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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

EQUITY ONE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2006 AND DECEMBER 31, 2005
(UNAUDITED)

(In thousands, except per share amounts)

ASSETS
PROPERTIES:

INCOME PrOTUCING ...vvvvieieicicrie e
Less: accumulated depreCiation ...........cocovereiniieieneiee e
Income producing Property, NEt.........cccvereieneneienenee e
Construction in progress and land held for development......................
Properties held for Sale...........ooi i
PrOPErties, NEL.......ccieiiiie e e

CASH AND CASH EQUIVALENTS......ccooiiiiiiieee e
CASH HELD IN ESCROW ......cocoiiiiiiiiicii
ACCOUNTS AND OTHER RECEIVABLES, NET.....c.ccccoeiiniiiiiin,
SECURITIES ..ot s
GOODWILL ..ottt s

INVESTMENT IN AND ADVANCES TO UNCONSOLIDATED

JOINT VENTURE ..ot

June 30,
2006

December 31,
2005

$ 1,742,017

$ 1,661,243

(127,293) (111,031)
1,614,724 1,550,212
128,767 64,202
9,827 282,091
1,753,318 1,896,505
3,424 102
44,460 -
14,207 17,600
81,074 67,588
13,092 12,013
209 285
54,123 57,940

$ 1,963,907

$ 2,052,033

(Continued)



EQUITY ONE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2006 AND DECEMBER 31, 2005
(UNAUDITED)

(In thousands, except per share amounts)

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES:
NOTES PAYABLE

Mortgage NOtes PaYabIe ...
Mortgage notes payable related to property held for sale ...........ccocvvvnenne.
Unsecured revolving credit facilities...........cocovveviiiiiiiiiie e
Unsecured senior Notes payable ...

Unamortized premium/discount on notes payable .........c.cccccceveiiieinninennnn,
Total NOLES PAYADIE ...

OTHER LIABILITIES

Accounts payable and accrued EXPENSES ........cvveirerieeiereerierieseesre e sresresneens
Tenant SECUrItY AEPOSITS ......vcveieiierieie et
Other lAaDIITIES .....cveivece e e
Total lHabIlItIES .....cvvivieeiiic s
MINORITY INTERESTS ..ottt nenes

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY:

Preferred stock, $0.01 par value — 10,000 shares authorized but unissued
Common stock, $0.01 par value — 100,000 shares authorized, 73,236 and

75,409 shares issued and outstanding for 2006 and 2005, respectively
Additional paid-in capital............ccccoiiiiiiiiii e
REtaINEd BAIMINGS .....ceveeiiieieerie et s sne s
Accumulated other comprehensive (10SS) INCOME..........cccoereierieieierieneens
Unamortized restricted Stock COMPENSation...........ccoceviveriiienieeieienene s

Notes receivable from issuance of common stock

Total stockholders’ eQUILY.........ccviiie i

See accompanying notes to the condensed consolidated financial statements.

June 30, December 31,
2006 2005

$ 366,699 $ 392,480
- 54,445
47,000 93,165
538,999 465,404
952,698 1,005,494
11,898 15,830
964,596 1,021,324
36,696 40,161
9,108 9,561
10,122 6,833
1,020,522 1,077,879
989 1,425
732 754
909,538 955,378
38,059 22,950
(5,868) 3,404

- (9,692)

(65) (65)
942,396 972,729
$ 1,963,907 $ 2,052,033

(Concluded)



EQUITY ONE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE THREE AND SIX MONTH PERIODS ENDED JUNE 30, 2006 AND 2005

(UNAUDITED)
(In thousands, except per share amounts)

Three Months Ended

Six Months Ended

REVENUE:
MiINIMUM FENES ...

EXPENSE FECOVETIES....vviviiiiiiisiesiesiesie e sie et
Termination fEES .......ceiiieiiiiiieer e
PEercentage reNt........ccocoeeenirnieieineseeese e
Management and leasing ServiCes.........ccceoevververvevanas

Total FEVENUE.......eeeieieciiicctee e

COSTS AND EXPENSES:
Property OPerating ........coceeveererueerrereriereeresenseeresessesenens
SEIVICES weviiiviiitii ettt
Lease termination ..........ccceevveeiieeiie e
Rental property depreciation and amortization.............
General and administrative ...........ccccoeeeveeieiicie e,

Total costs and eXPENSES......cveveeevevevevsenenrenns

INCOME BEFORE OTHER INCOME AND
EXPENSES, MINORITY INTEREST, GAIN ON
SALE OF REAL ESTATE AND DISCONTINUED
OPERATIONS. ...

OTHER INCOME AND EXPENSES:

INTErESt EXPENSE ...cvveeiiieeiieee et
Amortization of deferred financing fees.........c.ccocoevenee.
INVESEMENT INCOME.......oiiiiiricee e
Equity in income of unconsolidated joint ventures.......
Loss on extinguishment of debt...........cccccvvviivnvinennn.
Other INCOME .......ovveeee e

INCOME BEFORE MINORITY INTEREST, GAIN
ON SALE OF REAL ESTATE AND
DISCONTINUED OPERATIONS .......ccooiiiiiiis

MINORITY INTEREST ..o,

INCOME BEFORE GAIN ON SALE OF REAL
ESTATE AND DISCONTINUED OPERATIONS......

GAIN ON SALE OF REAL ESTATE ..o,

INCOME FROM CONTINUING OPERATIONS...........

DISCONTINUED OPERATIONS:

Operations from income-producing properties sold
or held for sale..........cooeoiinriiet e
Gain on disposal of income-producing properties........

Income from discontinued operations.............cccc.e....

NET INCOME .......cooiiiiiiiiiii s

June 30, June 30,

2006 2005 2006 2005
$ 45,317 $ 47,197 $ 94,800 $ 93,999
13,859 13,613 29,025 26,270
537 2,649 829 3,117
190 334 1,480 1,463
441 128 596 192
60,344 63,921 126,730 125,041
17,166 15,744 34,908 31,110
486 74 563 96
598 - 953 -
11,474 10,785 23,444 21,026
4,665 4,370 9,281 8,710
34,389 30,973 69,149 60,942
25,955 32,948 57,581 64,099
(13,177) (13,033) (27,981) (25,063)
(376) (370) (731) (749)
1,113 1,215 5,765 1,924
1,655 - 1,655 -
(1,978) - (2,270) -
39 - 389 -
13,231 20,760 34,408 40,211
(122) (46) (150) (96)
13,109 20,714 34,258 40,115
92,367 - 92,681 -
105,476 20,714 126,939 40,115
247 672 657 1,446
5,624 3,757 6,116 5,372
5,871 4,429 6,773 6,818
$ 111,347 $ 25,143 $ 133,712 $ 46,933

(Continued)



EQUITY ONE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE THREE AND SIX MONTH PERIODS ENDED JUNE 30, 2006 AND 2005
(UNAUDITED)

(In thousands, except per share amounts)

Three Months Ended

Six Months Ended

June 30, June 30,
2006 2005 2006 2005
EARNINGS PER SHARE:
BASIC EARNINGS PER SHARE
Income from continuing Operations ..........c.ccccevervennene. $ 142 $ 0.28 $ 1.70 $ 0.55
Income from discontinued operations............c.cccoeuenn. 0.08 0.06 0.09 0.09
Total basic earnings per share..........ccooceveeerereneenes $ 1.50 $ 0.34 $ 1.79 $ 0.64
NUMBER OF SHARES USED IN COMPUTING
BASIC EARNINGS PER SHARE........cccccooveinirinine. 74,359 73,636 74,753 73,341
DILUTED EARNINGS PER SHARE
Income from continuing Operations..........cc.ccocevvervenne. $ 141 $ 0.28 $ 1.68 $ 0.54
Income from discontinued operations ..........c.ccocovenene. 0.08 0.06 0.09 0.09
Total diluted earnings per share...........cocoeevevevennas $ 149 $ 034 $ 177 $ 0.63
NUMBER OF SHARES USED IN COMPUTING
DILUTED EARNINGS PER SHARE.........cccocvvienen. 75,071 74,656 75,488 74,377

See accompanying notes to the condensed consolidated financial statements.

(Concluded )



EQUITY ONE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE THREE AND SIX MONTH PERIODS ENDED JUNE 30, 2006, AND 2005
(UNAUDITED)

(In thousands, except per share amounts)

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
NET INCOME ..ottt $ 111,347 $ 25,143 $ 133,712 $ 46,933
OTHER COMPREHENSIVE INCOME (LOSS):
Net unrealized holding gain (loss) on securities
available-for-sale........coovoveee e (3,407) 1,141 (10,519) 1,057
Changes in fair value of cash flow hedges.................. (240) - (240) -
Reclassification adjustment for gain on the sale of
securities included in net income ..........cc.ccoevvviveane. (7) (192) (10) (192)
Net realized gain on settlement of interest rate
CONEFACES ... - - 1,543 -
Amortization of interest rate contracts............cc.ccoueune. (37) - (46) -
COMPREHENSIVE INCOME.........cccconiiiniiniineien $ 107,656 $ 26,092 $ 124,440 $ 47,798

See accompanying notes to the condensed consolidated financial statements.



EQUITY ONE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

FOR THE SIX MONTH PERIOD ENDED JUNE 30, 2006
(UNAUDITED)
(In thousands, except per share amounts)

Accumulated

Additional Other Unamortized Notes Receivable Total
Common Paid-In Retained Comprehensive Restricted Stock from Issuance of Stockholders’
Stock Capital Earnings Income/(Loss) Compensation Common Stock Equity
BALANCE,
JANUARY 1, 2006.........ccceenee. $ 754 $ 955,378 $ 22,950 $ 3,404 $  (9,692) $ (65) $ 972,729
Cumulative effect of change in
accounting principle............... (5) (5,188) - - 9,692 - 4,499
Issuance of common stock . 6 6,622 - - - - 6,628
Stock issuance Costs .................. - (68) - - - - (68)
Repurchase of common stock ... (23) (49,975) - - - - (49,998)
Share-based compensation
expense.. - 2,769 - - - - 2,769
Net iNCOMEe......c.ccvevvevvereieiens - - 133,712 - - - 133,712
Dividends paid...........cocccvurrnnne. - - (118,603) - - - (118,603)
Other comprehensive loss.......... - - - (9,272) - - (9,272)
BALANCE,
JUNE 30, 2006......ccccovrvrrrirrrnnn $ 732 $ 909,538 $ 38,059 $  (5868) $ - $ (65) $ 942,396

See accompanying notes to the condensed consolidated financial statements.



EQUITY ONE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE SIX MONTH PERIODS ENDED JUNE 30, 2006 AND 2005
(UNAUDITED)

(In thousands, except per share amounts)

Six Months Ended
June 30,

2006 2005

OPERATING ACTIVITIES:

LI [=T A oo 1 TR $ 133,712 $ 46,933
Adjustments to reconcile net income to net cash provided by
operating activities:

Straight-1ine rent adjUSIMENT ........ooiiiiiiiiiiee e (1,337) (2,353)
Amortization of above/(below) market intangibles (1,296) (512)
Provision for losses on accounts receivable.................... 180 340
Amortization of premium/discount on notes payable (3,079) (2,621)
Amortization of deferred financing fEES........ccovvreiiiiiiiee e 731 749
Rental property depreciation and amortization.............ccccceveiiiiiencieneiciee 23,532 21,384
Amortization of restricted stock compensation .............c.ccocvcereininienic e 2,619 2,952
Amortization of stock option expense 150 -
Amortization of derivatives.................... (46) -
Gain on disposal of real estate................. (98,797) (5,372)
Loss (gain) on sale Of SECUNILIES..........ccuiiiiiiiiccee s 339 472)
Equity in income of unconsolidated joint VENTUIES.........c.ccceevvereeeiienesicien, (1,655) -
MINOTILY INEEIESE ... vttt eneens 150 96
Changes in assets and liabilities:
Accounts and other receivables............ocvviiiiiiii 4,637 2,716
(O LT =TT =] £ TR (2,393) (3,492)
Accounts payable and aCCrued EXPENSES.........overeieeeirerierieierearese e seeseeeaneas 873 6,977
Tenant SECUNILY ABPOSIES ......cveiuerieieeieieete et sie ettt (453) 512
Other liabilities......ccceeveveeiiciieiiee e, 3,289 (897)
Net cash provided by operating activities 61,156 66,940
INVESTING ACTIVITIES:
Additions to and purchases of properties....... (88,504) (17,628)
Purchases of land held for development.... (35,527) (24,471)
Additions to cONStruCtion iN PrOGIESS .......coiiererieririrene et (30,164) (7,507)
Proceeds from disposal of Properties...........coooeveririeieneneiesescee e 381,054 27,396
Increase in cash held in escrow (44,460) -
Proceeds from sale of securities 4,422 1,952
Cash used to PUrChASe SECUMLIES. .....cvvviireeiriiiiiiree et (28,679) (12,388)
AdVaNCeS t0 JOINE VENTUIES .......oiuiieiieieiceiesie et (204) -
Distributions from unconsolidated joint ventures from sale of property ........... 1,935 -
Proceeds from repayment of notes receivable ..........cc.ccocveieiiiiniinese 5,715 18
Additions t0 NOES FECEIVADIES .........uieiceeiieiciee ettt (33) -
Increase in deferred 1€aSiNg COSES ........ciiririririeieiicre e (2,446) (3,075)
Net cash provided by (used in) investing aCtiVities.........c.coooerereieiinieniiereeee 163,109 (35,703)
(Continued)



EQUITY ONE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE SIX MONTH PERIODS ENDED JUNE 30, 2006, AND 2005
(UNAUDITED)

(In thousands, except per share amounts)

FINANCING ACTIVITIES:
Repayment of mortgage notes payable ..........ccccovevviiiniieieienccesee e
Net borrowings (repayments) under revolving credit facilities
Proceeds from senior debt Offering .........ccoceveveiiiiiiiineiee e
Repayment of SENIOr debt ..........cc.oiiiiiiiie s
Increase in deferred fiNANCING COSES........coiiiiiieiicic e
Proceeds from issuance of common StOCK ..o,
SEOCK ISSUANCE COSES......euvieeieriinieieeiiste sttt
Repurchase of COMMON SEOCK ..........cooiiiiiiinic s
Cash dividends paid to stockholders
Distributions to minority interests...........

Net cash used in financing aCtiVities..........ccceveveiieiiiiiiseece e

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS...........

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD...........ccccovueunne

CASH AND CASH EQUIVALENTS, END OF PERIOD.........ccccoveeiiininininininenne

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid for interest, net of amount capitalized ............cccccooeivviiiiiinieiicen

SUPPLEMENTAL SCHEDULE OF NON-CASH INVESTING AND
FINANCING ACTIVITIES:

Change in unrealized holding (10SS) gain 0N SECUFILIES........ceovvviireeriiiiieesiieae
The Company issued senior unsecured notes:
Face Value OF NOLES.......c.cviiiiieice s
UNAEIWITEING COSES. .. e evrtrniis et et et e et ettt e e aeeeenee
DISCOUNT ...ttt ettt sttt et e s
CaSh FECEIVEA ...ttt

The Company acquired and assumed a mortgage note payable on
the acquisition of a rental property:

Fair value of rental ProPerty ........coooeeeiiieneieece e
Assumption of mortgage note payable ...
Fair value adjustment of mortgage payable............ccocooeieiiiiiiininic

Cash paid for rental property
The Company purchased securities on margin:

COSt OF SECUFTLIES ...

Amount purchased 0N MAFGIN...........cooiiirireiere e

Cash paid fOr SECUNILIES .....ooveieeeieieicee e
See accompanying notes to the condensed consolidated financial statements.

Six Months Ended

June 30,
2006 2005
$ (84,353) $ (40,853)
(46,165) 32,387
123,284 -
(50,000 ) -
(1,611) -
6,628 15,322
(68) (156)
(49,998) -
(118,603) (43,001)
(57) (58)
(220,943) (36,359)
3,322 (5,122)
102 5,122
$ 3424 $ -
$ 30,059 $ 27,826
$ (10,519) $ 1,057
$ 125,000
(812)
(904)
$ 123,284
$ 6,804
(4,127)
50
$ 2,727
$ 17,162
(4,774)
$ 12,388
(Concluded )



EQUITY ONE, INC. AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE AND SIX MONTH PERIODS ENDED JUNE 30, 2006 AND 2005
(UNAUDITED)

1. Organization and Basis of Presentation

Organization

Equity One, Inc. operates as a self-managed real estate investment trust (“REIT”) that
principally acquires, renovates, develops and manages community and neighborhood shopping
centers located predominantly in high growth markets in the southern and northeastern United States.
These shopping centers are primarily anchored by supermarkets or other necessity-oriented retailers
such as drugstores or discount retail stores.

Basis of Presentation

The consolidated financial statements include the accounts of Equity One, Inc. and its wholly-
owned subsidiaries and those partnerships where the Company has financial and operating control.
Equity One, Inc. and its subsidiaries are hereinafter referred to as “the consolidated companies” or the
“Company.”

Investments in joint ventures not controlled by the Company are accounted for under the equity
method of accounting where the Company has concluded that the venture is not a variable interest
entity or the Company is not the primary beneficiary and subject to the consolidation rules of FIN 46.

All significant intercompany transactions and balances have been eliminated in consolidation.
Portfolio

As of June 30, 2006, the Company had interests in a total of 198 properties (including 29
properties held in an unconsolidated joint venture), encompassing 128 supermarket-anchored
shopping centers, four drug store-anchored shopping centers, 54 other retail-anchored shopping
centers, five development parcels and seven other non-retail properties.

Interim Financial Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared
by the Company’s management in accordance with accounting principles generally accepted in the
United States of America for interim financial information and with the instructions of Form 10-Q
and Article 10 of Regulation S-X of the U.S. Securities and Exchange Commission (the “SEC”).
Accordingly, these unaudited condensed consolidated financial statements do not include all of the
information and footnotes required by accounting principles generally accepted in the United States
of America for complete financial statements. In the opinion of management, all adjustments
considered necessary for a fair presentation have been included. The results of operations for the three
and six month periods ended June 30, 2006 are not necessarily indicative of the results that may be
expected for the full year. These unaudited condensed consolidated financial statements should be
read in conjunction with Management’s Discussion and Analysis of Financial Condition and Results
of Operations contained elsewhere in this Form 10-Q and with Management’s Discussion and
Analysis of Financial Condition and Results of Operations and audited consolidated financial



statements and related footnotes, included in the Company’s Annual Report on Form 10-K for the
year ended December 31, 2005, filed with the SEC on March 2, 2006.

2. Summary of Significant Accounting Policies

Properties

Income producing property is stated at cost and includes all costs related to acquisition,
development and construction, including tenant improvements, interest incurred during development,
costs of predevelopment and certain direct and indirect costs of development. Costs incurred during
the predevelopment stage are capitalized once management has identified a site, determined that the
project is feasible and it is probable that the Company is able to proceed with the project.
Expenditures for ordinary maintenance and repairs are expensed to operations as they are incurred.
Significant renovations and improvements, which improve or extend the useful life of assets, are
capitalized.

The Company is actively pursuing acquisition opportunities and will not be successful in all
cases; costs incurred related to these acquisition opportunities are expensed when it is probable that
the Company will not be successful in the acquisition.

Depreciation expense is computed using the straight-line method over the estimated useful lives
of the assets, as follows:

Land improvements 40 years

Buildings 30-40 years

Building improvements 5-40 years

Tenant improvements Over the shorter of the term of the related lease
or economic useful life

Equipment 5-7 years

Business Combinations

The results of operations of any acquired property are included in the Company’s financial
statements as of the date of its acquisition.

The Company allocates the purchase price of acquired companies and properties to the tangible
and intangible assets acquired and liabilities assumed based on their estimated fair values. Fair value
is defined as the amount at which that asset could be bought or sold in a current transaction between
willing parties (other than in a forced or liquidation sale). In order to allocate the purchase price of
acquired companies and properties to the tangible and intangible assets acquired, the Company
identifies and estimates the fair value of the land, buildings and improvements, reviews the leases to
determine the existence of, and estimates the fair value of, any contractual or other legal rights and
investigates the existence of, and estimates the fair value of, any other identifiable intangible assets.
Such valuations require management to make significant estimates and assumptions, especially with
respect to intangibles.

The cost approach is used as the primary method to estimate the fair value of the buildings,
improvements and other assets. The cost approach is based upon the current costs to develop the
particular asset in that geographic location, less an allowance for physical and functional depreciation.
The assigned value for buildings and improvements is based on an as if vacant basis. The market

10



value approach is used as the primary method to estimate the fair value of the land. The
determination of the fair value of contractual intangibles is based on the costs incurred to originate a
lease, including commissions and legal costs, excluding any new leases negotiated in connection with
the purchase of a property. In-place lease values are based on management’s evaluation of the
specific characteristics of each lease and the Company’s overall relationship with each tenant.
Among the factors considered in the allocation of these values include the nature of the existing
relationship with the tenant, the tenant’s credit quality, the expectation of lease renewals, the
estimated carrying costs of the property during a hypothetical expected lease-up period, current
market conditions and costs to execute similar leases. Estimated carrying costs include real estate
taxes, insurance, other property operating costs and estimates of lost rentals at market rates during the
hypothetical expected lease-up periods, given the specific market conditions. Above-market and
below-market lease values are determined based on the present value (using a discount rate reflecting
the risks associated with the leases acquired) of the difference between (i) the contractual amounts to
be paid pursuant to the leases negotiated and in-place at the time of acquisition and (ii) management’s
estimate of fair market lease rates for the property or equivalent property, measured over a period
equal to the remaining non-cancelable term of the lease. The value of contractual intangibles is
amortized over the remaining term of each lease. Other than as discussed above, the Company has
determined that its real estate properties do not have any other significant identifiable intangibles.

Critical estimates in valuing certain of the intangibles and the assumptions of what marketplace
participants would use in making estimates of fair value include, but are not limited to: future
expected cash flows, estimated carrying costs, estimated origination costs, lease up periods and tenant
risk attributes, as well as assumptions about the period of time the acquired lease will continue to be
used in the Company’s portfolio and discount rates used in these calculations. Management’s
estimates of fair value are based upon assumptions believed to be reasonable, but which are
inherently uncertain and unpredictable. Assumptions may not always reflect unanticipated events and
changes in circumstances may occur. In making such estimates, management uses a number of
sources, including appraisals, third party cost segregation studies or other market data, as well as,
information obtained in its pre-acquisition due diligence and marketing and leasing activities.

In the event that a tenant terminates its lease, the unamortized portion of each related intangible
would be expensed.

Intangibles associated with property acquisitions are included in other assets in the
accompanying consolidated balance sheets.

Construction in progress and land held for development

Land held for development is stated at cost. Costs incurred during the predevelopment stage are
capitalized once management has identified a site, determined that the project is feasible and it is
probable that the Company is able to proceed with the project. Properties undergoing significant
renovations and improvements are considered under development. The Company estimates the cost
of a property undergoing renovations as a basis for determining eligible costs. Interest, real estate
taxes and other costs directly related to the properties and projects under development are capitalized
until the property is ready for its intended use. Similar costs related to properties not under
development are expensed as incurred. In addition, the Company writes off costs related to
predevelopment projects when it determines that it will no longer pursue the project.

Total interest expense capitalized to construction in progress and land held for development

was $1.6 million and $790,000 for the three months ended June 30, 2006 and 2005, respectively, and
$2.7 million and $1.4 million for the six months ended June 30, 2006 and 2005, respectively.
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Property Held for Sale

The Company adopted the provisions of Statement of Financial Accounting Standards, or
SFAS, No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, effective January
1, 2002. The definition of a component of an entity under SFAS No.144, assuming no significant
continuing involvement, requires that operating properties that are sold or classified as held for sale
be accounted for as discontinued operations. Accordingly, the results of operations of operating
properties disposed of, or classified as held for sale after January 1, 2002, for which the Company has
no significant continuing involvement are reflected as discontinued operations.

Long-lived assets

On a periodic basis, or whenever events or change in circumstances indicate, the Company
assesses whether the value of the real estate properties may be impaired. A property’s value is
impaired only if it is probable that management’s estimate of the aggregate future cash flows
(undiscounted and without interest charges) to be generated by the property are less than the historical
net carrying value of the property. In management’s estimate of cash flows, it considers facts such as
expected future operating income, trends and prospects, as well as the effects of demand, competition
and other factors. In addition, the undiscounted cash flows may consider a probability weighted cash
flow estimation approach when alternative courses of action to recover the carrying amount of a long-
lived asset are under consideration or a range is estimated. The determination of undiscounted cash
flows requires significant estimates by management and considers the expected course of action at the
balance sheet date. Subsequent changes in estimated undiscounted cash flows arising from changes
in anticipated actions could impact the determination of whether impairment exits and whether the
effects could materially impact the Company’s net income. To the extent that impairment has
occurred, the loss will be measured as the excess of the carrying amount of the property over the fair
value of the property.

When assets are identified by the Company as held for sale, the Company estimates the sales
prices, net of selling costs, of such assets. Assets that will be sold together in a single transaction are
aggregated in determining if the net sales proceeds of the group are expected to be less than the net
book value of the assets. If, in management’s opinion, the net sales prices of the assets, which have
been identified for sale, are expected to be less than the net book value of the assets, an impairment
charge is recorded. For the six months ended June 30, 2006, $86,000 of impairment loss was
recognized related to a property that was subsequently sold and is reflected in income from
discontinued operations.

The Company is required to make subjective assessments as to whether there are impairments
in the value of its real estate properties and other investments. The assessments have a direct impact
on the Company’s net income because recording an impairment charge results in an immediate
charge to expense.

Cash and cash equivalents

The Company considers highly liquid investments with an initial maturity of three months or
less to be cash equivalents.
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Cash Held in Escrow

Cash held in escrow represents the cash proceeds of property sales that are being held by
qualified intermediaries in anticipation of the acquisition of replacement properties in tax-free
exchanges under Section 1031 of the Internal Revenue Code.

Accounts Receivable

Accounts receivable include amounts billed to tenants and accrued expense recoveries due from
tenants. Management evaluates the collectibility of these receivables and adjusts the allowance for
doubtful accounts to reflect amounts estimated to be uncollectible. The allowance for doubtful
accounts was approximately $1.4 million and $1.5 million at June 30, 2006 and December 31, 2005,
respectively.

Securities

The Company’s investments consist primarily of equity and debt securities. The Company’s
equity investments are classified as available-for-sale and recorded at fair value based on current
market prices. Changes in the fair value of the equity investments are included in accumulated other
comprehensive income (loss). The Company’s debt securities are recorded at cost and are classified
as held-to-maturity, with the related discount/premium amortized over the life of the investment using
the effective interest method.

For securities classified as held-to-maturity, the Company determines whether a decline in fair
value below the amortized cost basis is other-than-temporary. If it is probable that the Company will
be unable to collect all amounts due according to the contractual terms of a debt security, an other-
than-temporary impairment is considered to have occurred. The determination of other-than-
temporary declines in value requires significant estimates and assumptions by management and
requires the consideration of expected outcomes that are out of management’s control. Subsequent
changes in estimates, assumptions used or expected outcomes could impact the determination of
whether a decline in value is other-than-temporary and whether the effects could materially impact
the Company’s financial position or net income. If the decline in fair value is judged to be other-than-
temporary, the cost basis of the individual security will be written down to fair value as a new cost
basis and the amount of the write-down will be included in earnings (that is, accounted for as a
realized loss).

As of June 30, 2006, the Company directly or indirectly owned approximately 3.7 million
ordinary shares of DIM Vastgoed N.V. (“DIM”). In addition, the Company has committed to buy, in
September 2007, certificates representing an additional 45,000 ordinary shares for total consideration
of $941,000. DIM is a public company organized under the laws of the Netherlands, the shares of
which are listed on Euronext Amsterdam and which operates as a closed-end investment company
owning and operating a portfolio of 19 shopping center properties aggregating approximately 2.7
million square feet in the southeastern United States. DIM’s capital structure includes priority shares
and ordinary shares. The priority shares are 100% owned by a foundation that is controlled by its
supervisory board. The ordinary shares have voting rights; however, only the priority shares have the
right to nominate members to the supervisory board and to approve certain other corporate matters.
As of June 30, 2006, management believes the investment in DIM should be accounted for as an
available-for-sale security because, as of that date, the Company was unable to exert significant
influence over DIM’s operating or financial policies and, based on DIM’s organizational and capital
structure, the Company was unable to participate in the affairs of DIM’s supervisory board.
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As of June 30, 2006, the fair value of DIM’s ordinary shares is less than the carrying amount of
the Company’s investment. The Company’s aggregate cost is $76.9 million and, based on the closing
market price on June 30, 2006, the ordinary shares of DIM had a fair value of $69.6 million. This
results in an unrealized loss of $7.3 million. The Company has evaluated the near-term prospects of
DIM in relation to the severity and the duration of the impairment and, based on its evaluation and
ability and intent to hold the investment for a reasonable period of time sufficient for a forecasted
recovery of fair value, and based on the Company’s own evaluation of the net asset value of the
underlying properties of DIM, the Company does not consider the investment to be other-than-
temporarily impaired at June 30, 2006.

As of June 30, 2006, the Company also owned 148,000 shares of preferred stock of a publicly
traded REIT that had a fair value of $3.9 million, a carrying amount of $3.7 million and an unrealized
gain of approximately $181,000.

As of June 30, 2006, the fair value of the Company’s debt securities is approximately equal to
the carrying amount of the investment. The Company holds $9.0 million in original principal amount
of Winn-Dixie Stores, Inc. (“Winn-Dixie”) 8.875% senior notes due April 2008, at a carrying amount
of $7.6 million and an unrealized gain of $9,000.

Deferred Costs and Intangibles

Deferred costs and intangibles included in other assets consist of loan origination fees, leasing
costs and the value of intangible assets when a property was acquired. Loan and other fees directly
related to rental property financing with third parties are amortized over the term of the loan which
approximates the effective interest method. Direct salaries, third party fees and other costs incurred
by the Company to originate a lease are capitalized and are being amortized using the straight-line
method over the term of the related leases. Intangible assets consist of in-place lease values, tenant
origination costs and above/below market rents that was acquired in connection with the acquisition
of the properties and is being amortized using the straight-line method over the term of the related
leases.

Deposits

Deposits included in other assets represent funds held by various institutions for future
payments of property taxes, insurance and improvements, utility and other service deposits.

Goodwill

Goodwill has been recorded to reflect the excess of cost over the fair value of net assets
acquired in various business acquisitions. The Company adopted SFAS No. 142 on January 1, 2002
and no longer amortizes goodwill.

The Company is required to perform annual, or more frequently in certain circumstances,
impairment tests of its goodwill. The Company has elected to test for goodwill impairment in
November of each year. The goodwill impairment test is a two-step process which requires
management to make judgments in determining what assumptions to use in the calculation. The first
step of the process consists of estimating the fair value of each reporting unit and comparing those
estimated fair values with the carrying values, which include the allocated goodwill. If the estimated
fair value is less than the carrying value, a second step is performed to compute the amount of the
impairment by determining an “implied fair value” of goodwill. The determination of a reporting
unit’s implied fair value of goodwill requires the Company to allocate the estimated fair value of the
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reporting unit to the assets and liabilities of the reporting unit. Any unallocated fair value represents
the implied fair value of goodwill which is compared to its corresponding carrying amount. During
the periods presented, no impairment of goodwill was incurred.

The key assumptions management employs to determine the fair value of the Company’s
reporting units (each property is considered a reporting unit) include (a) net operating income; (b)
cash flows; and (c) an estimation of the fair value of each reporting unit, which was based on the
Company’s experience in evaluating properties for acquisition and relevant market conditions. A
variance in the net operating income or discount rate could have a significant impact on the amount of
any goodwill impairment charge recorded.

Management cannot predict the occurrence of certain future events that might adversely affect
the reported value of goodwill that totaled $13.1 million at June 30, 2006. Such events include, but
are not limited to, strategic decisions made in response to economic and competitive conditions, the
impact of the economic environment on the Company’s tenant base, or a material negative change in
its relationships with significant tenants.

Goodwill was included in the determination of the gain on disposal of real estate due to the
disposition of certain properties. For the three months ended June 30, 2006, approximately $33,000
was included in the gain on sale determination and no amount was expensed over the similar period in
2005. For the six months ended June 30, 2006 and 2005, $63,000 and $213,000, respectively, was
included in the gain on sale determination.

Investments in and Advances to Unconsolidated Ventures

The Company has direct equity investments in joint venture projects. The Company accounts
for these investments in unconsolidated ventures using the equity method of accounting, as the
Company exercises significant influence over, but does not control and is not the primary beneficiary
of, these entities. These investments are initially recorded at cost, as “Investments in and advances to
unconsolidated ventures”, and subsequently adjusted for equity in earnings and cash contributions and
distributions.

Minority interest

On January 1, 1999, Equity One (Walden Woods) Inc., a wholly-owned subsidiary of the
Company, entered into a limited partnership as a general partner. An income producing shopping
center (“Walden Woods Village”) was contributed by its owners (the “Minority Partners”), and the
Company contributed 93,656 shares of the Company’s common stock (the “Walden Woods Shares”)
to the limited partnership at an agreed-upon price of $10.30 per share. Based on this per share price
and the net value of property contributed by the Minority Partners, the limited partners received
93,656 partnership units. The Company has entered into a Redemption Agreement with the Minority
Partners whereby the Minority Partners can request that the Company purchase either their limited
partnership units or any shares of common stock which they received in exchange for their
partnership units at a price of $10.30 per unit or per share no earlier than two years nor later than
fifteen years after the exchange date of January 1, 1999. As a result of the Redemption Agreement,
the Company has consolidated the accounts of the partnership with the Company’s financial data. In
addition, under the terms of the limited partnership agreement, the Minority Partners do not have an
interest in the Walden Woods Shares except to the extent of dividends. Accordingly, a preference in
earnings has been allocated to the Minority Partners to the extent of the dividends declared. The
Walden Woods Shares are not considered outstanding in the consolidated financial statements and are
excluded from the share count in the calculation of primary earnings per share.
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Until January 1, 2006, the Company had a controlling general partnership interest (75%
interest) in Venice Plaza and recorded a minority interest for the limited partners’ share of equity. In
January 2006, the Company acquired the minority partner’s interest (and eliminated the related
minority interest).

The Company has controlling, interests in two joint ventures that, together, own the Company’s
Sunlake-development project. The Company has funded all of the acquisition costs, is required to
fund any necessary development and operating costs, receives an 8% preferred return on its advances
and is entitled to 60% of the profits thereafter. The minority partners are not required to make
contributions and, to date, have not contributed any capital. The joint ventures are in the process of
obtaining the required approvals and permits to continue their mixed-use business plan and sale of the
residential component of the project. No minority interest has been recorded as the venture has
incurred operating losses after taking into account the Company’s preferred return.

The Company has a controlling, membership interest in Dolphin Village Partners, LLC. The
Company has funded all of the acquisition costs, is required to fund any necessary development and
operating costs, receives an 8% preferred return on its advances and is entitled to 50% of the profits
thereafter. The minority partner is not required to make contributions and, to date, has not
contributed any capital. The joint venture encompasses the Dolphin Village Shopping Center and is
in the process of obtaining the required approvals and permits to continue its mixed-use business
plan. No minority interest has been recorded as the venture has incurred operating losses after taking
into account the Company’s preferred return.

Use of Derivative Financial Instruments

The Company accounts for derivative and hedging activities in accordance with SFAS No. 133,
Accounting for Derivative Instruments and Hedging Activities and SFAS No. 138, Accounting for
Certain Derivative Instruments and Certain Hedging Activities. These accounting standards require
the Company to measure derivatives, including certain derivatives embedded in other contracts, at fair
value and to recognize them in the consolidated balance sheets as assets or liabilities, depending on
the Company’s rights or obligations under the applicable derivative contract. For derivatives
designated as fair value hedges, the changes in the fair value of both the derivative instrument and the
hedged item are recorded in earnings. For derivatives designated as cash flow hedges, the effective
portions of changes in fair value of the derivative are reported in other comprehensive income and are
subsequently reclassified into earnings when the hedged item affects earnings. Changes in fair value
of derivative instruments not designated as hedging instruments, and ineffective portions of hedges,
are recognized in earnings in the current period.

The Company currently has in place an aggregate notional amount of $75.0 million of treasury
locks, at a weighted average interest rate of 4.96% per annum, which were executed to hedge the
benchmark interest rate associated with forecasted interest payments relating to an anticipated
issuance of fixed-rate borrowings in August 2006.

The Company currently has in place an aggregate notional amount of $85.0 million of treasury
locks, at a weighted average interest rate of 5.10% per annum, which were executed to hedge the
benchmark interest rate associated with forecasted interest payments relating to an anticipated
issuance of fixed-rate borrowings in August 2007.

The Company entered into an aggregate notional amount of $95.0 million of treasury locks

which were terminated in connection with the issuance of the 6% $125 million senior unsecured notes
in March 2006. The realized gain of $1.5 million on these hedging relationships has been deferred in
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other comprehensive income and will be reclassified into earnings over the term of the debt as an
adjustment to interest expense.

During 2004, concurrent with the issuance of the 3.875% $200 million senior unsecured
notes, the Company entered into a $200 million notional principal variable rate interest swap with an
estimated fair value of $6.0 million as of June 30, 2006. This swap converted fixed rate debt to
variable rate based on the 6 month LIBOR in arrears plus 0.4375%, and matures April 15, 2009.

Notes receivable from issuance of common stock

As a result of certain provisions of the Sarbanes-Oxley Act of 2002, the Company is generally
prohibited from making loans to directors and executive officers. Prior to the adoption of the
Sarbanes-Oxley Act of 2002, the Company had loaned $7.1 million to various executives in
connection with their exercise of options to purchase shares of the Company’s common stock of
which $7.0 million has been repaid. The outstanding note of $65,000 bears interest only, payable
quarterly, at the rate of 5% per annum and the principal is due in June 2007. In accordance with the
provisions of the Sarbanes-Oxley Act of 2002, there have been no material modifications to the terms
of this outstanding loan.

Revenue Recognition

Rental income comprises minimum rents, expense reimbursements, termination fees and
percentage rent payments. Minimum rents are recognized over the lease term on a straight-line basis.
As part of the leasing process, the Company may provide the lessee with an allowance for the
construction of leasehold improvements. Leasehold improvements are capitalized and recorded as
tenant improvements and depreciated over the shorter of the useful life of the improvements or the
lease term. If the allowance represents a payment for a purpose other than funding leasehold
improvements, or in the event the Company is not considered the owner of the improvements, the
allowance is considered to be a lease incentive and is recognized over the lease term as a reduction to
revenue. Factors considered during this evaluation include, among others, the type of improvements
made, who holds legal title to the improvements, and other controlling rights provided by the lease
agreement. Determination of the accounting for a tenant allowance is made on a case-by-case basis,
considering the facts and circumstances of the individual tenant lease. Lease revenue recognition
commences when the lessee is given possession of the leased space upon completion of landlord-
owned tenant improvements.

Substantially, all of the lease agreements contain provisions that require the payment of
additional rents based on the respective tenant’s sales volume (contingent or percentage rent) and
reimbursement of the tenant’s share of real estate taxes, insurance and common area maintenance
(“CAM”) costs. Percentage rents are recognized when the tenant’s reported sales have achieved the
specified levels as defined in their respective lease agreements. Expense recoveries of real estate
taxes, insurance and CAM costs are recognized in the period that the applicable costs are incurred in
accordance with the lease agreements. The Company accounts for these leases as operating leases as
the Company has retained substantially all risks and benefits of property ownership.

The Company maintains an allowance for doubtful accounts for estimated losses resulting from
the inability of tenants to make required rent payments. The computation of this allowance is based
on the tenant’s payment history and current credit quality.

The Company has been engaged by joint ventures and other third parties to provide property
management and leasing services. The fees are market-based and generally calculated as a
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percentage of either revenues received or reimbursement of costs and are recognized as services are
provided.

Earnings Per Share

Basic earnings per share (“EPS”) is computed by dividing net income by the weighted average
number of shares of the Company’s common stock outstanding during the period. Diluted EPS
reflects the potential dilution that could occur from shares issuable under stock-based compensation
plans, which would include the exercise of stock options, and the conversion of the operating
partnership units held by minority limited partners.

Income Taxes

The Company elected to be taxed as a REIT under the Internal Revenue Code (“Code™),
commencing with its taxable year ended December 31, 1995. To qualify as a REIT, the Company
must meet a number of organizational and operational requirements, including a requirement that it
currently distribute at least 90% of its REIT taxable income to its stockholders. Also, at least 95% of
the Company’s gross income in any year must be derived from qualifying sources. The difference
between net income available to common stockholders for financial reporting purposes and taxable
income before dividend deductions relates primarily to temporary differences, principally real estate
depreciation and amortization, deduction of deferred compensation and deferral of gains on sold
properties utilizing like kind exchanges. It is management’s intention to adhere to these requirements
and maintain the Company’s REIT status. As a REIT, the Company generally will not be subject to
corporate level federal income tax on taxable income it distributes currently to its stockholders. If the
Company fails to qualify as a REIT in any taxable year, it will be subject to federal income taxes at
regular corporate rates (including any applicable alternative minimum tax) and may not be able to
qualify as a REIT for four subsequent taxable years. Even if the Company qualifies for taxation as a
REIT, the Company may be subject to certain state and local taxes on its income and property, and to
federal income and excise taxes on its undistributed taxable income. Accordingly, the only provision
for federal income taxes in the accompanying consolidated financial statements relates to the
Company’s consolidated taxable REIT subsidiaries (“TRSs”). The Company’s TRSs did not have
significant tax provisions or deferred income tax items during the periods reported hereunder.

Stock-Based Compensation
Cumulative Effect of Change in Accounting Principle

Prior to January 1, 2006, the Company accounted for stock-based compensation under the
recognition and measurement provisions of Accounting Principle Board Opinion (“APB”) No. 25,
Accounting for Stock Issued to Employees, and related interpretations as permitted by SFAS No. 123,
Accounting for Stock-Based Compensation. Under APB No. 25, no stock-based compensation costs
were recognized in the statement of operations for stock options, as our options granted had an
exercise price equal to the market value of our common shares on the date of grant. Effective January
1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123(R), Share-
Based Payment, using the modified prospective transition method. Under this transition method,
compensation cost recognized beginning January 1, 2006, includes (a) compensation costs for all
share-based payments granted prior to, but not vested as of January 1, 2006, based on the grant date
fair value estimated in accordance with the original provisions of SFAS No. 123, and (b)
compensation cost for all share-based payments granted subsequent to January 1, 2006, based on the
grant date fair value estimated in accordance with the provisions of SFAS 123(R). The Company has
used the binomial option-pricing model to estimate the fair value of each option grant.
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On January 1, 2006, the Company recorded the cumulative effect of adopting SFAS 123(R).
This cumulative effect resulted in decreasing accrued liabilities by $4.5 million and increasing
shareholder equity by $4.5 million. These balance sheet changes related to deferred compensation on
unvested shares. There was no effect on the consolidated statement of operations or cash flows.
Under SFAS No. 123(R), deferred compensation is no longer recorded at the time unvested shares are
issued. Share-based compensation is now recorded over the requisite service period with an
offsetting credit to equity (generally additional paid-in capital).

Share-Based Compensation Subsequent to the Adoption of SFAS 123(R)

Share-based compensation expense included in net income for the six months ended June 30,
2006, was $2.6 million, of which $2.5 million related to grants of restricted stock, $145,000 related to
option grants and $3,000 related to the Company’s employee stock purchase plan. If the Company
had not adopted SFAS No. 123(R), our net income for the period ended June 30, 2006 would have
excluded $148,000 of share-based compensation related to options and the employee stock purchase
plan.

Accordingly, if the Company had not adopted 123(R), our income from continuing operations,
net income, basic earnings per share and dilutive earnings per share for the six months ended June 30,
2006, would not have been significantly different. While there are certain differences between SFAS
No. 123 and 123(R), the Company believes the pro forma disclosures under SFAS No. 123 presented
below approximate the effect of SFAS No. 123(R) for the three and six month periods ended June 30,
2005.

Pro Forma Information for Period Prior to Adoption of SFAS No. 123(R)

The following table illustrates the effect on net income and earnings per share if the Company
had applied the fair value recognition provisions of SFAS No. 123(R) to our stock-based
compensation for the three and six months periods ended June 30, 2005 (in thousands, except per
share amounts):

Three Months Six Months
Ended Ended
June 30, 2005 June 30, 2005
Net Income AS reported.......oooeve i $ 25,143 $ 46,933
Add: Stock-based employee compensation
expense included in reported net
(1910701111 T 1,399 2,804
Deduct: Total fair value stock-based
employee compensation expense
for all awards..........ccceeevvevieiciciccene, (1,608 ) (3,208 )
Pro forma......ccccoeveeviivieeeee e, $ 24,934 $ 46,529
Basic earnings per share AS reported.......cccvveevieieice e, $ 0.34 $ 0.64
Pro forma .......ccoeeeevveveeeieeececeee e $ 0.34 $ 0.63
Diluted earnings per share  AS reported...........ccocevveeveivserncinsernens $ 0.34 $ 0.63
Proforma.......ccecoveeiciiiiec e, $ 0.33 $ 0.63
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Segment information

The Company’s properties are community and neighborhood shopping centers located
predominantly in high growth markets in the southern and northeastern United States. Each of the
Company’s centers is a separate operating segment which has been aggregated and reported as one
reportable segment because they have characteristics so similar that they are expected to have
essentially the same future prospects. The economic characteristics include similar returns,
occupancy and tenants. In addition, each center is located near a metropolitan area with similar
economic demographics and site characteristics. No individual property constitutes more than 10%
of the Company’s combined revenue, net income or assets, and thus the individual properties have
been aggregated into one reportable segment based upon their similarities with regard to both the
nature and economics of the centers, tenants and operational processes, as well as long-term average
financial performance. In addition, no single tenant accounts for 10% or more of revenue and none of
the shopping centers are located outside the United States.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

New accounting pronouncements

In March 2004, the EITF reached a consensus on EITF Issue No. 03-1, The Meaning of Other-
than-Temporary Impairment and Its Application to Certain Investments. The guidance prescribes a
three-step model for determining whether an investment is other-than-temporarily impaired and
requires disclosures about unrealized losses on investments. The accounting guidance became
effective for reporting periods beginning after June 15, 2004, while the disclosure requirements
became effective for annual reporting periods ending after June 15, 2004. In September 2004, the
FASB issued FASB Staff Position (FSP) EITF 03-1-1, Effective Date of Paragraphs 10-20 of EITF
Issue No. 03-1-1, The Meaning of Other-than-Temporary Impairment and Its Application to Certain
Investments, (FSP EITF 03-11). FSP EITF 03-1-1 delayed the effective date for the measurement and
recognition guidance contained in paragraphs 10-20 of EITF Issue 03-1. In November 2005, the
FASB issued FSP FAS 115-1 and FAS 124-1, The Meaning of Other-than-Temporary Impairment
and Its Application to Certain Investments. This FSP addresses the determination as to when an
investment is considered impaired, whether the impairment is other-than-temporary, and the
measurement of an impairment loss. This statement specifically nullifies the requirements of
paragraph 10-18 of EITF 03-1 and references existing other-than-temporary impairment guidance.
The guidance under this FSP is effective for reporting periods beginning after December 15, 2005,
and the Company continued to apply relevant “other-than-temporary” guidance, as provided for in
FSP EITF 03-1-1 during fiscal 2005. The adoption in 2006 of the guidance of FSP FAS 115-1 and
FAS 124-1 did not have a significant effect on the Company’s consolidated financial statements.

In December 2004, the FASB issued SFAS 123(R), Share-Based Payment. This standard will
require compensation costs related to share-based payment transactions to be recognized in the
financial statements. With limited exceptions, the amount of compensation cost will be measured
based on the grant date fair value of the equity instruments issued. Compensation cost will be
recognized over the period that an employee provides service in exchange for the award. This
standard replaces SFAS No. 123 and supersedes Accounting Principles Board (“APB”) Opinion No.
25, Accounting for Stock Issued to Employees, and applies to all awards granted, modified,
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repurchased or cancelled after July 1, 2005. In April 2005, the SEC amended the compliance date of
SFAS No. 123(R) through an amendment of Regulation S-X. Public companies with calendar year-
ends would be required to adopt the provision of the standard effective for fiscal years beginning after
June 15, 2005. The adoption on January 1, 2006 by the Company of SFAS 123(R)’s fair value
method will have an impact on the Company’s results of operations, although it will have no impact
on the Company’s overall financial position. The Company has elected to apply the modified
prospective transition method to all past awards outstanding and unvested as of the date of adoption.
The estimated impact on operating income of adopting SFAS 123(R) for the year ended December
31, 2006, relating to prior year and unvested stock option grants only, will be approximately
$276,000. However, had the Company adopted SFAS 123(R) in prior periods, the impact of the
standard would have approximated the impact as presented in the disclosure of pro forma net income
and earnings per share in Note 1, Stock-Based Compensation.

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Correction
(SFAS 154™), which replaces PB Opinions No. 20 Accounting Changes and SFAS No. 3, Reporting
Accounting Changes in Interim Financial Statements — An Amendment of APB Opinion No. 28.
SFAS 154 provides guidance on the accounting for and reporting of accounting changes and error
corrections. It establishes retrospective application, on the latest practicable date, as the required
method for reporting a change in accounting principle and the reporting of a correction of an error.
SFAS 154 is effective for accounting changes and corrections of errors made in fiscal years beginning
after December 15, 2005, and are required to be adopted by the Company in the first quarter of 2006.
The adoption of this standard did not materially impact the financial position, results of operations or
cash flows of the Company.

In April 2006, the FASB issued FASB Staff Position FIN 46 (R) 6, “Determining the
Variability to be Considered in Applying FASB Interpretation No. 46(R)”, that will become effective
beginning third quarter of 2006. FSP FIN No. 46(R)-6 clarifies that the variability to be considered in
applying Interpretation 46(R) shall be based on an analysis of the design of the variable interest
entity. The adoption of this FSP is not expected to have a material effect on the Company’s
Consolidated Financial Statements.

In June 2006, the Financial Accounting Standards Board issued FASB Interpretation No. 48 —
Accounting for Uncertainty in Income Taxes (“FIN 48”). In summary, FIN 48 requires that all tax
positions subject to SFAS No. 109 — Accounting for Income Taxes, be analyzed using a two-step
approach. The first step requires an entity to determine if a tax position is more likely than not to be
sustained upon examination. In the second step, the tax benefit is measured as the largest amount of
benefit, determined on a cumulative probability basis that is more likely than not to be realized upon
ultimate settlement. FIN 48 is effective for fiscal years beginning after December 15, 2006, with any
adjustment in a company’s tax provision being accounted for as a cumulative effect of accounting
change in beginning equity. The Company is in the process of determining the effect, if any; the
adoption of FIN 48 will have on the financial statements.

3. Acquisitions
The following table reflects a series of individual properties that were acquired during 2006:

Purchase
Month Square Feet/ Price
Property Location Purchased Acres (000’s)
Brookside Plaza.............c...c..... Enfield, CT January 210,787 $ 28,500
Commonwealth Il ................... Jacksonville, FL January 53,598 600
Dolphin Village........cccccoveenee St. Pete Beach, FL January 138,129 28,000
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Purchase

Month Square Feet/ Price
Property Location Purchased Acres (000’s)
Piedmont Peachtree Crossing.. Buckhead, GA March 152,239 47,950
Prosperity Office Building ...... Palm Beach Gardens, FL March 3,200 1,400
Alafaya Village .........c..cocuenee. Orlando, FL April 39,477 6,638
Chapel Trail Plaza................... Pembroke Pines, FL May 56,378 8,900
SUNPOINt ... Ruskin , FL May 132,374 7,500
Deep Creek land...........cccouennne Fairburn, GA June 101 acres 8,000

0] - LTS $ 137,488

No equity interests were issued or issuable in connection with the above purchase and no
contingent payments, options or commitments are provided for in the agreements. No goodwill was
recorded in conjunction with any of the individual property acquisitions.

4. Property Held for Sale and Dispositions

Portfolio Disposition

In April 2006, the Company disposed of 29 of its properties located in Texas (“the Texas
Properties”) to EQYInvest Texas, LLC, a Delaware limited liability company (the “JV”), in exchange
for cash consideration of $387.2 million and a 20% interest in the JV (collectively, “the JV
Transaction™). The 29 Texas Properties had a net book value of $222.0 million. As a result of this
transaction, the Company recognized a gain of $92.2 million. The Company also entered into a
Management Agreement pursuant to which the Company would continue to manage and lease the
properties on behalf of the JV. The Company will not receive any contingent consideration for the
sale. The Company has guaranteed the joint venture an operating return based on certain
predetermined targets for the first twelve months following the sale, which will require the Company
to pay to the joint venture an amount of up to $2.0 million in the event that the joint venture does not
achieve its targeted operating returns. The Company has also agreed to fund remaining construction
costs to complete various projects in an amount up to $2.5 million. These contingent obligations are
reflected in other liabilities in the accompanying consolidated balance sheets.

As a result of the Company’s significant continuing involvement in these properties following
the sale, the operating results of the properties are included in income from continuing operations for
the current reporting periods up to April 25, 2006 and not as discontinued operations. The results of
operations of the Texas Properties for the periods after April 25, 2006 have not been consolidated, but
have been accounted for under the equity method of accounting.

Individual Property Dispositions

As of June 30, 2006, one property and two parcels of land were held for sale with a net book
value of $9.8 million.

The following table reflects individual properties sold during 2006:

Square Feet/ Gross Sales Gain On
Date Sold Property Location Acres Price Sale
Income-producing properties (000°s)
March 2006 Scottsville.......ccccovvvverennene, Bowling Green, KY 38,450 $ 2,500 $ 478
April 2006 Sutherland Lumber............. Marble Falls, TX 53,571 2,000 3
May 2006 Hedwig.....ccoooervicc Houston, TX 69,504 13,350 5,634
10 | $17,850 $6,115




Square Feet/ Gross Sales Gain On

Date Sold Property Location Acres Price Sale
Sale of real estate
February 2006 Westridge out parcel........... McDonough, GA 1.0 acres $ 875 $ 314
April 2006 Westridge out parcel........... McDonough, GA 1.0 acres $ 583 $ 205
TOAL et $ 1,458 $ 519
The summary selected operating results for income-producing properties disposed of or
designated as held for sale, with no significant continuing involvement, are as follows (in thousands):
Three Months Six Months
Ended June 30, Ended June 30,
2006 2005 2006 2005
Rental REVENUE.........ccco e $ 312 $ 1,097 $ 923 $ 2,718
Expenses
Property operating eXPenSES.......cc.vveveeeruereereerereens 46 221 92 696
Rental property depreciation and amortization........ 19 153 88 358
INTErest EXPENSE .....ovvieiieiieiie e - 51 - 218
Oher .. - - 86 -
Operations of income-producing properties sold or
held for sale......cccoovvvevcvecceecceee e $ 247 $ 672 $ 657 $ 1,446
The summary selected operating results for the Texas Properties in which the Company has
significant continuing involvement are as follows (in thousands):
Three Months Six Months
Ended June 30, Ended June 30,
2006 2005 2006 2005
Rental REVENUE.........ccco v $ 2,968 $ 10,629 $ 13,713 $ 20,779
Expenses
Property operating eXpenseS........cccceeverrereerresrennenns 1,492 3,133 4,719 6,285
Rental property depreciation and amortization........ 676 2,036 2,695 3,824
INTEreSt EXPENSE ....oovvieiieieeiie e 232 1,093 1,064 2,306
Amortization of deferred financing fees................... 3 14 13 29
Operations included in income from continuing
operations up to April 25, 2006...........cccccceererereennn. $ 565 $ 4,353 $ 5222 $ 8,335

5. Investments in and Advances to Unconsolidated Joint VVentures

The Company accounts for investments in which it has significant influence over operating
and financial policies of the investee, but does not have a controlling financial interest and is not the
primary beneficiary, using the equity method of accounting. The Company has determined that these
investments do not meet the consolidation criteria of variable interest entities. Major decisions,
including property acquisitions and dispositions, financings, annual budgets and dissolution of the
ventures are subject to the approval of all partners. Any difference between the carrying amount of
these investments and the underlying equity in net assets is amortized to equity in income in
unconsolidated ventures over the expected useful lives of the properties and other intangible assets.
Net income from the Texas joint venture, which includes all operating results, as well as gains and
losses on sales of properties within the joint venture, is allocated to the Company in accordance with
the operative agreement of the joint venture. Such allocations of net income or loss are recorded in
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equity in income of unconsolidated joint ventures in the accompanying consolidated statements of

operations.

The following is a summary of the Company’s investments in unconsolidated joint ventures
at June 30, 2006 and December 31, 2005 (in thousands):

. ] June 30, December 31,

Entity Location Ownership 2006 2005
Parcel F, LLC Palm Beach Gardens, FL 50.0% $ - $ 285
EQYInvest Texas, LLC Texas 20.0% 209 -
Total investments in and advances to jOint VENTUIES .............cccovvecrcciinnenenns $ 209 $ 285

The following is a brief summary of the interest and obligations in the unconsolidated joint

ventures that the Company had as of June 30, 2006:

Parcel F, LLC. The Company had a 50% interest in this joint venture that owned a
parcel of land that was held for sale. In May 2006, the venture sold this parcel of
land and the Company’s pro rata share of the gain was approximately $1.6 million.

EQYInvest Texas, LLC. The Company has a 20% interest in this joint venture, which
interest was obtained in connection with the JV Transaction. Under the terms of this
joint venture, the Company is not obligated to contribute any additional capital to the
joint venture; however, in the event that additional capital is contributed by the other
joint venture partner, the Company has the option to contribute the amount necessary
to maintain its 20% ownership interest. As of June 30, 2006, this joint venture
owned 29 properties located in Texas. The joint venture had loans outstanding of
approximately $312.2 million as of June 30, 2006.

A summary of unaudited financial information for all joint ventures being reported on the
equity method of accounting is as follows (in thousands):

As of As of
June 30, December 31,
2006 2005
Assets:
Rental properties, net..........c.ccceovnee. $ 375,799 $ -
Land held for sale.........ccoccevvvevveeennnnns - 1,055
Other aSSetS........covvveirieirieieeie e 32,087 -
Total @SSELS ...veveeiveiiciviee e $ 407,886 $ 1,055
Liabilities and Ventures’ Equity:
MOrtgage NOtES .........ceveveveveverereereeennns $ 312,200 $ -
Other liabilities..........ccccevvevviiiiiiinnns 9,120 -
Ventures’ eqQUILY ...cvcvvveevereerineiennens 86,566 1,055
1o -1 $ 407,886 $ 1,055

The mortgage loans to the JV are non-recourse. However, a single-purpose subsidiary of the
Company has indemnified the lender with respect to certain customary non-recourse carve-out
provisions such as environmental conditions, misuse of funds and material misrepresentations, which
is limited by the subsidiary’s capitalization of $3.0 million. As of June 30, 2006, the JV had
mortgage notes outstanding of approximately $312.2 million, and the Company’s proportionate share
of these loans was $62.4 million.
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Three Months Ended Six Months Ended

June 30, June 30,
2006 2005 2006 2005
Revenues:
REVENUE ....veeeveecie e, $ 7,719 - $ 7,719
Expenses:
Operating eXpenses ........ccccovvvrervernenns 2,146 - 2,146
Interest and amortization of deferred
finanCing feeS .....vovvveeeeeeeeeeeeen 3,384 - 3,384
Depreciation and amortization............ 3,328 - 3,328
Sale of real estate ...........ccceeevevvevnennnn. (3,300) - (3,300)
Total eXPenses.......ccccovvvevevvereervenne 5,558 - 5,558
NEL INCOME....veieiieieieee et $ 2,161 - $ 2,161
The Company’s equity in income from
FOINE VENTUES ..o, $ 1,655 - $ 1,655

6. Borrowings

The following is a summary of the Company’s borrowings, consisting of mortgage notes
payable, unsecured senior notes payable and unsecured revolving credit facilities:

June 30, December 31,
2006 2005
Mortgage Notes Payable (in thousands)
Fixed rate mortgage 10ans ..........ccccovvvevvieneiseseice e, $ 366,699 $ 446,925
Unamortized net premium on mortgage notes payable......... 9,435 11,006
TOAL oo $ 376,134 $ 457,931

The weighted average interest rate of the mortgage notes payable at June 30, 2006 and
December 31, 2005 was 7.3% and 7.19%, respectively, excluding the effects of the net premium
adjustment.

Each of the existing mortgage loans is secured by a mortgage on one or more of the
Company’s properties. Certain of the mortgage loans involving an aggregate principal balance of
approximately $77.1 million contain prohibitions on transfers of ownership which may have been
violated by the Company’s previous issuances of common stock or in connection with past
acquisitions and may be violated by transactions involving the Company’s capital stock in the future.
If a violation were established, it could serve as a basis for a lender to accelerate amounts due under
the affected mortgage. To date, no lender has notified the Company that it intends to accelerate its
mortgage. In the event that the mortgage holders declare defaults under the mortgage documents, the
Company will, if required, repay the remaining mortgage from existing resources, refinancing of such
mortgages, borrowings under its revolving lines of credit or other sources of financing. Based on
discussions with various lenders, current credit market conditions and other factors, the Company
believes that the mortgages will not be accelerated. Accordingly, the Company believes that the
violations of these prohibitions will not have a material adverse impact on the Company’s results of
operations or financial condition.
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June 30, December 31,
2006 2005
Unsecured Senior Notes Payable (in thousands)
7.77% Senior Notes, due 4/1/06..........ccccovvevvierrenennn. $ - $ 50,000
7.25% Senior Notes, due 8/15/07 ........cccocevevivveriernnnnns 75,000 75,000
3.875% Senior Notes, due 4/15/09.........cccccevevvevrvrninnns 200,000 200,000
Fair value of interest rate SWap.........cccceeevvvrvrvseeennnan (6,001) (4,596)
7.84% Senior Notes, due 1/23/12........cccoceveviviivnivinnnnns 25,000 25,000
5.375% Senior Notes, due 10/15/15.......ccccccecvvvrvrnnnnns 120,000 120,000
6.0% Senior Notes, due 9/15/16..........ccccceveievenninnnnns 125,000 -
Unamortized net premium on unsecured senior notes

PAYADIE ..o 2463 4,824
TOtAl oo $ 541,462 $ 470,228

The weighted average interest rate of the unsecured senior notes at June 30, 2006, and
December 31, 2005, was 5.49% and 5.20%, respectively, excluding the effects of the interest rate
swap and net premium adjustment.

The Company exercised its rights to redeem the $75 million 7.25% senior notes due 2007 on
August 25, 2006.

The indentures under which the Company’s unsecured senior notes were issued have several
covenants which limit the ability to incur debt, require the Company to maintain an unencumbered
assets ratio above a specified level and limit the ability to consolidate, sell, lease, or convey
substantially all of the assets to, or merge with any other entity. These notes have also been
guaranteed by most of the Company’s subsidiaries.

The Company swapped $100 million notional principal of the $200 million 3.875% senior
notes to a floating interest rate based on the 6-month LIBOR in arrears plus 0.4375%.

June 30, December 31,
2006 2005
Unsecured Revolving Credit Facilities (in thousands)
WEIS Fargo ...coviiicicceccceee e $ 47,000 $ 93,000
City National Bank ............ccccooiiiiiiii e, - 165
TOtAl oo $ 47,000 $ 93,165

In January 2006, the Company entered into an amended and restated unsecured revolving
credit facility, with a syndicate of banks for which Wells Fargo Bank, National Association is the sole
lead arranger and administrative agent. This facility has a maximum principal amount of $275.0
million and bears interest at the Company’s option at (i) LIBOR plus 0.45% to 1.15%, depending on
the credit ratings of the Company’s senior unsecured notes or (ii) Federal Funds Rate plus 0.5%. The
facility is guaranteed by most of the Company’s subsidiaries. Based on the Company’s current rating,
the LIBOR spread is 0.80%. The facility also includes a competitive bid option which allows the
Company to conduct auctions among the participating banks for borrowings in an amount not to
exceed $137.5 million, a $35.0 million swing line facility for short term borrowings, a $20.0 million
letter of credit commitment and may, at the request of the Company, be increased up to a total
commitment of $400.0 million. The facility expires January 17, 2009 with a one-year extension
option. In addition, the facility contains customary covenants, including financial covenants
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regarding debt levels, total liabilities, interest coverage, EBITDA coverage ratios, unencumbered
properties and permitted investments. The facility also prohibits stockholder distributions in excess
of 95% of funds from operations calculated at the end of each fiscal quarter for the four fiscal quarters
then ending, unless a waiver has been granted allowing such action. Notwithstanding this limitation,
the Company can make stockholder distributions to avoid income taxes on asset sales. If a default
under the facility exists, the Company’s ability to pay dividends would be limited to the amount
necessary to maintain the Company’s status as a REIT unless the default is a payment default or
bankruptcy event in which case the Company would be prohibited from paying any dividends. The
weighted average interest rate at June 30, 2006 and December 31, 2005, was 5.69% and 4.68%,
respectively. The facility also provides collateral for $4.5 million in outstanding letters of credit.

The Company also has a $5.0 million unsecured credit facility with City National Bank of
Florida, of which there was no outstanding balance at June 30, 2006 and $165,000 at December 31,
2005. This facility also provides collateral for $1.3 million in outstanding letters of credit.

As of June 30, 2006, the availability under the various credit facilities was approximately
$227.2 million net of outstanding balances and letters of credit.

7. Stockholders’ Equity and Earnings Per Share

On May 12, 2006, the Company’s Board of Directors approved a quarterly dividend of $0.30
per share and, in connection with the JV Transaction, a one-time special cash dividend of $1.00 per
common share, which were paid on June 30, 2006, to stockholders of record on June 16, 2006,
aggregating $95.8 million.

During the second quarter 2006, the Company commenced a program to repurchase up to
$50.0 million of the Company’s outstanding common stock from time to time through periodic open
market transactions or through privately negotiated transactions (“the Share Repurchase Program”).
As of June 30, 2006, approximately 2,252,900 shares have been repurchased and retired at an average
purchase price of $22.19 per share, for an aggregate consideration of $50.0 million. On July 24,
2006, the Company’s Board of Directors increased the Share Repurchase Program to $100.0 million.
Future purchases of shares of common stock will be made in the open market or in privately
negotiated transactions, at the discretion of the Company’s management and as market conditions
warrant, during the period commencing August 4, 2006 through December 31, 2006.

The following table reflects the change in number of shares of common stock issued (retired)
for the six months ended June 30, 2006 (in thousands):

Common Options
Stock* Exercised Total

Board of DireCtors ........c.coovevvvvrevrrnenens 4 10 14
OFfICEIS .vviviieeeee e 151** 188 339
Employees and other ...........cccovvreinnne. 18 14 32
Cumulative effect of a change in

accounting principle *** .........c.cc.o.... (518) - (518)
Company stock repurchase program........ (2,252) - (2,252)
Dividend Reinvestment and Stock

Purchase Plan ..........cccoeoevniennennnnn, 211 - 211

Total .o (2,386) 212 (2,174)

* Effective January 1, 2006, the Company changed the method of accounting for restricted stock to
comply with the provisions of FASB Statement No. 123(R). During the first six months of 2006, the
Company granted 120,000 shares of restricted stock which are subject to forfeiture and vest over
periods from one to three years. Under FASB Statement No. 123(R), restricted stock with a requisite
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service period is not deemed to be issued until the shares vest and, accordingly, the above schedule
includes 227,000 shares that vested during the current period.

**|s net of shares surrendered on the exercise of options.
***Represents the reversal of unvested restricted stock being reported at December 31, 2005 to comply
with the provisions of FASB Statement 123(R).

The following table sets forth the computation of basic and diluted shares used in computing
earnings per share for the three and six month periods ended June 30, 2006 and 2005 (in thousands):

Three Months ended June 30, Six Months ended June 30,
2006 2005 2006 2005

Denominator for basic earnings per

share — weighted average shares ......... 74,359 73,636 74,753 73,341
Walden Woods Village, Ltd ................... 94 94 94 94
Unvested restricted stock .........cccccovevenee. 397 579 422 604
Stock options (using treasury method).... 221 347 219 338

Subtotal ....cccovveieiee e, 712 1,020 735 1,036
Denominator for diluted earnings per

share — weighted average shares......... 75,071 74,656 75,488 74,377

8. Share-Based Compensation Plans

As of June 30, 2006, we have options outstanding under four share-based compensations
plans. The Equity One, Inc. 2000 Stock Option Plan (“the 2000 Plan™) authorized the grant of
options, common stock and other share-based awards for up to 5.5 million shares of common stock,
of which 2.7 million shares are available for issuance. The IRT Property Company 1998 Long Term
Incentive Plan (“the 1998 Plan”) similarly authorized the grant of options, common stock and other
share-based awards for up to 1,462,500 shares of common stock, of which 14,400 shares are available
for issuance. The Equity One, Inc. 1995 Stock Option Plan (“the 1995 Plan’) authorized the grant of
option awards for up to 1.0 million shares of common stock, all of which have been issued. The IRT
Property Company 1989 Stock Option Plan (“the 1989 Plan™) authorized the grant of stock options
and other share-based awards for up to 956,250 shares of common stock, of which no shares are
available for issuance.

The term of each award is determined by the Compensation Committee of the Company (the
“Committee”), but in no event can be longer than ten years from the date of the grant. The vesting of
the awards is determined by the Committee, in its sole and absolute discretion, at the date of grant of
the award. Dividends are paid on unvested shares of restricted stock. Certain options and share
awards provide for accelerated vesting if there is a change in control.

The fair value of each option award is estimated on the date of grant using binomial option-
pricing model. Expected volatilities, option life (years), dividend yields, employee exercises and
employee terminations are primarily based on historical data. The risk-free interest rate is based on
the U.S. Treasury yield curve in effect at the time of grant. The Company measures compensation
costs for restricted stock awards based on the fair value of the Company’s common stock at the date
of the grant and charges to expense such amounts to earnings ratably over the vesting period.

The following table provides a summary of option activity:
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Weighted

Weighted- Average Aggregate
Shares Average Remaining Intrinsic
Under Exercise Contractual Value
Option Price Term
(000°s) (In years) (000s)
Outstanding at December 31, 2005.... 977 $ 16.00
Granted........ccooeeveneiie i 6 24.56
EXercised......cccovvevivevieevie e, (213) 13.73
Forfeited or expired .........cc.ccocevenennne - -
Outstanding at June 30, 2006............. 770 $ 16.47 7.3 $ 3,413
Exercisable at June 30, 2006.............. 338 $ 15.08 5.6 $ 1,970

There were 6,000 options granted during the six months ended June 30, 2006, which have no
intrinsic value. The total intrinsic value of options exercised during the six months ended June 30,
2006, was $1.5 million. The total cash received from options exercised was $1.5 million.

The following table provides a summary of restricted share activity:

Unvested Weighted-

Shares Average

(000’s) Price
Unvested at December 31, 2005........ 518 $ 18.72
Granted ......oocevevviveiiee e, 120 23.12
VESEEA ..t (227) 18.42
Forfeited.......cccoeveviiieci e (9) 22.62
Unvested at June 30, 2006 ................. 402 20.12

As of June 30, 2006, there was $8.4 million of total unrecognized compensation expense
related to unvested share-based compensation arrangements (options and unvested restricted shares)
granted under our plans. This cost is expected to be recognized over the next 1.4 years. The total
vesting-date value of the shares that vested during the six months ended June 30, 2006 was $5.3
million.

9. Condensed Consolidating Financial Information

Most of the Company’s subsidiaries, have guaranteed the Company’s indebtedness under the
unsecured senior notes and revolving credit facility. The guarantees are joint and several and full and
unconditional (in thousands).
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Condensed Balance Sheet
As of June 30, 2006
ASSETS
Properties, net...............
Investment in affiliates ..

LIABILITIES
Mortgage notes payable.

Unsecured revolving credit facilities

Unsecured senior notes payable................
Unamortized premium on notes payable...

Other liabilities

Condensed Balance Sheet
As of December 31, 2005

ASSETS

Properties, net..........ccceee....

Investment in affiliates

LIABILITIES

Mortgage notes payable......
Unsecured revolving credit facilities

Unsecured senior notes, net

Unamortized premium on notes payable
Other liabilities...................

Total liabilities

Combined Non-
Equity One, Guarantor Guarantor Eliminating
Inc. Subsidiaries Subsidiaries Entries Consolidated
$ 357,347 $ 904,428 $ 491,543 $ - $1,753,318
628,309 - - (628,309) -
95,652 30,839 84,098 - 210,589
$1,081,308 $ 935,267 $ 575,641 $ (628,309 ) $1,963,907
$ 47,940 $ 101,783 $ 216,976 $ - $ 366,699
47,000 - - - 47,000
538,999 - - - 538,999
2,639 2,626 6,633 - 11,898
22,852 22,497 10,577 - 55,926
659,430 126,906 234,186 - 1,020,522
- - - 989 989
421,878 808,361 341,455 (629,298) 942,396
$1,081,308 $ 935,267 $ 575,641 $(628,309) $1,963,907
Combined Non-
Equity Guarantor Guarantor Eliminating
One, Inc. Subsidiaries  Subsidiaries Entries Consolidated

Condensed Statement of Operations

For the three months ended June 30, 2006

REVENUE:
Minimum rents...................
Expense recoveries.............
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......................... $ 356,624 $ 1,085,261 $ 454,620 $ - $1,896,505
......................... 628,317 - - (628,317 ) -
......................... 58,754 29,114 67,660 - 155,528
......................... $1, 043,695 $1,114,375 $ 522,280 $ (628,317 ) $2,052,033
......................... $ 48,738 $ 139,177 $ 259,010 $ - $ 446,925
........... 93,165 - - - 93,165
......................... 465,404 - - - 465,404
..... 5,024 2,832 7,974 - 15,830
......................... 23,365 24,086 9,104 - 56,555
635,696 166,095 276,088 - 1,077,879
......................... - - - 1,425 1,425
........................ 407,999 948,280 246,192 (629,742) 972,729
......................... $1,043,695 $1,114,375 $ 522,280 $ (628,317) $2,052,033
Combined Non-
Equity One, Guarantor Guarantor Eliminating

Inc. Subsidiaries  Subsidiaries Entries Consolidated

....................... $ 9,027 $ 23,847 $ 12,443 $ - $ 45317

....................... 2,637 7,417 3,805 - 13,859



Combined Non-
Equity One, Guarantor Guarantor Eliminating
Condensed Statement of Operations Inc. Subsidiaries  Subsidiaries Entries Consolidated
For the three months ended June 30, 2006
Termination fees ........ccovvvviireiircicneen, 59 440 38 - 537
Percentage rent........c.coeveveveiciiciciinen, 19 162 9 - 190
Management and leasing services............. - 441 - - 441
Total revenue.........ccoeevvevreencencee, 11,742 32,307 16,295 - 60,344
EQUITY IN SUBSIDIARIES
EARNINGS ..o, 115,345 - - (115,345) -
COSTS AND EXPENSES:
Property operating........cccoeevvevvereerieivninnns 2,780 10,188 4,198 - 17,166
SEIVICES ..ottt - 486 - - 486
Lease termination..........ccoceevervrenncnnenns - 498 100 - 598
Rental property depreciation and
aAmOrtization .........cooovevnvivneinesen, 1,895 5,973 3,606 - 11,474
General and administrative .............c.cc...... 4,412 243 10 - 4,665
Total costs and eXPenses ........covverveeenns 9,087 17,388 7,914 - 34,389
INCOME BEFORE OTHER INCOME
AND EXPENSES, MINORITY
INTEREST, GAIN ON SALE OF
REAL ESTATE AND
DISCONTINUED OPERATIONS............ 118,000 14,919 8,381 (115,345) 25,955
OTHER INCOME AND EXPENSES:
INtErest EXPENSE......covvverververierieriereeieeenn, (7,311) (1,873) (3,993) - (13,177)
Amortization of deferred financing fees ... (320) (24) (32) - (376)
Investment iNCOMe ..........ccoevvveiieiieene, 965 132 16 - 1,113
Equity in income of unconsolidated
JOINE VENTUFES.....cvvvceeieee e - 1,655 - - 1,655
Loss on extinguishment of debt ................ - (1,181) (797) - (1,978)
Other iNCOMe.......ccocvvievreecere e, 39 - - - 39
INCOME BEFORE MINORITY
INTEREST, GAIN ON SALE OF REAL
ESTATE AND DISCONTINUED
OPERATIONS ..o, 111,373 13,628 3,575 (115,345) 13,231
MINORITY INTEREST .....cccccvviirinnn, - (122) - - (122)
INCOME BEFORE GAIN ON SALE OF
REAL ESTATE AND DISCONTINUED
OPERATIONS .....cciiiieeeeeee e, 111,373 13,506 3,575 (115,345) 13,109
GAIN ON SALE OF REAL ESTATE.......... - 87,488 4,879 - 92,367
INCOME FROM CONTINUING
OPERATIONS. ..., 111,373 100,994 8,454 (115,345) 105,476
DISCONTINUED OPERATIONS:
Operations of income-producing
properties sold or held for sale ............. (15) 49 213 - 247
Gain on disposal of income-producing
PrOPEILIES c..oveveieiieie e, (11) 5,635 - - 5,624
Income from discontinued operations ...... (26) 5,684 213 - 5,871
NET INCOME .....ccooiiiiiiiet e, $ 111,347 $ 106,678 $ 8,667 $ (115345) $ 111,347
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Condensed Statement of Operations

For the six months ended June 30, 2006
REVENUE:
MinimMUM rents.......ccocvevveeeeiveineinsiesesenns
EXPENSE rECOVENIES...c.oeverrevierierieeeiraeeanes
Termination fees.......cccovevevevveveerieiieiiennas
Percentage rent.........ccceeeienieeniceneeen
Management and leasing services...........

Total reVENUE ......eeecveicieciee e,

EQUITY IN SUBSIDIARIES
EARNINGS ...

COSTS AND EXPENSES:
Property operating........cc.cccevevvevivnereenen,
SEIVICES ...oevieeeitieete ettt
Lease termination...........cccccoeeeeveeicennnne.

Rental property depreciation and
amortization ........ccoeevvevveveeiveineeeeennn

General and administrative......................

Total costs and eXpenses...........cccevee.

INCOME BEFORE OTHER INCOME
AND EXPENSES, MINORITY
INTEREST, GAIN ON SALE OF
REAL ESTATE AND
DISCONTINUED OPERATIONS .........

OTHER INCOME AND EXPENSES:
INterest EXPENSE.......ovvverrcieriiiiie e
Amortization of deferred financing fees..
Investment iINCOME .....ocvevvevverieieiiiiienas
Equity in income of unconsolidated
JOINE VENTUIES......cveivieiicececc e
Loss on extinguishment of debt...............
Other iINCOME.....ccvvveieieieieeeieeeieas

INCOME BEFORE MINORITY
INTEREST, GAIN ON SALE OF REAL
ESTATE AND DISCONTINUED
OPERATIONS ...,

MINORITY INTEREST

INCOME BEFORE GAIN ON SALE OF
REAL ESTATE AND DISCONTINUED
OPERATIONS ...,

GAIN ON SALE OF REAL ESTATE ........

INCOME FROM CONTINUING
OPERATIONS ...

DISCONTINUED OPERATIONS:
Operations of income-producing
properties sold or held for sale............
Gain on disposal of income-producing
PrOPEITIES ..o

Income from discontinued operations ....

Combined Non-
Equity One, Guarantor Guarantor Elimingting
Inc. Subsidiaries  Subsidiaries Entries Consolidated
$ 18,032 $ 52,018 $ 24,750 - $ 94,800
5,217 16,395 7,413 - 29,025
97 688 44 - 829
130 933 417 - 1,480
- 596 - - 596
23,476 70,630 32,624 - 126,730
142,520 - - (142,520) -
5,567 21,439 7,902 - 34,908
- 563 - - 563
275 498 180 - 953
3,725 12,600 7,119 - 23,444
8,710 556 15 - 9,281
18,277 35,656 15,216 - 69,149
147,719 34,974 17,408 (142,520) 57,581
(15,502) (3,957) (8,522) - (27,981)
(612) (54) (65) - (731)
1,261 192 4,312 - 5,765
- 1,655 - - 1,655
- (1,182) (1,088) - (2,270)
389 - - - 389
133,255 31,628 12,045 (142,520) 34,408
- (150) - - (150)
133,255 31,478 12,045 (142,520) 34,258
- 87,801 4,880 - 92,681
133,255 119,279 16,925 (142,520) 126,939
(24) 258 423 - 657
481 5,635 - - 6,116
457 5,893 423 - 6,773
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Combined Non-
Equity One, Guarantor Guarantor Eliminating
Condensed Statement of Operations Inc. Subsidiaries Subsidiaries Entries Consolidated
For the six months ended June 30, 2006
NET INCOME ..ot $ 133,712 $ 125,172 $ 17,348 $ (142,520) $ 133,712
Combined Non-
Equity One, Guarantor Guarantor Eliminating
Condensed Statement of Operations Inc. Subsidiaries Subsidiaries Entries Consolidated
For the three months ended June 30, 2005
REVENUE:
Minimum rentS........ccoveeerernnneneeeee, $ 11,761 $ 23,059 $ 12,377 $ - $ 47,197
EXPEense reCOVEries. ......ccuvvvvennereenneenne, 3,103 6,513 3,997 - 13,613
Termination fees..........ccovvvvvreineinennnn, 2,610 - 39 - 2,649
Percentage rent.........cccccvvveveeninieneenenen, 44 194 96 - 334
Management and leasing services............... - 128 - - 128
Total reVeNUE ........covieieccecees 17,518 29,894 16,509 ) 63,921
EQUITY IN SUBSIDIARIES
EARNINGS ..o 23,134 - - (23,134) -
COSTS AND EXPENSES:
Property operating........ccccoeveveeninnienieniennns 3,773 6,718 5,253 - 15,744
SEIVICES ... - 74 - - 74
Rental property depreciation and
aAMOrtiZation .......ccoveverenienesee e, 2,550 5,369 2,866 - 10,785
General and administrative...........cc.cocoeeeenns 4,244 30 96 - 4,370
Total costs and eXpenses...........cuevrreeenn, 10,567 12,191 8,215 - 30,973
INCOME BEFORE OTHER INCOME
AND EXPENSES, MINORITY
INTEREST AND DISCONTINUED
OPERATIONS. ..o, 30,085 17,703 8,294 (23,134) 32,948
OTHER INCOME AND EXPENSES:
INtErest EXPENSE....ccvververeerieeieeeeeeens (5,938) (3,072) (4,023) - (13,033)
Amortization of deferred financing fees...... (288) (30) (52) - (370)
Investment iNCOME .........cooeverenienienieieen, 1,011 195 9 - 1,215
INCOME BEFORE MINORITY INTEREST
AND DISCONTINUED OPERATIONS.... 24,870 14,796 4,228 (23,134) 20,760
MINORITY INTEREST .....ccoceovverrrenenn, - (46) - - (46)
INCOME FROM CONTINUING
OPERATIONS ..o, 24,870 14,750 4,228 (23,134) 20,714
DISCONTINUED OPERATIONS:
Operations of income-producing
properties sold or held for sale................ 273 227 172 - 672
Gain on disposal of income-producing
PrOPEITIES ..veeieeireisiesieie e, - - 3,757 - 3,757
Income from discontinued operations ........ 273 227 3,929 - 4,429
NET INCOME ..o $ 25,143 $ 14977 $ 8157 $ (23,134) $ 25,143
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Combined Non-
Equity One, Guarantor Guarantor Eliminating
Condensed Statement of Operations Inc. Subsidiaries Subsidiaries Entries Consolidated
For the six months ended June 30, 2005
REVENUE:
Minimum rentS........ccoeeeeeeeeeeeeeeceeceee, $ 23,674 $ 45,709 $ 24,616 $ - $ 93,999
EXPense reCoVEries. ......ccocovvvevrnereeereeennne, 6,151 12,296 7,823 - 26,270
Termination feesS.......ccovveveeeieeeceeeee e, 2,940 71 106 - 3,117
Percentage rent.........ccccovveveenineneeneneen, 266 424 773 - 1,463
Management and leasing services............... - 192 - - 192
Total reVENUE ....c.vvveeveeeeeee e, 33,031 58,692 33,318 - 125,041
EQUITY IN SUBSIDIARIES
EARNINGS ..o 42,415 - - (42,415) -
COSTS AND EXPENSES:
Property operating...........ccoceevveevncvnennenns 7,663 12,982 10,465 - 31,110
Management and leasing services............... - 96 - - 96
Rental property depreciation and
amortization ........c.coevevevevencneiesn e, 4,987 10,453 5,586 - 21,026
General and administrative.........ccceevveeennens, 8,410 104 196 - 8,710
Total costs and eXpenses...........ccoevrreeenn, 21,060 23,635 16,247 - 60,942
INCOME BEFORE OTHER INCOME
AND EXPENSES, MINORITY
INTEREST AND DISCONTINUED
OPERATIONS. ..o, 54,386 35,057 17,071 (42,415) 64,099
OTHER INCOME AND EXPENSES:
INtErest EXPENSE....ccvvververeeieieeeee e, (10,685) (6,278) (8,100) - (25,063)
Amortization of deferred financing fees...... (580) (66) (103) - (749)
INVEStMENt INCOME ....veevveeeeeeee e, 1,626 283 15 - 1,924
INCOME BEFORE MINORITY INTEREST
AND DISCONTINUED OPERATIONS.... 44,747 28,996 8,883 (42,415) 40,211
MINORITY INTEREST .....ccccoovverrrenenn, - (96) - - (96)
INCOME FROM CONTINUING
OPERATIONS ..o, 44,747 28,900 8,883 (42,415) 40,115
DISCONTINUED OPERATIONS:
Operations of income-producing
properties sold or held for sale................ 571 350 525 - 1,446
Gain on disposal of income-producing
PrOPEITIES .oveeeieireisieriesie e, 1,615 - 3,757 - 5,372
Income from discontinued operations ........ 2,186 350 4,282 - 6,818
NET INCOME ..o $ 46,933 $ 29,250 $ 13,165 $ (42,415) $ 46,933
Combined Non-
Equity One, Guarantor Guarantor
Condensed Statement of Cash Flows Inc. Subsidiaries Subsidiaries Consolidated
For the six months ended June 30, 2006
Net cash provided by operating activities.......... $ 1977 $ 40,078 $ 19,101 $ 61,156
INVESTING ACTIVITIES:
Additions to and purchase of properties ............. (8,778) (6,474) (73,252) (88,504)
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Condensed Statement of Cash Flows

Purchases of land held for development.............

Additions to construction in progress.................
Proceeds from disposal of properties.................
Increase in cash held in eSCrow..........c.cccceeerueee.
Proceeds from sale of securities .............ccccceuee.
Contributions to joint venture...........cc.ccccvvereenen.
Distributions from unconsolidated joint

venture from sale of property .........c..ccccveunee.
Cash used to purchase securities..........c..ccoceevenee.
Proceeds from repayment of notes receivable ...
Additions to notes receivable..............cccoeinenene
Increase in deferred leasing COStS...........cccevvenee.
Advances from (to) affiliates..........c..ccccevevrrnene.

Net cash (used in) provided by investing
ACTIVITIES vvvveveciiccce e

FINANCING ACTIVITIES:
Repayment of mortgage notes payable...............
Net borrowings (repayments) under revolving
credit facilities .......cooooeeveinii e
Proceeds from senior debt offering.....................
Repayment of senior debt...........cccccevevereriennnn.
Increase in deferred financing costs....................
Proceeds from issuance of common stock ..........
Repurchases of common stockK ............cccevevennne.
StOCK iSSUANCE COSES ....ovveeevireeieriee e
Cash dividends paid to stockholders...................
Distributions to minority interest.............ccocv.....
Net cash used in financing activities ...........cc.cc.......

NET INCREASE IN CASH AND CASH

EQUIVALENTS ...

CASH AND CASH EQUIVALENTS,
BEGINNING OF THE PERIOD ...........c.c........

CASH AND CASH EQUIVALENTS,

END OF THE PERIOD.........cccooviiiiiiiiiiiie

Condensed Statement of Cash Flows

For the six months ended June 30, 2005
Net cash provided by operating activities ..........

INVESTING ACTIVITIES:
Additions to and purchase of properties ........
Purchases of land held for development.........
Additions to construction in progress ............
Proceeds from disposal of properties.............

Combined Non-
Equity One, Guarantor Guarantor

Inc. Subsidiaries Subsidiaries Consolidated
- (10,483) (25,044) (35,527)
(1,024) (22,412) (6,728) (30,164)
2,569 359,576 18,909 381,054
(44,460) - - (44,460)
4,422 - - 4,422
- (204) - (204)

- - 1,935 1,935
(434) - (28,245) (28,679)
5,692 15 8 5,715
- (18) (15) (33)
(481) (1,531) (434) (2,446)
185,327 (333,085) 147,758 -
142,833 (14,616) 34,892 163,109
(4,926) (25,434) (53,993) (84,353)
(46,165) - - (46,165)
123,284 - - 123,284
(50,000) - - (50,000)
(1,611) - - (1,611)
6,558 - - 6,558
(49,928) - - (49,928)
(68) - - (68)
(118,603) - - (118,603)
(29) (28) - (57)
(141,488) (25,462) (53,993) (220,943)
3,322 - - 3,322
102 - - 102

$ 3424 $ - $ - $ 3424

Combined Non-
Equity One, Guarantor Guarantor

Inc. Subsidiaries Subsidiaries Consolidated
$ 26,112 $ 12,729 $ 28,099 $ 66,940
- (5,628) (12,000) (17,628)

- (9,471) (15,000) (24,471)

- - (7,507) (7,507)

- 14,460 12,936 27,396



Combined Non-
Equity One, Guarantor Guarantor
Condensed Statement of Cash Flows Inc. Subsidiaries Subsidiaries Consolidated
Cash used to purchase securities.................... (12,388) - - (12,388)
Proceeds from sale of securities.................... 1,952 - - 1,952
Proceeds from repayment of notes
receivable ... 18 - - 18
Increase in deferred leasing costs.................. - (1,075) (2,000) (3,075)
Advances from (to) affiliates............c..ccuo.... (25,310) 10,912 14,398 -
Net cash provided by (used in) investing
ACTIVITIES .. vttt (35,728) 9,198 (9,173) (35,703)
FINANCING ACTIVITIES:
Repayment of mortgage notes payable........... - (21,927) (18,926) (40,853)
Net repayments under revolving credit
FACHITIES e 32,387 - - 32,387
Proceeds from issuance of common stock ..... 15,322 - - 15,322
Stock iSSUANCE COSES....vcvverrerreireireireiesiesieaieens (156) - - (156)
Cash dividends paid to stockholders.............. (43,001) - - (43,001)
Distributions to minority interest................... (58) - - (58)
Net cash provided by (used in) financing
ACHIVILIES ..o 4,494 (21,927) (18,926) (36,359)
NET DECREASE IN CASH AND CASH
EQUIVALENTS ..o (5,122) - - (5,122)
CASH AND CASH EQUIVALENTS,
BEGINNING OF THE PERIOD..........c.ccccou.. 5,122 - - 5,122
CASH AND CASH EQUIVALENTS,
END OF THE PERIOD.......ccccooiiiiiiiieiiiici, $ - $ - $ - $ -

10. Commitments and Contingencies

As of June 30, 2006, the Company has pledged letters of credit totaling $5.9 million as
additional security for certain financings and other activities.

The Company has committed to fund approximately $24.2 million, based on current plans

and estimates, in order to complete pending development and redevelopment projects.

These

obligations, comprised principally of construction contracts, are generally due as the work is
performed and are expected to be financed by the funds available under our credit facilities.

Certain of the Company’s properties are subject to a ground lease, which are accounted for as
operating leases and have annual obligations of approximately $100,000.

Under certain Company and joint venture non-recourse mortgage loans, the Company could,
under certain circumstances, be responsible for portions of the mortgage indebtedness in connection
with certain customary non-recourse carve-out provisions such as environmental conditions, misuse
of funds and material misrepresentations. As of June 30, 2006, the Company had mortgage notes
outstanding of approximately $366.7 million and the joint venture in which the Company has an
indirect interest had mortgage notes outstanding of approximately $312.2 million.

The Company is subject to litigation in the normal course of business. However, none of the
litigation outstanding as of June 30, 2006, in the opinion of management, will have a material adverse
effect on the financial condition or results of operations of the Company.
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11. Subsequent Events

The Company exercised its rights to redeem the $75 million 7.25% senior notes due 2007 on
August 25, 2006.

In July 2006, the Board of Directors of the Company authorized the increase of the Share
Repurchase Program to $100.0 million. Future purchases of shares of common stock will be made in
the open market or in privately negotiated transactions, at the discretion of the Company's
management and as market conditions warrant, during the period commencing August 4, 2006
through December 31, 2006.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with our unaudited Condensed
Consolidated Financial Statements, including the notes thereto, which are included elsewhere herein,
our audited Consolidated Financial Statements and notes thereto for the year ended December 31,
2005, and Management's Discussion and Analysis of Financial Condition and Results of Operations
appearing in our Annual Report on Form 10-K for the year ended December 31, 2005. The results of
operations for an interim period may not give a true indication of results for the entire year.

Unless the context otherwise requires, all references to “we”, “our”, “us”, “Equity One”, and
the “Company” in this report refer collectively to Equity One, Inc. and its subsidiaries.

Critical Accounting Policies

Our 2005 Annual Report on Form 10-K contains a description of our critical accounting
policies, including revenue recognition, cost capitalization, impairment of real estate assets, purchase
accounting treatment for acquisitions, accounting for securities, impairment testing of goodwill and
joint venture accounting. For the six-month period ended June 30, 2006; there were no material
changes to these policies.

Overview
The execution of our business strategy during the second quarter of 2006 resulted in:

e An increase in the average rental rate on 78 lease renewals aggregating 289,460 square
feet by 5.2% to $12.95 per square foot;

e The execution of 86 new leases totaling 265,397 square feet at an average rental rate of
$13.45 per square foot, representing a 32.3% spread versus average rate for lost leases;
and

e The completion and leasing of $14.1 million of development projects with an incremental
NOI yield on cost of approximately 9.8%.

The execution of our business strategy during 2006 resulted in:

e Our acquisition of six retail centers and two non-retail properties and a parcel of land
held for future development for aggregate consideration of $137.5 million;

e Our sale of three income-producing properties for total consideration of $17.9 million
and realized gains of $6.1 million and the sale of two out parcels for total consideration
of $1.5 million and realized gains of $519,000;

e Our sale of 29 Texas shopping centers (“the Texas Properties”) and associated land
parcels to EQYlnvest Texas, LLC, (“the JV”) on April 25, 2006 for aggregate
consideration of $387.2 million and recorded total gains on the sale of $92.2 million. In
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connection with the sale, we realized net proceeds of approximately $308.7 million and
received a 20% interest in the JV;

e An increase in the occupancy rate in our core shopping center portfolio to 95.0% at June
30, 2006 from 93.4% at December 31, 2005;

e Our repurchase of 2.3 million shares of our common stock for total consideration of
$50.0 million;

e Our issuance of $125.0 million principal amount of 6.0% senior unsecured notes
maturing in September 2016; and

e Our repayment of $50.0 million of senior unsecured notes at maturity and our total
prepayment or defeasement of $68.7 million of mortgage notes. $54.4 million of the
mortgage prepayments and defeasances were completed in connection with the JV
transaction and resulted in an aggregate charge to earnings and FFO of $2.0 million in the
second quarter of 2006.

On April 26, 2006, we sold the Texas Properties to a joint venture in exchange for cash
consideration and a 20% interest in the JV. We also entered into a Management Agreement pursuant
to which we would continue to manage and lease the properties on behalf of the joint venture. As a
result of our significant continuing involvement with these properties after the sale, the operating
results, up to April 25, 2006, of the Texas Properties are included in income from continuing
operations for the current reporting periods, and not discontinued operations. After April 25, 2006,
the results of operations of the Texas Properties have not been consolidated, but have been accounted
for under the equity method of accounting.

Results of Operations

Our consolidated results of operations are not necessarily comparable from period to period
due to the impact of property acquisitions, dispositions, developments and redevelopments and
security investments. A large portion of the change in our statement of operations line items is
related to these changes in our portfolio.

The following summarizes items from our unaudited condensed consolidated statements of
operations which we believe are important in understanding our operations and/or those items which
have significantly changed in 2006 compared to 2005 (in thousands):

Three Months Ended

June 30,

2006 2005 % Change
Total reVENUE ..., $ 60,344 $ 63,921 5.6%
Property operating eXpenses.........c.cccueeuee. $ 17,166 $ 15,744 9.0%
Rental property depreciation and
aAMOrtiZation .......ooveveeeeee e, $ 11,474 $ 10,785 6.4%
General and administrative expenses......... $ 4,665 $ 4,370 6.8%
INterest EXPENSE ....cocvvveeverieveecece e $ 13,177 $ 13,033 1.1%
Equity in income from unconsolidated
JOINT VENLUIES ..., $ 1,655 - N/A
Loss on extinguishment of debt................. $ (1,978 - N/A
Gain on sale of real estate..........ccovvveveenne $ 92,367 - N/A
Discontinued operations ...............ccceevvenee. $ 5,871 $ 4,429 32.6%
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Comparison of the Three Months Ended June 30, 2006 to the Three Months Ended June 30, 2005

Total revenue decreased by $3.6 million, or 5.6%, to $60.3 million in 2006 from $63.9
million in 2005. The following factors accounted for this difference:

Same property revenue increased by approximately $1.3 million primarily due to
higher leasing rates at the shopping centers which increased minimum rents by
$694,000 and higher expense recovery revenue of $1.5 million, offset by lower
percentage rent of $126,000 and termination fees of $745,000;

Properties acquired during 2006 increased revenue by approximately $2.9 million;

The full year effect of properties acquired during 2005 increased revenue by
approximately $751,000;

The Texas Properties revenue decreased by $105,000 for the period prior to their sale
to the JV;

The sale of the Texas Properties decreased revenues by approximately $7.6 million;

Redevelopment activities at our properties decreased revenue by approximately $1.6
million;

Completed development properties increased revenue by $439,000; and

Property management and leasing services revenue increased by $313,000 due to the
property management and leasing of the Texas Properties.

Property operating expenses increased by $1.4 million, or 9%, to $17.1 million for 2006 from
$15.7 million in 2005. The following factors contributed to this difference:

Same property operating expenses increased by approximately $1.5 million due to an
increase in property maintenance and insurance expenses;

Properties acquired during 2006 increased operating expenses by $699,000;

The full year effect of properties acquired during 2005 increased operating expenses
by $390,000;

The Texas Properties operating expenses increased by $220,000 for the period prior
to their sale to the JV;

The sale of the Texas Properties decreased property operating expenses by
approximately $1.5 million;

Redevelopment activities at our properties increased operating expenses by
approximately $23,000; and

Completed development properties increased operating expenses by $173,000.

Services expenses increased by $412,000 to $486,000 for 2006 from $74,000 in 2005
primarily as a result of property management and leasing of the Texas Properties.

39



Rental property depreciation and amortization increased by $689,000, or 6.4%, to $11.5
million for 2006 from $10.8 million in 2005. The following factors contributed to this difference:

Same property depreciation and amortization increased by approximately $337,000
due to the amortization of tenant improvements and leasing commissions;

Properties acquired during 2006 increased depreciation and amortization by
approximately $1.5 million;

The full year effect of properties acquired during 2005 increased depreciation and
amortization by approximately $109,000;

The sale of the Texas Properties decreased depreciation and amortization by $1.4
million; and

Completed development properties increased depreciation and amortization by
approximately $105,000.

General and administrative expenses increased by $295,000, or 6.8%, to $4.7 million for
2006 from $4.4 million in 2005. Included in this increase were $189,000 in higher directors’ fees
from adding two additional members to our board of directors and an increase in travel and
entertainment expenses of $144,000.

Interest expense increased by $144,000, or 1.1%, to $13.2 million for 2006 from $13.0
million in 2005. This difference was primarily due to:

An increase of $1.6 million attributable to the issuance in September 2005 of $120.0
million principal amount of 5.375% unsecured senior notes;

An increase of $1.9 million attributable to the issuance in March 2006 of $125.0
million principal amount of 6.0% unsecured senior notes, which is partially offset by
the decrease of $971,000 in interest on the repayment in March 2006 of the $50.0
million principal amount of 7.77% $50.0 million unsecured senior notes;

An increase of $531,000 in interest expense attributable to an increase in the variable
interest rate swap on $100.0 million notional principal amount of our unsecured
notes;

A decrease of $859,000 attributable to a lower outstanding balance on our line of
credit;

A decrease of $635,000 attributable to the repayment of certain mortgage notes;

A decrease of $847,000 attributable to the repayment of certain mortgage notes
related to the Texas Properties; and

A decrease of $811,000 of interest expense related to an increase in capitalized
interest attributable to development activity.

Equity in income of unconsolidated joint ventures was $1.7 million for 2006 as compared to
no equity in income from unconsolidated joint ventures for 2005. This income is primarily due to
Parcel F LLC selling its land parcel and our pro rata share of the gain of $1.6 million and our pro rata
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share of the JV’s operating income of $5,000 for the period April 26, 2006 (inception) through June
30, 2006.

Loss on extinguishment of debt was $2.0 million for 2006 as compared to no loss for 2005.
This loss is attributable to the repayment of the debt associated with the Texas Properties in
connection with the JV Transaction in which the cost incurred to retire the debt was in excess of its
carrying value.

Gain on sale of real estate was $92.4 million in 2006 as compared to no gain for 2005. The
gain is primarily attributable to the sale of the Texas Properties in connection with the JV Transaction
of $92.2 and a sale of an out parcel resulting in a gain of $202,000 for 2006.

We sold two income-producing properties in the second quarter of 2006 and had one property
held for sale as of June 30, 2006 in which we do not have continuing involvement. The associated
operating results of $247,000 for these properties are reflected as operations of income-producing
properties sold or held for sale. The 2005 discontinued operations reflect a reclassification of
operations for properties sold during 2005 and 2006 and the property held for sale at June 30, 2006.
We recognized a gain of $5.6 million in the second quarter of 2006 related to the disposal of the
operating properties and recognized a gain of $3.8 million in the second quarter of 2005 related to
these operating properties disposed of in the second quarter of 2005.

As a result of the foregoing, net income increased by $86.2 million, or 347.9%, to $111.3
million for 2006 from $25.1 million in 2005.

The following summarizes items from our unaudited condensed consolidated statements of
operations which we believe are important in understanding our operations and/or those items which
have significantly changed in 2006 compared to 2005 (in thousands):

Six Months Ended

June 30,
2006 2005 % Change

Total reVeNUE ......eoovveiieiiececcrecce e, $ 126,730 $ 125,041 1.4%
Property operating eXpenses..........cc.cev.a. $ 34,908 $ 31,110 12.2%
Rental property depreciation and

AMOITIZAtION .. $ 23,444 $ 21,026 11.5%
General and administrative expenses........ $ 9,281 $ 8,710 6.6%
INtErest EXPENSE ....ocvevvieeeieee e $ 27,981 $ 25,063 11.6%
INVeStMent iINCOME......c.vooeeeeeeeeeee e $ 5,765 $ 1,924 199.6%
Equity in income from

unconsolidated VeNtures..........ccoevvvvveeeennne $ 1,655 - N/A
Loss on extinguishment of debt................ $  (2,270) - N/A
Gain on sale of real estate..............c.c...... $ 92,681 - N/A
Discontinued operations ...........c..cccceevene. $ 6,773 $ 6,818 1%
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Comparison of the Six Months Ended June 30, 2006 to the Six Months Ended June 30, 2005

Total revenue increased by $1.7 million, or 1.4%, to $126.7 million in 2006 from $125.0
million in 2005. The following factors contributed to this difference:

Same property revenue increased by approximately $3.1 million primarily due to
higher leasing rates at the shopping centers which increased revenue by $1.2 million
and higher expense recovery revenue by $2.9 million, offset by lower termination
fees of $1.0 million;

Properties acquired during 2006 increased revenue by approximately $4.5 million;

The full year effect of properties acquired during 2005 increased revenue by
approximately $1.7 million;

The Texas Properties revenue increased by $490,000 for the period prior to their sale
to the JV;

The disposition of the Texas Properties decreased revenue by approximately $7.6
million;

Redevelopment activities at our properties decreased revenue by $1.8 million;

Completed development properties increased revenue by approximately $967,000;
and

Property management and leasing services revenue increased by $404,000 due to
management and leasing of the Texas Properties.

Property operating expenses increased by $3.8 million, or 12.2%, to $34.9 million for 2006
from $31.1 million in 2005. The following factors contributed to this difference:

Same property operating expenses increased by approximately $2.7 million due to an
increase in property maintenance, insurance and real estate taxes expenses;

Properties acquired during 2006 increased operating expenses by approximately $1.1
million;

The full year effect of properties acquired during 2005 increased operating expenses
by approximately $649,000;

The Texas Properties operating expenses increased by $296,000 for the period prior
to their sale to the JV;

The disposition of the Texas Properties decreased operating expenses by
approximately $1.5 million;

Redevelopment activities at our properties increased operating expenses by
$176,000; and
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The completion of development and redevelopment properties increased property
operating expenses by approximately $197,000.

Services expenses increased by $467,000 to $503,000 for 2006 from $96,000 in 2005 as a
result of property management and leasing of the Texas Properties.

Rental property depreciation and amortization increased by approximately $2.4 million, or
11.5%, to $23.4 million for 2006 from $21.0 million in 2005. The following factors contributed to

this difference:

Same property depreciation and amortization increased by approximately $702,000
due to the amortization of tenant improvements and leasing commission
amortization;

Properties acquired during 2006 increased depreciation and amortization by
approximately $2.5 million;

The full year effect of properties acquired during 2005 increased depreciation and
amortization by approximately $274,000;

The sale of the Texas Properties decreased rental property depreciation and
amortization by approximately $1.1 million; and

Completed development properties increased depreciation and amortization by
approximately $168,000.

General and administrative expenses increased by $571,000, or 6.6%, to $9.3 million for
2006 from $8.7 million in 2005. Included in this increase were $310,000 of director fees from adding
two additional members to our board of directors, $171,000 in office expenses related to our new
corporate office, and $87,000 of depreciation related to the additional furniture and fixture purchases.

Interest expense increased by $2.9 million, or 11.6% to $28.0 million for 2006 from $25.1
million in 2005. This difference was primarily due to:

An increase of $3.2 million attributable to the issuance in September 2005 of the
$120.0 million principal amount of 5.375% unsecured senior notes;

An increase of $2.3 million attributable to the issuance in March 2006 of $125.0
million principal amount of 6.0% unsecured senior notes, which is partially offset by
the decrease of $971,000 in interest on the repayment in March 2006 of the $50.0
million principal amount of 7.77% $50.0 million unsecured senior notes;

An increase of $1.9 million in interest expense attributable to an increase in the
variable interest rate swap on $100.0 million notional principal of our unsecured
notes;

A decrease of $239,000 attributable to a lower outstanding balance on our line of
credit;

A decrease of $1.1 million attributable to the repayment of certain mortgage notes;
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e A decrease of $1.2 million attributable to the repayment of certain mortgage notes
related to the Texas Properties; and

e A decrease of $1.3 million of interest expense related to an increase in capitalized
interest attributable to development activity.

Investment income increased by $3.8 million, primarily due to $4.3 million of dividend
income related to the $1.20 dividend per ordinary share declared by DIM in March 2006.

Equity in income of unconsolidated joint ventures was $1.7 million for 2006 as compared to
no equity in income from unconsolidated joint ventures for 2005. This income is primarily due to
Parcel F LLC selling its land parcel and our pro rata share of the gain of $1.6 million and our pro rata
share of the JV’s operating income of $5,000 for the period April 26, 2006 (inception) through June
30, 2006.

Loss on extinguishment of debt was $2.3 million for 2006 as compared to no loss for 2005.
This loss is primarily attributable to the repayment of the debt associated with the Texas Properties in
connection with the JV Transaction, in which the cost incurred to retire the debt was in excess of the
carrying value of $2.0 million, and the retirement of certain other mortgage debt, incurring costs in
excess of the carrying value of $300,000.

Other income increased by $389,000 due to a legal settlement.

Gain on sale of real estate was $92.7 million in 2006 as compared to no gain for 2005. The
gain is primarily attributable to the sale of the Texas Properties in connection with the JV Transaction
of $92.2 and a sale of two out parcels resulting in a gain of $516,000 for 2006.

We sold three income-producing properties in the six months period ended June 30, 2006 and
had one property held for sale as of June 30, 2006, in which we do not have continuing involvement.
The associated operating results of $657,000 for these properties are reflected as operations of
income-producing properties sold or held for sale. The 2005 discontinued operations reflect a
reclassification of operations for properties sold during 2005 and 2006 and property held for sale at
June 30, 2006. We recognized a gain of $6.1 million in the six month period ended June 30, 2006
related to the disposal of these operating properties and recognized a gain of $5.4 million for the six
months ended June 30, 2005 related to the operating properties disposed of during 2005.

As a result of the foregoing, net income increased by $86.8 million, or 184.9%, to $133.7
million for 2006 from $46.9 million in 2005.

Funds From Operations

We believe Funds from Operations (“FFO”) (combined with the primary GAAP
presentations) is a useful supplemental measure of our operating performance that is a recognized
metric used extensively by the real estate industry and, in particular, REITs. The National
Association of Real Estate Investment Trusts (“NAREIT”) stated in its April 2002 White Paper on
Funds from Operations, “Historical cost accounting for real estate assets implicitly assumes that the
value of real estate assets diminish predictably over time. Since real estate values instead have
historically risen or fallen with market conditions, many industry investors have considered
presentations of operating results for real estate companies that use historical cost accounting to be
insufficient by themselves.”

FFO, as defined by NAREIT, is “net income (computed in accordance with GAAP),
excluding gains (or losses) from sales of depreciable real property, plus depreciation and
amortization, and after adjustments for unconsolidated partnerships and joint ventures”. It states
further that “adjustments for unconsolidated partnerships and joint ventures will be calculated to
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reflect funds from operations on the same basis.” We believe that financial analysts, investors and
stockholders are better served by the clearer presentation of comparable period operating results
generated from our FFO measure. Our method of calculating FFO may be different from methods
used by other REITs and, accordingly, may not be comparable to such other REITs.

FFO is presented to assist investors in analyzing our operating performance. FFO (i) does not
represent cash flow from operations as defined by GAAP, (ii) is not indicative of cash available to
fund all cash flow needs, including the ability to make distributions, (iii) is not an alternative to cash
flow as a measure of liquidity, and (iv) should not be considered as an alternative to net income
(which is determined in accordance with GAAP) for purposes of evaluating our operating
performance. We believe net income is the most directly comparable GAAP measure to FFO.

The following table illustrates the calculation of FFO for the three and six month periods
ended June 30, 2006 and 2005 (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
NEt INCOME ...vcvviiceeiiceere s $ 111,347 $ 25,143 $ 133,712 $ 46,933
Adjustments:
Rental property depreciation and
amortization, including discontinued
OPEFALIONS...cveeuieieeeecie e 11,493 10,938 23,532 21,384
Gain on disposal of depreciable real
PrOPEIY .o (92,704) (3,757) (93,196) (5,372)
Pro rata share of real estate depreciation
from unconsolidated joint venture ............. 508 - 508 -
Minority iNterest ......cocvvvvveieeeee e, 122 27 150 55
Funds from 0perations ...........c...cccceeeeverrinnnns $ 30,766 $ 32,351 $ 64,706 $ 63,000

The following table reflects the reconciliation of FFO per diluted share to earnings per diluted
share, the most directly comparable GAAP measure, for the periods presented:

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
Earnings per diluted share*..........c.ccocoevvvevevererinnas $ 149 $ 034 $ 177 $ 0.63
Adjustments:
Rental property depreciation and amortization,
including discontinued operations..................... 0.15 0.14 0.31 0.29
Gain on disposal of depreciable real estate........... (1.24) (0.05) (1.23) (0.07)
Pro rata share of real estate depreciation from
unconsolidated joint venture............ccoceevvnennee 0.01 - 0.01 -
Funds from operations per diluted share........... $ 041 $ 0.43 $ 0.86 $ 0.85

* Earnings per diluted share reflect the add-back of the minority interest(s) which are convertible to shares of
our common stock.
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LIQUIDITY AND CAPITAL RESOURCES

As of June 30, 2006, we had approximately $3.4 million of available cash and cash
equivalents and $45.5 million of cash held in escrow. As a REIT, we are required to distribute at least
90% of our taxable income to our stockholders on an annual basis. Therefore, as a general matter, it
is unlikely that we will have any substantial cash balances that could be used to meet any immediate
liquidity needs. We also have approximately $227.2 million available that can be drawn under our
unsecured revolving credit facilities.

JV Transaction

Upon closing of the JV Transaction in April 2006 we received net cash proceeds, after
transaction costs, of approximately $382.0 million. The proceeds were used to repay $55.4 million of
mortgage notes payable associated with the properties, make a contribution to the JV of $16.4
million, pay the $1.00 per common share special dividend totaling $73.3 million, fund $126.0 million
of future property acquisitions by placing the funds with a qualified intermediary, repurchase $50.0
million of our common stock and the remaining proceeds were used to pay down a portion of the
outstanding balance on the unsecured revolving credit facility.

The following summary discussion of our cash flows is based on the consolidated statements
of cash flows and is not meant to be an all-inclusive discussion of the changes in our cash flows for
the periods presented below (in thousands):

Six Months Ended

June 30,
Increase
2006 2005 (Decrease)
Net cash provided by operating activities........ $ 61,156 $ 66,940 $ (5,784)
Net cash provided by (used in) investing
ACHIVITIES ..o 163,109 (35,703) 198,812
Net cash used in financing activities............... (220,943) (36,359) 184,584

Our principal source of operating cash flow is related to the cash generated from our rental
properties. Our properties provide a relatively consistent stream of cash flow that provides us with
resources to fund operating expenses, debt service and quarterly dividends. In addition, over the past
year, we have raised funds through the issuance of debt securities, the sale of the Texas Properties and
the sale of selected individual properties.

Our principal demands for liquidity are maintenance expenditures, repairs, property taxes,
insurance premiums and tenant improvements relating to rental properties, leasing costs, acquisition
and development activities, debt service and repayment obligations and distributions to our
stockholders. The principal sources of funding for our operations are operating cash flows, the
issuance of equity and debt securities, the placement of mortgage loans and periodic borrowings
under our revolving credit facilities.

Cash provided by investing activities is usually from the sale of properties. For the six
months ended June 30, 2006, the source of funds was primarily from the proceeds of the disposition
the Texas Properties. Cash used in investing activities is to fund acquisitions, development and
redevelopment costs, recurring and nonrecurring capital expenditures and leasing expenses. We invest
in new projects that enable us to take advantage of our development, leasing and property
management skills and invest in existing properties that meet our investment criteria.

Cash used in financing activities is primarily for the repayment of indebtedness and payment
of our dividend. For the six months ended June 30, 2006 we also repurchased $50.0 million of our
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common stock. Cash provided by financing activities is primarily from the issuance of debt and
equity securities. For the six months ended June 30, 2006 we issued $125.0 million of senior
unsecured notes and repaid $50.0 million of senior notes upon maturity.

The following table sets forth certain information regarding future contractual obligations,
excluding interest, as of June 30, 2006 (in thousands):

Payments due by period

Less than More than

Contractual Obligations Total 1 year @ 1-3 years 3-5 years 5 years
Mortgage notes payable:
Scheduled amortization ......... $ 100,782 $ 4,509 $ 19,378 $ 25,969 $ 50,926
Balloon payments.................. 265,917 - 31,338 180,953 53,626

Total mortgage obligations........ 366,699 4,509 50,716 206,922 104,552
Unsecured revolving credit

facilitieS....coovvvviiececne 47,000 - - 47,000 -
Letters of credit .......ccoovevvvericinnne, 5,944 1,418 4,526 - -
Unsecured senior notes®.............. 545,000 75,000 - 200,000 270,000
Capital 1eases.......ccovevvevvererirernenn, - - - - -
Operating 1€ases .......cccceeveverernns 574 177 228 95 74
Development and redevelopment... 24,200 12,100 12,100 - -
Total contractual obligations.......... $ 989,417 $ 93,204 $ 67570 $ 454,017 $ 374,626

@ $100 million of the outstanding balance has been swapped to a floating interest rate based on the 6 month LIBOR

in arrears, plus 0.4375%. The contractual obligations for the unsecured senior notes do not reflect this interest rate
swap.

@ Amount represents balance of obligation for the remainder of the 2006 year.

Our debt level could subject us to various risks, including the risk that our cash flow will be
insufficient to meet required payments of principal and interest, and the risk that the resulting reduced
financial flexibility could inhibit our ability to develop or improve our rental properties, withstand
downturns in our rental income or take advantage of business opportunities. In addition, because we
currently anticipate that only a small portion of the principal of our indebtedness will be repaid prior
to maturity, it is expected that it will be necessary to refinance the majority of our debt. Accordingly,
there is a risk that such indebtedness will not be able to be refinanced or that the terms of any
refinancing will not be as favorable as the terms of our current indebtedness.

Off-Balance Sheet Arrangements

We have pledged letters of credit totaling $5.9 million as additional security for certain
financings and other activities.

We have committed to fund approximately $24.2 million, based on current plans and
estimates, in order to complete pending development and redevelopment projects. These obligations,
comprised principally of construction contracts, are generally due as the work is performed and are
expected to be financed by the funds available under our credit facilities.

Certain of our properties are subject to a ground lease, which are accounted for as operating
leases and have annual obligations of approximately $100,000.

Under certain of the joint venture and our non-recourse mortgage loans, we could, under
certain circumstances, be responsible for portions of the mortgage indebtedness in connection with
certain customary non-recourse carve-out provisions such as environmental conditions, misuse of
funds and material misrepresentations. As of June 30, 2006, we had mortgage notes outstanding of
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approximately $366.7 million and the joint venture in which we have an indirect interest had
mortgage notes outstanding of approximately $312.2 million, of which our exposure is limited by the
subsidiary’s capitalization of $3.0 million. Our proportionate share of the joint venture’s loans was
$62.4 million.

Developments and Redevelopments

e As of June 30, 2006, we had various development and redevelopment projects
underway or in the planning stage totaling approximately $153.0 million of asset
value, which based on current plans and estimates, are expected to require $24.2
million of additional capital to complete beyond the $128.8 million already invested.
These include:

e The near-term completion of two supermarket-anchored shopping centers, in McDonough,
Georgia, and Huntsville, Alabama;

o Belfair Towne Village in Bluffton, South Carolina, where we are adding 41,250 square feet
of retail space to the existing center;

e St. Lucie West Plaza, adjacent to our Cashmere Corners property in Port St. Lucie, Florida,
where we are building 20,000 square feet of retail shops;

e Windy Hill in North Myrtle Beach, South Carolina, where we are adding 4,000 square feet of
retail space to the existing center;

o West Roxbury in West Roxbury, Massachusetts, where we are adding 8,000 square feet of
retail space to the existing center; and

o Bluebonnet Village in Baton Rouge, Louisiana, where we are adding 10,750 square feet of
retail space to the existing center.

These developments and redevelopments are scheduled for completion beginning in the third
quarter of 2006. During the six months ended June 30, 2006, we completed and leased a total of
$18.1 million of development and redevelopment projects resulting in incremental net operating
income of approximately $1.8 million on an annualized basis.

Equity

For the six months ended June 30, 2006, we issued 211,070 shares of our common stock at
prices ranging from $22.92 to $24.01 per share pursuant to our Dividend Reinvestment and Stock
Purchase Plan. As of June 30, 2006, we have 5.4 million shares remaining for sale under that plan.
Effective March 1, 2006, all aspects of the plan were suspended.

On May 12, 2006, the Company’s Board of Directors approved a quarterly dividend of $0.30
per share and, in connection with the JV Transaction, a one-time special cash dividend of $1.00 per
common share, which were paid on June 30, 2006, to stockholders of record on June 16, 2006, for
approximately $95.8 million.

During the second quarter 2006, the Company commenced a program to repurchase up to
$50.0 million of the Company’s outstanding common stock from time to time through periodic open
market transactions or through privately negotiated transactions. As of June 30, 2006, approximately
2,252,900 shares have been repurchased and retired at an average purchase price of $22.19 per share,
for an aggregate consideration of $50.0 million. On July 24, 2006, the Company’s Board of Directors
increased the Share Repurchase Program to $100.0 million. The additional stock repurchases will be
through the period ending December 31, 2006.
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Future Capital Requirements

We believe, based on currently proposed plans and assumptions relating to our operations,
that our existing financial arrangements, together with cash generated from our operations, will be
sufficient to satisfy our cash requirements for a period of at least twelve months. In the event that our
plans change, our assumptions change or prove to be inaccurate or cash flows from operations or
amounts available under existing financing arrangements prove to be insufficient to fund our
expansion and development efforts or to the extent we discover suitable acquisition targets the
purchase price of which exceeds our existing liquidity, we would be required to seek additional
sources of financing. Additional financing may not be available on acceptable terms or at all, and any
future equity financing could be dilutive to existing stockholders. If adequate funds are not available,
our business operations could be materially adversely affected.

Distributions

We believe that we qualify and intend to qualify as a REIT under the Internal Revenue Code.
As a REIT, we are allowed to reduce taxable income by all or a portion of our distributions to
stockholders. As distributions have exceeded taxable income, no provision for federal income taxes
has been made. While we intend to continue to pay dividends to our stockholders, we also will
reserve such amounts of cash flow as we consider necessary for the proper maintenance and
improvement of our real estate and other corporate purposes, while still maintaining our qualification
asaREIT.

Inflation

Many of our leases contain provisions designed to partially mitigate the adverse impact of
inflation. Such provisions include clauses enabling us to receive percentage rents based on tenant
gross sales above predetermined levels, which rents generally increase as prices rise, or escalation
clauses which are typically related to increases in the Consumer Price Index or similar inflation
indices. Most of our leases require the tenant to pay its share of operating expenses, including
common area maintenance, real estate taxes and insurance, thereby reducing our exposure to
increases in costs and operating expenses resulting from inflation.

Our financial results are affected by general economic conditions in the markets in which our
properties are located. An economic recession, or other adverse changes in general or local economic
conditions could result in the inability of some existing tenants to meet their lease obligations and
could otherwise adversely affect our ability to attract or retain tenants. The properties are typically
anchored by supermarkets, drug stores and other consumer necessity and service retailers which
typically offer day-to-day necessities rather than luxury items. These types of tenants, in our
experience, generally maintain more consistent sales performance during periods of adverse
economic conditions.

CAUTIONARY STATEMENT RELATING TO FORWARD LOOKING STATEMENTS

Certain matters discussed in this Quarterly Report on Form 10-Q contain “forward-looking
statements” for purposes of Section 27A of the Securities Act of 1933, as amended and Section 21E
of the Securities Exchange Act of 1934, as amended. These forward-looking statements are based on
current expectations and are not guarantees of future performance.

All statements other than statements of historical facts are forward-looking statements, and
can be identified by the use of forward-looking terminology such as “may,” “will,” “might,” “would,”
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“expect,” “anticipate,” “estimate,” “would,” “could,” *“should,” *believe,” “intend,” *project,”
“forecast,” “target,” “plan,” or “continue” or the negative of these words or other variations or
comparable terminology. Such statements are subject to certain risks, trends and uncertainties that
could cause actual results to differ materially from those projected. Because these statements are
subject to risks and uncertainties, actual results may differ materially from those expressed or implied
by the forward-looking statements. We caution you not to place undue reliance on those statements,
which speak only as of the date of this report.

Among the factors that could cause actual results to differ materially are:

e general economic conditions, competition and the supply of and demand for shopping
center properties in our markets;

e management’s ability to successfully combine and integrate the properties and operations
of separate companies t