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Washington, D.C. 20037
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Securities registered pursuant to section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $0.01 par value per share New York Stock Exchange

Securities registered pursuant to section 12(g) of the Act:

Title of each class

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.    YES  ¨    NO  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.    YES  ¨    NO  x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90
days.    YES  ¨    NO  x

The registrant became subject to filing requirements on February 5, 2015.

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(Section 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was
required to submit and post such files).    YES  ¨    NO  x

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (Section 229.405 of
this chapter) is not contained herein, and will not be contained, to the best of the registrant�s knowledge, in definitive
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proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K.  x

Indicate by check mark whether the registrant is a large accelerated filer, accelerated filer, a non-accelerated filer, or a
smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer ¨ Accelerated Filer ¨

Non-Accelerated Filer x  (Do not check if smaller reporting company) Smaller Reporting Company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Act).    YES  ¨    NO  x
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FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933, as amended (the �Securities Act�) and
Section 21E of the Securities Exchange Act of 1934, as amended (the �Exchange Act�). We caution investors that
forward-looking statements are based on management�s beliefs and on assumptions made by, and information currently
available to, management. When used, the words �anticipate�, �believe�, �estimate�, �expect�, �intend�, �may�, �might�, �plan�,
�project�, �result�, �should�, �will�, and similar expressions which do not relate solely to historical matters are intended to
identify forward-looking statements. These statements are subject to risks, uncertainties, and assumptions and are not
guarantees of future performance, which may be affected by known and unknown risks, trends, uncertainties, and
factors that are beyond our control. Should one or more of these risks or uncertainties materialize, or should
underlying assumptions prove incorrect, actual results may vary materially from those anticipated, estimated, or
projected. We expressly disclaim any responsibility to update our forward-looking statements, whether as a result of
new information, future events, or otherwise. Accordingly, investors should use caution in relying on past
forward-looking statements, which are based on results and trends at the time they are made, to anticipate future
results or trends.

Some of the risks and uncertainties that may cause our actual results, performance, or achievements to differ
materially from those expressed or implied by forward-looking statements include, among others, the following:

� risks associated with our dependence on the U.S. Government and its agencies for substantially all of our
revenues, including credit risk and risk that the U.S. Government reduces its spending on real estate or that it
changes it preference away from leased properties;

� risks associated with ownership and development of real estate;

� decreased rental rates or increased vacancy rates;

� loss of key personnel;

� general volatility of the capital and credit markets and the market price of our common stock;

� the risk we may lose one or more major tenants;

� failure of acquisitions or development projects to yield anticipated results;

� risks associated with actual or threatened terrorist attacks;
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� intense competition in the real estate market that may limit our ability to attract or retain tenants or re-lease
space;

� insufficient amounts of insurance or exposure to events that are either uninsured or underinsured;

� uncertainties and risks related to adverse weather conditions, natural disasters and climate change; exposure
to liability relating to environmental and health and safety matters;

� limited ability to dispose of assets because of the relative illiquidity of real estate investments and the nature
of our assets;

� exposure to litigation or other claims;

� risks associated with breaches of our data security;

� risks associated with our indebtedness;

� failure to refinance current or future indebtedness on favorable terms, or at all;

� failure to meet the restrictive covenants and requirements in our existing and new debt agreements;

� fluctuations in interest rates and increased costs to refinance or issue new debt;

� risks associated with derivatives or hedging activity; and

1
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� risks associated with mortgage debt or unsecured financing or the unavailability thereof, which could make it
difficult to finance or refinance properties and could subject us to foreclosure.

While forward-looking statements reflect our good faith beliefs, they are not guarantees of future performance. For
further information on these and other factors that could affect us and the statement contained herein, you should refer
to the section below entitled �Item 1.A Risk Factors.�

2
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PART I

Item 1. Business

General

References to �Easterly,� �we,� �our,� �us� and �our company� refer to Easterly Government Properties, Inc., a Maryland
corporation, together with our consolidated subsidiaries including Easterly Government Properties LP, a Delaware
limited partnership, which we refer to herein as our operating partnership.

We are an internally managed real estate investment trust, or REIT, focused primarily on the acquisition, development
and management of Class A commercial properties that are leased to U.S. Government agencies that serve essential
functions. We generate substantially all of our revenue by leasing our properties to such agencies through the U.S.
General Services Administration, or GSA. Our objective is to generate attractive risk-adjusted returns for our
stockholders over the long term through dividends and capital appreciation.

We wholly own 29 properties in the United States, including 26 properties that are leased primarily to U.S.
Government tenant agencies and three properties that are entirely leased to private tenants, encompassing
approximately 2.1 million square feet in the aggregate. We focus on acquiring, developing and managing GSA-leased
properties that are essential to supporting the mission of the tenant agency and strive to be a partner of choice for the
U.S. Government, working closely with the GSA to meet the needs and objectives of the tenant agency.

We were incorporated in Maryland as a corporation on October 9, 2014 and did not have any meaningful operations
until the completion of the formation transactions and our initial public offering on February 11, 2015. In connection
with our initial public offering, we engaged in certain formation transactions, or the formation transactions, pursuant
to which our operating partnership acquired (i) 15 properties previously owned by the Easterly Funds (as defined
below), (ii) 14 properties previously owned by Western Devcon, Inc., a private real estate company and a series of
related entities beneficially owned by Michael P. Ibe, which we refer to collectively as Western Devcon and (iii) all of
the ownership interests in the management entities (as defined below).

Our Predecessor means Easterly Partners, LLC and its consolidated subsidiaries, including (i) all entities or interests
in U.S. Government Properties Income and Growth Fund L.P., U.S. Government Properties Income and Growth Fund
REIT, Inc. and the related feeder and subsidiary entities, which we refer to, collectively, as Easterly Fund I, (ii) all
entities or interests in U.S. Government Properties Income and Growth Fund II, LP, USGP II REIT LP, USGP II
(Parallel) Fund, LP and their related feeders and subsidiary entities, which we refer to, collectively, as Easterly Fund
II and, together with Easterly Fund I, we refer to as the Easterly Funds and (iii) the entities that manage the Easterly
Funds, which we refer to as the management entities.

For purposes of Items 1, 1A and 2 of this Annual Report on Form 10-K, information regarding our properties is
presented as if the formation transactions had occurred on December 31, 2014 and we acquired all of our 29 properties
on such date. These properties were actually acquired by our operating partnership on February 11, 2015 in
connection with the completion of our initial public offering.

Our Competitive Strengths

We believe that we distinguish ourselves from other owners and operators of office and other commercial properties,
including properties leased to the U.S. Government, through the following competitive strengths:
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� High Quality Portfolio Leased to Mission-Critical U.S. Government Agencies. We are the only internally
managed public REIT that focuses primarily on the acquisition, development and management of Class A
commercial properties that are leased to U.S. Government agencies, primarily
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through the GSA. We wholly own 29 high quality properties in the United States that are currently 100%
leased, including 26 properties leased primarily to government tenant agencies. As of December 31, 2014,
the weighted average age of our properties was approximately ten years, and the weighted average remaining
lease term was approximately eight years. A majority of our properties are leased to U.S. Government
agencies that serve mission-critical functions and are of high importance within the hierarchy of these
agencies. These properties generally meet our investment criteria, which target major federal buildings of
Class A construction that are less than 20 years old, are at least 85% leased to a single U.S. Government
agency, are in excess of 40,000 rentable square feet with expansion potential, are in strategic locations to
facilitate the tenant agency�s mission, include build-to-suit features and are focused on environmental
sustainability.

� U.S. Government Tenant Base with Strong History of Renewal. Our GSA leases are backed by the full
faith and credit of the U.S. Government, are paid for through the Federal Buildings Fund and are not subject
to direct federal appropriations. Furthermore, the GSA has never experienced a financial default. In addition
to stable rent payments, our GSA leases typically have initial total terms of ten to 20 years with renewal
leases having terms of five to ten years. GSA leases governing properties similar to the properties that we
target have historically had high renewal rates, which limits operational risk. We believe that the strong
credit quality of our U.S. Government tenant base, our long-term leases, the likelihood of lease renewal and
the high tenant recovery rate for our property-related operating expenses contribute to the stability of our
operating cash flows and expected distributions.

� Experienced and Aligned Management Team. Our senior management team has a proven track record of
sourcing, acquiring, developing and managing properties leased to U.S. Government agencies, primarily
through the GSA. Our multidisciplinary team possesses complementary skills and experience that we expect
will drive our business and growth strategies and includes the co-founders of our predecessor, the founder
and president of a company specializing in the development of build-to-suit properties for the GSA and a
former commissioner of the GSA�s Public Buildings Service. Collectively, our senior management team has
been responsible for the acquisition of an aggregate of approximately 1.5 million square feet of GSA-leased
properties and the development of approximately 1.0 million aggregate square feet of such properties. We
believe that our management expertise provides us with a significant advantage over our competitors when
pursuing acquisition opportunities and engaging the GSA in property development opportunities and by
providing us with superior property management and tenant service capabilities.

� Access to Acquisition Opportunities with an Active Pipeline. Our senior management team has an extensive
network of longstanding relationships with owners, specialized developers, leasing brokers, lenders and
other participants in the GSA-leased property market. Our team has been able to leverage these relationships
to access a wide variety of sourcing opportunities, frequently resulting in the acquisition of properties that
were not broadly marketed. In addition, we maintain a proprietary database that tracks approximately 8,500
leases totaling approximately 200 million rentable square feet and includes substantially every major U.S.
Government-leased property that meets our investment criteria as well as information about the ownership of
such properties. We believe that our longstanding industry relationships, coupled with our proprietary
database, improve our ability to source and execute attractive acquisition opportunities. Further, these factors
enable us to effectively initiate transactions with property owners who may not currently be seeking to sell
their property, which we believe gives us a competitive advantage over others bidding in broadly marketed
transactions.
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� Extensive Development Experience with U.S. Government-Leased Properties. Our senior management
team has developed projects comprising approximately 4.2 million square feet, including 36 build-to-suit
projects for the GSA as well as other corporate and government tenants. In the aggregate, our senior
management team has developed 19 projects for the GSA. Development of government projects, particularly
build-to-suit projects, requires expertise in GSA requirements and the needs of tenant agencies. Since 1994,
members of our senior management team have developed an average of approximately 52,000 square feet
per year of GSA-leased build-to-suit properties. We

4
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believe that our thorough understanding of the U.S. Government�s procurement processes and standards, our
longstanding relationships with the GSA and other agencies of the U.S. Government, and our differentiated
capabilities enables us to continue to compete effectively for U.S. Government development opportunities.

� Value-Enhancing Asset Management. Our management team focuses on the efficient
management of our properties and on improvements to our properties that enhance their value
for a tenant agency and improve the likelihood of lease renewal. We work in close partnership
with the GSA and tenant agencies to manage the construction of specialized, agency-specific
design enhancements. These highly tailored build-outs substantially increase the likelihood of
the tenant agency�s renewal and also typically generate a construction management fee paid by
the tenant agency to us in the amount of approximately 15% of the actual cost of construction.
We also seek to reduce operating costs at all of our properties, often by implementing energy
efficiency programs that help the U.S. Government achieve its conservation and efficiency
goals. Our asset management team also conducts frequent audits of each of our properties in
concert with the GSA and the tenant agency so as to keep each facility in optimal condition,
allowing the tenant agency to better perform its stated mission and helping to position us as a
GSA partner of choice.

� Growth-Oriented Capital Structure. Upon completion of our initial public offering on February 11, 2015,
we had approximately $104.8 million of mortgage indebtedness and amounts outstanding under our senior
unsecured revolving credit facility for a pro forma debt-to-capitalization ratio of 14.6%. None of our
outstanding indebtedness is scheduled to mature until 2019. In connection with the completion of our initial
public offering and the formation transactions, we entered into a $400.0 million senior unsecured revolving
credit facility, which includes an accordion feature that provides us with additional capacity, subject to the
satisfaction of customary terms and conditions, of up to $250.0 million, for a total facility size of not more
than $650.0 million.

Business & Growth Strategies

Our objective is to generate attractive risk-adjusted returns for our stockholders over the long term through dividends
and capital appreciation. We pursue the following strategies to achieve these goals:

� Pursue attractive acquisition opportunities. We plan to engage in strategic and disciplined acquisitions of
properties that we believe are essential to the mission of select U.S. Government agencies and that, in many
cases, contain agency-specific design enhancements that allow each tenant agency to better satisfy its
mission. We expect to target for acquisition primarily major federal buildings of Class A construction that
are less than 20 years old, are at least 85% leased to a single U.S. Government agency, are in excess of
40,000 rentable square feet with expansion potential, are in strategic locations to facilitate the tenant agency�s
mission, include build-to-suit features and are focused on environmental sustainability.

� Develop Build-to-Suit U.S. Government Properties. We intend to pursue attractive opportunities to develop
build-to-suit properties for use by certain U.S. Government agencies. As U.S. Government agencies expand,
they often require additional space tailored specifically to their needs, which may not be available in the
agency�s target market and therefore require new construction. The GSA typically solicits proposals from
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private companies to develop and lease such properties to the agency, rather than developing and owning the
property itself. We expect to bid for those property development opportunities published by the GSA that
suit our investment criteria.

� Renew Existing Leases at Positive Spreads. We intend to renew leases at our GSA-leased properties at
positive spreads upon expiration. Upon lease renewal, GSA rental rates are typically reset based on a number
of factors, including inflation, the replacement cost of the building at the time of renewal and enhancements
to the property since the date of the prior lease. During the term of a GSA lease, we work in close
partnership with the GSA to implement improvements at our properties to enhance the

5
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U.S. Government tenant agency�s ability to perform its stated mission, thereby increasing the importance of
the building to the tenant agency and the probability of an increase in rent upon lease renewal.

� Reduce Property-Level Operating Expenses. We intend to manage our properties to increase our income by
continuing to reduce property-level operating costs. We manage our properties in a cost efficient manner so
as to eliminate any excess spending and streamline our operating costs. When we acquire a property, we
review all property-level operating expenditures to determine whether and how the property can be managed
more efficiently.

Employees

We currently have 25 employees. None of our employees are represented by a collective bargaining agreement. We
believe that our relationship with our employees is good.

Financial Information about Industry Segments

Our principal business is the ownership and operation of Class A commercial properties that are leased to U.S.
Government agencies. We do not distinguish or group our operations on a geographical basis when measuring
performance. Accordingly, we believe we have a single reportable segment for disclosure purposes in accordance with
GAAP.

Significant Tenants

Substantially all of our current rents come from U.S. Government tenant agencies, including rents paid through the
GSA. As of December 31, 2014, our U.S. Government tenant agencies accounted for more than 96.0% of our
annualized lease income. For further information on the composition of our tenant base, see �Item 2: Properties.�

Insurance

We carry comprehensive general liability coverage on all of our properties, with limits of liability customary within
the industry to insure against liability claims and related defense costs. Similarly, we are insured against the risk of
direct physical damage in amounts necessary to reimburse us on a replacement-cost basis for costs incurred to repair
or rebuild each property, including loss of rental income during the reconstruction period. The majority of our
property policies include coverage for the perils of flood and earthquake shock with limits and deductibles customary
in the industry and specific to the property. We also generally obtain title insurance policies when acquiring new
properties, which insure fee title to our real properties. We currently have coverage for losses incurred in connection
with both domestic and foreign terrorist-related activities. While we do carry commercial general liability insurance,
property insurance and terrorism insurance with respect to our properties, these policies include limits and terms we
consider commercially reasonable. There are certain losses that are not insured, in full or in part, because they are
either uninsurable or the cost of insurance makes it, in our belief, economically impractical to maintain such coverage.
Should an uninsured loss arise against us, we would be required to use our own funds to resolve the issue, including
litigation costs. We believe the policy specifications and insured limits are adequate given the relative risk of loss, the
cost of the coverage and industry practice and, in the opinion of our management, the properties in our portfolio are
adequately insured.

Competition
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We compete with numerous developers, real estate companies and other owners of commercial properties for
acquisition and pursuing buyers for dispositions. We expect that other real estate investors, including insurance
companies, private equity funds, sovereign wealth funds, pension funds, other REITs and other well-capitalized
investors will compete with us to acquire existing properties and to develop new properties. In
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addition, U.S. Government tenants are viewed as desirable tenants by other landlords because of their strong credit
profile and properties leased to U.S. Government tenant agencies often attract many potential buyers. This
competition could increase prices for properties of the type we may pursue and adversely affect our profitability and
impede our growth. In addition, substantially all of our properties face competition for tenants. Some competing
properties may be newer, better located or more attractive to tenants. Competing properties may have lower rates of
occupancy than our properties, which may result in competing owners offering available space at lower rents than we
offer at our properties. This competition may affect our ability to attract and retain tenants, may reduce the rents we
are able to charge and could have a material adverse effect on our business, financial condition and results of
operations.

Regulation

Environmental and Related Matters

Under various federal, state or local laws, ordinances and regulations, as a current or former owner or operator of real
property, we may be liable for costs and damages resulting from the presence or release of hazardous substances,
waste, or petroleum products at, on, in, under or from such property, including costs for investigation or remediation,
natural resource damages, or third-party liability for personal injury or property damage. These laws often impose
liability without regard to whether the owner or operator knew of, or was responsible for, the presence or release of
such materials, and the liability may be joint and several. Some of our properties may be impacted by contamination
arising from current or prior uses of the property or adjacent properties for commercial, industrial or other purposes.
Such contamination may arise from spills of petroleum or hazardous substances or releases from tanks used to store
such materials. We also may be liable for the costs of remediating contamination at off-site disposal or treatment
facilities when we arrange for disposal or treatment of hazardous substances at such facilities, without regard to
whether we comply with environmental laws in doing so. The presence of contamination or the failure to remediate
contamination on our properties may adversely affect our ability to attract or retain tenants and our ability to develop
or sell or borrow against those properties.

In addition to potential liability for cleanup costs, private plaintiffs may bring claims for personal injury, property
damage or for similar reasons. Environmental laws also may create liens on contaminated sites in favor of the U.S.
Government for damages and costs it incurs to address such contamination. Moreover, if contamination is discovered
on our properties, environmental laws may impose restrictions on the manner in which that property may be used or
how businesses may be operated on that property.

Some of our properties are, and may be adjacent to or near other properties, used for industrial or commercial
purposes. These properties may have contained or currently contain underground storage tanks used to store
petroleum products or other hazardous or toxic substances. Releases from these properties could impact our
properties. While certain properties contain or contained uses that could have or have impacted our properties, we are
not aware of any liabilities related to environmental contamination that we believe will have a material adverse effect
on our operations.

In addition, our properties are subject to various federal, state and local environmental and health and safety laws and
regulations. Noncompliance with these environmental and health and safety laws and regulations could subject us or
our tenants to liability. These liabilities could affect a tenant�s ability to make rental payments to us. Moreover,
changes in laws could increase the potential costs of compliance with such laws and regulations or increase liability
for noncompliance. This may result in significant unanticipated expenditures or may otherwise materially and
adversely affect our operations, or those of our tenants, which could in turn have a material adverse effect on us. We
sometimes require our private tenants to comply with environmental and health and safety laws and regulations and to
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indemnify us for any related liabilities in our leases with them. But in the event of the bankruptcy or inability of any of
our tenants to satisfy such obligations, we may be required to satisfy such obligations. We are not presently aware of
any instances of material noncompliance with environmental or health and safety laws or regulations at our properties,
and we believe that we and/or our tenants have all material permits and approvals necessary under current laws and
regulations to operate our properties.
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In recent years, in reaction to the Energy Policy Act of 2005, the U.S. Government has instituted �green lease� policies
that include the �Promotion of Energy Efficiency and Use of Renewable Energy� as one of the factors it considers when
leasing property. In accordance with the U.S. Government�s general policy of preferring energy efficient buildings, the
Energy Independence and Security Act of 2007 allows the GSA to prefer buildings for lease that have received an
�Energy Star� label. This label is received by buildings that reach a specified level of energy efficiency. There are
currently five properties in our portfolio that have received the �Energy Star� label.

The U.S. Government�s �green lease� initiative also permits U.S. Government tenants to require LEED-CI certification
in selecting new premises or renewing leases at existing premises. Obtaining such certification may be costly and time
consuming. There are currently ten properties in our portfolio that have achieved a total of 11 LEED certifications.
For more information, see �Item 1.A Risk Factors.�

With respect to properties we may develop, we may be subject to various local, state and federal statutes, ordinances,
rules and regulations concerning zoning, building design, construction and similar matters, including local regulations
that impose restrictive zoning requirements. In addition, we will be subject to registration and filing requirements in
connection with these developments in certain states and localities in which we operate even if all necessary U.S.
Government approvals have been obtained. We may also be subject to periodic delays or may be precluded entirely
from developing properties due to building moratoriums that could be implemented in the future in certain states in
which we intend to operate.

Investment Advisers Act of 1940

Easterly Partners, LLC, which became our indirect, wholly owned subsidiary following the formation transactions,
recently terminated its registration as an investment advisor with the SEC under the Investment Advisers Act of 1940,
or the Advisers Act. Following a routine examination, on September 25, 2014, Easterly Partners, LLC received a letter
from the SEC requesting additional information regarding certain events that occurred prior to such time as Easterly
Partners, LLC registered as an investment adviser. We cannot provide you with any assurance as to the final
resolution of the SEC�s examination. However, we believe that Easterly Partners, LLC all times has been in material
compliance with the Advisers Act and the regulations promulgated thereunder and Easterly Capital LLC, which is
owned by the Chairman of our Board of Directors, has agreed to indemnify us against any and all losses or other
amounts that may be payable as a result of this recent examination.

Americans with Disabilities Act

Our properties must comply with Title III of the ADA to the extent that such properties are �public accommodations� as
defined by the ADA. The ADA may require removal of structural barriers to access by persons with disabilities in
certain public areas of our properties where such removal is readily achievable. We believe the existing properties are
in substantial compliance with the ADA and that we will not be required to make substantial capital expenditures to
address the requirements of the ADA. However, noncompliance with the ADA could result in imposition of fines or
an award of damages to private litigants. The obligation to make readily achievable accommodations is an ongoing
one, and we will continue to assess our properties and to make alterations as appropriate in this respect.

Emerging Growth Company Status

We are an �emerging growth company,� as defined in the Jumpstart Our Business Startups Act of 2012, or the JOBS
Act, and we are eligible to take advantage of certain exemptions from various reporting requirements that are
applicable to other public companies that are not �emerging growth companies,� including not being required to comply
with the auditor attestation requirements of Section 404 of the Sarbanes-Oxley Act, reduced disclosure obligations
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regarding executive compensation in our periodic reports and proxy statements and exemptions from the requirements
of holding a nonbinding advisory vote on executive compensation and stockholder approval of any golden parachute
payments not previously approved. We have not yet made a decision as to whether we will take advantage of any or
all of these exemptions. If we do take advantage of any

8

Edgar Filing: Easterly Government Properties, Inc. - Form 10-K

Table of Contents 19



Table of Contents

of these exemptions, we do not know if some investors will find our common stock less attractive as a result. The
result may be a less active trading market for our common stock and our stock price may be more volatile.

In addition, the JOBS Act also provides that an �emerging growth company� can take advantage of the extended
transition period provided in the Securities Act for complying with new or revised accounting standards. In other
words, an emerging growth company can delay the adoption of certain accounting standards until those standards
would otherwise apply to private companies. However, we have chosen to �opt out� of this extended transition period,
and, as a result, we will comply with new or revised accounting standards on the relevant dates on which adoption of
such standards is required for all public companies that are not emerging growth companies.

Our decision to opt out of the extended transition period for complying with new or revised accounting standards is
irrevocable. We will remain an �emerging growth company� until the earliest to occur of the last day of the fiscal year
during which our total annual revenue equals or exceeds $1 billion (subject to adjustment for inflation); the last day of
the fiscal year following the fifth anniversary of this offering; the date on which we have, during the previous
three-year period, issued more than $1 billion in non-convertible debt or the date on which we are deemed to be a
�large accelerated filer� under the Exchange Act.

REIT Qualification

We intend to elect to be taxed as a REIT, commencing with our taxable year ending December 31, 2015. So long as
we qualify as a REIT, we generally will not be subject to U.S. federal income tax on net taxable income that we
distribute annually to our stockholders. In order to qualify as a REIT for U.S. federal income tax purposes, we must
continually satisfy tests concerning, among other things, the real estate qualification of sources of our income, the
composition and values of our assets, the amounts we distribute to our stockholders and the diversity of ownership of
our stock. In order to comply with REIT requirements, we may need to forego otherwise attractive opportunities and
limit our expansion opportunities and the manner in which we conduct our operations. See �Item 1.A Risk Factors.�

Corporate Headquarters

Our principal executive offices are located at 2101 L Street NW Suite 750 Washington, DC 20037, and our telephone
number is 202-595-9500.

Available Information

Our website address is www.easterlyreit.com. Information on our website is not incorporated by reference herein and
is not a part of this Annual Report on Form 10-K. We make available free of charge on our website or provide a link
on our website to our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form
8-K, and any amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act,
as soon as reasonably practicable after those reports are electronically filed with, or furnished to, the SEC. We also
make available through our website other reports filed with or furnished to the SEC under the Exchange Act,
including our proxy statements and reports filed by officers and directors under Section 16(a) of the Exchange Act. To
access these filings, go to the �Investor Resources� portion of our �Investors Relations� page on our website, and then
click on �SEC Filings.� You may also read and copy any document we file at the SEC�s Public Reference Room located
at 100 F Street, N.E., Washington, DC 20549. Call the SEC at 1-800-SEC-0330 for further information on the public
reference room. In addition, these reports and the other documents we file with the SEC are available at a website
maintained by the SEC at htttp:\\www.sec.gov.

Item 1a. Risk Factors
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considered. The risks and uncertainties described below are not the only ones that we may face.
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Additional risks and uncertainties not presently known to us or that we may currently deem immaterial also may
impair our business operations. If any of the following risks occur, our business, financial condition, operating results
and cash flows could be affected adversely.

Risks Related to Real Estate

We depend on the U.S. Government and its agencies for substantially all of our revenues and any failure by the
U.S. Government and its agencies to perform their obligations under their leases or renew their leases upon
expiration could have a material adverse effect on our business, financial condition and results of operations.

Substantially all of our current rents come from U.S. Government tenant agencies, including rents paid through the
GSA. As of December 31, 2014 our U.S. Government tenant agencies accounted for more than 96.0% of our
annualized lease income. We expect that leases to agencies of the U.S. Government will continue to be the primary
source of our revenues for the foreseeable future. Due to such concentration, any failure by the U.S. Government to
perform its obligations under its leases or a failure to renew its leases upon expiration, could cause interruptions in the
receipt of lease revenue or result in vacancies, or both, which would reduce our revenue until the affected properties
are leased, and could decrease the ultimate value of the affected property upon sale and have a material adverse effect
on our business, financial condition and results of operations.

Some of our leases with U.S. Government tenant agencies permit the tenant agency to vacate the property and
discontinue paying rent prior to their lease expiration date.

Some of our leases are currently in the soft-term period of the lease and tenants under such leases have the right to
vacate their space during a specified period before the stated terms of their leases expire. As of December 31, 2014,
tenants occupying approximately 20.5% of our rentable square feet and contributing approximately 22.8% of our
annualized lease income currently have exercisable rights to terminate their leases before the stated soft term of their
lease expires. In 2017 early termination rights become exercisable by other tenants who currently occupy an additional
approximately 4.5% of our rentable square feet and contribute an additional approximately 2.8% of our total
annualized lease income. In particular, as of December 31, 2014 seven tenants had an exercisable right to terminate
their lease before the soft term expires, including the lease at our IRS�Fresno property, which accounted for
approximately 10.7% of our total annualized lease income. For fiscal policy reasons, security concerns or other
reasons, some or all of our U.S. Government tenant agencies under leases within the soft-term period may decide to
exercise their termination rights before the stated term of their lease expires. Such events, if they were to occur and we
were not able to lease to the vacant space to another tenant in a timely manner or at all, could have a material adverse
effect on our business, financial condition and results of operations.

We may be unable to renew leases or lease vacating space on favorable terms or at all as leases expire, which could
adversely affect our business, financial condition and results of operations.

As of December 31, 2014, leases representing approximately 22.3% of our total annualized lease income and
approximately 19.4% of the square footage of the properties in our portfolio will expire by the end of 2018. We may
be unable to renew such expiring leases or our properties may not be released at net effective rental rates equal to or
above the current average net effective rental rates.

In addition, when we renew leases or lease to new tenants, especially U.S. Government tenant agencies, we may spend
substantial amounts for leasing commissions, tenant fit-outs or other tenant inducements. As part of our strategy, we
may design build-to-suit property improvements designed to enhance the agency�s mission-critical capabilities.
Because these properties have been designed or physically modified to meet the needs of a particular tenant agency, if
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the current lease is terminated or not renewed, we may be required to renovate the property at substantial costs,
decrease the rent we intend to charge or provide other concessions in order to lease the property to another tenant,
which could adversely affect our business, financial condition and results of operations.
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We are exposed to risks associated with property development and redevelopment, including new developments for
anticipated tenant agencies and build-to-suit renovations for existing tenant agencies.

We intend to engage in development and redevelopment activities with respect to our properties, including
build-to-suit renovations for existing U.S. Government tenant agencies and new developments for anticipated tenant
agencies and will be subject to certain risks, which could adversely affect us, including our financial condition and
results of operations. These risks include:

� the availability and pricing of financing on favorable terms or at all;

� development costs may be higher than anticipated;

� cost overruns and untimely completion of construction (including risks beyond our control, such as weather
or labor conditions, or material shortages);

� the potential that we may expend funds on and devote management time to projects that we do not complete;
and

� the inability to complete construction and leasing of a property on schedule, resulting in increased debt
service expense and development and renovation costs.

These risks could result in substantial unanticipated delays or expenses and could prevent the initiation or the
completion of development and renovation activities, any of which could have a material adverse effect on our
business, financial condition and results of operations.

We depend on the members of our senior management team and the loss of any of their services, or an inability to
attract and retain highly qualified personnel, could have a material adverse effect on our business, financial
condition and results of operations.

Our senior management team is comprised of four individuals with experience in identifying, acquiring, developing,
financing and managing U.S. Government-leased assets and has developed long-term relationships across the
commercial real estate industry, including at all levels of the GSA and at numerous government agencies. Each of
these individuals brings specialized knowledge and skills in the GSA-leased property sector. The loss of services of
one or more of these members of our senior management team, or our inability to attract and retain highly qualified
personnel, could have a material adverse effect on our business, financial condition and results of operations and
weaken our relationships with lenders, business partners, industry participants, the GSA and U.S. Government
agencies.

Unfavorable market and economic conditions in the United States and globally could adversely affect occupancy
levels, rental rates, rent collections, operating expenses and the overall market value of our assets and have a
material adverse effect on our business, financial condition and results of operations.
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Unfavorable market conditions in the geographic markets in which we operate and unfavorable economic conditions
in the United States and globally may significantly affect our occupancy levels, rental rates, rent collections, operating
expenses, the market value of our assets and our ability to strategically acquire, dispose of, recapitalize or refinance
our properties on economically favorable terms or at all. Our ability to lease our properties at favorable rates may be
adversely affected by increases in supply of office space and is dependent upon overall economic conditions, which
are adversely affected by, among other things, job losses and unemployment levels, recession, stock market volatility
and uncertainty about the future. Some of our major expenses, including mortgage payments and real estate taxes,
generally do not decline when related rents decline. Any declines in our occupancy levels, rental revenues or the
values of our buildings would cause us to have less cash available to pay our indebtedness, fund necessary capital
expenditures and to make distributions to our stockholders, which could negatively affect our financial condition and
the market value of our securities. Our business may be affected by the volatility and illiquidity in the financial and
credit markets, a general global economic recession and other market or economic challenges experienced by the real
estate industry or the U.S. economy as a whole.
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Our business may also be adversely affected by local economic conditions in the areas in which we operate. Factors
that may affect our occupancy levels, our rental revenues, our net operating income, or NOI, our funds from
operations or the value of our properties include the following, among others:

� downturns in global, national, regional and local economic conditions;

� possible reduction of the U.S. Government workforce; and

� economic conditions that could cause an increase in our operating expenses, such as increases in property
taxes (particularly as a result of increased local, state and national government budget deficits and debt and
potentially reduced federal aid to state and local governments), utilities, insurance, compensation of on-site
associates and routine maintenance.

Our properties are leased to a limited number of U.S. Government tenant agencies, and a change to any of these
agencies� missions could have a material adverse effect on our business, financial condition and results of
operations.

As of December 31, 2014, three of our U.S. Government tenant agencies, the DEA, FBI and IRS, accounted for an
aggregate of approximately 41.0% of our total rentable square feet and an aggregate of approximately 46.2% of our
total annualized lease income. Each U.S. Government agency has its own customs, procedures, culture, needs and
mission, which translate into different requirements for its leased space, and we work with the tenant agency to design
and construct specialized, agency-specific enhancements. In addition, under the terms of our GSA leases, the GSA
generally has the right to designate another U.S. Government agency to occupy all or a portion of the leased property.
Therefore, a change in the mission of any one of these agencies, a significant reduction in the agency�s workforce, a
relocation of personnel resources, other internal reorganization or a change in the tenant agency occupying the leased
space, could affect our lease renewal opportunities and have a material adverse effect on our business, financial
condition and results of operations.

We currently have a concentration of properties located in California and are exposed to changes in market
conditions and natural disasters in this state.

Eleven of our 29 properties are located in California, accounting for approximately 25% of our total rentable square
feet and approximately 32% of our total annualized lease income as of December 31, 2014. As a result of this
concentration, a material portion of our portfolio may be exposed to the effects of economic and real estate conditions
in California markets, such as the supply of competing properties, general levels of employment and economic
activity. In addition, historically, California has been vulnerable to natural disasters and we are therefore susceptible to
the risks of natural disasters, such as earthquakes, wildfires, floods and mudslides. To the extent that weak economic
or real estate conditions or natural disasters affect California more severely than other areas of the country, our
business, financial condition and results of operations could be negatively impacted.

We are subject to risks from natural disasters and climate change.

Natural disasters and severe weather such as earthquakes, tornadoes, hurricanes or floods may result in significant
damage to our properties. The extent of our casualty losses and loss in operating income in connection with such
events is a function of the severity of the event and the total amount of exposure in the affected area. When we have
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geographic concentration of exposures, a single catastrophe, such as an earthquake affecting our properties in
California, or destructive weather event, such as a tornado affecting our property in Nebraska, may have a significant
negative effect on our business, financial condition and results of operations. As a result, our operating and financial
results may vary significantly from one period to the next. Our financial results may be adversely affected by our
exposure to losses arising from natural disasters or severe weather. We also are exposed to risks associated with
inclement winter weather, particularly on the Atlantic coast, a region in which some of our properties are located,
including increased need for maintenance and repair of our buildings.
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As a result of climate change, we may also experience extreme weather and changes in precipitation and temperature,
all of which may result in physical damage or a decrease in demand for our properties located in the areas affected by
these conditions. Should the impact of climate change be material in nature, our financial condition or results of
operations would be adversely affected. In addition, changes in federal and state legislation and regulation on climate
change could result in increased capital expenditures to improve the energy efficiency of our existing properties in
order to comply with such regulations.

A U.S. Government tenant agency could institute condemnation proceedings against us and seek to take our
property, or a leasehold interest therein, through its power of eminent domain.

A U.S. Government tenant agency could institute condemnation proceedings against us and seek to take our property,
or a leasehold interest therein, through its power of eminent domain. The procedures for settling a dispute with a U.S.
Government tenant or seeking to evict a U.S. Government tenant in default may be costly, time consuming and may
divert the attention of management from the operations of our business as the process requires first appealing to a
GSA-assigned officer or through the Civilian Board of Contract Appeals and ultimately before the U.S. Court of
Federal Claims. Furthermore, we may not be able to successfully appeal a condemnation proceeding brought by a U.S.
Government tenant agency which could have a material adverse effect on our business, financial condition and results
of operations.

An increase in the amount of U.S. Government-owned real estate may adversely affect us.

If there is a large increase in the amount of U.S. Government-owned real estate as a consequence of Congress enacting
legislation such as the American Recovery and Reinvestment Act of 2009, which included several billion dollars for
construction, repair and alteration of U.S. Government-owned buildings, certain U.S. Government tenant agencies
may relocate from our properties to U.S. Government-owned real estate at the expiration of their respective leases.
Similarly, it may become more difficult for us to renew our leases with U.S. Government tenant agencies when they
expire or to locate additional properties that are leased to U.S. Government tenant agencies in order to grow our
business. Therefore, an increase in the amount of U.S. Government-owned real estate could have a material adverse
effect on our business, financial condition and results of operations.

We may be required to make significant capital expenditures to improve our properties in order to retain and
attract tenants, including U.S. Government tenant agencies.

Under our leases, including our leases with U.S. Government tenant agencies, we retain certain obligations with
respect to the property, including, among other things, the responsibility for maintenance and repair of the property,
the provision of adequate parking, maintenance of common areas, responsibility for capital improvements such as roof
replacement and major structural improvements and compliance with other affirmative covenants in the lease. The
expenditure of any sums in connection therewith will reduce the cash available for distribution and may require us to
fund deficits resulting from operating a property. No assurance can be given that we will have funds available to make
such repairs or improvements. If we were to fail to meet these obligations, then the applicable tenant may abate rent or
terminate the applicable lease, which may result in a loss of capital invested in, and anticipated profits and, in turn,
have a material adverse effect on our business, financial condition and results of operations.

Capital and credit market conditions may adversely affect our access to various sources of capital or financing or
the cost of capital, which could impact our business activities, dividends, earnings and common stock price, among
other things.
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capital available to us may be adversely affected. As of March 30, 2015 we had approximately $100.3 million of
indebtedness outstanding, including amounts outstanding under our senior unsecured revolving credit
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facility. We have approximately $369.1 million of available borrowing capacity under the new senior unsecured
revolving credit facility that we entered into in connection with our initial public offering on February 11, 2015. If
sufficient sources of external financing are not available to us on cost effective terms, we could be forced to limit our
acquisition, development and renovation activities or take other actions to fund our business activities and repayment
of debt, such as selling assets, reducing our cash dividend or paying out a smaller percentage of our taxable income
(subject to the annual distribution requirements applicable to REITs under the Code). To the extent that we are able or
choose to access capital at a higher cost than we have experienced in recent years, as reflected in higher interest rates
for debt financing or a lower stock price for equity financing, our earnings per share and cash flow could be adversely
affected. In addition, the price of common stock may fluctuate significantly or decline in a high interest rate or volatile
economic environment. If economic conditions deteriorate, the ability of lenders to fulfill their obligations under
working capital or other credit facilities that we may have in the future may be adversely impacted.

We may be unable to identify and successfully complete acquisitions and, even if acquisitions are identified and
completed, we may fail to successfully operate acquired properties.

We may be unable to acquire additional properties and grow our business and any acquisitions we make may prove
unsuccessful. Our ability to identify and acquire properties on favorable terms and successfully operate or renovate
them may be exposed to significant risks. Agreements for the acquisition of properties are subject to customary
conditions to closing, including completion of due diligence investigations and other conditions that are not within our
control that may not be satisfied. In this event, we may be unable to complete an acquisition after incurring certain
acquisition-related costs. In addition, if mortgage debt is unavailable at reasonable rates, we may be unable to finance
the acquisition on favorable terms in the time period we desire, or at all. We may spend more than budgeted to make
necessary improvements or renovations to acquired properties and may not be able to obtain adequate insurance
coverage for new properties. Further, acquired properties may be located in markets where we may face risks
associated with a lack of market knowledge or understanding of the local economy, lack of business relationships in
the area and unfamiliarity with local governmental and permitting procedures. We may also be unable to integrate
new acquisitions into our existing operations quickly and efficiently, and as a result, our results of operations and
financial condition could be adversely affected. Any delay or failure on our part to identify, negotiate, finance and
consummate such acquisitions in a timely manner and on favorable terms, or operate acquired properties to meet our
financial expectations, could impede our growth and have an adverse effect on us, including our financial condition,
results of operations, cash flow and the market value of our securities.

Certain of our properties are leased to private tenants and we may be unable to collect balances due from private
tenants that file for bankruptcy protection.

If a private tenant or lease guarantor files for bankruptcy, we will become a creditor of such entity, but may not be
able to collect all pre-bankruptcy amounts owed by that party. In addition, a tenant that files for bankruptcy protection
may terminate its lease with us under federal law, in which event we would have a general unsecured claim against
such tenant that would likely be worth less than the full amount owed to us for the remainder of the lease term, which
could adversely affect our business, financial condition and results of operations.

Because our principal tenants are agencies of the U.S. Government, our properties have a higher risk of terrorist
attack than similar properties leased to non-governmental tenants.

Terrorist attacks may materially adversely affect our operations, as well as directly or indirectly damage our assets,
both physically and financially. Because our principal tenants are, and are expected to continue to be, agencies of the
U.S. Government, our properties are presumed to have a higher risk of terrorist attack than similar properties that are
leased to non-governmental tenants. Further, some of our properties may be considered �high profile� targets because of
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uninsured or underinsured, could have a material adverse effect on our business, financial condition and results of
operations.

14

Edgar Filing: Easterly Government Properties, Inc. - Form 10-K

Table of Contents 31



Table of Contents

Competition could limit our ability to acquire attractive investment opportunities and to attract and retain tenants.

We compete with numerous developers, real estate companies and other owners of commercial properties for
acquisition and pursuing buyers for dispositions. We expect that other real estate investors, including insurance
companies, private equity funds, sovereign wealth funds, pension funds, other REITs and other well-capitalized
investors will compete with us to acquire existing properties and to develop new properties. In addition, U.S.
Government tenants are viewed as desirable tenants by other landlords because of their strong credit profile and
properties leased to U.S. Government tenant agencies often attract many potential buyers. This competition could
increase prices for properties of the type we may pursue and adversely affect our profitability and impede our growth.
In addition, substantially all of our properties face competition for tenants. Some competing properties may be newer,
better located or more attractive to tenants. Competing properties may have lower rates of occupancy than our
properties, which may result in competing owners offering available space at lower rents than we offer at our
properties. This competition may affect our ability to attract and retain tenants, may reduce the rents we are able to
charge and could have a material adverse effect on our business, financial condition and results of operations.

We may be subject to increased costs of insurance and limitations on coverage, particularly regarding acts of
terrorism.

We maintain comprehensive insurance coverage for general liability, property and other risks on all of our properties,
including coverage for acts of terrorism. Future changes in the insurance industry�s risk assessment approach and
pricing structure may increase the cost of insuring our properties and decrease the scope of insurance coverage, either
of which could adversely affect our financial position and operating results. Most of our loan agreements contain
customary covenants requiring us to maintain insurance. We may not be able to obtain an appropriate amount of
coverage at reasonable costs, or at all, in the future. In addition, if lenders insist on greater insurance coverage than we
are able to obtain, it could adversely affect our ability to finance or refinance our properties and execute our growth
strategies, which, in turn, could have a material adverse effect on our business, financial condition and results of
operations.

We may become subject to liability relating to environmental and health and safety matters, which could have a
material adverse effect on our business, financial condition and results of operations.

Under various federal, state or local laws, ordinances and regulations, as a current or former owner or operator of real
property, we may be liable for costs and damages resulting from the presence or release of hazardous substances,
waste or petroleum products at, on, in, under or from such property, including costs for investigation or remediation,
natural resource damages or third-party liability for personal injury or property damage. These laws often impose
liability without regard to whether the owner or operator knew of, or was responsible for, the presence or release of
such materials, and the liability may be joint and several. Some of our properties may be impacted by contamination
arising from current uses of the property or from adjacent properties used for commercial, industrial or other purposes.
Such contamination may arise from spills of petroleum or hazardous substances or releases from tanks used to store
such materials. We also may be liable for the costs of remediating contamination at off-site disposal or treatment
facilities when we arrange for disposal or treatment of hazardous substances at such facilities, without regard to
whether we comply with environmental laws in doing so. The presence of contamination or the failure to remediate
contamination on our properties may adversely affect our ability to attract or retain tenants and our ability to develop
or sell or borrow against those properties. In addition to potential liability for cleanup costs, private plaintiffs may
bring claims for personal injury, property damage or for similar reasons. Environmental laws also may create liens on
contaminated sites in favor of the U.S. Government for damages and costs it incurs to address such contamination.
Moreover, if contamination is discovered on our properties, environmental laws may impose restrictions on the
manner in which that property may be used or how businesses may be operated on that property.
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Some of our properties are, and may be adjacent to or near other properties, used for industrial or commercial
purposes. These properties may have contained or currently contain underground storage tanks used to store
petroleum products or other hazardous or toxic substances. Releases from these properties could impact our
properties.

In addition, our properties are subject to various federal, state and local environmental and health and safety laws and
regulations. Noncompliance with these environmental and health and safety laws and regulations could subject us or
our tenants to liability. These liabilities could affect a commercial tenant�s ability to make rental payments to us.
Moreover, changes in laws could increase the potential costs of compliance with such laws and regulations or increase
liability for noncompliance. This may result in significant unanticipated expenditures or may otherwise adversely
affect our operations, or those of our tenants, which could in turn have an adverse effect on us. As the owner or
operator of real property, we may also incur liability based on various building conditions.

In addition, our properties may contain or develop harmful mold or suffer from other indoor air quality issues. Indoor
air quality issues also can stem from inadequate ventilation, chemical contamination from indoor or outdoor sources
and other biological contaminants such as pollen, viruses and bacteria. Indoor exposure to airborne toxins or irritants
can be alleged to cause a variety of adverse health effects and symptoms, including allergic or other reactions. As a
result, the presence of significant mold or other airborne contaminants at any of our properties could require us to
undertake a costly remediation program to contain or remove the mold or other airborne contaminants or to increase
ventilation. In addition, the presence of significant mold or other airborne contaminants could expose us to liability
from our tenants or others if property damage or personal injury occurs.

The costs or liabilities incurred as a result of environmental issues may affect our ability to make distributions to our
stockholders and could have a material adverse effect on our business, financial condition and results of operations.

Our development activities may be subject to risks relating to various local, state and federal statutes, ordinances,
rules and regulations concerning zoning, building design, construction and similar matters, including local
regulations that impose restrictive zoning requirements.

Our development activities may be subject to risks relating to various local, state and federal statutes, ordinances,
rules and regulations concerning zoning, building design, construction and similar matters, including local regulations
that impose restrictive zoning requirements. In addition, we will be subject to registration and filing requirements in
connection with these developments in certain states and localities in which we operate even if all necessary U.S.
Government approvals have been obtained. We may also be subject to periodic delays or may be precluded entirely
from developing properties due to building moratoriums that could be implemented in the future in certain states in
which we intend to operate. These risks could result in substantial unanticipated delays or expenses and, under certain
circumstances, could prevent completion of development activities once undertaken.

Real estate investments are relatively illiquid and may limit our flexibility.

Equity real estate investments are relatively illiquid, which may tend to limit our ability to react promptly to changes
in economic or other market conditions. Our ability to dispose of assets in the future will depend on prevailing
economic and market conditions. Our inability to sell our properties on favorable terms or at all could have an adverse
effect on our sources of working capital and our ability to satisfy our debt obligations. In addition, real estate can at
times be difficult to sell quickly at prices we find acceptable. The Code also imposes restrictions on REITs, which are
not applicable to other types of real estate companies, with respect to the disposition of properties. These potential
difficulties in selling real estate in our markets may limit our ability to change or reduce the properties in our portfolio
promptly in response to changes in economic or other conditions.
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Our properties may be subject to impairment charges.

On a quarterly basis, we assess whether there are any indicators that the value of our properties may be impaired. A
property�s value is considered to be impaired only if the estimated aggregate future cash flows (undiscounted and
without interest charges) to be generated by the property are less than the carrying value of the property. In our
estimate of cash flows, we consider factors such as expected future operating income, trends and prospects, the effects
of demand, competition and other factors. If we are evaluating the potential sale of an asset or development
alternatives, the undiscounted future cash flows analysis considers the most likely course of action at the balance sheet
date based on current plans, intended holding periods and available market information. We are required to make
subjective assessments as to whether there are impairments in the value of our properties. These assessments may be
influenced by factors beyond our control, such as early vacating by a tenant or damage to properties due to
earthquakes, tornadoes, hurricanes and other natural disasters, fire, civil unrest, terrorist acts or acts of war. These
assessments may have a direct impact on our earnings because recording an impairment charge results in an
immediate negative adjustment to earnings. There can be no assurance that we will not take impairment charges in the
future related to the impairment of our properties. Any such impairment could have a material adverse effect on our
business, financial condition and results of operations in the period in which the charge is taken.

We may from time to time be subject to litigation, which could have a material adverse effect on our business,
financial condition and results of operations.

We may be a party to various claims and routine litigation arising in the ordinary course of business. Some of these
claims or others to which we may be subject from time to time may result in defense costs, settlements, fines or
judgments against us, some of which are not, or cannot be, covered by insurance. Payment of any such costs,
settlements, fines or judgments that are not insured could have an adverse impact on our financial position and results
of operations. In addition, certain litigation or the resolution of certain litigation may affect the availability or cost of
some of our insurance cov
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