 19%0&, @& for the year ended December 31, 2004 cormpar®362,000 for the year ended
December 31, 2003. The decrease was due primarhetsavings of $835,000 in interest expenserasidt of the repayment in full of the
senior notes on October 1, 2003, partially offseiriterest expense of $686,000 on new borrowind$éamember and December 2004.

General and Administrative Expenses

General and administrative expenses decreased, B§%HA00 or approximately 40% to $4,104,000 forytkar ended December 31, 2004
from $6,873,000 for the year ended December 313.200e primary cause of this decrease was the @gp&nses related to the Gotham
transaction of $2,856,000 and a $700,000 expen2@df related to contingency reserves. Additioaalrgs in legal, accounting and other
professional fees of $868,000 were offset by areim&e in management fees of $1,431,000.

Insurance Recoveries

Insurance recoveries amounted to $1,254,000 foyehe ended December 31, 2004. The insurance pieeesre recovered under the
director's and officer's policy for reimbursemehtegal fees expended in connection with the preféshareholder litigation. We received
$696,000 during 2004 and have included $558,0@@dounts receivable and prepaids at December 84, 20

Gain on Sale of Securities Available for Sale
The gain on sale of securities available for saleststs primarily of the gain on sale of AtlantiedRy stock.
Discontinued Operations

During 2004, we sold the Park Plaza Mall and Venfbela combined sales price of $77,515,000. Wegezed a net gain on disposal of
these properties of $19,267,000. The sale and tipesaof these assets have been recorded as disgeshbperations in accordance with the
provisions of Statement of Financial Accountingrisards ("SFAS") No. 144, "Accounting for the Impaént or Disposal of Long-Lived
Assets."

Results of Operations - 2003 Versus 2002
Income (Loss) from Continuing Operations

The loss from continuing operations increased ¥ #3,000 to $6,575,000 for the year ended DeceBibe2003 from $5,397,000 for the
year ended December 31, 2002. As more fully desdrifelow, this increase is attributable to a deméatotal revenues of $777,000 anc
increase in total expenses of $401,000.

Rents

Rental income increased by $44,000 or approxima#yto $1,589,000 for the year ended December@®13 fom $1,545,000 for the year
ended December 31, 2002. The increase was printréyto occupancy rates increased to 89% from &idsental rates increased to $14.25
from $13.80 per square foot at Circle Tower.

Interest and Dividends

Interest income decreased by $821,000 or approgly;nd®% to $838,000 for the year ended Decembe2@13 from $1,659,000 for the year
ended December 31, 2002. The decrease was theakkwer amounts invested and lower interestsatetween the periods on the invested
cash balances.
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Property Operating

Property operating expenses decreased by $1561CGjipooximately 16% to $849,000 for the year erdedember 31, 2003 from $1,005,(
for the year ended December 31, 2002. The decreas@rimarily due to the inclusion in 2002 of a $2®0 one-time maintenance charge.

Real Estate Taxes
Real estate taxes decreased by $114,000 due foral ref taxes paid in a previous year.
Depreciation and Amortization

Depreciation and amortization expense increase®bby000 or approximately 12% to $454,000 for theryended December 31, 2003
compared to $404,000 for the year ended Decemheé20BR. The increase was due to an increase idibgilimprovements.

Interest Expense

Interest expense decreased by $532,000 or appretin®8% to $862,000 for the year ended DecembgeP@03 compared to $1,394,000 for
the year ended December 31, 2002. The decreasdugas the repayment in full of the senior note©atober 1, 2003.

General and Administrative Expenses

General and administrative expenses increased fi$$,000 or approximately 20% to $6,873,000 forytbar ended December 31, 2003
compared to $5,720,000 for the year ended DeceB81he2002. Included in general and administrativyeemses for the years ended December
31, 2003 and 2002 are approximately $2,856,00062rti7 7,000, respectively, of transaction costdedlto the Gotham proposal. Such costs
for 2003 included the $2,400,000 termination feiel pa Gotham Partners. During the years ended Dbeefil, 2003 and 2002, $449,000
$800,000, respectively, of costs related to theedt@der lawsuits were included in general and adbirative expense. Also included in
general and administrative expenses were $394,00%289,000 in 2003 and 2002, respectively, tora fhat was providing management
services to VenTek. During the year ended Dece®bg2003, we accrued for financial reporting pugsoa $700,000 contingency. In
addition, there was an increase in insurance pmasief $260,000, trustee fees of $100,000 and Fegal of $138,000.

Discontinued Operations

The operations of the Park Plaza property and Vienilare sold or ceased in 2004 and have been retasldiscontinued operations in
accordance with the provisions of SFAS No. 144.imR003, VenTek's parking equipment business whk 8 net gain on disposal of the
properties of $54,000 was recognized.

Application of Critical Accounting Policies

Our most critical accounting policy relates to #waluation of the carrying value of real estate. 8Veluate the need for an impairment los
real estate assets when indicators of impairmenpaasent and the undiscounted cash flows areuffatient to recover the asset's carrying
amount. The impairment loss is measured by comgaihia fair value of the asset to its carrying antoun

In addition, the Trust's loans are periodicallyleated for possible impairment to establish a llwes reserve, if necessary. If a loan is
experiencing difficulties, we work with the borromte try to resolve the issues, which could incledéending the loan term, making
additional advances, or reducing required payméfis. our judgment, it is determined that it ipable we will not receive all contractually
required payments when they are due, the loan weildeemed impaired, and a loan loss reserve iséiathl As of December 31, 2004, we
have determined that no loan loss reserve is negess
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Finally, estimates are used when accounting foatlesvance for contingent liabilities, among othéfeese estimates are susceptible to
change and actual results could differ from thestienates.

Recently Issued Accounting Standards

There are no accounting standards or interpretativet have been issued but not yet adopted byrtist that we expect will have a material
impact on the financial statements.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES O F MARKET RISK
Interest Rate Risk

We have exposure to fluctuations in market interatgts. Market interest rates are highly senstovaany factors beyond our control. Varis
financial vehicles exist which would allow managemt® mitigate the impact of interest rate fluctoas on our cash flows and earnings.

At December 31, 2004, we had one loan payableidwh@a variable interest rate. The loan payablednaoutstanding balance of $53,000,000
at December 31, 2004, was obtained in November 280has a three-year term. Interest on the oulistgvalance accrues at the LIBOR
rate plus 450 basis points. As of December 31, 28@/have an interest rate swap with a $40,0000@6@nal amount that effectively
converted the interest rate on that portion ofgpial from a floating LIBOR plus 4.5% (6.89% at [@atber 31, 2004) to a fixed rate of
8.55%.

The following table shows what the effect of a aj@in the LIBOR rate will have on annual interegtense.

Chan ge in LIBOR
1% 2% 3%
Additional interest expense $130,000 $260,000 $390,000

The fair value of the Trust's debt, based on distemlicash flows at current market conditions ater@st rates, approximates the aggregate
carrying value of the debt at December 31, 2004.
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Report of Independent Registered Public Accountindrirm
To the Board of Trustees and Shareholders of Bingin Real Estate Equity and Mortgage Investments:

We have audited the accompanying combined baldrest of First Union Real Estate Equity and Mortghestments and First Union
Management, Inc. and subsidiaries (the "Comparg/gfddecember 31, 2004, and the related combirsgdmaents of operations and
comprehensive income, shareholders' equity, artuftass for the year then ended. Our audit alsduithed the 2004 information included in
the financial statement schedule listed in the xratdtem 15. These financial statements and filgstatement schedule are the responsil
of the Company's management. Our responsibility &xpress an opinion on the financial statememdsfimancial statement schedule based
on our audit.

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversighti8dé@/nited States). Those stande
require that we plan and perform the audit to ebtaasonable assurance about whether the finataieiments are free of material
misstatement. The Company is not required to hamewere we engaged to perform, an audit of isrirgl control over financial reporting.
Our audit included consideration of internal cohtreer financial reporting as a basis for desigraniglit procedures that are appropriate in the
circumstances but not for the purpose of expresmmgpinion on the effectiveness of the Compamgérimal control over financial reporting.
Accordingly, we express no such opinion. An autlibancludes examining, on a test basis, evidenppating the amounts and disclosures
in the financial statements, assessing the acaayptinciples used and significant estimates mad@&nagement, as well as evaluating the
overall financial statement presentation. We belithat our audit provides a reasonable basis floopinion.

In our opinion, such financial statements presailyf, in all material respects, the combined ficiahposition of First Union Real Estate
Equity and Mortgage Investments and First Union dpament, Inc. and subsidiaries at December 31,,20@4the combined results of their
operations and their combined cash flows for trer y@ded December 31, 2004, in conformity with aating principles generally accepted
in the United States of America. Also, in our opimithe 2004 information included in the finanatdtement schedule, when considered in
relation to the basic 2004 combined financial stetets taken as a whole, present fairly, in all miateespects, the information set forth
therein.

DELOITTE & TOUCHE LLP
Boston, MA
March 16, 2005
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Report of Independent Registered Public Accountindrirm

The Board of Trustees and Shareholders
First Union Real Estate Equity and Mortgage Investts:

We have audited the accompanying combined baldret of First Union Real Estate Equity and Mortghestments and First Union
Management, Inc. and subsidiaries (the "Comparg/9fddecember 31, 2003, and the related combirsddraents of operations and
comprehensive income, shareholders' equity, artuftass for each of the years in the two-year pgeaded December 31, 2003. These
combined financial statements are the responsituifithe Company's management. Our responsibgitg iexpress an opinion on these
combined financial statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the combined financial statemeefenred to above present fairly, in all materiapects, the combined financial position of
First Union Real Estate Equity and Mortgage Investta and First Union Management, Inc. and subsédiars of December 31, 2003, anc
results of their operations and their cash flowssfach of the years in the two-year period endeckBer 31, 2003, in conformity with U.S.
generally accepted accounting principles.

/sl KPMG LLP
New Yor k, New York
March 4, 2004, except for the effects of the

di sconti nued operations described in notes 2
8, and 18 which are as of March 16, 2005
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FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS

COMBINED BALANCE SHEETS

(In thousands, except per-share data)

ASSETS

Investments in real estate, at cost
Land
Buildings and improvements

Less - accumulated depreciation
Investments in real estate, net

Real estate held for sale

Real estate held for syndication

Cash and cash equivalents

Restricted cash

Loans receivable

Accounts receivable and prepayments, net of allow
of $57 and $223, respectively

Investments held to maturity

Real estate securities available for sale

Lease intangibles, net

Inventory, net of reserve

Unamortized debt issue costs, net

Other

TOTAL ASSETS

LIABILITIES

Mortgage loans payable

Liabilities of real estate held for syndication
Loan payable

Accounts payable and accrued liabilities
Dividends payable

Deferred items

Liabilities of real estate held for sale and disc

Total liabilities

SHAREHOLDERS' EQUITY

Convertible Preferred Shares of Beneficial Intere
liquidation preference, 2,300,000 shares autho
outstanding

Shares of Beneficial Interest, $1 par, unlimited
outstanding

Additional paid-in capital

Accumulated other comprehensive income

Accumulated distributions in excess of net income

Total shareholders' equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

December 31,

2004 2003
$ 3,929 $ 6,0
87,599 65,8
91,528 71,9
(4,750) (14,1
86,778 57,8
1,379
84,375
82,559 14,9
- 2,8
8,390
ance
3,391 1,2
- 68,9
14,734
7,205
- 5
1,157 2
- 1
$ 289,968 $146,8
$ 84,206 $ 414
76,762
44
5,615 7,6
516 5
68 4
ontinued operations 2,615
169,826 50,1
st, $25 per share
rized, 983,082
23,131 23,1
authorized, 31,058,913
31,059 31,0
207,968 207,9
3,034
(145,050) (165,4
120,142 96,7
$ 289,968 $146,8

See Notes to Combined Financial Statements.
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FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS

COMBINED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

(In thousands, except per -share data)

Revenues
Rents
Interest and dividends

Expenses
Property operating
Real estate taxes
Depreciation and amortization
Interest
General and administrative

Other income
Insurance recoveries
Gain on sale of securities available-for-sale

Income (loss) from continuing operations

Discontinued operations:
Income from discontinued operations
Gain on sale of discontinued operations

Income from discontinued operations

Net income (loss)
Preferred dividend

Net income (loss) applicable to Common Shares
of Beneficial Interest

Other comprehensive income

Net income (loss)

Unrealized gain on available-for-sale securities
Unrealized loss on interest rate derivative

Comprehensive income (loss)

Per share data - Basic:

Loss from continuing operations, net of preferred d
Income from discontinued operations

Net income (loss) applicable to Common Shares

of Beneficial Interest

Diluted:

Income (loss) from continuing operations, net
of preferred dividend

Income from discontinued operations

Net income (loss) applicable to Common Shares
of Beneficial Interest
Basic Weighted-Average Common Shares

Diluted Weighted-Average Common Shares

Years Ended December 31,

2004 2003 2002
$ 3390 $ 1589 $ 1,545
2,528 838 1,659
5,918 2,427 3,204
786 849 1,005
66 (36) 78
735 454 404
698 862 1,394
4,104 6,873 5,720
6,389 9,002 8,601

1,254 - -
1,153 - -
2,407 - -
1,936 (6,575) (5,397
1,249 619 365
19,267 54 -
20,516 673 365
22,452 (5.902) (5,032
(2,064)  (2,064) (2,067
$20,388  $(7,966) $ (7,099
$22452  $(5902) $(5,032
3,359 - -
(325) - -
$25486  $(5902) $(5,032
ividlend $ - $(0.28) $ (0.21
0.66 0.02 0.01
$ 066 $(0.26) $ (0.20
$ - $(028 $ (021
0.66 0.02 0.01
$ 066 $(0.26) $ (0.20
31,059 30,885 34,807
31,059 30,885 34,807




See Notes to Combined Financial Statements.
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FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS

COMBINED STATEMENTS OF SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2004, 2003 AND 2@

Preferred Shares o
Beneficial Interes

Shares Amoun

Balance, January 1, 2002 985 $ 23,1

Net loss before preferred

dividend -
Dividends paid on shares -

of beneficial interest

($0.20 per share) -
Dividends paid or accrued

on preferred shares

($2.10 per share) -
Conversion of preferred

shares 2) (

Balance, December 31, 2002 983 23,1

Net loss before preferred

dividend --
Dividends paid or accrued

on preferred shares

($2.10 per share) -
Shares issued -
Shares repurchased --

Balance, December 31, 2003 983 23,1

Net income before

preferred dividend --
Dividends paid or accrued

on preferred shares

($2.10 per share) -
Unrealized gain on real

estate securities

available for sale -
Unrealized loss on interest

rate derivative -

Balance, December 31, 2004 983 $ 23,1

(In thousands, except per-share amounts)

f  Shares of Beneficial
t Interest

Paid-In
t  Shares Amount

Accumulate

in Excess

Additional Distributi

Capital Net Incom

71 34,806 $ 34,806 $207,602 $(143,41

- - - ~- (503
- - - ~ (6,96
- - - ~ (2,06
40) 8 8 32 -
31 34,814 34814 207,634
- - - - (590
- - ~ (2,06
~ 5000 5000 8000
~  (8,755) (8,755) (7,666)
31 31,069 31,059 207,968
- - - ~ 2245
- - - ~ (2,06

31 31,059 $ 31,059 $207,968 $(145,05

(157,47

(165,43

See Notes to Combined Financial Statements.
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d Accumulated

ons  Other

of Comprehensive

e Income Total
1) $ - $122,168
2) -- (5,032)
2) -- (6,962)
7) -- (2,067)
2) -- 108,107
2) - (5,902)
4) - (2,064)
- - 13,000

- - (16,421)
8) - 96,720
2 - 22,452
4) - (2,064)
- 3,359 3,359

0) $ 3,034 $120,142




FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM

Cash flows from operating activities
Net income (loss)
Adjustments to reconcile net income (loss)
to net cash provided by (used in) operating

Depreciation and amortization
Amortization of lease intangibles
Impairment charge
Gain on disposal of real estate
Straight-lining of rental income
(Decrease) increase in deferred items
Net changes in other operating assets a

Net cash provided by (used in) oper

Cash flows from investing activities
Proceeds from sale of real estate
Investments in real estate
Purchase of real estate held for syndication
Net proceeds from sale of parking business and
Purchase of investments held to maturity
Purchase of real estate securities available f
Proceeds from maturity of investments held to
Proceeds from real estate securities available
Decrease (increase) in restricted cash
Purchase of loans receivable
Collection of loans receivable

Net cash provided by investing acti

Cash flows from financing activities
Decrease in loans payable
Proceeds from mortgage loan payable
Debt issuance costs
Principal payments of mortgage loans
Payment of senior notes
Issuance of Shares of Beneficial Interest
Repurchase of Shares of Beneficial Interest
Dividends paid on Shares of Beneficial Interes
Dividends paid on Preferred Shares of Benefici

Net cash provided by (used in) fina

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental Disclosure of Cash Flow Informati
Interest paid

Taxes paid

Supplemental Disclosure of Non Cash Investing

Dividends accrued on Preferred Shares of Benef

Loan receivable in connection with the sale of

Transfer of inventory in connection with the s

Net transfer of receivables and payables in co
sale of parking business

Mortgage loan and interest payable assumed in

Mortgage loan assumed by purchaser of property

Liabilities of real estate held for syndicatio

COMBINED STATEMENTS OF CASH FLOWS

(In thousands)

Years Ende
2004
22,452 $
activities
1,636
153
90
(19,267)
(780)
(359)
nd liabilities 62
ating activities 3,987
33,635
(63,944)
(7,613)
other assets 15
- 1
or sale (23,094)
maturity 68,900 1
for sale 11,806
2,818
(24,540)
16,150
vities 14,133
(20)
53,000
(1,196)
(205)
t -
al Interest (2,064)
ncing activities 49,515
67,635
14,924
$ 82,559 $
on
$ 2,043 $
$ 55 $
and Financing Activities
icial Interest $ 516 $
parking business --
ale of parking business --
nnection with the
acqusition 32,401
(41,313)
n assumed in acquisition 76,762
$ 68,366 $

See Notes to Combined Financial Statements.
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d December 31,

(5902) $ (5,032)

2,161 2,077
(54) -
(44) 55
92 2,050
(3,747) (850)
(1,061) (697)
60 -
362,734)  (1,662,806)
(86) -
397,808 1,674,837
(850) 147
33,137 11,481
(16) (16)
(324) (297)
(12,538) -
13,000 -
(16,421) -
- (6,962)
(2,064) (2,068)
(18,363) (9,343)
11,027 1,288
3,897 2,609

516 $ 516
(133) -
158 -




NOTES TO COMBINED FINANCIAL STATEMENTS
1. Business

First Union Real Estate Equity and Mortgage Investta is an unincorporated association in the farentmusiness trust organized in Ohio
under a Declaration of Trust dated August 1, 188lamended from time to time through April 2004 (tbeclaration of Trust"), which has
its stated principal business activity from the evahip and management of, and lending to, realecatal related investments.

The accompanying financial statements represertdhwined results of the registrant, First UniomRestate Equity and Mortgage
Investments (the "Trust"), and First Union Managetminc. ("FUMI"). Under a trust agreement, alltbé outstanding shares of stock of
FUMI are held for the benefit of the shareholddrthe Trust. Accordingly, the financial statemeot$UMI and the Trust have been
combined, and the combined entity is herein afiarred to as the "Trust".

Effective January 1, 2005, the Trust conductsutsiress through First Union REIT L.P., a Delawardtéd partnership (the "Operating
Partnership"). The Trust is the sole general paheand owns directly and indirectly, 100% of threited partnership interest in the
Operating Partnership. The transfer of intereshefTrust's assets and liabilities to the Operafiagnership had no effect on the Trust's
financial statements.

2. Summary of Significant Accounting Policies
Consolidation and Basis of Presentation

The combined financial statements include the TiridMI and their wholly-owned subsidiaries. All@mtcompany accounts and transactions
have been eliminated in consolidation.

The combined financial statements are prepareti@adcrual basis of accounting in accordance weitoanting principles generally accep

in the United States of America ("GAAP"). The pregieon of financial statements in conformity witlAGP requires management to make
estimates and assumptions that affect the repartemints of assets, liabilities, revenues and exgseasd the disclosure of contingent assets
and liabilities. Such estimates that are partidylswsceptible to change relate to managementraast of the impairment of real estate. In
addition, estimates are used when accounting ®allowance for doubtful accounts and asset vandtr tax compliance. Actual results
could differ from these estimates.

Reclassifications
Certain prior year balances have been reclassifiedder to conform to the current year presentatio
Investments in Real Estate

Real estate assets are stated at cost. Expendiburepairs and maintenance are expensed as @ttuBignificant renovations that extend the
useful life of the properties are capitalized. Bgpation for financial reporting purposes is conagutising the straight-line method. Buildings
are depreciated over their estimated useful lifedo 40 years, based on the property's ageath\ghysical condition, type of construction
materials and intended use. Improvements to theibgs are depreciated over the remaining usefulol the building at the time the
improvement is completed. Tenant alterations apeatgated over the life of the lease of the ten@hé Trust annually reviews its portfolio of
properties for any impairment losses. The Trusbmexs impairment losses when indicators of impairnaea present and the undiscounted
cash flows are not sufficient to recover the assttrying amount. The impairment loss is meashyecbmparing the fair value of the asse
its carrying amount.
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Upon acquisitions of real estate, the Trust assdbgefair value of acquired assets (including Jandldings, tenant improvements and
identified intangibles such as above and below etddases and acquired in-place leases in accardeitit SFAS Nos. 141 and 142) and
acquired liabilities, and allocates the purchaseepvased on these assessments. The Trust assi@isgakie based on estimated cash flow
projections that utilize appropriate discount aagitalization rates and available market informatigstimates of future cash flows are based
on a number of factors including the historical mp@g results, known trends, and market/economingitions that may affect the property.

Real Estate Held for Syndication

Real estate acquired for the purpose of sellingdidnpartnership interests sponsored by the Tsusassified as real estate held for
syndication.

Cash and Cash Equivalents

Cash and cash equivalents include checking and ynoaeket accounts and at December 31, 2004 higilydl investments purchased with
maturities of three months or less.

Restricted Cash
Restricted cash represents cash in escrow accandtdeposits securing a letter of credit.
Loans Receivable

The Trust's policy is to record loans receivablecst. The Trust evaluates the collectibility oftbmterest and principal of each of its loan:
circumstances warrant, to determine whether injgdired. A loan is considered to be impaired wiased on current information and eve

it is probable that the Trust will be unable tolect all amounts due according to the existing @mttial terms. When a loan is considered to
be impaired, the amount of the loss accrual isutaied by comparing the recorded investment tceeitte value determined by discounting
the expected future cash flows at the loan's effednbterest rate or to the value of the collatérttie loan is collateral dependent. The interest
rate on the loans receivable ranges from 5.42% ®1%6. Interest income is recognized on an acdrasik.

Accounts Receivable

Accounts receivable are recorded at the invoiceduaninand do not bear interest. The allowance foibtfal accounts is the Trust's best
estimate of the amount of probable credit lossékeriTrust's existing accounts receivable. Thetlresews its allowance for doubtful
accounts monthly. Past due balances over 90 dalewar a specified amount are reviewed individusidlycollectibility. Account balances
are charged off against the allowance after allmaed collection have been exhausted and the patéot recovery is considered remote.
Trust does not have any off-balance-sheet cregibgxre related to its tenants.

Investments - Held to Maturity

Investments as of December 31, 2003 include U.Se@onent Treasury Bills and Federal Home Loan Baisicount Notes in the amount of
$48,900,000. The U.S. Treasury Bills and Federahelhoan Bank Discount Notes are classified as telthaturity securities and are
recorded at cost. At December 31, 2003, the Trarsied $20,000,000 in interest-bearing commerciakpaich is classified as held to
maturity. These securities matured in January 2004.

Real Estate Securities Available for Sale

The Trust classifies investments in real estatétygacurities with readily determinable fair vaduen the balance sheet as available-for-sale,
based on the Trust's intent with respect to thesargties. Accordingly, the Trust records theseestments at fair value, and unrealized gains
and losses are recognized through shareholdeiisy eggia component of other comprehensive incdReelized gains and losses and changes
for other-than-temporary impairments are includedeat income. Sales of securities are recordeti®trade date and gains or losses are
determined on the specific identification method.
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Lease Intangibles

Upon acquisition of real estate, the Trust recamtingible assets and liabilities acquired at tFeirmarket value. The Trust amortizes
identified intangible assets and liabilities ovee period which the assets are expected to cotartbufuture cash flows of the property
acquired over the terms of the applicable leases.

Unamortized Debt Issue Costs
Direct financing costs are deferred and amortizest the terms of the related agreements as a canpofiinterest expense.
Fair Value of Financial Instruments

Financial instruments include cash and cash eqerits) accounts receivable, investments, accougtbfmand long-term debt. The fair value
of the cash and cash equivalents, accounts redejvatestments in government securities and coroi@graper and accounts payable
approximate their current carrying amounts dud&ir tshort-term nature. The fair value of the Trustortgage loans payable and loan
payable approximate their current carrying amoahf3ecember 31, 2004.

The Trust accounts for an interest rate swap ageaeonder SFAS No. 133, Accounting for Derivatimsttuments and Hedging Activities.
At inception, the Trust designated this swap aash dlow hedge on the variable interest payments doating rate financing. Accordingly,
the Trust records the swap at fair market valud,ranords changes in market value in other compisthe income to the extent the hedge is
effective. The hedge has been effective throughebrser 31, 2004. The Trust records the net amoant&ivable or payable under the swap
agreement as a component of interest expense.

Revenue Recognition

The Trust accounts for its leases with tenantgasating leases with rental revenue recognized siragght-line basis over the lease term.
Tenant leases that are not triple-net leases dggnpravide for (i) billings of fixed minimum rentand (ii) billings of certain operating costs.
The Trust accrues the recovery of operating casted on actual costs incurred. These amounts@uel@d in accounts receivable at
December 31, 2004.

Deferred revenue is derived primarily from reveneeeived in advance of its due date.
Income Taxes

The Trust has qualified as a REIT under the InfdRevenue Code (the "Code"). A REIT is generally subject to federal income tax on that
portion of its REIT taxable income ("Taxable Incdinehich is distributed to its shareholders provideat at least 90% of Taxable Income is
distributed and provided that such income meetsiceother conditions.

The Trust's taxable subsidiaries recognize cuiremme taxes during the period in which transactienter into the determination of taxable
income, with deferred income taxes provided forgenary differences between the carrying valuesseéts and liabilities for financial
reporting purposes and such values as determin@ttbgne tax laws. Changes in deferred income tatteibutable to these temporary
differences are included in the determination abme. A valuation allowance has been providedHerentire amount of deferred tax assets,
which consists of FUMI's capital loss carryforwardse to the uncertainty of realization of thostethed tax assets.
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Earnings Per Share

The Trust has calculated earnings per share irédaooe with SFAS N0.128, "Earnings Per Share." SRA3.28 requires that common sh
equivalents be excluded from the weighted-averagees outstanding for the calculation of basic iegsper share. The reconciliation of
shares outstanding for the basic and diluted egsnper share calculation is as follows (in thousaracept per-share data):

20 04 2003 2002

Basic
Income (loss) from continuing operations $1 ,936 $(6,575) $(5,397)
Preferred dividend (2 ,064) (2,064) (2,067)
Loss from continuing operations, net of

preferred dividend (128) (8,639) (7,464)
Income from discontinued

operations 20 ,516 673 365
Net income (loss) applicable to Common

Shares of Beneficial Interest $20 ,388 $(7,966) $(7,099)
Basic weighted-average Common Shares 31 ,059 30,885 34,807

Income (loss) from continuing operations,

net of preferred dividend $ ( 0.00) $ (0.28) $ (0.21)
Income from discontinued

operations 0.66 0.02 0.01
Net income (loss) per Common Share of

Beneficial Interest $ 0.66 $ (0.26) $ (0.20)
Diluted
Income (loss) from continuing operations $1 ,936 $(6,575) $(5,397)
Preferred dividend (2 ,064) (2,064) (2,067)
Loss from continuing operations, net of

preferred dividend (128) (8,639) (7,464)
Income from discontinued

operations 20 ,516 673 365
Net income (loss) applicable to Common

Shares of Beneficial Interest $ 20 ,388 $(7,966) $(7,099)

Basic weighted-average Common Shares 31 ,059 30,885 34,807
Convertible Preferred Shares - - -
Stock Options - - -
Diluted weighted-average Common

Shares 31 ,059 30,885 34,807

Income (loss) from continuing operations,

net of preferred dividend $ ( 0.00) $ (0.28) $ (0.21)
Income from discontinued
operations 0.66 0.02 0.01

Net income (loss) per Common Share of
Beneficial Interest $ 0.66 $ (0.26) $ (0.20)
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The preferred shares, warrants and options to peschhares of beneficial interest are anti-diludid are not included in the weighted-
average shares outstanding for the dilutive easnpay share for 2004, 2003 and 2002.

Share Options

The Trust has accounted for stock option awar@saordance with APB No. 25 and has adopted théodise-only provisions of SFAS
No0.123, "Accounting for Sto-Based Compensation”. Consequently, compensatisthes not been recognized for the share optiarspla
except for the options granted in 1999 which haéarcise price that was less than the grant datelmare market price. If compensation
expense for the Trust's two share option plansbleseh recorded based on the fair value at the gedatfor awards in previous years,
consistent with SFAS No.123, the Trust's net incavoald be adjusted as follows (amounts in thousaexisept per-share data):

2004 2003 20 02
Net income (loss) applicable to shares of beneficia
interest, as reported $ 20,388 $ (7,966) $ (7 ,099)
Effect of stock options as calculated - (126) -
Net income (loss) as adjusted $ 20,388 $ (8,092) $ (7 ,099
Per share
Basic:
Net income (loss) applicable to shares of ben eficial
interest, as reported $ 066 $ (026) $ ( 0.20)
Effect of stock options as calculated - -- -
Net income (loss), as adjusted $ 066 $ (0.26) $ ( 0.20)
Diluted:
Net income (loss) applicable to shares of ben eficial
interest, as reported $ 062 $ (026) $ ( 0.20)
Effect of stock options as calculated - -- --
Net income (loss), as adjusted $ 062 $ (026) $ ( 0.20)

Recently Issued Accounting Standards

In December 2004, the FASB issued SFAS No.123"@)are-Based Payment", which replaces SFAS No.@@d3which the Trust is required
to adopt by the third quarter of 2005. The Trudt adopt SFAS No.123 (R) effective January 1, 200% adoption of this standard will not
have a material impact on the Trust's financigkestents.

In December of 2004, the FASB issued SFAS No.168change of Nonmonetary Assets - An Amendment d8 Apinion 29". The
amendments made by SFAS No0.153 are based on tieghei that exchanges of nonmonetary assets sheutdeasured based on the fair
value of the assets exchanged. Further, the amendmkéminate the narrow exception for nonmonetaghanges of similar productive as:
and replace it with a broader exception of exchammge@onmonetary assets that do not have commendistance. SFAS No0.153 is effective
for nonmonetary asset exchanges occurring in figeabds beginning June 15, 2005. The Trust doebeleve the adoption of SFAS No.1
on June 15, 2005 will have a material impact onTthest's combined financial statements.

3. The FUR Investors Transaction

On November 26, 2003, the Trust entered into ak3farchase Agreement with FUR Investors, LLC, dityenontrolled by and partially
owned by the current executive officers of the Tr@m December 31, 2003, FUR Investors LLC acqui@®0,000 Common Shares from
the Trust's shareholders pursuant to a tender affemprice of $2.30 per share and purchased mirsughe terms of the Stock Purchase
Agreement an additional 5,000,000 newly issued ComBhares pursuant to the terms of the Stock Psechgreement for a price of $2.6
per share. As a result of these purchases, FURtongeL LC acquired a total of 10,000,000 of thestariding Common Shares, representing
32.2% of the then total outstanding Common Shares.
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Pursuant to the Stock Purchase Agreement, (i) MichaAshner was appointed the Chief Executive €efffiof the Trust, (ii) the Trust entered
into the Advisory Agreement, (iii) Mr. Ashner ergerinto an exclusivity agreement, and

(iv) FUR Investors, LLC entered into a covenanteggnent pursuant to which it agreed not to takeacedction which, among other things,
would adversely impact the Trust's status as a RIEITS listing on the New York Stock Exchangeabfdition, Daniel J. Altobello and Jeffrey
Citrin resigned as members of the Board of Trustaed three new trustees were appointed to thedBafarrustees.

In January 2004, the Board of Trustees approvediaanto the ownership limitations set forth in threist's bylaws to permit Michael L.
Ashner, the Chief Executive Officer of the Trustacquire up to 30,000 shares of the Trust's Regfé3hares so long as the acquisition
thereof (i) is not otherwise in violation of the @rship limitations set forth in the Trust's bylamisose purpose is to protect REIT status of
the Trust and (ii) does not reduce the existingilityt of the net operating loss benefits availatde¢he Trust.

4. Loans Receivable

As of December 31, 2004, loans receivable areteoliized by equity interests in the owner of theerlying property and consist of the
following (in thousands):

Outstand ing
Princip al Accrued Carrying
Property Location Balanc e Interest Amount Interest Ra te  Maturity
Wingate Inn Clearwater, FL $2,78 9 $ 12 $2,801 10% February 2007
6.28%
63 West 38th St New York, NY 3,00 0 33 3,033 (LIBOR +4%) August 2007
536 West 28th St. 11.8125%
New York, NY 2,53 0 26 2,556 (LIBOR +9.5 %)  April 2009
$8,31 9 $ 71 $ 8,390

As of December 31, 2004, activity related to moggyans is as follows (in thousands):

Balance at the beginning of the year $ -

Advances made 24,540
Repayments (16,150)
Balance at the end of year $ 8,390
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5. Real Estate Securities Available for Sale

The detail of real estate securities held for aalef December 31, 2004 is as follows (in thousgnds

Unrealized
Date Cost at Gain (Loss) at Balance at
Name Purchased De cember 31, 2004 December 31, 2004 December 31 , 2004
Sizeler Property Investor, Inc.  Various $ 9,964 $ 3,225 $13,1 89
Five other real estate
securities Various 1,411 134 1,5 45
$ 11,375 $ 3,359 $ 14,7 34

6. Termination of Proposed Transaction with GotlRartners

On February 13, 2002, the Trust entered into andise Agreement and Plan of Merger and Contributjpursuant to which the Trust agreed
to merge with and into Gotham Golf Corp. ("GothawlfG, a Delaware corporation controlled by GothRartners, L.P. ("Gotham Partner:
at that time the beneficial owner of 16.8% of thasE's outstanding common shares of beneficiatéstgthe "Common Shares"). The
proposed transaction was subject to several conditincluding the approval of the Trust's commioareholders and the obtaining of certain
third- party consents. The Trust's common sharehsldpproved the proposed transaction by the riggjuisjority vote at a November 27,
2002 meeting of shareholders. However, litigati@swrought with respect to the proposed transaatimulting in the granting of an
injunction preventing the proposed transaction fgwing forward. On June 25, 2003 the Trust entereda Settlement, Termination and
Standstill Agreement (the "Agreement”) with, amatigers, Gotham Partners. The Agreement providethéotermination of the merger
agreement regarding the merger of the Trust witth@ua Golf, the purchase by the Trust of 5,841,28B@on Shares owned by Gotham
Partners and its affiliates for approximately $0D,000 and a termination payment to Gotham Partfe$2,400,000. The Agreement also
provides that neither Gotham Partners nor anyiailwill enter into or agree to enter into anynfiosf business combination, acquisition or
other transaction involving the Trust or any mdjeowned affiliate for a period of five years fraire date of the Agreement. The termination
payment was recognized as a general and administetpense during the year ended December 31, 2003

7. Acquisitions

On November 18, 2004, FT-Fin Acquisition LLC ("FThF, a Delaware limited liability company whollyamed by the Trust, acquired from
Finova Capital Corporation, an unaffiliated thirarty, 16 triple-net leased properties containingrapimately 2.5 million gross square feet.
The aggregate purchase price for the propertiesappoximately $92,076,000 including closing adjustts and inclusive of the assumption
of approximately $32,401,000 of existing first ngage debt and accrued interest payable on cefft#ire @roperties. Additionally, FT-Fin
acquired $1,674,000 of rent receivables and indusi®. 1,000 of debt costs. This acquisition was éanilom the proceeds of a $27,000,000
loan as well as $33,480,000 in net proceeds rehfipen the sale of the Park Plaza property in 20@41 which were being held by a qualif
intermediary to enable the Trust to acquire theertes in a tax-free exchange pursuant to Sedd®1 of the Internal Revenue Code of
1986, as amended (the "Code") and cash on hantl®8®000. The Trust has allocated the purchase fwireal estate and lease intangibles.

On November 22, 2004, the Trust acquired a 1% gépertner interest, and a third party (the "Lirdifeartner) acquired a 99% limited
partnership interest, in 5400 Westheimer Holding. (5400 Westheimer"). 5400 Westheimer, in tunguared an indirect 100% ownership
interest in an entity that holds title to an offlmeilding located at 5400 Westheimer Court, HousT@xas (the "Houston Property"). In order
to facilitate this acquisition, the Trust made a588,000 loan (the "5400 Loan") to 5400 Westheimbe 5400 Loan bore interest at 8% per
annum. Following the acquisition of the Houstongemy, 5400 Westheimer made an offering to thengastof the Limited Partner that
enabled them to have their interest in Limited Rartedeemed in exchange for a distribution of@nivalent interest in 5400 Westheimer
a $321,000 capital contribution per investment tmB400 Westheimer. In connection with the offgrithe Trust offered to lend to each
participating partner an amount equal to 2/3 ofttital capital contribution required by such partt$214,000 per investment unit.)
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The offering was consummated on January 3, 20@kizh time the 5400 Loan, including accrued interess fully satisfied by the payment
of $7,040,000 and the delivery to the Trust of dditonal 7% limited partner interest in 5400 Westher, thereby resulting in the Trust
holding an aggregate 8% interest in 5400 Westheimexddition, partners who participated in theedfig and who acquired an aggregate of
25% interest in 5400 Westheimer elected to obtzang$ from the Trust to satisfy their capital cdnitions, which loans aggregated
$1,338,000 and which are secured by the 25% irtthedd by such limited partners in 5400 Westheirfiée loans bear interest at 12% per
annum and require quarterly payments of interelst @mggregate principal payments of $669,000 arpiied to be made on each January 5,
2006 and January 5, 2007, the maturity date. ibfathe loans were to default, the Trust would a@gan additional 25% interest in the
Houston Property.

8. Discontinued Operations

On August 1, 2003, VenTek International, Inc. ("VeR"), an entity owned by FUMI, sold substantialythe assets of its parking ticketing
equipment business to an unrelated third partapproximately $394,000. VenTek received approxitga#60,000 in cash, a note receivable
for approximately $91,000 and transferred approétyeb243,000 in liabilities. The Trust recognizedain for financial reporting purposes
of $54,000.

On December 1, 2004, VenTek ceased all of its dipagand transferred its remaining assets to VefTansit, Inc. ("Transit"), an entity
owned by VenTek's employees. Under the agreemesmsit agreed to make a nominal payment to VenTfieksiobligated to pay to VenTek
a royalty equal to 5% of its annual gross reveriaesach of the next five years. It is not expedteat such payments will be material to the
Trust's operations.

On June 22, 2004, the Trust sold the Park Plazapvaperty located in Little Rock, Arkansas for mgs sales price of $77,500,000 to a
subsidiary of CBL & Associates Properties, Inc.uaaffiliated third party. In connection with thignsaction, the purchaser assumed the
existing indebtedness encumbering the propertyppfaimately $41,313,000. Accordingly, net processteived by the Trust after giving
effect to the loan assumption and closing costewpproximately $33,480,000. The Trust depositechtbceeds with a qualified
intermediary, and these proceeds were used fqudftéolio acquisition (as described in Note 5) annection with a "like kind" exchange
pursuant to

Section 1031 of the Code. The Trust recognizedrafgafinancial reporting purposes of $19,267,000.

A tenant at one of the Trust's properties has ésextdts purchase option under the lease pursoamlbich it will acquire the property effecti
May 1, 2005 for a gross sale price of approxima$2y018,000. This sale will result in a gain fardfincial reporting purposes of approxima
$639,000.

SFAS No. 144 requires discontinued operations ptasien for disposals of a "component” of an entityaddition, the Trust reclassified its
combined statement of operations and compreheimsioee to reflect income and expenses for propeviieich became held for sale
subsequent to December 31, 2003 as discontinuedtapes. In addition, the Trust has reclassifisccimbined balance sheet at December
31, 2004 to reflect assets and liabilities reldateguch properties as real estate held for saldiabitities of real estate held for sale and
discontinued operations.

52



At December 31, 2004, real estate held for salsistsof the Sherman, Texas property, which isetniet leased to the Kroger Co. and
scheduled to be sold on May 1, 2005. Other assktted to discontinued operations are summarizddllasis (in thousands):

2004 2003
Investment in Real Estate $ - $55,928
Accounts receivables and prepaids - 525
Inventory -- 591
Unamortized debt issue costs, net -- 214
Other -- 133

$ - $57,391

Liabilities of discontinued operations at Decem®&y 2004 and 2003 are summarized as follows (inghnds):

2004 2003
Mortgage loans payable $ 956 $41,457
Deferred items - 402
Accounts payable and accrued expenses 1,659 3,132

$2,615 $44,991

The combined results related to discontinued ofmerafor the years ended December 31, 2004, 2002602 are as follows (in thousands):

200 4 2003 2002
Total revenues $9, 276  $14,219  $15,497
Total expenses 8, 027 13,600 15,132
Income from discontinued operations $1, 249 $ 619 $ 365

9. Mortgage Loans Payable

The Trust had outstanding mortgage loans payal#84206,000 at December 31, 2004. The mortgagedagments of principal and
interest are generally due either monthly, quarterlsemiannually. All the mortgage loans payable are cethlized by the Trust's real est
The Trust's mortgage loan payable at December(13 @/as collateralized by the Park Plaza Mall aad assumed by the buyer in 2004
upon the sale of the property.

The Trust's mortgage loans payable at Decembe2(®l4 are summarized as follows ( in thousands):

Mortgage loan payable bearing interest of 6.45%,

maturing on March 29, 2010 $12,624
Mortgage loan payable bearing interest of 7.5%,

maturing on July 1, 2011 7,402
Mortgage loan payable bearing interest of 6.71%,

maturing on November 1, 2010 11,180
Mortgage loan payable bearing interest of LIBOR

plus 4.5%, maturing on November 18, 2007 53,000 (1)

$84,206

(1) The mortgage loan payable bears interest aDRBlus 450 basis points. As a result of the Temsering into an interest rate swap
agreement in the notional amount of $40,000,009 Tiust has effectively converted the interest it a floating rate to a fixed rate of
8.55%. The remaining principal amount of $13,000,88mains variable at LIBOR plus 4.5% (which eqdatea rate of 6.89% at December
31, 2004).
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As of December 31, 2004, the principal repaymeedsiired for the next five years and thereafteraaréollows (in thousands):

2005 $ 5,827
2006 6,167
2007 55,312
2008 5,438
2009 5,815
Thereafter 5,647
Total $84,206

10. Insurance Recoveries

Insurance recoveries of $1,254,000 represent pdsaeeovered under the directors' and officersepdbr reimbursement of legal fees
expended in connection with a prior preferred shalder litigation. The Trust received $696,000 dgr2004 and the remainder is include:
accounts receivable and prepaids.

11. Senior Notes

The Trust had approximately $12,500,000 of 8-7/8%i& Notes outstanding at December 31, 2003. EHmoBNotes were paid on October
1, 2003.

12. Convertible Preferred Shares of Beneficialrege

In October 1996, the Trust issued $57,500,000 aES& cumulative convertible redeemable prefesiares of beneficial interest ("Series A
Preferred Shares"). The 2,300,000 Series A Pref&@hares were issued at a par value of $25 pee simarare each currently convertible into
4.92 Common Shares. The distributions on the Sériesferred Shares are cumulative and equal tgrbater of $2.10 per share (equivalent
to 8.4% of the liquidation preference per annumthercash distributions on the Common Shares odfial interest into which the Series A
Preferred Shares are convertible (determined om efihe quarterly distribution payment dates for Eeries A Preferred Shares). The Series
A Preferred Shares may not be redeemed for caghS€&lies A Preferred Shares are redeemable aptios of the Trust at the conversion
rate of one Series A Preferred Share for 4.92 Com8fares. The Trust may exercise its option orfigriR0 trading days within any period

of 30 consecutive trading days, the closing prickhe Common Shares of beneficial interest on teevNork Stock Exchange equals or
exceeds the conversion price of $5.0824 per ComBtame.

In December 2002, a total of 1,718 shares of Sé&rieseferred Shares were converted to 8,449 Confsames.
13. Warrants to Purchase Shares of Beneficialdster

In November 1998, the Trust issued 500,000 warridaitsallow a third party to purchase 500,000 Comi8bares at $10 per share. The
current exercise price of the warrants is $8.37G@nmon Share. The warrants expire in November 2008 Trust issued the warrants as
part of the consideration for various services jated to the Trust.

14. Share Repurchase

The Board of Trustees of the Trust authorized aestepurchase program in July 2003. The plan alliwsTrust to purchase up to
$10,000,000 of its Common and Preferred Shardseimtarket or through private transactions. ThraDgbember 31, 2004, the Trust
repurchased and retired 2,914,215 Common Shares thid plan for approximately $5,300,000. See Nofier additional repurchases of
Common Shares in connection with the settlemetii@fSGotham transaction.
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15. Share Options
The Trust has the following share option planskiey personnel and Trustees:
Long-Term Incentive Ownership Plan

This plan, adopted in 1994 and amended in 1998rved 3,507,196 shares for the granting of incerdivd non-statutory share options and
restricted shares. Options granted in 1999 expireckercised in 2001.

The activity of this plan is summarized for the rgeanded December 31 in the following table:

2004 We ighted 2003 Weighted 2002 Weighted
Shares A verage Shares Average Shares Average

Share options granted - - 100,000 $2.23
Share options cancelled -- - - -
Share options expired - -

Restricted shares granted - - -

Restricted shares cancelled -- -

Additional shares reserved -- -- -- -- -- --
Available share options
and restricted shares 3,407,196 - 3,407,196 - 3,507,196 --

In December 2003, the then members of the Boafdustees granted 100,000 options under the Lonm Tecentive Performance Plan to a
Trustee of the Trust and the then Interim Chiefdiige Officer and Interim Chief Financial Officé3ee Note 18. Each option has an exe
price of $2.23. 50,000 of the options are exerdéséom and after June 16, 2004 and 50,000 arecsedale from and after December 16, 2
and expire on December 16, 2013. None of the opti@ve been exercised, cancelled or repaid. Thedhie of the option grant was
estimated on the date of the grant utilizing thedRtScholes option valuation model with the follogriassumptions: expected life - 10 years;
risk-free interest rate - 5%; volatility.35. Utilizing the assumptions, the fair valuelod options granted at the date of the grant was $00

Trustee Share Option Plan

In 1999, the shareholders approved a share opl#anfer members of the Board of Trustees. This plavides compensation in the form of
Common Shares and options to acquire Common Sfaresrtain eligible Trustees who were not emplayekthe Trust. A total of 500,000
Common Shares were authorized under this plan.

The eligible Trustees serving on the Board in M8g9were granted the lesser of 2,500 shares anutmber of shares having a market price
of $12,500 as of the grant date. Seven Trustedsreaeived 2,500 shares; two Trustees later redign£999 and forfeited their shares. The
remaining shares vested and became non-forfeitalidecember 2000.

Each eligible Trustee who invests a minimum of $8,0h shares in a Service Year, as defined in ke, pvill receive options, commencing
the year 2000, to purchase four times the numbehaifes that he has purchased. Shares purchasetess of $25,000 in a Service Year will
not be taken into account for option grants. Thioopprices will be the greater of fair market valon the date of grant or $6.50 for half of
options, and the greater of fair market value ab@8or the other half of the options. The optigit@s will be increased by 10% per annum
beginning May 2000 and decreased by dividend Bigiins on Common Shares made after November T9#8options vest and become
exercisable one year after being granted. Eacheoftirrent eligible Trustees has waived his righieteive options under this plan for
purchases made in 2004.

55



At December 31, 2003, there were 8,000 exercisgitiens outstanding which had a weighted-averagecese price of $8.49 and a two-year
remaining life. At December 31, 2004, the 8,000mp outstanding had a weighted-average unit @mfic3.49 and a one-year remaining life.

16. Federal Income Taxes

The Trust has made no provision for regular curoemteferred federal and state income taxes obdhkis that it operates in a manner inter

to enable it to continue to qualify as a real estatestment trust ("REIT") under Sections 856-86¢he Code. In order to qualify as a REIT,
the Trust is generally required each year to dista to its shareholders at least 90% of its taxatdome (excluding any net capital gain).
Trust intends to comply with the foregoing minimadlstributions requirements. As of December 31, 2004 Trust has net operating loss
carryforwards of $47,300,000 which will expire fr&@@19 through 2023. In connection with the Febriy2005 issuance of the Series B-1
Cumulative Convertible Redeemable Preferred ShafrBeneficial Interest (see Note 23), the Trus¢#saperating loss carryforwards will be
subject to annual limitations pursuant to Secti8f 8f the Code. The Trust also has capital losyfmawards of $12,300,000 as of December
31, 2004 which will expire from 2006 through 200he Trust treats certain items of income and expéiféerently in determining net

income reported for financial and tax purposeshStans resulted in a net decrease in income fordporting purposes of approximately
$19,700,000 in 2004, a net increase of $1,800,0@D03 and a net decrease of $3,600,000 in 2002.

The Trust owns stock in a corporation that hasteteto be treated for federal income tax purposestaxable REIT subsidiary ("TRS"). To
continue to qualify as a REIT, the value of the T8&&k cannot exceed 20% of the value of the Trtstal assets; at December 31, 2004 the
TRS did not exceed 20% of the value of the Trusta assets. A TRS is taxable on its net inconre@ilar corporate tax rates. Current
income taxes are recognized during the period iichvtiansactions enter into the determination méricial statement income, with deferred
income taxes being provided for temporary diffeembetween the carrying values of assets anditiabifor financial reporting purposes and
such values as determined by income tax laws. Gisimgdeferred income taxes attributable to thesworary differences are included in
determination of income. A valuation allowance hasn provided for the entire amount of deferredassets, which consists of FUMI's net
operating loss carryforwards, due to the unceraftealization of the deferred tax assets. FUlK het operating loss carryforwards of
$10,100,000 which will expire from 2009 through 30Zhe Trust is currently exploring a business ciorafion with FUMI which would
enable the Trust to utilize all or a portion ofghdoss carryforwards. The Trust and FUMI do rnletdonsolidated tax returns.

As of December 31, 2004, net investment in reatedor tax reporting purposes after accumulatgaetgation was approximately
$74,810,000 as compared to financial reporting psep of approximately $86,778,000.

The 2004, 2003 and 2002 cash dividends per Serkeferred Share for individual shareholders' inedax purposes was as follows:

Capit al Gains
Unrecaptured
Ordinary Section 1250 Nontaxable To tal
Dividends 20% Rate Gain (25% Rate) Distributions Dividend s Paid
2004 $2.10 $ - $ - $ - $2 .10
2003 - - - 2.10 2 .10
2002 - - - 2.10 2 .10
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The 2004, 2003 and 2002 cash dividends per Comrhare®f Beneficial Interest for individual sharatets income tax purposes was as
follows:

Capit al Gains
Unrecaptured
Ordinary Section 1250 Nontaxable To tal
Dividends 20% Rate Gain (25% Rate) Distributions Dividend s Paid
2004 $ - $ -- $ -- $ - $
2003
2002 - - - 0.20 0 .20

17. Legal Proceedings
Peach Tree Mall Litigation

The Trust, as one plaintiff in a consolidated attomposed of numerous businesses and individuadspursued legal action against the ¢

of California associated with the 1986 flood oft8uButtes Center, formerly Peach Tree Mall. On dhaf, 2005, the court approved the
settlement of this matter pursuant to which theeStd California has agreed to pay the Trust $10,@00. Payment of the settlement remains
subject to legislative appropriation. It is expelctieat the funding for this settlement will be ingorated in the State of California's budget for
its 2005-2006 fiscal year at which time the Trust iecognize the settlement as income. In conoectiith the settlement, the parties will
exchange mutual releases.

Indemnity to Imperial Parking Limited

In 1999, Newcourt Financial Ltd. ("Newcourt") brdua claim in Ontario, Canada against FUMI and Irngbé>arking Limited, then a
subsidiary of FUMI, alleging a breach of a contiaetween FUMI and Newcourt's predecessors-in-igte@racle Credit Corporation and
Oracle Corporation Canada, Inc. The Trust's aféilend Imperial Parking Limited brought a sepaaatéon in British Columbia, Canada
against Newcourt, Oracle Credit Corporation andc@r&orporation Canada claiming, among other thitigat the contract at issue was not
properly authorized by the Trust's Board of Trustaed the Imperial Parking Limited's Board of Dicgs. On March 27, 2000, in connection
with the spineff of Imperial Parking Corp. of Canada ("Impenidrking") (the successor in interest to ImperiakPg Limited) to the Trust'
shareholders, the Trust gave an indemnity to Inap@arking Corporation in respect to damages & iiom the outstanding actions.

On March 1, 2005, the Trust settled all claims Imed in this matter by paying $800,000 to Newcaunich was fully reserved at December
31, 2004.

18. Business Segments

At December 31, 2004, the Trust operates in thtesiless segments: (i) ownership of real estateatipgrproperties (the "Operating
Properties"), (ii) ownership of loans receivabliegdns™) and (iii) ownership and trading of realatstsecurities ("Real Estate Securities").
component of management's performance evaluatioassd upon net operating income. With respeciper&ing Properties, net operating
income is property rent less property operatingeesp, and real estate taxes. The Trust's othdsg%¥¢her") consist primarily of cash and
cash equivalents, investments held to maturityemedl issue costs for loans payable and real dst#ddfor syndication. All intercompany
transactions between segments have been elimirRéeenues and expenses from discontinued operdtanesbeen excluded from the
segment presentation (see table of business segmant
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December 31, 2003, the Trust had operations inbwginess segments, operating properties and ttaork&t manufacturing, one of which w

discontinued in 2004.

Business Segments (in thousands)

Rents and Other
Operating Properties
Loans
Real Estate Securities

Less - Operating Expenses

Operating Properties

Less - Real Estate Taxes
Operating Properties

Net Operating Income
Operating Properties
Loans
Real Estate Securities

Less - Depreciation and Amortization

Less - Interest Expense

Corporate Income (Expense)

Interest and dividends

General and administrative
Other income (expense)

Income (loss) from continuing operations
Income from discontinued operations

Gain on sale of discontinued operations

Income from discontinued operations (1)

Net income (loss)

Capital Expenditures
Operating Properties
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004 2003 2002
3390 $ 1,478 $ 1,379
1,373 - -
1,443 - -
6,206 1,478 1,379
786 734 719
786 734 719
66 90 90

66 90 90
2,138 654 570
1,373 - -
1,443 - -
4,954 654 570
735 454 404
698 862 1,394
1,969 838 1,659
4104)  (6,873)  (5,720)
150 122 (108)
1,936 $(6,575) $(5,397)
1,249 619 365
9,267 54 -
0,516 673 365
2,452 $(5902) $(5,032)
2018 $ 134 $ 314
2018 $ 134 $ 314




2 004 2003 2002

Identifiable Assets
Operating Properties $9 5540 $59,684 $60,832

VenTek - 1,110 2,131

Loans 8,390 -- --

Real Estate Securities 1 4,734 -- --

Other 17 1,304 86,044 108,862
Total Assets $28 9,968  $146,838 $171,825

(1) The results of VenTek, the Park Plaza propanty the Sherman, Texas property have been clakagieiscontinued operations.

19. Minimum Rents

Future minimum lease payments scheduled to bevexteinder noncancellable operating leases ardlaw$o(amounts in thousands):

2005 $15,171
2006 14,805
2007 14,632
2008 14,459
2009 14,559
Thereafter 19,895
$93,521

The Trust has three tenants that occupy 50%, 22928%b of its rentable square footage at its prageeeind three tenants that contributed
26%, 17% and 11% of the base rental revenue ofrihst, respectively, for the year ended DecembeP304.

20. Related-Party Transactions

The Trust paid fees of $209,000, $521,000 and $088for the years ended December 31, 2004, 2002602], respectively, to the Real
Estate Systems Implementations Group, LLC ("RE&wst) for financial reporting and advisory servicBise managing member of this firm
assumed the position of Interim Chief Financiali€f of the Trust on August 18, 2000, and Interimef Executive Officer in January 2003.
In addition, he became a Trustee of the Trust e R003. He resigned as Interim Chief Executivéc®ffand Interim Chief Financial Officer
on December 31, 2003 and resigned as trustee ah1&p2004.

Radiant Partners, LLC ("Radiant”) provided assehagement services to the Trust's remaining reatesassets. For the years ended
December 31, 2004, 2003 and 2002, the Trust pafltfe Radiant of $150,000, $300,000 and $300,&3perctively. The principals of
Radiant were formerly executive officers of the §irlEffective February 4, 2004, the Trust entergéd & termination agreement with Radiant
pursuant to which Radiant ceased providing asseagement services, but provided transition senttoesigh April 30, 2004.

The affairs of the Trust and its subsidiaries amiaistered by FUR Advisors pursuant to the terfrsnoAdvisory Agreement (the "Advisory
Agreement") dated December 31, 2003 between th& &nd FUR Advisors, which agreement was negotiatedapproved by the Board of
Trustees of the Trust prior to the acquisition tyRFInvestors, LLC of its interest in the Trust. FRvisors is controlled by and partially
owned by the executive officers of the Trust. Parguo the terms of the Advisory Agreement, FUR i&dxs is responsible for providing, or
arranging for the provision of, asset managementc®s to the Trust and coordinating with the Tsiptoperty managers and shareholder
transfer agent. Pursuant to the terms of the Adyisgreement, for providing these services, FUR i&dis is entitled to the following fees:
(i) an asset
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management fee of 1% of the gross asset valueedfrilnst up to $100 million, .75% of the gross asséie of the Trust between $100 million
and $250 million, .625% of the gross asset valudefTrust between $250 million and $500 milliorlab0% of the gross asset value of the
Trust in excess of $500 million; (ii) property acdhstruction management fees at commercially reddemates as determined by the
independent Trustees of the Board; (iii) loan sgng fees not exceeding commercially reasonabésr@pproved by a majority of the
independent Trustees) for providing administratine clerical services with respect to loans madtheyirust to third parties; and (iv) an
incentive fee equal to 20% of all distributionshders of common shares after December 31, 2068dass of (x) $71.3 million, increased
by the net issuance price of all shares issued B#eember 31, 2003, and decreased by the redemyriice of all shares redeemed after
December 31, 2003, plus (y) a return on the amasadjusted, set forth in (x) equal to 7% per annampounded annually. In addition,
FUR Advisors is entitled to be reimbursed for ui$1®0,000 per annum for the costs associated hetteinployment of one or more asset
managers. During the fourth quarter 2004, in lighthe net-lease nature of the portfolio acquimedf Finova Capital Corporation, FUR
Advisors proposed to the Board of Trustees thaatiset management fee be reduced for the portithre afet lease portfolio that was subject
to leverage to .25% of the gross asset value. Taedof Trustees agreed to the reduction.

Effective February 1, 2004, Kestrel Management,laR.affiliate of FUR Advisors and the Trust's ext@ee officers, assumed property
management responsibilities for Circle Tower. Panguo the terms of the property management agneeidestrel Management receives a
fee equal to 3% of the monthly revenues of Ciradeér, which amount is less than the amount pattidégrior property management
company.

The following table sets forth the fees and reinsburents paid by the Trust for the year ended Deeeih 2004 to FUR Advisors and
Kestrel Management L.P. (in thousands):

Asset Management Fee (1)  $1,420

Loan Servicing Fee (1) 9
Property Management (2) 42
Reimbursement (1) 100

(1) FUR Advisors
(2) Kestrel Management L.P.

21. Contingencies

Revenue Canada has made inquiries of Imperial R@aBorp. of Canada ("Imperial Parking") relatingdexdluctions taken by Imperial Park
at the time it was owned by FUMI. It is possiblattif these deductions are ultimately disalloweat imperial Parking could make a claim
indemnification on any amounts owed to Revenue G@analthough FUMI is required to indemnify ImperRéarking for certain damages, it
not possible to determine at this time if FUMI wablle required to indemnify Imperial Parking forgeelamages. As a result, the Trust has
reserved certain amounts for expenses relatedstontiitter which it believes it will incur.

60



22. Quarterly Results of Operations (unaudited)

The following is an unaudited condensed summaith®ftombined results of operations by quarterferftears ended December 31, 2004
2003. In the opinion of the Trust and FUMI, all @éstiments (consisting of normal recurring accruaég)essary to present fairly such interim
combined results in conformity with accounting pipies generally accepted in the United StatesroéAca have been included.

Quarters Ended

March 31 June 30 September 3 0 December 31
(In thousands, except per-share data and footnote)
2004
Revenues $ 594 $ 1089 $ 1,349 $ 2,886
Net income (loss) $ (205) $ 20,446 $ 1,718 $ 493
Net income (loss) applicable to Common Shares of
Beneficial Interest $ (721) $ 19,930 $ 1,202 $ (23)
Per share
Net income (loss) applicable to Common Shares of
Beneficial Interest, basic $ (002) $ 064 $ 0.04 $ 0.00
Net income (loss) applicable to Common Shares of
Beneficial Interest, diluted $ (002) $ 064 $ 0.04 $ 0.00
2003
Revenues $ 599 $ 713 $ 552 $ 563
Net loss $ (1,032) $ (3,122)(1) $ (729 ) $(1,019)
Net loss applicable to Common Shares of Beneficial
Interest $ (1,548) $ (3,638) $ (1,245 ) $(1,535)
Per share
Net loss applicable to Common Shares of Benefici al
Interest, basic $ (004 $ (0.11) $ (0.04 ) $(0.06)
Net loss applicable to Common Shares of Benefici al
Interest, diluted $ (004 $ (0.11) $ (0.04 ) $(0.06)

(1) Includes the $2,400,000 termination fee paiddannection with the Gotham transaction.
23. Subsequent Events
Chicago Office Properties

On March 16, 2005, the Trust entered into an ageaémvith two unaffiliated private individuals, whi@agreement amended and restated |
entirety a prior agreement entered into on Febr@i&n2005. As amended, the agreement providedlas/$o (i) the Trust will make secured
mezzanine loans with respect to 23 properties iamaount equal to 49% of the equity in the propsrtigth an option to make an additional
advance increasing its funding to 60% of the eqaitthe properties; (ii) the Trust will make sealiraezzanine loans with respect to three
properties in an amount equal to 60% of the ednithe properties; (iii) the Trust will have an mpt to make secured mezzanine loans with
respect to five properties in an amount equal & 49 the equity in the properties, with an optiomtake an additional advance increasing its
funding to 60% of the equity of the properties; &njl
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the Trust will acquire a participating equity irgst in each property owner which will entitle usstare in certain distributions from capital
proceeds in excess of its current return. The ledh$dear interest at 7.65%, require monthly pawiseof interest only and have a seven-year
maturity. The loans may be converted into an equtgrest in the applicable borrower after one yaahe Trust's request or three years at the
option of the borrower.

Substantially all of the properties are locatethim Chicago, Illinois metropolitan and suburbaraaiiéhe aggregate principal amount of the
loans to be made by us is expected to be approgiyn®80,000,000 which is expected to be providedfthe Trust's reserves. The
transaction is subject to the Trust's satisfactomppletion of its due diligence review and custonaosing conditions. If consummated, it is
expected that the transaction will close duringsbeond quarter of 2005. There can be no assuthatthis transaction will be consummated
or, if consummated, on the terms presently negatiat

Common Share Issuance

On February 17, 2005, the Trust sold to Kimco Be@lrporation 1,000,000 of its Common Shares foaggregate purchase price of
$4,000,000. The sale of the shares was made ivat@transaction under Regulation D of the Sei@srifct of 1933, as amended. The Trust
incurred no underwriting costs in connection wihitstsale.

Series B-1 Preferred Share Issuance

On February 28, 2005, the Trust sold to a numbéanstitutional investors, through a private offey;r3,640,000 shares of its newly design:
B-1 Cumulative Convertible Redeemable Preferredeth@he "Series B-1 Shares") for $91,000,000 asgproceeds. The Trust incurred a
total of $4,800,000 of underwriting and placemegera fees to unaffiliated third parties in connetwith this issuance. The Series B-1
Shares will be entitled to cumulative dividendsiaminimum rate of 6.5% and will be convertible istmmmon stock at a conversion price of
$4.50, subject to anti-dilution adjustments. [fyudonverted, the Series B-1 Shares would repremgmtoximately 38.7% of the outstanding
Common Shares (based on the number of Common Shiststanding at February 28, 2005).

Winn-Dixie Bankruptcy

On February 22, 2005, Winn-Dixie Stores, Inc.,tdmant at the Trust's Jacksonville, Florida propdited for protection under Chapter 11 of
the United States Bankruptcy Code. The Trust hasaweived notification as to whether Winn-Dixidlveissume or reject its lease. If it elects
to reject its lease, the lease will be terminated the Trust will become responsible for all c@ssociated with the property. If the lease is
rejected, the Trust will seek to re-tenant or g®l property. Until such time as Winn-Dixie makissdlection, all rents (annually,
approximately $1,500,000) and other payments dderuthe lease from and after the date of Winn-Déxa@nkruptcy filing are required to be
paid.

Circle Tower Loan

On March 17, 2005, the Trust obtained a $4,600l080 from Nomura Credit & Capital, Inc., an una#fied third-party lender, which is
secured by the Trust's Indianapolis, Indiana prgp@ihe loan bears interest at 5.82%, requires htpmpayments of principal and interest of
$54,000 and is scheduled to mature on April 115261 which time the outstanding principal balaiscexpected to be approximately
$3,831,000. The Trust received net proceeds frasrdan, after satisfying closing costs, of appnaiely $4,387,000.

Purchase Contract for Amherst, New York Property

On March 21, 2005, the Trust entered into an ages¢no acquire two office building properties in Aerst, New York with an aggregate of
200,000 square feet. The properties are net ldasand serve as the East Coast HeadquartersgodnnMicro, Inc. The contract purchase
price for the properties is approximately $22 railli The acquisition is subject to the Trust's diligehce review. If consummated, it is
expected that the transaction will close duringsbeond quarter of 2005.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

During our fiscal year ended December 31, 2004tarailigh the date of this report, there were nogitesaments with Deloitte & Touche LLP
on any matter of accounting principle or practfaggancial statement disclosure, or auditing scapgrocedure which disagreements if not
resolved to Deloitte & Touche LLP's satisfactios amplicable, would have caused them to make mdere the subject matter in connection
with their report on our financial statements focls year.

During our fiscal year ended December 31, 2003taraiigh the date of this report, there were nogtesaments with KPMG LLP on any
matter of accounting principle or practice, final@tatement disclosure, or auditing scope or ghaeewhich disagreements, if not resolved
to KPMG LLP's satisfaction, would have caused themake reference to the subject matter in conoeetith their report on our financial
statements for such year.

ITEM 9A. CONTROLS AND PROCEDURES

As of the end of the period covered by this anmejpbrt on Form 10-K, an evaluation was carriedundter the supervision and with the
participation of our management, including our CHirecutive Officer and Chief Financial Officer, thfe effectiveness of our disclosure
controls and procedures (as such term is defin®ula 13a-15 (e) under the Securities ExchangeoAt834). Based on that evaluation, our
Chief Executive Officer and Chief Financial Offidesve concluded that, as of the end of such peoieddisclosure controls and procedures
were effective as of the end of the period covdmethis report. In addition, no change in our indrcontrol over financial reporting (as
defined in Rule 13a- 15 (f) under the Securitiesiange Act of 1934) occurred during the fourth tpraof our fiscal year ended December
31, 2004 that has materially affected, or is reabbnlikely to materially affect, our internal cook over financial reporting.

ITEM 9B. OTHER INFORMATION

All information that we were required to reportarCurrent Report on Form 8-K during the fourth ¢graof 2004 was reported in a Current
Report on Form 8-K.
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PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE TR UST.
(a) Directors.
"Election of Trustees" presented in our 2005 Pr8tgtement to be filed is incorporated herein bgneice.
(b) Executive Officers.
"Executive Officers" as presented in our 2005 Pr8tgtement to be filed is incorporated herein ligremce.
ITEM 11. EXECUTIVE COMPENSATION.

"Compensation of Trustees" and "Executive Compémsatpresented in our 2005 Proxy Statement talbd &re incorporated herein by
reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.

"Security Ownership of Trustees, Officers and Ggh@resented in our 2005 Proxy Statement to bd fdencorporated herein by reference.
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

"Certain Transactions and Relationships" preseintedir 2005 Proxy Statement to be filed is incogped herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

"Principal Accountant Fees and Services" preseimtedr 2005 Proxy Statement to be filed is incogped herein by reference.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) Financial Statements and Financial Statememe@&des.
(1) Financial Statements:

Reports of Independent Registered Public Accourfiings on pages
39 & 40 of Item 8.

Combined Balance Sheets - December 31, 2004 and 200 page 41 of
Iltem 8.

Combined Statements of Operations and Comprehehgieene -For the Years Ended December 31, 2004, 2003 ad2 @0 page 42 of Itel
8.

Combined Statements of Shareholders' Equity - fi@iyiears Ended December 31, 2004, 2003 and 20pagm43 of Item 8.
Combined Statements of Cash Flows - For the Yeade& December 31, 2004, 2003 and 2002 on page enoB.
Notes to Combined Financial Statements on pagéisrdggh 63 of ltem €
(2) Financial Statement Schedules:
Report of Independent Registered Public Accourfiingn on Financial
Statement Schedules.
Schedule Il - Real Estate and Accumulated Depreci@n.

All Schedules, other than Ill, are omitted, asitifermation is not required or is otherwise furrésh

(b) Exhibits.
Exhibit Description Page Number
31- Bylaws of Trust as amended O -(a)

3.2 Certificate of Amendment to Amended and Restated Declaration of Trust as of March 6, 20 01 (b)
3.3 Amendments to Amended and Restated D eclaration of Trust dated April 15, 2004 ()]
3.4 By-Law Amendments (p)
4.1 Form of certificate for Shares of Be neficial Interest (c)
4.2 Certificate of Designations relating to Trust's Series A Cumulative Redeemable (d)
Preferred Shares of Beneficial Inter est
4.3 Warrant to purchase 500,000 shares o f Beneficial Interest of Trust (a)
4.4 Agreement of Limited Partnership of First Union REIT L.P., dated as of January 1, 2005 (k)
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4.5

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

Certificate of Designations relating
Redeemable Preferred Shares of Benef

1999 Trustee Share Option Plan
1999 Long Term Incentive Performance
Indemnification Agreement with Neil

Stock Purchase Agreement between Fir
Investments and FUR Investors, LLC,
Agreement"), including Annex A there

Guaranty of Michael L. Ashner, Guara
Union Real Estate Equity and Mortgag
as Annex F to the Stock Purchase Agr

Advisory Agreement between First Uni
and FUR Advisors, LLC.

Exclusivity Services Agreement betwe
Investments and Michael L. Ashner.

Covenant Agreement between First Uni
and FUR Investors, LLC.

Loan Agreement, dated November 18, 2
National Association, Newstar CP Fun
for itself and such other lending in
Arranger

Form of Mortgage, dated November 18,

Ownership Interest Pledge Agreement,
Acquisition LLC to Keybank National

Guaranty, dated as of November 18, 2
Mortgage Investments in favor of Key

Indemnity Regarding Hazardous Materi
Union Real Estate Equity and Mortgag
Association, as the agent.

Amended and Restated Omnibus Agreeme

Laurence Weiner and First Union REIT

Securities Purchase Agreement, dated
Estate Equity and Mortgage Investmen

Securities Purchase Agreement, dated
Estate Equity and Mortgage Investmen
the Investors named therein

to Trust's Series B-1 Cumulative Convertible
icial Interest

Plan

Koenig, dated as of April 29, 2002

st Union Real Estate Equity and Mortgage

dated as of November 26, 2003 ("Stock Purchase
to, being the list of Conditions to the Offer.

ntor, dated November 26, 2003, in favor of First
e Investments, Guarantee, in the form provided
eement.

on Real Estate Equity and Mortgage Investments

en First Union Real Estate Equity and Mortgage

on Real Estate Equity and Mortgage Investments

004, among FT-Fin Acquisition LLC, Keybank
ding LLC, Keybank National Association, as agent
stitutions, and Keybanc Capital Markets, as the

2004, in favor of Keybank National Association

dated November 18, 2004, from FT-Fin
Association

004, by First Union Real Estate Equity and
bank National Association, as the agent.

als, dated as of November 18, 2004, by First
e Investments in favor of Keybank National

nt, dated March16, 2005, among Gerald Nudo,
L.P.

February 16, 2005, between First Union Real
ts and Kimco Realty Corporation

February 25, 2005, between First Union Real
ts, Perrin Holden & Davenport Capital Corp. and
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10.17 Registration Rights Agreement, dated February 28, 2005, between First Union Real (p)

Estate Equity and Mortgage Investmen ts and the Investors named therein
10.18 Investor Rights Agreement, dated Feb ruary 28, 2005, between First Union Real Estate (p)
Equity and Mortgage Investments and the Investors named therein
10.19 Purchase and Sale Agreement, dated M arch 10, 2005, between Amherst Investors Q)
Business Trust and Micron Realty LLC
10.20 Assignment of Purchase and Sale Agre ement, dated March 21, 2005, between Micron Q)
Realty LLC and First Union Real Esta te Equity and Mortgage Investments
16 Letter from KPMG 0]
21 List of Subsidiaries *
23.1 Consent of Independent Registered Pu blic Accounting Firm *
23.2 Consent of Independent Registered Pu blic Accounting Firm *
24 Power of Attorney *
31 Certifications Pursuant to Section 3 02 of the Sarbanes-Oxley Act of 2002 *
32 Certification Pursuant to Section 90 6 of the Sarbanes-Oxley Act of 2002 *

* filed herewith

(&) Incorporated by reference to the Trust's 1998FL0-K

(b) Incorporated by reference to the Trust's 20001F10-K

(c) Incorporated by reference to the Trust's Regfisin Statement on Form S-3 No. 33-2818
(d) Incorporated by reference to the Trust's Forkhdated October 24, 1996

(e) Incorporated by reference to the Trust's 19@&yPStatement for Special Meeting held May 17,94 88lieu of Annual Meeting
(f) Incorporated by reference to the Trust's M&8&h2004 Form 10-Q

(9) Incorporated by reference to the Trust's 2002r+10-K

(h) Incorporated by reference to the Trust's Forkhdated November 26, 2003

() Incorporated by reference to the Trust's Forit @ated March 2, 2004

() Incorporated by reference to the Trust's Fori @ated November 18, 2004

(k) Incorporated by reference to the Trust's Fork @ated January 1, 2004

(n) Incorporated by reference to the Trust's Forkhdated March 18, 2005

(o) Incorporated by reference to the Trust's Forkhdated February 17, 2005

(p) Incorporated by reference to the Trust's Forkhdated March 2, 2005

(q) Incorporated by reference to the Trust's Forkhdated March 23, 2005
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SIGNATURES

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

FIRST UNION REAL ESTATE EQUITY
AND MORTGAGE INVESTMENTS

Dat ed: March 30, 2005 By: /s/ Mchael L. Ashner

M chael L. Ashner
Chi ef Executive Oficer

Dat ed: March 30, 2005 By: /s/ Thomas Staples

Thomas St apl es
Chi ef Financial Oficer

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

Name Title Dat e
/sl M chael L. Ashner Trust ee March 30, 2005
/sl Peter Bravernman Trust ee March 30, 2005

Bruce R Berkowitz
Arthur Bl asberg, Jr.
Howar d Gol dberg Trust ee March 30, 2005

By: /s/ Peter Braverman

Pet er Braver nan,
as attorney-in fact
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Report of Independent Registered Accounting Firm
To the Board of Trustees and Shareholders FirsttURieal Estate Equity and Mortgage Investments:

Under date of March 4, 2004, except for the effefthe discontinued operations described in n2f&s and 18 which are as of March 16,
2005, we reported on the combined balance shdgtsifUnion Real Estate Equity and Mortgage Investta and First Union Management,
Inc. and subsidiaries (the Company) as of Dece®bge2003, and the related combined statementsevhiipns, shareholders' equity, and
cash flows for each of the years in the two-yeaiopethen ended, which is included in the Annuap&e on Form 10-K. In connection with
our audits of the aforementioned combined finarstialements, we also audited the related finastiadment schedule for the years ended
December 31, 2003 and 2002 listed under Item 1%y a){ page 66. This financial statement scheduieeisesponsibility of the Company's
management. Our responsibility is to express aniopion this financial statement schedule basedusraudits.

In our opinion, such financial statement scheduteen considered in relation to the basic combineahtial statements taken as a whole,
presents fairly, in all material respects, the infation set forth therein.

/'s/ KPMG LLP

New Yor k, New York

March 4, 2004, except for the effects of the
di sconti nued operations described in notes 2,
8, and 18 which are as of March 16, 2005



FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS
SCHEDULE Il

REAL ESTATE AND ACCUMULATED DEPRECIATION

Mort
Description  Location Location Encumb
Continuing Operations:
Office Orlando FL
Office Plantation FL 12,
Office Churchill PA
Office Indianapolis  IN

12,
Retail Athens GA 1,
Retail Atlanta GA 1,
Retail Louisville KY
Retail Lafayette LA
Retail St. Louis MO 1,
Retail Biloxi MS 1,
Retail Greensboro NC
Retail Knoxville TN 1,
Retail Memphis TN 1,
Retail Denton TX 1,
Retail Seabrook TX

11,
Other Jacksonville FL 7,
Other (1) 53,

60,
Total from Continuing Operations 84,
Discontinued Operations:
Retail Sherman TX
TOTALS 85,
Description Location Location Land
Continuing Operations:
Office Orlando FL
Office Plantation FL
Office Churchill PA 0
Office Indianapolis IN 1,763

1,763

Retail Athens GA 0
Retalil Atlanta GA 0
Retalil Louisville KY 0
Retail Lafayette LA 0
Retail St. Louis MO 0
Retail Biloxi MS 0
Retail Greensboro NC 0
Retail Knoxville TN 0
Retail Memphis TN 0
Retail Denton TX 0
Retail Seabrook X 0

At December 31, 2004
(amounts in thousands)

Cost capitalized
sub sequent to
Initial Cost to Registrant ac quistion
gage Land Building and Land/ Building and
rances Land Estates Improvements Imp rovements
0 0 0 17,248 0
624 0 0 8,915 0
0 0 0 23,834 0
0 270 0 1,609 6,310
624 270 0 51,607 6,310
036 0 0 3,669 0
220 0 0 4,633 0
928 0 0 2,722 0
841 0 0 0 0
092 0 0 990 0
032 0 0 851 0
953 0 0 3,797 0
009 0 0 2,121 0
036 0 0 760 0
036 0 0 1,574 0
996 0 0 1,393 0
179 0 0 22,510 0
402 2,166 0 8,665 0
000 0 0 0 0
402 2,166 0 8,665 0
206 2,436 0 82,782 6,310
956 0 0 820 0
162 2,436 0 83,602 6,310
As of December 31, 2004
Land Building and Accumulat ed Date

Estates Improvements  Total Depreciat

0 17,248 17,248 54

0 8,915 8,915 28

0 23,834 23,834 74

0 6,426 8,189 4,496
0

0 56,424 58,187 4,652

0 3,669 3,669 11

0 4,633 4,633 14

0 2,722 2,722 9

0 0 0 0

0 990 990 3

0 851 851 3

0 3,797 3,797 12

0 2,121 2,121 7

0 760 760 2

0 1,574 1,574 5

0 1,393 1,393 4

0 22,510 22,510 70

ion Acquired

11/14/2004
11/14/2004
11/14/2004
10/16/1974

11/14/2004
11/14/2004
11/14/2004
11/14/2004
11/14/2004
11/14/2004
11/14/2004
11/14/2004
11/14/2004
11/14/2004
11/14/2004

Life

40 yrs
40 yrs
40 yrs
40 yrs

40 yrs
40 yrs
40 yrs
40 yrs
40 yrs
40 yrs
40 yrs
40 yrs
40 yrs
40 yrs
40 yrs



Other Jacksonville  FL 2,166 0 8,665 10,831 27 11/14/2004 40 yrs

Other (1) 0 0 0 0 0
2,166 0 8,665 10,831 27
Total from Continuing Operations 3,929 0 87,599 91,528 4,750

Discontinued Operations:

Retail Sherman X 0 0 820 (2) 820 0 11/14/2004 40 yrs

TOTALS 3,929 0 88,419 92,349 4,750

(1) Represents a first mortgage loan on the OrlaRtbwida and Churchill, Pennsylvania properties.
(2) Balance does not include $559 of lease intdegifhown on the balance she



FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS

SCHEDULE 1lI
REAL ESTATE AND ACCUMULATED DEPRECIATION
(amounts in thousands)

The following is a reconciliation of real estatsets and accumulated depreciation:

Yearended Yearended Year ended
December 31, December 31, December 31,
2004 2003 2002
Real Estate
Balance at beginning of period $ 71,983 $ 70,953 $70,275
Additions during the period:
Land & land estates 3,659 - -
Buildings & improvements 83,096 1,043 688
158,738 71,996 70,963
Less: Disposition of assets 66,389 - 10
Less: Reclassification to discontinued operatio ns 820 13 -
Balance at end of period $91,528 $ 71,983 $ 70,953
Accumulated Depreciation
Balance at beginning of period $ 14,102 $ 12,057 $ 10,108
Additions charged to operating expenses 1,355 2,058 1,959
15,457 14,115 12,067
Less: Accumulated depreciation on assets
disposed of 10,707 13 10
$ 4,750 $ 14,102 $ 12,057




EXHIBIT INDEX

Exhibit De scription Page Number
3.1 Bylaws of Trust as amended (a)
3.2 Certificate of Amendment to Amended and Restated Declaration of Trust as of March 6, 20 01 (b)
3.3 Amendments to Amended and Restated D eclaration of Trust dated April 15, 2004 )
3.4 By-Law Amendments (p)
4.1 Form of certificate for Shares of Be neficial Interest (c)
4.2 Certificate of Designations relating to Trust's Series A Cumulative Redeemable (d)
Preferred Shares of Beneficial Inter est
4.3 Warrant to purchase 500,000 shares o f Beneficial Interest of Trust (a)
4.4 Agreement of Limited Partnership of First Union REIT L.P., dated as of January 1, 2005 (k)
4.5 Certificate of Designations relating to Trust's Series B-1 Cumulative Convertible (p)
Redeemable Preferred Shares of Benef icial Interest
10.1 1999 Trustee Share Option Plan (e)
10.2 1999 Long Term Incentive Performance Plan (e)
10.3 Indemnification Agreement with Neil Koenig, dated as of April 29, 2002 (9)
104 Stock Purchase Agreement between Fir st Union Real Estate Equity and Mortgage (h)
Investments and FUR Investors, LLC, dated as of November 26, 2003 ("Stock Purchase
Agreement"), including Annex A there to, being the list of Conditions to the Offer.
10.5 Guaranty of Michael L. Ashner, Guara ntor, dated November 26, 2003, in favor of First (h)
Union Real Estate Equity and Mortgag e Investments, Guarantee, in the form provided
as Annex F to the Stock Purchase Agr eement.
10.6 Advisory Agreement between First Uni on Real Estate Equity and Mortgage Investments (h)

and FUR Advisors, LLC.

10.7 Exclusivity Services Agreement betwe en First Union Real Estate Equity and Mortgage (h)
Investments and Michael L. Ashner.

10.8 Covenant Agreement between First Uni on Real Estate Equity and Mortgage Investments (h)
and FUR Investors, LLC.

10.9 Loan Agreement, dated November 18, 2 004, among FT-Fin Acquisition LLC, Keybank ()]
National Association, Newstar CP Fun ding LLC, Keybank National Association, as agent
for itself and such other lending in stitutions, and Keybanc Capital Markets, as the

Arranger



10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

16

21

23.1

23.2

24

31

32

Form of Mortgage, dated November 18,

Ownership Interest Pledge Agreement,
Acquisition LLC to Keybank National

Guaranty, dated as of November 18, 2
Mortgage Investments in favor of Key

Indemnity Regarding Hazardous Materi
Union Real Estate Equity and Mortgag
Association, as the agent.

Amended and Restated Omnibus Agreeme

Laurence Weiner and First Union REIT

Securities Purchase Agreement, dated
Estate Equity and Mortgage Investmen

Securities Purchase Agreement, dated
Estate Equity and Mortgage Investmen
the Investors named therein

Registration Rights Agreement, dated
Estate Equity and Mortgage Investmen

Investor Rights Agreement, dated Feb
Equity and Mortgage Investments and

Purchase and Sale Agreement, dated M
Business Trust and Micron Realty LLC

Assignment of Purchase and Sale Agre
Realty LLC and First Union Real Esta

Letter from KPMG

List of Subsidiaries

Consent of Independent Registered Pu
Consent of Independent Registered Pu
Power of Attorney

Certifications Pursuant to Section 3

Certification Pursuant to Section 90

* filed herewith

(&) Incorporated by reference to the Trust's 1998FL0-K
(b) Incorporated by reference to the Trust's 20001F10-K

2004, in favor of Keybank National Association

dated November 18, 2004, from FT-Fin
Association

004, by First Union Real Estate Equity and
bank National Association, as the agent.

als, dated as of November 18, 2004, by First
e Investments in favor of Keybank National

nt, dated March16, 2005, among Gerald Nudo,
L.P.

February 16, 2005, between First Union Real
ts and Kimco Realty Corporation

February 25, 2005, between First Union Real
ts, Perrin Holden & Davenport Capital Corp. and
February 28, 2005, between First Union Real

ts and the Investors named therein

ruary 28, 2005, between First Union Real Estate
the Investors named therein

arch 10, 2005, between Amherst Investors

ement, dated March 21, 2005, between Micron
te Equity and Mortgage Investments

blic Accounting Firm

blic Accounting Firm

02 of the Sarbanes-Oxley Act of 2002

6 of the Sarbanes-Oxley Act of 2002

(c) Incorporated by reference to the Trust's Regfisin Statement on Form S-3 No. 33-2818
(d) Incorporated by reference to the Trust's Fo-K dated October 24, 19¢

0
@

0]

0

(n)

(0)

()

()

)

(@

(@

0]



(e) Incorporated by reference to the Trust's 19@&yPStatement for Special Meeting held May 17,94 88lieu of Annual Meeting
(f) Incorporated by reference to the Trust's M&8&h2004 Form 10-Q

(9) Incorporated by reference to the Trust's 20021+10-K

(h) Incorporated by reference to the Trust's Forkhdated November 26, 2003
() Incorporated by reference to the Trust's Forit @ated March 2, 2004

() Incorporated by reference to the Trust's Fori @ated November 18, 2004
(k) Incorporated by reference to the Trust's Fork @ated January 1, 2004

(n) Incorporated by reference to the Trust's Forkhdated March 18, 2005

(o) Incorporated by reference to the Trust's Forkhdated February 17, 2005
(p) Incorporated by reference to the Trust's Forkhdated March 2, 2005

(q) Incorporated by reference to the Trust's Forkhdated March 23, 2005

The Registrant will file a definitive Proxy Statemig@ursuant to Regulation 14A involving the eleotaf trustees with the Securities and
Exchange Commission not later than 120 days aféeeiber 31, 2004, portions of which are incorparatereference therei



Subsidiaries

Name

FT Manager Corp.

FT-TRS Loan Corp.

First Union REIT L.P.
FT-Circle Tower LLC
FT-Circle Tower Manager LLC
FT-5400 Lender LLC
FT-Westside Loan Participation LLC
FT-5400 New Unit Lender LLC
FT-Springing Member LLC
FT-Clearwater Loan LLC
FT-FIN Acquisition LLC
FT-FIN GP LLC

FT-5400 Westheimer LLC
FT-Florida Property LLC
FT-WD Property LLC
FT-Orlando Property LLC
FT-Churchill Property L.P.
FT-KRG Property L.P.

Exhibit 21

State of Formation
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Trustees
First Union Real Estate Equity and Mortgage Investts:

We consent to the incorporation by reference iniRegion Statement No. 333-90107 on Form S-8 ofreport dated March 16, 2005,
relating to the combined financial statements amaiicial statement schedule of First Union ReahtesEquity and Mortgage Investments
First Union Management, Inc. and subsidiaries (@@npany") appearing in this Annual Report on FAiorK of the Company for the year
ended December 31, 2004.

DELOITTE & TOUCHE LLP

Boston, Massachusetts
March 30, 200¢



Exhibit 23.2
Consent of Independent Registered Public Accountingirm

The Board of Trustees
First Union Real Estate Equity and Mortgage Investts:

We consent to the incorporation by reference irrdlggstration statement No. 333-90107 on Form $Hrst Union Real Estate Equity and
Mortgage Investments and First Union Managemeit,dfour reports dated March 4, 2004, exceptherdffects of the discontinued
operations described in notes 2, 8, and 18 whietaarf March 16, 2005, with respect to the comblredance sheet of First Union Real
Estate Equity and Mortgage Investments and FirsbtuManagement, Inc. as of December 31, 2003 amdetlated combined statements of
operations and comprehensive income, sharehoketguiy, and cash flows for each of the years inttl®year period ended December 31,
2003, and the related financial statement scheduigsh reports appear in the December 31, 2004ja@meport on Form 10-K of First Union
Real Estate Equity and Mortgage Investments.

/sl KPMG LLP

New Yor k, New Yor k
March 16, 2005



Exhibit 24
FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS

ANNUAL REPORT ON FORM 10-K
FOR THE YEAR ENDED DECEMBER 31, 2004

Power of Attorney - Trustees

Each of the undersigned, a Trustee of First UniealEstate Equity and Mortgage Investments, an ®bsiness trust (the "Trust"), which
anticipates filing with the Securities and Excha@gmnmission, Washington, D.C., under the provisiofithe Securities Exchange Act of
1934, an Annual Report on Form 10-K for the fisgedr ended December 31, 2004 (the "Form 10-K")sdaegeby constitute and appoint
Peter Braverman, with full power of substitutiordaesubstitution, as attorney to sign for him amtlis name the Form 10-K and any and all
amendments and exhibits thereto, and any andhadl aiocuments to be filed with the Securities ardhEnge Commission pertaining to the
Form 10-K, with full power and authority to do apédrform any and all acts and things whatsoeveriredgwr necessary to be done in the
premises, as fully to all intents and purposeseasduld do if personally present, hereby ratifyamgl approving the acts of said attorney and
any such substitute.

IN WITNESS WHEREOF, each of the undersigned hasurep set his hand this 29th day of March, 2005.

/sl Bruce R Berkowtz

Bruce R Berkowitz

/sl Arthur Blasberg, Jr.

Arthur Bl asberg, Jr.

/sl Howard Gol dberg

Howar d Gol dber g



Exhibit 31

FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS
FORM 10-K FOR THE YEAR ENDED DECEMBER 31, 2004

CERTIFICATIONS
I, Michael L. Ashner, in the capacities indicateddw, certify that:
1. | have reviewed this annual report on Form 16fKirst Union Real Estate Equity and Mortgage Biweents;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedortss designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Evaluated the effectiveness of the registratitslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

c) Disclosed in this report any change in the tegig's internal control over financial reportifgt occurred during the registrant's most re
fiscal quarter (the registrant's fourth fiscal daain the case of an annual report) that has madljeaffected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evaituat internal control over financial
reporting, to the registrant's auditors and thatauminmittee of the registrant's board of direci@spersons performing the equivalent
function):

a) All significant deficiencies and material weakses in the design or operation of internal coravelr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefreaincial information; and

b) Any fraud, whether or not material, that invaweaanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: March 30, 2005 /sl Mchael L. Ashner

M chael L. Ashner
Chi ef Executive O ficer



FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTM ENTS
FORM 10-K FOR THE YEAR ENDED DECEMBER 31, 2004

CERTIFICATIONS
I, Thomas Staples, in the capacity indicated beltm#tify that:
1. I have reviewed this annual report on Form 16first Union Real Estate Equity and Mortgage biweents;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Evaluated the effectiveness of the registrati$slosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

c) Disclosed in this report any change in the tegig's internal control over financial reportifgit occurred during the registrant's most re
fiscal quarter (the registrant's fourth fiscal daain the case of an annual report) that has madlteaffected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant's auditors and thataxmmittee of the registrant's board of direcf@nspersons performing the equivalent
function):

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefpmaincial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a sigmificle in the registrant's internal
control over financial reporting.

Date: March 30, 2005 /'s/ Thomas Stapl es

Thomas St apl es
Chief Financial Oficer



Exhibit 32
CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of First UniBeal Estate Equity and Mortgage Investments @waipany") on Form 10-K for the
annual period ended December 31, 2004, as file thvé Securities and Exchange Commission on tretdatof (the "Report"), the
undersigned, in the capacities and on the datearteti below, hereby certifies pursuant to 18 U.S&&tion 1350, as adopted, pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, tfigtthe Report fully complies with the requirerteenf Section 13(a) or 15(d) of the
Securities and Exchange Act of 1934; and (2) tfermnation contained in the Report fairly preseimsll material respects, the financial
condition and results of operations of the Company.

Date: March 30, 2005 /sl  Mchael L. Ashner

M chael L. Ashner
Chi ef Executive Oficer

Date: March 30, 2005 /'s/ Thomas Stapl es

Thomas Stapl es
Chi ef Financial Oficer
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