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UNITED STATES
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Washington, DC 20549

FORM 10-Q
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QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
T
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Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Corporate Office Properties Trust y Yes o No
Corporate Office Properties, L.P. y Yes o No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Corporate Office Properties Trust

Large accelerated filer x Accelerated filer o Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting
company)

Corporate Office Properties, L.P.

Large accelerated filer o Accelerated filer o Non-accelerated filer x Smaller reporting company o
(Do not check if a smaller reporting
company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act)

Corporate Office Properties Trust o Yes y No
Corporate Office Properties, L.P. Trust o Yes y No

As of April 18,2014, 87,607,331 of Corporate Office Properties Trust’s Common Shares of Beneficial Interest, $0.01
par value, were issued and outstanding.

EXPLANATORY NOTE

This report combines the quarterly reports on Form 10-Q for the period ended March 31, 2014 of Corporate Office
Properties Trust (“COPT”) and subsidiaries (collectively, the “Company”) and Corporate Office Properties, L.P. (“COPLP”)
and subsidiaries (collectively, the “Operating Partnership”). Unless stated otherwise or the context otherwise requires,

“we,” “our,” and “us” refer collectively to COPT, COPLP and their subsidiaries.

COPT is a real estate investment trust, or REIT, and the sole general partner of COPLP. As of March 31, 2014, COPT
owned approximately 96% of the outstanding common units and approximately 96% of the outstanding preferred
units in COPLP. The remaining common and preferred units are owned by certain trustees of COPT and certain
non-affiliated investors. As the sole general partner of COPLP, COPT controls COPLP and can cause it to enter into
major transactions including acquisitions, dispositions and refinancings and cause changes in its line of business,
capital structure and distribution policies.

There are a few differences between the Company and the Operating Partnership which are reflected in this Form
10-Q. We believe it is important to understand the differences between the Company and the Operating Partnership in
the context of how the Company and the Operating Partnership operate as an interrelated, consolidated company.
COPT is a real estate investment trust, whose only material asset is its ownership of partnership interests of COPLP.
As aresult, COPT does not conduct business itself, other than acting as the sole general partner of COPLP, issuing
public equity from time to time and guaranteeing certain debt of COPLP. COPT itself is not directly obligated under
any indebtedness but guarantees some of the debt of COPLP. COPLP owns substantially all of the assets of COPT
either directly or through its subsidiaries, conducts almost all of the operations of the business and is structured as a
limited partnership with no publicly traded equity. Except for net proceeds from public equity issuances by COPT,
which are contributed to COPLP in exchange for partnership units, COPLP generates the capital required by COPT’s
business through COPLP’s operations, by COPLP’s direct or indirect incurrence of indebtedness or through the
issuance of partnership units.
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Noncontrolling interests and shareholders’ equity and partners’ capital are the main areas of difference between the
consolidated financial statements of COPT and those of COPLP. The common limited partnership interests in COPLP
not owned by COPT are accounted for as partners’ capital in COPLP’s consolidated financial statements and as
noncontrolling interests in COPT’s consolidated financial statements. COPLP’s consolidated financial statements also
reflect COPT’s noncontrolling interests in certain real estate partnerships, limited liability companies (“LLCs”), business
trusts and corporations; the differences between shareholders’ equity, partners’ capital and noncontrolling interests
result from the differences in the equity issued at the COPT and COPLP levels and in COPT’s noncontrolling interests
in these real estate partnerships, LLCs, business trusts and corporations. The only other significant differences

between the consolidated financial statements of COPT and those of COPLP are assets in connection with a
non-qualified elective deferred compensation plan
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(comprised primarily of mutual funds and equity securities) and the corresponding liability to the plan’s participants
that are held directly by COPT.

We believe combining the quarterly reports on Form 10-Q of the Company and the Operating Partnership into this
single report results in the following benefits:

combined reports better reflect how management and the analyst community view the business as a single operating
unit;

combined reports enhance investors” understanding of the Company and the Operating Partnership by enabling them to
view the business as a whole and in the same manner as management;

combined reports are more efficient for the Company and the Operating Partnership and result in savings in time,
effort and expense; and

combined reports are more efficient for investors by reducing duplicative disclosure and providing a single document
for their review.

To help investors understand the significant differences between the Company and the Operating Partnership, this
report presents the following separate sections for each of the Company and the Operating Partnership:
consolidated financial statements;

the following notes to the consolidated financial statements:

Note 3, Fair Value Measurements of COPT and subsidiaries and COPLP and subsidiaries; and

Note 16, Earnings per Share of COPT and subsidiaries and Earnings per Unit of COPLP and subsidiaries;

Ttem 2: Management’s Discussion and Analysis of Financial Condition and Results of Operations - Liquidity and
Capital Resources of COPT”; and

.Ttem 2: Management’s Discussion and Analysis of Financial Condition and Results of Operations - Liquidity and
Capital Resources of the Operating Partnership.”

This report also includes separate sections under Part I, Item 4. Controls and Procedures and separate Exhibit 31 and
Exhibit 32 certifications for each of COPT and COPLP to establish that the Chief Executive Officer and the Chief
Financial Officer of each entity have made the requisite certifications and that COPT and COPLP are compliant with
Rule 13a-15 and Rule 15d-14 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), and 18 U.S.C.
§1350.
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PART I: FINANCIAL INFORMATION
ITEM 1. Financial Statements

Corporate Office Properties Trust and Subsidiaries
Consolidated Balance Sheets

(in thousands, except share data)

(unaudited)

Assets

Properties, net:

Operating properties, net

Projects in development or held for future development

Total properties, net

Cash and cash equivalents

Restricted cash and marketable securities

Accounts receivable (net of allowance for doubtful accounts of $2,353 and $2,976,
respectively)

Deferred rent receivable (net of allowance of $1,495 and $2,126, respectively)
Intangible assets on real estate acquisitions, net

Deferred leasing and financing costs, net

Mortgage and other investing receivables

Prepaid expenses and other assets

Total assets

Liabilities and equity

Liabilities:

Debt, net

Accounts payable and accrued expenses

Rents received in advance and security deposits

Dividends and distributions payable

Deferred revenue associated with operating leases

Interest rate derivatives

Other liabilities

Total liabilities

Commitments and contingencies (Note 17)

Redeemable noncontrolling interest

Equity:

Corporate Office Properties Trust’s shareholders’ equity:

Preferred Shares of beneficial interest at liquidation preference ($0.01 par value;
25,000,000 shares authorized; 9,431,667 shares issued and outstanding)
Common Shares of beneficial interest ($0.01 par value; 125,000,000 shares authorized,
shares issued and outstanding of 87,594,931 at March 31, 2014 and 87,394,512 at
December 31, 2013)

Additional paid-in capital

Cumulative distributions in excess of net income

Accumulated other comprehensive income

Total Corporate Office Properties Trust’s shareholders’ equity

Noncontrolling interests in subsidiaries:

March 31,
2014

$2,729,003
495,625
3,224,628
18,374
10,965

30,152

91,082
55,678
65,855
55,231
53,932
$3,605,897

$1,931,831
97,451
28,267
29,122
12,281
3,196
13,060
2,115,208

17,654

249,083

876

1,816,467
(665,708 )
2,072
1,402,790

December 31,
2013

$2,702,693
511,608
3,214,301
54,373
11,448

27,000

89,456
59,258
66,267
53,663
54,186
$ 3,629,952

$ 1,927,703
98,785
31,492
29,080
10,369
3,309
14,207
2,114,945

17,758

249,083

874

1,814,015
(641,868 )
3,480
1,425,584
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Common units in COPLP

Preferred units in COPLP

Other consolidated entities

Noncontrolling interests in subsidiaries

Total equity

Total liabilities, redeemable noncontrolling interest and equity

See accompanying notes to consolidated financial statements.

3

51,757
8,800
9,688
70,245
1,473,035
$3,605,897

53,468
8,800

9,397
71,665
1,497,249
$ 3,629,952
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Corporate Office Properties Trust and Subsidiaries
Consolidated Statements of Operations

(in thousands, except per share data)

(unaudited)

Revenues

Rental revenue

Tenant recoveries and other real estate operations revenue
Construction contract and other service revenues

Total revenues

Expenses

Property operating expenses

Depreciation and amortization associated with real estate operations
Construction contract and other service expenses

General, administrative and leasing expenses

Business development expenses and land carry costs
Total operating expenses

Operating income

Interest expense

Interest and other income

Loss on early extinguishment of debt

Income from continuing operations before equity in income of unconsolidated entities and

income taxes

Equity in income of unconsolidated entities

Income tax expense

Income from continuing operations

Discontinued operations

Income before gain on sales of real estate

Gain on sales of real estate

Net income

Net (income) loss attributable to noncontrolling interests:
Common units in COPLP

Preferred units in COPLP

Other consolidated entities

Net income attributable to COPT

Preferred share dividends

Net income attributable to COPT common shareholders
Net income attributable to COPT:

Income from continuing operations

Discontinued operations, net

Net income attributable to COPT

Basic earnings per common share (1)

Income from continuing operations

Discontinued operations

Net income attributable to COPT common shareholders
Diluted earnings per common share (1)

For the Three Months
Ended March 31,

2014 2013
$98,035 $91,849
26,842 20,108
21,790 14,262
146,667 126,219
49,772 40,388
43,596 27,010
18,624 13,477

8,143 7,820

1,326 1,359
121,461 90,054
25,206 36,165
(20,827 (20,290 )
1,285 946

— (5,184 )
5,664 11,637

60 41

(64 (16 )
5,660 11,662

11 1,261

5,671 12,923

— 2,354

5,671 15,277

(16 (429 )
(165 (165 )
(749 337

4,741 15,020
(4,490 (6,106 )
$251 $8,914
$4,728 $13,849

13 1,171

$4,741 $15,020
$0.00 $0.09

0.00 0.02

$0.00 $0.11
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Income from continuing operations $0.00 $0.09
Discontinued operations 0.00 0.02
Net income attributable to COPT common shareholders $0.00 $0.11
Dividends declared per common share $0.275 $0.275

(1) Basic and diluted earnings per common share are calculated based on amounts attributable to common
shareholders of Corporate Office Properties Trust.
See accompanying notes to consolidated financial statements.

4

10
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Corporate Office Properties Trust and Subsidiaries
Consolidated Statements of Comprehensive Income
(in thousands)

(unaudited)

Net income

Other comprehensive income

Unrealized (losses) gains on interest rate derivatives

Losses on interest rate derivatives included in interest expense
Other comprehensive (loss) income

Comprehensive income

Comprehensive income attributable to noncontrolling interests
Comprehensive income attributable to COPT

See accompanying notes to consolidated financial statements.

For the Three Months Ended

March 31,
2014 2013
$5,671 $15,277

(2,123 ) 462

695 658

(1,428 ) 1,120

4,243 16,397

911 ) (352 )
$3,332 $16,045

11



Edgar Filing: CORPORATE OFFICE PROPERTIES TRUST - Form 10-Q

Corporate Office Properties Trust and Subsidiaries

Consolidated Statements of Equity
(Dollars in thousands)
(unaudited)

Preferred
Shares

Balance at December 31, 2012
(80,952,986 common shares
outstanding)

Conversion of common units
to common shares (248,644
shares)

Common shares issued to the
public (4,485,000 shares)
Exercise of share options
(16,453 shares)

Share-based compensation
Restricted common share
redemptions (60,960 shares)
Adjustments to noncontrolling
interests resulting from
changes in ownership of
COPLP

Comprehensive income
Dividends

Distributions to owners of
common and preferred units in—
COPLP

Contributions from
noncontrolling interests in
other consolidated entities
Adjustment to arrive at fair
value of redeemable
noncontrolling interest

Tax loss from share-based
compensation

Balance at March 31, 2013
(85,758,438 common shares
outstanding)

$333,833

$333,833

Balance at December 31, 2013
(87,394,512 common shares
outstanding)

Conversion of common units
to common shares (48,498
shares)

$249,083

Commo

Shares

$ 809

45

$858

$ 874

) Accumulated
.. Cumulative
Additional C . ) )
. Distributions 1 .Noncontrolli
aid-in lbomprehenm e
. Excess of Net Ynterests
Capital Income
Income
(Loss)

$1,653,672 $(617,455) $ (5,435 ) $ 71,075
3,172 — — (3,175 )
117,868 — — —
301 — — —
1,999 — — —
(1,576 ) — — —
(2,229 ) — — 2,229
— 15,020 1,025 1,142
— (29,699 ) — —
— — — (1,215 )
— — — 85
(848 ) — — —
(104 ) — — —
$1,772,255 $ (632,134 ) $ (4,410 ) $ 70,141
$1,814,015 $ (641,868 ) $ 3,480 $ 71,665
651 — — (651 )

nlgotal

$1,436,499

117,913

301
2,000
(1,576

17,187
(29,699
(1,215

85

(848

(104

$1,540,543

$1,497,249

12
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Exercise of share options
(26,614 shares)
Share-based compensation — 2 1,854
Restricted common share . (1092
redemptions (40,965 shares) ’
Adjustments to noncontrolling
interests resulting from
changes in ownership of
COPLP

Comprehensive income — — —
Dividends — — —
Distributions to owners of

common and preferred units in— — —

COPLP

Adjustment to arrive at fair

value of redeemable — — 540
noncontrolling interest

Balance at March 31, 2014

(87,594,931 common shares $249,083 $876 $1,816,467
outstanding)

See accompanying notes to consolidated financial statements.

— 568

— (69

6

)_ —

4,741 (1,408
(28,581 ) —

$ (665,708 ) $ 2,072

69

) 408

(1,246

$ 70,245

)

568
1,856
(1,092 )

3,741
(28,581 )
(1,246 )

540

$1,473,035

13
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Corporate Office Properties Trust and Subsidiaries
Consolidated Statements of Cash Flows

(in thousands)

(unaudited)

Cash flows from operating activities

Revenues from real estate operations received
Construction contract and other service revenues received
Property operating expenses paid

Construction contract and other service expenses paid
General, administrative, leasing, business development and land carry costs paid
Interest expense paid

Previously accreted interest expense paid

Payments in connection with early extinguishment of debt
Interest and other income received

Income taxes refund

Net cash provided by operating activities

Cash flows from investing activities

Construction, development and redevelopment

Tenant improvements on operating properties

Other capital improvements on operating properties
Mortgage and other loan receivables funded

Leasing costs paid

Other

Net cash used in investing activities

Cash flows from financing activities

Proceeds from debt

Revolving Credit Facility

Other debt proceeds

Repayments of debt

Revolving Credit Facility

Scheduled principal amortization

Other debt repayments

Deferred financing costs paid

Net proceeds from issuance of common shares
Common share dividends paid

Preferred share dividends paid

Distributions paid to noncontrolling interests in COPLP
Restricted share redemptions

Other

Net cash (used in) provided by financing activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents

Beginning of period

End of period

See accompanying notes to consolidated financial statements.

For the Three Months Ended

March 31,
2014

$116,386
17,289
(42,739
(11,397
(9,906
(18,403
(101

217

192
51,538

(42,625
(4,357
(9,115
(395
(4,422
59
(60,855

5,700

(1,855
(50

C

568
(24,036
(4,490
(1,253
(1,092
(165
(26,682
(35,999

54,373
$18,374

A P T

— O N '

N N N N N

2013

$119,348
15,695
(38,865
(15,588
(8,521
(18,018
(2,263
(4,803
320

6
47,311

(44,361
(5,263
(9,327
(2,231
(3,436
4,442
(60,176

99,000
68,132

(99,000
(2,512
(125,877
(1,109
118,389
(22,276
(6,106
(1,370
(1,576
85
25,780
12,915

10,594
$23,509

~— N N '

~— N N

R N S

14
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Corporate Office Properties Trust and Subsidiaries
Consolidated Statements of Cash Flows (continued)
(in thousands)

(unaudited)

Reconciliation of net income to net cash provided by operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and other amortization

Impairment losses

Settlement of previously accreted interest expense

Amortization of deferred financing costs

Decrease (increase) in deferred rent receivable

Amortization of net debt discounts

Loss (gain) on sales of real estate

Share-based compensation

Loss on early extinguishment of debt

Other

Changes in operating assets and liabilities:

(Increase) decrease in accounts receivable

Decrease in restricted cash and marketable securities

(Increase) decrease in prepaid expenses and other assets

Increase (decrease) in accounts payable, accrued expenses and other liabilities
Decrease in rents received in advance and security deposits

Net cash provided by operating activities

Supplemental schedule of non-cash investing and financing activities:

Decrease in accrued capital improvements, leasing and other investing activity costs
(Decrease) increase in fair value of derivatives applied to accumulated other
comprehensive income (loss) and noncontrolling interests

Dividends/distribution payable

Decrease in noncontrolling interests and increase in shareholders’ equity in connection
with the conversion of common units into common shares

Adjustments to noncontrolling interests resulting from changes in COPLP ownership
(Decrease) increase in redeemable noncontrolling interest and (increase) decrease in
shareholders’ equity to carry redeemable noncontrolling interest at fair value

See accompanying notes to consolidated financial statements.

For the Three Months Ended

March 31,
2014

$5,671

44,101
1
1,167
398
171

4
1,555
(78
(1,032

(1,769
283
(494
4,785
(3,225
$51,538
$(7,985
$(1,443
$29,122
$651
$69

$(540

)

2013
$15,277

28,782
1,857
(2,263
1,528
(4,236
710
(2,354
1,649
381
(580

6,342
201
4,180
(2,555
(1,608
$47.311
$(5,353
$1,105
$29,947
$3,175
$2,229

$848

16
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Corporate Office Properties, L.P. and Subsidiaries
Consolidated Balance Sheets

(in thousands, except unit data)

(unaudited)

Assets

Properties, net:

Operating properties, net

Projects in development or held for future development
Total properties, net

Cash and cash equivalents

Restricted cash and marketable securities

Accounts receivable (net of allowance for doubtful accounts of $2,353 and $2,976,
respectively)

Deferred rent receivable (net of allowance of $1,495 and $2,126, respectively)
Intangible assets on real estate acquisitions, net
Deferred leasing and financing costs, net

Mortgage and other investing receivables

Prepaid expenses and other assets

Total assets

Liabilities and equity

Liabilities:

Debt, net

Accounts payable and accrued expenses

Rents received in advance and security deposits
Distributions payable

Deferred revenue associated with operating leases
Interest rate derivatives

Other liabilities

Total liabilities

Commitments and contingencies (Note 17)
Redeemable noncontrolling interest

Equity:

Corporate Office Properties, L.P.’s equity:

Preferred units

General partner, 9,431,667 preferred units outstanding at March 31, 2014 and December

31,2013

Limited partner, 352,000 preferred units outstanding at March 31, 2014 and December

31,2013

Common units, 87,594,931 and 87,394,512 held by the general partner and 3,929,202

and 3,977,700 held by limited partners at March 31, 2014 and December 31, 2013,
respectively

Accumulated other comprehensive income

Total Corporate Office Properties, L.P.’s equity

Noncontrolling interests in subsidiaries

Total equity

March 31,
2014

$2,729,003
495,625
3,224,628
18,374
3,400

30,152

91,082
55,678
65,855
55,231
53,932
$3,598,332

$1,931,831
97,451
28,267
29,122
12,281
3,196
5,495
2,107,643

17,654

249,083

8,800

1,203,297

2,133
1,463,313
9,722
1,473,035

December 31,
2013

$2,702,693
511,608
3,214,301
54,373
3,981

27,000

89,456
59,258
66,267
53,663
54,186
$3,622,485

$1,927,703
98,785
31,492
29,080
10,369
3,309
6,740
2,107,478

17,758

249,083

8,800

1,226,318

3,605
1,487,806
9,443
1,497,249

17
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Total liabilities, redeemable noncontrolling interest and equity
See accompanying notes to consolidated financial statements.

$3,598,332

$3,622,485

18
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Corporate Office Properties, L.P. and Subsidiaries
Consolidated Statements of Operations

(in thousands, except per unit data)

(unaudited)

Revenues

Rental revenue

Tenant recoveries and other real estate operations revenue
Construction contract and other service revenues

Total revenues

Expenses

Property operating expenses

Depreciation and amortization associated with real estate operations
Construction contract and other service expenses

General, administrative and leasing expenses

Business development expenses and land carry costs
Total operating expenses

Operating income

Interest expense

Interest and other income

Loss on early extinguishment of debt

Income from continuing operations before equity in income of unconsolidated entities

and income taxes

Equity in income of unconsolidated entities

Income tax expense

Income from continuing operations

Discontinued operations

Income before gain on sales of real estate

Gain on sales of real estate

Net income

Net (income) loss attributable to noncontrolling interests in consolidated entities
Net income attributable to COPLP

Preferred unit distributions

Net loss attributable to COPLP common unitholders
Net income attributable to COPLP:

Income from continuing operations

Discontinued operations, net

Net income attributable to COPLP

Basic earnings per common unit (1)

Income from continuing operations

Discontinued operations

Net income attributable to COPLP common unitholders
Diluted earnings per common unit (1)

Income from continuing operations

Discontinued operations

Net income attributable to COPLP common unitholders
Distributions declared per common unit

For the Three Months Ended

March 31,
2014

$98,035
26,842
21,790
146,667

49,772
43,596

18,624

8,143

1,326

121,461
25,206
(20,827 )
1,285

5,664

60

(64 )
5,660

11

5,671

5,671

(737 )
4,934

(4,655 )
$279

$4,921
13
$4,934

$0.00
0.00
$0.00

$0.00
0.00
$0.00
$0.275

2013

$91,849
20,108
14,262
126,219

40,388
27,010
13,477
7,820
1,359
90,054
36,165
(20,290
946
(5,184

11,637

41

(16
11,662
1,261
12,923
2,354
15,277
336
15,613
(6,271
$9,342

$14,385
1,228
$15,613

$0.09
0.02
$0.11

$0.09
0.02
$0.11
$0.275
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(1) Basic and diluted earnings per common unit are calculated based on amounts attributable to common unitholders
of Corporate Office Properties, L.P.
See accompanying notes to consolidated financial statements.
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Corporate Office Properties, L.P. and Subsidiaries
Consolidated Statements of Comprehensive Income
(in thousands)

(unaudited)

Net income

Other comprehensive income

Unrealized (losses) gains on interest rate derivatives

Losses on interest rate derivatives included in interest expense
Other comprehensive (loss) income

Comprehensive income

Comprehensive (income) loss attributable to noncontrolling interests
Comprehensive income attributable to COPLP

See accompanying notes to consolidated financial statements.

11

For the Three Months Ended

March 31,

2014 2013
$5,671 $15,277
(2,123 ) 462

695 658
(1,428 ) 1,120
4,243 16,397
(782 ) 290
$3,461 $16,687

21



Edgar Filing: CORPORATE OFFICE PROPERTIES TRUST - Form 10-Q

Corporate Office Properties, L.P. and Subsidiaries
Consolidated Statements of Equity
(Dollars in thousands)

(unaudited)
Limited Partner General Partner Common Units
Preferred Units  Preferred Units
Accumulaﬁd )
oncontrolling
Other Interests
Units  Amount Units Amount  Units Amount Comprehensive  Total Equity
gi)(:;;e Subsidiaries
Balance at

December 31, 352,000 $8,800 12,821,667 $333,833 85,020,528 $1,089,391 $(5,708) $10,183 $1,436,499
2012

Issuance of
common units
resulting from
public issuance
of common
shares
Issuance of
common units
resulting from — — — — 16,453 301 — — 301

exercise of

share options

Share-based

compensation

Restricted

common unit — — — — (60,960 ) (1,576 ) — — (1,576 )
redemptions
Comprehensive
loss o
Distributions to
owners of
common and
preferred units
Contributions
from
noncontrolling — — — — — — — 85 85
interests in
subsidiaries
Adjustment to
arrive at fair
value of
redeemable
noncontrolling
interest

Tax loss from — — — — — (104 ) — — (104 )
share-based

— — — 4,485,000 117,913 — — 117,913

— — — — 116,315 2,000 — — 2,000

165 — 6,106 — 9,342 1,074 500 17,187

— (165 ) — (6,106 ) — (24,643 ) — — (30914 )

S — — — (848 ) — — (848 )
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compensation

Balanceat 35, 16 §8.800 12,821,667 $333,833 89,577,336 $1,191,776 $(4,634) $10,768 $1,540,543
March 31, 2013 ’ ’ T ’ T T ’ ’ o
Balance at
December 31, 352,000 $8,800 9,431,667 $249,083 91,372,212 $1,226,318 $3,605 $9,443 $1,497,249
2013

Issuance of

common units

resulting from — — — — 26,614 568 — — 568
exercise of

share options

Share-based

compensation

Restricted

common unit — — — — (40,965 ) (1,092 ) — — (1,092 )
redemptions
Comprehensive
income o
Distributions to
owners of
common and
preferred units
Adjustment to
arrive at fair
value of
redeemable
noncontrolling
interest
Balance at
March 31, 2014
See accompanying notes to consolidated financial statements.

— — — — 166,272 1,856 — — 1,856

165 — 4,490 — 279 (1,472 ) 279 3,741

(165 ) — (4,490 ) — (25,172 ) — — (29,827 )

— — — — 540 — — 540

352,000 $8,800 9,431,667 $249,083 91,524,133 $1,203,297 $2,133  $9,722 $1,473,035

12
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Corporate Office Properties, L.P. and Subsidiaries
Consolidated Statements of Cash Flows

(in thousands)

(unaudited)

Cash flows from operating activities

Revenues from real estate operations received
Construction contract and other service revenues received
Property operating expenses paid

Construction contract and other service expenses paid
General, administrative, leasing, business development and land carry costs paid
Interest expense paid

Previously accreted interest expense paid

Payments in connection with early extinguishment of debt
Interest and other income received

Income taxes refund

Net cash provided by operating activities

Cash flows from investing activities

Construction, development and redevelopment

Tenant improvements on operating properties

Other capital improvements on operating properties
Mortgage and other loan receivables funded

Leasing costs paid

Other

Net cash used in investing activities

Cash flows from financing activities

Proceeds from debt

Revolving Credit Facility

Other debt proceeds

Repayments of debt

Revolving Credit Facility

Scheduled principal amortization

Other debt repayments

Deferred financing costs paid

Net proceeds from issuance of common units

Common unit distributions paid

Preferred unit distributions paid

Restricted unit redemptions

Other

Net cash (used in) provided by financing activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents

Beginning of period

End of period

See accompanying notes to consolidated financial statements.

13

For the Three Months Ended

March 31,
2014

$116,386
17,289
(42,739
(11,397
(9,906
(18,403
(101

217

192
51,538

(42,625
(4,357
(9,115
(395
(4,422
59
(60,855

5,700

(1,855
(50

C

568
(25,124
(4,655
(1,092
(165
(26,682
(35,999

54,373
$18,374

A P T

— O N '

— N N N N

2013

$119,348
15,695
(38,865
(15,588
(8,521
(18,018
(2,263
(4,803
320

6
47,311

(44,361
(5,263
(9,327
(2,231
(3,436
4,442
(60,176

99,000
68,132

(99,000
(2,512
(125,877
(1,109
118,389
(23,481
(6,271
(1,576
85
25,780
12,915

10,594
$23,509

~— N N '

~— N N

~—
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Corporate Office Properties, L.P. and Subsidiaries
Consolidated Statements of Cash Flows (Continued)
(in thousands)

(unaudited)

Reconciliation of net income to net cash provided by operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and other amortization

Impairment losses

Settlement of previously accreted interest expense

Amortization of deferred financing costs

Decrease (increase) in deferred rent receivable

Amortization of net debt discounts

Loss (gain) on sales of real estate

Share-based compensation

Loss on early extinguishment of debt

Other

Changes in operating assets and liabilities:

(Increase) decrease in accounts receivable

Decrease in restricted cash and marketable securities

(Increase) decrease in prepaid expenses and other assets

Increase (decrease) in accounts payable, accrued expenses and other liabilities
Decrease in rents received in advance and security deposits

Net cash provided by operating activities

Supplemental schedule of non-cash investing and financing activities:

Decrease in accrued capital improvements, leasing and other investing activity costs
(Decrease) increase in fair value of derivatives applied to accumulated other
comprehensive income (loss) and noncontrolling interests

Distributions payable

(Decrease) increase in redeemable noncontrolling interest and (increase) decrease in
equity to carry redeemable noncontrolling interest at fair value

See accompanying notes to consolidated financial statements.

14

For the Three Months Ended

March 31,
2014

$5,671

44,101
1
1,167
398
171

4
1,555
(78
(1,032

(1,769
381
(494
4,687
(3,225
$51,538

$(7,985
$(1,443
$29,122
$(540

2013
$15,277

28,782
1,857
(2,263
1,528
(4,236
710
(2,354
1,649
381
(580

6,342
483
4,180
(2,837
(1,608
$47,311

$(5,353
$1,105
$29,947
$848

)
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Corporate Office Properties Trust and Subsidiaries and Corporate Office Properties, L.P. and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)

1. Organization

Corporate Office Properties Trust (“COPT”) and subsidiaries (collectively, the “Company”) is a fully-integrated and
self-managed real estate investment trust (“REIT”). Corporate Office Properties, L.P. (“COPLP”) and subsidiaries
(collectively, the “Operating Partnership”) is the entity through which COPT, the sole general partner of COPLP,
conducts almost all of its operations and owns almost all of its assets. Unless otherwise expressly stated or the context
otherwise requires, “we”, “us” and “our” as used herein refer to each of the Company and the Operating Partnership. We
focus primarily on serving the specialized requirements of United States Government agencies and defense

contractors, most of whom are engaged in defense information technology and national security related activities. We
generally acquire, develop, manage and lease office and data center properties concentrated in large office parks

located near knowledge-based government demand drivers and/or in targeted markets or submarkets in the Greater

Washington, DC/Baltimore region. As of March 31, 2014, our properties included the following:

4 83 operating office properties totaling 17.5 million square feet;

12 office properties under, or contractually committed for, construction or redevelopment that we estimate will total

approximately 1.6 million square feet upon completion, including two partially operational properties included above;
land held or under pre-construction totaling 1,716 acres (including 56 acres controlled but not owned) that we
believe are potentially developable into approximately 19.7 million square feet; and

a partially operational, wholesale data center which upon completion and stabilization is expected to have a critical

load of 18 megawatts.

COPLP owns real estate both directly and through subsidiary partnerships and limited liability companies (“LLCs”). In
addition to owning real estate, COPLP also owns subsidiaries that provide real estate services such as property
management and construction and development services primarily for our properties but also for third parties. Some of
these services are performed by a taxable REIT subsidiary (“TRS”).

Interests in COPLP are in the form of common and preferred units. As of March 31, 2014, COPT owned 95.7% of the
outstanding COPLP common units (“common units”) and 96.4% of the outstanding COPLP preferred units (“preferred
units”); the remaining common and preferred units in COPLP were owned by third parties. Three of COPT’s trustees
controlled, either directly or through ownership by other entities or family members, 3.4% of COPLP’s common units
as of March 31, 2014. Common units in COPLP not owned by COPT carry certain redemption rights. The number of
common units in COPLP owned by COPT is equivalent to the number of outstanding common shares of beneficial
interest (“common shares”’) of COPT, and the entitlement of all COPLP common units to quarterly distributions and
payments in liquidation are substantially the same as those of COPT common shareholders. Similarly, in the case of
each series of preferred units in COPLP held by COPT, there is a series of preferred shares of beneficial interest
(“preferred shares”) in COPT that is equivalent in number and carries substantially the same terms as such series of
COPLP preferred units. COPT’s common shares are publicly traded on the New York Stock Exchange (“NYSE”) under
the ticker symbol “OFC”.

Because COPLP is managed by COPT, and COPT conducts substantially all of its operations through COPLP, we
refer to COPT’s executive officers as COPLP’s executive officers, and although, as a partnership, COPLP does not
have a board of trustees, we refer to COPT’s Board of Trustees as COPLP’s Board of Trustees.

2. Summary of Significant Accounting Policies
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Basis of Presentation

The COPT consolidated financial statements include the accounts of COPT, the Operating Partnership, their

subsidiaries and other entities in which COPT has a majority voting interest and control. The COPLP consolidated
financial statements include the accounts of COPLP, its subsidiaries and other entities in which COPLP has a majority
voting interest and control. We also consolidate certain entities when control of such entities can be achieved through
means other than voting rights (“variable interest entities” or “VIEs”) if they are deemed to be the primary beneficiary of
such entities. We eliminate all significant intercompany balances and transactions in consolidation.

We use the equity method of accounting when we own an interest in an entity and can exert significant influence over
the entity’s operations but cannot control the entity’s operations. We discontinue equity method accounting if our

investment in an

15
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entity (and net advances) is reduced to zero unless we have guaranteed obligations of the entity or are otherwise
committed to provide further financial support for the entity.

These interim financial statements should be read together with the consolidated financial statements and notes thereto
as of and for the year ended December 31, 2013 included in our 2013 Annual Report on Form 10-K. The unaudited
consolidated financial statements include all adjustments that are necessary, in the opinion of management, to fairly
present our financial position and results of operations. All adjustments are of a normal recurring nature. The
consolidated financial statements have been prepared using the accounting policies described in our 2013 Annual
Report on Form 10-K.

Reclassifications

We reclassified certain amounts from prior periods to conform to the current period presentation of our consolidated
financial statements with no effect on previously reported net income or equity. These reclassifications occurred in
conjunction with the transfer of properties to, and from, discontinued operations during 2013.

Recent Accounting Pronouncement

In April 2014, the Financial Accounting Standards Board (“FASB”) issued guidance related to the reporting of
discontinued operation and disclosures of disposals of components of an entity. This guidance defines a discontinued
operation as a component or group of components disposed or classified as held for sale and represents a strategic
shift that has (or will have) a major effect on an entity’s operations and final result; the guidance states that a strategic
shift could include a disposal of a major geographical area of operations, a major line of business, a major equity
method investment or other major parts of an entity. The guidance also provides for additional disclosure requirements
in connection with both discontinued operations and other dispositions not qualifying as discontinued operations. The
guidance will be effective for annual and interim periods beginning on or after December 15, 2014. The guidance
applies prospectively to new disposals and new classifications of disposal groups as held for sale after the effective
date. All entities may early adopt the guidance for new disposals (or new classifications as held for sale) that have not
been reported in financial statements previously issued or available for issuance. We are in the process of evaluating
this guidance.

3.  Fair Value Measurements

For a description on how we estimate fair value, see Note 3 to the consolidated financial statements in our 2013
Annual Report on Form 10-K.

Recurring Fair Value Measurements

Our partner in a real estate joint venture has the right to require us to acquire its interest at fair value beginning in
March 2020; accordingly, we classify the fair value of our partner’s interest as a redeemable noncontrolling interest in
the mezzanine section of our consolidated balance sheet. In determining the fair value of our partner’s interest as of
March 31, 2014, we used a discount rate of 15.5%. The discount rate factored in risk appropriate to the level of future
property development expected to be undertaken by the joint venture. A significant increase (decrease) in the discount
rate used in determining the fair value would result in a significantly (lower) higher fair value. Given our reliance on
the unobservable inputs, the valuations are classified in Level 3 of the fair value hierarchy.

The carrying values of cash and cash equivalents, restricted cash, accounts receivable, other assets (excluding

investing receivables) and accounts payable and accrued expenses are reasonable estimates of their fair values because
of the short maturities of these instruments. As discussed in Note 6, we estimated the fair values of our mortgage and
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other investing receivables based on the discounted estimated future cash flows of the loans (categorized within Level
3 of the fair value hierarchy); the discount rates used approximate current market rates for loans with similar
maturities and credit quality, and the estimated cash payments include scheduled principal and interest payments. For
our disclosure of debt fair values in Note 8, we estimated the fair value of our unsecured senior notes and
exchangeable senior notes based on quoted market rates for publicly-traded debt (categorized within Level 2 of the
fair value hierarchy) and estimated the fair value of our other debt based on the discounted estimated future cash
payments to be made on such debt (categorized within Level 3 of the fair value hierarchy); the discount rates used
approximate current market rates for loans, or groups of loans, with similar maturities and credit quality, and the
estimated future payments include scheduled principal and interest payments. Fair value estimates are made at a
specific point in time, are subjective in nature and involve uncertainties and matters of significant judgment.
Settlement at such fair value amounts may not be possible and may not be a prudent management decision.

16
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For additional fair value information, please refer to Note 6 for mortgage loans receivable, Note 8§ for debt and Note 9
for interest rate derivatives.

COPT and Subsidiaries

The table below sets forth financial assets and liabilities of COPT and its subsidiaries that are accounted for at fair
value on a recurring basis as of March 31, 2014 and the hierarchy level of inputs used in measuring their respective
fair values under applicable accounting standards (in thousands):
Quoted Prices in
Description Active Markets for
Identical Assets(Lev

Significant Other Significant Tot
gbls)ervable Inputs(Levdhdpservable Inputs(LeVgl ajl)

Assets:
Marketable securities in deferred
compensation plan (1)

Mutual funds $ 7,249 $ — $ — $7,249
Common stocks 115 — — 115
Other 201 — — 201
Interest rate derivatives (2) — 5,038 — 5,038
Warrants to purchase common stock (2) — 537 — 537
Total Assets $ 7,565 $ 5,575 $ — $13,140
Liabilities:

Deferred compensation plan liability (3) $ — $ 7,565 $ — $7,565
Interest rate derivatives — 3,196 — 3,196
Total Liabilities $ — $ 10,761 $ — $10,761
Redeemable noncontrolling interest $ — $ — $ 17,654 $17,654

(1) Included in the line entitled “restricted cash and marketable securities” on COPT’s consolidated balance sheet.
(2) Included in the line entitled “prepaid expenses and other assets” on COPT’s consolidated balance sheet.
(3) Included in the line entitled “other liabilities” on COPT’s consolidated balance sheet.

COPLP and Subsidiaries

The table below sets forth financial assets and liabilities of COPLP and its subsidiaries that are accounted for at fair
value on a recurring basis as of March 31, 2014 and the hierarchy level of inputs used in measuring their respective
fair values under applicable accounting standards (in thousands):

Quoted Prices in Significant Other Significant

Description Active Markets for T
Identical Assets (Le\(f)elisﬁvable Inputs(Levklndbservable Inputs(Leve?tf)1

Assets:

Interest rate derivatives (1) $ — $ 5,038 $ — $5,038
Warrants to purchase common stock (1) — 537 — 537
Total Assets $ — $ 5,575 $ — $5,575
Liabilities:

Interest rate derivatives $ — $ 3,196 $ — $3,196
Redeemable noncontrolling interest $ — $ — $ 17,654 $17,654

(1) Included in the line entitled “prepaid expenses and other assets” on COPLP’s consolidated balance sheet.
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Nonrecurring Fair Value Measurements

During the three months ended March 31, 2013, we recognized a non-cash impairment loss of $1.9 million for the
amount by which the carrying values of certain properties exceeded their estimated fair values. The table below sets
forth the fair value hierarchy of the valuation techniques used by us in determining the fair value of the property
(dollars in thousands):

Fair Value of Property Held as of March 31, 2013 Impairment Losses
Quoted Prices in Significant Recognized in
Active Markets for Significant Other Unobservable Three Months
Identical Assets Observable Inputs Inputs Ended

Description (Level 1) (Level 2) (Level 3) Total March 31, 2013

Assets:

Properties, net $— $— $7,250 $7,250 $1,857

The table below sets forth quantitative information about significant unobservable inputs used for the Level 3 fair
value measurements reported above as of March 31, 2013 (dollars in thousands):
Fair Value on

Valuation Technique Measurement Unobservable Input Range (Weighted
Average)
Date
Bids for property ¢ 55 Indicative bid )

indicative of value

(1) This fair value measurement was developed as a result of negotiations between us and a purchaser of a property.

4. Properties, net

Operating properties, net consisted of the following (in thousands):

March 31, December 31,

2014 2013
Land $436,381 $430,472
Buildings and improvements 2,927,800 2,869,870
Less: accumulated depreciation (635,178 ) (597,649 )
Operating properties, net $2,729,003 $2,702,693

During the three months ended March 31, 2014, we recognized $12.9 million in additional depreciation expense
resulting from our revision of the useful life of a property in Greater Philadelphia that was removed from service for
redevelopment.

Projects we had in development or held for future development consisted of the following (in thousands):

March 31, December 31,
2014 2013
Land $238,904 $245,676
Construction in progress, excluding land 256,721 265,932
Projects in development or held for future development $495,625 $511,608

2014 Construction Activities
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During the three months ended March 31, 2014, we placed into service an aggregate of 355,000 square feet in two
newly constructed office properties located in Northern Virginia and Huntsville, Alabama. As of March 31, 2014, we
had eight office properties under construction, or for which we were contractually committed to construct, that we
estimate will total 1.2 million square feet upon completion, including four in the Baltimore/Washington Corridor,
three in Northern Virginia and one in San Antonio. We also had four office properties under redevelopment that we
estimate will total 403,000 square feet upon completion, including two in Greater Philadelphia, one in the
Baltimore/Washington Corridor and one in St. Mary’s County, Maryland.

18
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5. Real Estate Joint Ventures

The table below sets forth information pertaining to our investments in consolidated real estate joint ventures as of
March 31, 2014 (dollars in thousands):

Nominal
Ownership March 31, 2014 (D)
Date % as of Total Encumbered Total
Acquired  3/31/2014 Nature of Activity Assets Assets Liabilities
LW Redstone Operates four buildings and
Company, LLC 3/23/2010 85% developing others (2) $135,231 $68,360 $36,272
M Square Associates, Operates two buildings and
LLC 6/26/2007 50% developing others (3) 60,728 48,358 40,536
COPT-FD Indian 10/23/2006 75% Holding land parcel (4) 6,436 — —

Head, LLC
$202,395 $116,718 $76,808
(1)Excludes amounts eliminated in consolidation.
(2) This joint venture’s property is in Huntsville, Alabama.
(3) This joint venture’s properties are in College Park, Maryland (in the Baltimore/Washington Corridor).
This joint venture’s property is in Charles County, Maryland. In 2012, the joint venture exercised its option under a
(4)development agreement to require Charles County to repurchase the land parcel at its original acquisition cost.
Under the terms of the agreement with Charles County, the repurchase is expected to occur by August 2014.

Our commitments and contingencies pertaining to our real estate joint ventures are disclosed in Note 17.
6. Mortgage and Other Investing Receivables

Mortgage and other investing receivables, including accrued interest thereon, consisted of the following (in
thousands):

March 31, December 31,
2014 2013
Notes receivable from City of Huntsville $45,381 $44,055
Mortgage loan receivable 9,850 9,608
$55,231 $53,663

Our notes receivable from the City of Huntsville funded infrastructure costs in connection with our LW Redstone
Company, LLC joint venture (see Note 5). The mortgage loan receivable reflected above consisted of one loan
secured by a property in Greater Baltimore. We did not have an allowance for credit losses in connection with our
mortgage and other investing receivables as of March 31, 2014 or December 31, 2013. The fair value of these
receivables approximated their carrying amounts as of March 31, 2014 and December 31, 2013.

7. Prepaid Expenses and Other Assets

Prepaid expenses and other assets consisted of the following (in thousands):

March 31, December 31,
2014 2013
Prepaid expenses $13,813 $19,308
Lease incentives 11,900 8,435
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Furniture, fixtures and equipment, net 7,068 6,556
Interest rate derivatives 5,038 6,594
Construction contract costs incurred in excess of billings 4,990 2,462
Deferred tax asset, net (1) 4,241 4,305
Other equity method investments 2,266 2,258
Other assets 4,616 4,268
Prepaid expenses and other assets $53,932 $54,186

(1) Includes a valuation allowance of $2.1 million.

Other assets, as reported above, include operating notes receivable due from tenants with terms exceeding one year
totaling $1.7 million as of March 31, 2014 and December 31, 2013; we carried allowances for estimated losses for
$124,000 of the March 31, 2014 balance and $87,000 of the December 31, 2013 balance.
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8. Debt

Our debt consisted of the following (dollars in thousands):

Maximum
Availability . Scheduled
at Carrying Value at Maturity
March 31, March 31, December 31, (S);ated Interest Rates as as of
2014 2014 2013 March 31, 2014 March 31, 2014
Mortgage and Other Secured
Loans:
Fixed rate mortgage loans (1)  (2) $679,260  $ 675,060 3.96% - 7.87% (3) 2014-2024
Variable rate secured loan 37,491 37,691 LIBOR + 2.25% (4) November 2015
Total mortgage and other 716751 712,751
secured loans
Revolving Credit Facility (5) $800,000 — — 5‘1735%11 +0.975% to July 2017
e LIBOR + 1.10% to
Term Loan Facilities (6) 620,000 620,000 2.60% (7) 2015-2019
Unsecured Senior Notes
3.600% Senior Notes (8) 347,306 347,244 3.60% May 2023
5.250% Senior Notes (9) 245,532 245,445 5.25% February 2024
Unsecured notes payable 1,677 1,700 0% (10) 2026
4.25% Exchangeable Senior .
Notes (11) 565 563 4.25% April 2030
Total debt, net $1,931,831 $ 1,927,703

Several of the fixed rate mortgages carry interest rates that were above or below market rates upon assumption
and therefore were recorded at their fair value based on applicable effective interest rates. The carrying values of
these loans reflect net unamortized premiums totaling $62,000 as of March 31, 2014 and $69,000 as of
December 31, 2013.
(2)Includes $19.8 million balance on construction loans with maximum available borrowings of $26.2 million.
(3) The weighted average interest rate on these loans was 6.12% as of March 31, 2014.
(4) The interest rate on the loan outstanding was 2.41% as of March 31, 2014.
(5)No borrowings were outstanding on this facility during the three months ended March 31, 2014.
©) We have the ability to borrow an aggregate of an additional $180.0 million under these term loan facilities,
provided that there is no default under the facilities and subject to the approval of the lenders.
(7) The weighted average interest rate on these loans was 1.78% as of March 31, 2014.
The carrying value of these notes included a principal amount of $350.0 million and an unamortized discount
(8)totaling $2.7 million as of March 31, 2014 and $2.8 million as of December 31, 2013. The effective interest rate
under the notes, including amortization of the issuance costs, was 3.70%.
The carrying value of these notes included a principal amount of $250.0 million and an unamortized discount
(9)totaling $4.5 million as of March 31, 2014 and $4.6 million as of December 31, 2013. The effective interest rate
under the notes, including amortization of the issuance costs, was 5.49%.
These notes carry interest rates that were below market rates upon assumption and therefore were recorded at
(10) their fair value based on applicable effective interest rates. The carrying value of these notes reflects an
unamortized discount totaling $734,000 as of March 31, 2014 and $761,000 as of December 31, 2013.
(11) As described further in our 2013 Annual Report on Form 10-K, these notes have an exchange settlement feature
that provides that the notes may, under certain circumstances, be exchangeable for cash and, at COPLP’s

ey
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discretion, COPT common shares at an exchange rate (subject to adjustment) of 20.8513 shares per one thousand
dollar principal amount of the notes (exchange rate is as of March 31, 2014 and is equivalent to an exchange
price of $47.96 per common share). The carrying value of these notes included a principal amount of $575,000
and an unamortized discount totaling $10,000 as of March 31, 2014 and $12,000 as of December 31, 2013. The
effective interest rate under the notes, including amortization of the issuance costs, was 6.05%. Because the
closing price of our common shares as of March 31, 2014 and December 31, 2013 was less than the exchange
price per common share applicable to these notes, the if-converted value of the notes did not exceed the principal
amount. The table below sets forth interest expense recognized on these notes before deductions for amounts
capitalized (in thousands):

For the Three Months Ended

March 31,

2014 2013
Interest expense at stated interest rate $6 $2,304
Interest expense associated with amortization of discount 3 864
Total $9 $3,168

All debt is owed by the Operating Partnership. While COPT is not directly obligated by any debt, it has guaranteed
our Revolving Credit Facility, Term Loan Facilities, Unsecured Senior Notes and 4.25% Exchangeable Senior Notes.
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In April 2014, a wholly owned subsidiary of ours defaulted on the payment terms of a $150.0 million nonrecourse
mortgage loan secured by two operating properties in Northern Virginia with an aggregate estimated fair value that
was less than the loan balance. This loan has an interest rate of 5.65% and is scheduled to mature in 2017.

We capitalized interest costs of $1.6 million in the three months ended March 31, 2014 and $2.4 million in the three
months ended March 31, 2013.

The following table sets forth information pertaining to the fair value of our debt (in thousands):

March 31, 2014 December 31, 2013
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Fixed-rate debt
Unsecured Senior Notes $592,838 $584,178 $592,689 $575,374
4.25% Exchangeable Senior Notes 565 575 563 575
Other fixed-rate debt 680,937 668,949 676,760 650,997
Variable-rate debt 657,491 657,420 657,691 657,527

$1,931,831 $1,911,122 $1,927,703 $1,884,473

9. Interest Rate Derivatives

The following table sets forth the key terms and fair values of our interest rate swap derivatives (dollars in thousands):
Fair Value at

iﬁiﬁiﬁl Fixed Rate Floating Rate Index ggfte;ctlve gzlt);ratlon g/gfjh 31, 12)06 lc ; mber 31,
$100,000 0.6123%  One-Month LIBOR 1/3/2012 9/1/2014  $(195 ) $(279 )
100,000 0.6100%  One-Month LIBOR 1/3/2012 9/1/2014 (194 ) (277 )
100,000 0.8320%  One-Month LIBOR 1/3/2012 9/1/2015 (807 ) (861 )
100,000 0.8320%  One-Month LIBOR 1/3/2012 9/1/2015 (807 ) (861 )
37,491 (1) 3.8300%  One-Month LIBOR + 2.25% 11/2/2010 11/2/2015 (742 ) (832 )
100,000 0.8055%  One-Month LIBOR 9/2/2014 9/1/2016 (220 ) (94 )
100,000 0.8100%  One-Month LIBOR 9/2/2014 9/1/2016 (231 ) (105 )
100,000 1.6730%  One-Month LIBOR 9/1/2015 8/1/2019 2,604 3,377

100,000 1.7300%  One-Month LIBOR 9/1/2015 8/1/2019 2,434 3,217

$1,842 $3,285

(1) The notional amount of this instrument is scheduled to amortize to $36.2 million.

Each of the one-month LIBOR interest rate swaps set forth in the table above was designated as cash flow hedges of
interest rate risk.

The table below sets forth the fair value of our interest rate derivatives as well as their classification on our
consolidated balance sheet (in thousands):

March 31, 2014 December 31, 2013
Derivatives Balance Sheet Location Fair Value Balance Sheet Location Fair Value
Interest rate swaps designated as cash flow  Prepaid expenses and Prepaid expenses and
$5,038 $ 6,594
hedges other assets other assets
Interest rate swaps designated as cash flow

Interest rate derivatives (3,196 ) Interest rate derivatives (3,309 )
hedges
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The table below presents the effect of our interest rate derivatives on our consolidated statements of operations and
comprehensive income (in thousands):
For the Three Months Ended

March 31,

2014 2013
Amount of (losses) gains recognized in accumulated other comprehensive income $(2.123 ) $462
(loss) (“AOCT”) (effective portion) ’
Amount of losses reclassified from AOCI into interest expense (effective portion) 695 658

Over the next 12 months, we estimate that approximately $3.0 million of losses will be reclassified from AOCI as an
increase to interest expense.

We have agreements with each of our interest rate derivative counterparties that contain provisions under which, if we
default or are capable of being declared in default on any of our indebtedness, we could also be declared in default on
our derivative obligations. These agreements also incorporate the loan covenant provisions of our indebtedness with a
lender affiliate of the derivative counterparties. Failure to comply with the loan covenant provisions could result in
our being declared in default on any derivative instrument obligations covered by the agreements. As of March 31,
2014, the fair value of interest rate derivatives in a liability position related to these agreements was $3.2 million,
excluding the effects of accrued interest. As of March 31, 2014, we had not posted any collateral related to these
agreements. We are not in default with any of these provisions. If we breached any of these provisions, we could be
required to settle our obligations under the agreements at their termination value of $3.4 million.

10. Redeemable Noncontrolling Interest
The table below sets forth activity in a redeemable noncontrolling interest in a consolidated real estate joint venture

(in thousands):
Three Months Ended March 31,

2014 2013
Beginning balance $17,758 $10,298
Distribution to noncontrolling interest (68 ) —
Net income (loss) attributable to noncontrolling interest 504 (790 )
Adjustment to arrive at fair value of interest (540 ) 848
Ending balance $17,654 $10,356

11.  Equity

During the three months ended March 31, 2014, certain COPLP limited partners redeemed 48,498 common units in
COPLP for common shares in COPT on the basis of one common share for each common unit.

See Note 13 for disclosure of COPT common share and COPLP common unit activity pertaining to our share-based
compensation plans.

22

41



Edgar Filing: CORPORATE OFFICE PROPERTIES TRUST - Form 10-Q

12. Information by Business Segment

We have ten reportable operating office property segments (comprised of: the Baltimore/Washington Corridor;

Northern Virginia; San Antonio; Huntsville; Washington, DC — Capitol Riverfront; St. Mary’s and King George

Counties; Greater Baltimore; Greater Philadelphia; Colorado Springs; and Other). We also have an operating

wholesale data center segment. The table below reports segment financial information for our reportable segments (in

thousands). We measure the performance of our segments through the measure we define as NOI from real estate

operations, which is derived by subtracting property operating expenses from revenues from real estate operations.
Operating Office Property Segments

Baltlmore/ Northern San Washingto§if. Mary &f%ater
Washington

. Virginia Antonio
Corridor &

Three Months

Ended March

31,2014

Revenues

from real

estate

operations

Property

operating 23,597 8,973 4,474 653 1,765 1,504 5,476 1,300 (9 ) 331
expenses

NOI from real

estate $37,516 $15,995 $4,005 $1,902 $1,869 $2,812 $6,020 $2,040 $27 $2,245
operations

Additions to

long-lived $5,741 $3,495 $(6 ) $2,507 $63 $839 $1,012 $11 $— $55
assets
Transfers
from
non-operating
properties
Segment
assets at
March 31,
2014

Three Months
Ended March
31,2013
Revenues
from real
estate
operations
Property
operating 20,053 7,817 3,888 182 1,949 1,193 4,168 838 2,437 225
expenses

NOI from real

estate $38,607 $15,125 $3,869 $558 $2,295  $2,799 $6,551 $1,649 $4,245 $2,276
operations

HuntsvillDC - Capiting Ge Greater Colorado o

Riverfront Counties ltimore PhiladelpBprings

$61,113 $24,968 $8.,479 $2,555 $3.,634 $4,316 $11,496 $3,340 $18 $2,576

$(169 ) $26,588 $— $20,102 $— $— $7,154  $3,176 $11 $—

$1,237,796 $636,895 $117,812 $99,378 $97,843 $95,645 $307,699 $94,428 $7 $79,535

$58,660 $22,942  $7,757 $740  $4,244 $3,992 $10,719 $2,487 $6,682 $2,501
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Additions to

long-lived $2,760 $1,544 $10 $— $157 $275  $702 $— $315 $91 $—
assets
Transfers
from
non-operating
properties
Segment
assets at
March 31,
2013

$22,997 $9,839 $— $24,240 $— $6 $113 $7,050 $1,783 $— $65,°

$1,279,794 $574,970 $119,145 $52,361 $102,928 $97,346 $317,953 $85,017 $177,728 $81,714 $166
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The following table reconciles our segment revenues to total revenues as reported on our consolidated statements of
operations (in thousands):
For the Three Months Ended

March 31,

2014 2013
Segment revenues from real estate operations $124,896 $122,077
Construction contract and other service revenues 21,790 14,262
Less: Revenues from discontinued operations (Note 15) (19 ) (10,120 )
Total revenues $146,667 $126,219

The following table reconciles our segment property operating expenses to property operating expenses as reported on
our consolidated statements of operations (in thousands):
For the Three Months Ended

March 31,

2014 2013
Segment property operating expenses $49,752 $44,066
Less: Property operating expenses from discontinued operations (Note 15) 20 (3,678 )
Total property operating expenses $49,772 $40,388

As previously discussed, we provide real estate services such as property management and construction and
development services primarily for our properties but also for third parties. The primary manner in which we evaluate
the operating performance of our service activities is through a measure we define as net operating income from
service operations (“NOI from service operations”), which is based on the net of revenues and expenses from these
activities. Construction contract and other service revenues and expenses consist primarily of subcontracted costs that
are reimbursed to us by the customer along with a management fee. The operating margins from these activities are
small relative to the revenue. We believe NOI from service operations is a useful measure in assessing both our level
of activity and our profitability in conducting such operations. The table below sets forth the computation of our NOI
from service operations (in thousands):

For the Three Months Ended

March 31,

2014 2013
Construction contract and other service revenues $21,790 $14,262
Construction contract and other service expenses (18,624 ) (13,477 )
NOI from service operations $3,166 $785
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The following table reconciles our NOI from real estate operations for reportable segments and NOI from service
operations to income from continuing operations as reported on our consolidated statements of operations (in
thousands):

For the Three Months Ended

March 31,

2014 2013
NOI from real estate operations $75,144 $78,011
NOI from service operations 3,166 785
Interest and other income 1,285 946
Equity in income of unconsolidated entities 60 41
Income tax expense (64 ) (16 )
Other adjustments: —
Depreciation and other amortization associated with real estate operations (43,596 ) (27,010 )
General, administrative and leasing expenses (8,143 ) (7,820 )
Business development expenses and land carry costs (1,326 ) (1,359 )
Interest expense on continuing operations (20,827 ) (20,290 )
NOI from discontinued operations (39 ) (6,442 )
Loss on early extinguishment of debt — (5,184 )
Income from continuing operations $5,660 $11,662

The following table reconciles our segment assets to the consolidated total assets of COPT and subsidiaries (in
thousands):

March 31, March 31,

2014 2013
Segment assets $2,932,749 $3,055,876
Non-operating property assets 503,030 490,083
Other assets 170,118 139,140
Total COPT consolidated assets $3,605,897 $3,685,099

The accounting policies of the segments are the same as those used to prepare our consolidated financial statements,
except that discontinued operations are not presented separately for segment purposes. In the segment reporting
presented above, we did not allocate interest expense, depreciation and amortization, impairment losses and loss on
early extinguishment of debt to our real estate segments since they are not included in the measure of segment profit
reviewed by management. We also did not allocate general and administrative expenses, business development
expenses and land carry costs, interest and other income, equity in income of unconsolidated entities, income taxes
and noncontrolling interests because these items represent general corporate or non-operating property items not
attributable to segments.

13.  Share-Based Compensation
Performance Share Units (“PSUs”)

On March 6, 2014, our Board of Trustees granted 49,103 PSUs with an aggregate grant date fair value of $1.7 million

to executives. The PSUs have a performance period beginning on January 1, 2014 and concluding on the earlier of
December 31, 2016 or the date of: (1) termination by us without cause, death or disability of the executive or
constructive discharge of the executive (collectively, “qualified termination”); or (2) a sale event. The number of PSUs
earned (“earned PSUs”) at the end of the performance period will be determined based on the percentile rank of COPT’s
total shareholder return relative to a peer group of companies, as set forth in the following schedule:
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Percentile Rank Earned PSUs Payout %
75th or greater 200% of PSUs granted
50th or greater 100% of PSUs granted
25th 50% of PSUs granted
Below 25th 0% of PSUs granted

If the percentile rank exceeds the 25th percentile and is between two of the percentile ranks set forth in the table
above, then the percentage of the earned PSUs will be interpolated between the ranges set forth in the table above to
reflect any performance
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between the listed percentiles. At the end of the performance period, we, in settlement of the award, will issue a
number of fully-vested COPT common shares equal to the sum of:

the number of earned PSUs in settlement of the award plan; plus

the aggregate dividends that would have been paid with respect to the common shares issued in settlement of the
earned PSUs through the date of settlement had such shares been issued on the grant date, divided by the share price
on such settlement date, as defined under the terms of the agreement.

If a performance period ends due to a sale event or qualified termination, the number of earned PSUs is prorated based
on the portion of the three-year performance period that has elapsed. If employment is terminated by the employee or
by us for cause, all PSUs are forfeited. PSUs do not carry voting rights.

We computed a grant date fair value of $35.09 per PSU using a Monte Carlo model, which included assumptions of,
among other things, the following: baseline common share value of $26.52; expected volatility for COPT common
shares of 28.6%; and a risk-free interest rate of 0.66%. We are recognizing the grant date fair value in connection
with these PSU awards over the period commencing on March 6, 2014 and ending on December 31, 2016.

With regard to the PSUs granted to our executives in prior years that were outstanding as of December 31, 2013 as
described in our 2013 Annual Report on Form 10-K:

the performance period for the PSUs granted to executives on March 3, 2011 ended on March 2, 2014. Based on
€COPT’s total shareholder return during the performance period relative to its peer group of companies, there was no
payout value in connection with the termination of the PSUs; and

the PSUs granted to executives on March 1, 2012 and March 1, 2013 were outstanding as of March 31, 2014.

Restricted Shares

During the three months ended March 31, 2014, certain employees, as well as a nonemployee member of our Board of
Trustees, were granted a total of 177,356 restricted shares with an aggregate grant date fair value of $4.7 million
(weighted average of $26.63 per share). Restricted shares granted to employees vest based on increments and over
periods of time set forth under the terms of the respective awards provided that the employees remain employed by

us. The grants of restricted shares to nonemployee Trustees vest on the first anniversary of the grant date provided
that the Trustee remains in his or her position. During the three months ended March 31, 2014, forfeiture restrictions
lapsed on 110,356 previously issued common shares; these shares had a weighted average grant date fair value of
$29.52 per share, and the aggregate intrinsic value of the shares on the vesting dates was $2.9 million.

Options

During the three months ended March 31, 2014, 26,614 options to purchase common shares (“options”) were exercised.
The weighted average exercise price of these options was $21.34 per share, and the aggregate intrinsic value of the
options exercised was $126,000.

14. Income Taxes

We own a TRS that is subject to Federal and state income taxes. Our TRS’s provision for income taxes consisted of
the following (in thousands):
For the Three Months Ended
March 31,
2014 2013
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Deferred

Federal $(53 ) $(13
State (11 ) (3
Total income tax expense $(64 ) $(16

Items in our TRS contributing to temporary differences that lead to deferred taxes include depreciation and
amortization, share-based compensation, certain accrued compensation, compensation paid in the form of

contributions to a deferred nonqualified compensation plan and net operating losses that are not deductible until future

periods.
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Our TRS’s combined Federal and state effective tax rate was 38.1% for the three months ended March 31, 2014 and
36.0% for the three months ended March 31, 2013.

15. Discontinued Operations
Income from discontinued operations primarily includes revenues and expenses associated with the following:

920 Elkridge Landing Road in the Baltimore/Washington Corridor that was sold on June 25, 2013;

4230 Forbes Boulevard in the Baltimore/Washington Corridor that was sold on December 11, 2013;

45 operating properties in Colorado Springs that were sold on December 12, 2013; and

nine operating properties the Baltimore/Washington Corridor and five operating properties in Colorado Springs for
which the title to the properties was transferred to the mortgage lender on December 23, 2013.

The table below sets forth the components of discontinued operations reported on our consolidated statements of
operations (in thousands):
For the Three Months Ended

March 31,

2014 2013
Revenue from real estate operations $19 $10,120
Property operating expenses 20 (3,678
Depreciation and amortization — (1,242
Impairment losses (1 ) (1,857
General, administrative and leasing expenses — ¢!
Interest expense — (2,081
Loss on sales of real estate 4 ) —
Loss on early extinguishment of debt 23 ) —
Discontinued operations $11 $1,261

16. Earnings Per Share (“EPS”) and Earnings Per Unit (“EPU”)
COPT and Subsidiaries EPS

We present both basic and diluted EPS. We compute basic EPS by dividing net income available to common

— N N '

shareholders allocable to unrestricted common shares under the two-class method by the weighted average number of

unrestricted common shares outstanding during the period. Our computation of diluted EPS is similar except that:

the denominator is increased to include: (1) the weighted average number of potential additional common shares that
would have been outstanding if securities that are convertible into COPT common shares were converted; and (2) the
effect of dilutive potential common shares outstanding during the period attributable to share-based compensation
using the treasury stock or if-converted methods; and

the numerator is adjusted to add back any changes in income or loss that would result from the assumed conversion
into common shares that we added to the denominator.
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Summaries of the numerator and denominator for purposes of basic and diluted EPS calculations are set forth below
(in thousands, except per share data):

For the Three Months

Ended March 31,

2014 2013
Numerator:
Income from continuing operations $5,660 $11,662
Gain on sales of real estate, net — 2,354
Preferred share dividends (4,490 ) (6,106 )
Income from continuing operations attributable to noncontrolling interests (932 ) (167 )
Income from continuing operations attributable to restricted shares (121 ) (118 )
Numerator for basic and diluted EPS from continuing operations attributable to COPT

$117 $7,625
common shareholders
Discontinued operations 11 1,261
Discontinued operations attributable to noncontrolling interests 2 (90 )
Numerator for basic and diluted EPS on net income attributable to COPT common

$130 $8,796
shareholders
Denominator (all weighted averages):
Denominator for basic EPS (common shares) 87,080 81,397
Dilutive effect of share-based compensation awards 112 52
Denominator for diluted EPS (common shares) 87,192 81,449
Basic EPS:
Income from continuing operations attributable to COPT common shareholders $0.00 $0.09
Discontinued operations attributable to COPT common shareholders 0.00 0.02
Net income attributable to COPT common shareholders $0.00 $0.11
Diluted EPS:
Income from continuing operations attributable to COPT common shareholders $0.00 $0.09
Discontinued operations attributable to COPT common shareholders 0.00 0.02
Net income attributable to COPT common shareholders $0.00 $0.11

Our diluted EPS computations do not include the effects of the following securities since the conversions of such
securities would increase diluted EPS for the respective periods (in thousands):
Weighted Average Shares
Excluded from Denominator
For the Three Months Ended

March 31,

2014 2013
Conversion of common units 3,958 3,893
Conversion of Series I Preferred Units 176 176
Conversion of Series K Preferred Shares 434 434

The following share-based compensation securities were excluded from the computation of diluted EPS because their
effect was antidilutive:

.weighted average restricted shares for the three months ended March 31, 2014 and 2013 of 390,000 and 409,000,

respectively, and
weighted average options for the three months ended March 31, 2014 and 2013 of 588,000 and 621,000, respectively.
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As discussed in Note 8, we have outstanding senior notes that have an exchange settlement feature, but such notes did
not affect our diluted EPS reported above since the weighted average closing price of COPT’s common shares during
each of the periods was less than the exchange prices per common share applicable for such periods.
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COPLP and Subsidiaries EPU

We present both basic and diluted EPU. We compute basic EPU by dividing net income available to common
unitholders allocable to unrestricted common units under the two-class method by the weighted average number of
unrestricted common units outstanding during the period. Our computation of diluted EPU is similar except that:

the denominator is increased to include: (1) the weighted average number of potential additional common units that
would have been outstanding if securities that are convertible into our common units were converted; and (2) the
effect of dilutive potential common units outstanding during the period attributable to share-based compensation using
the treasury stock or if-converted methods; and

the numerator is adjusted to add back any changes in income or loss that would result from the assumed conversion
into common units that we added to the denominator.

Summaries of the numerator and denominator for purposes of basic and diluted EPU calculations are set forth below
(in thousands, except per unit data):

For the Three Months
Ended March 31,
2014 2013
Numerator:
Income from continuing operations $5,660 $11,662
Gain on sales of real estate, net — 2,354
Preferred unit distributions (4,655 ) (6,271 )
(Income) loss from continuing operations attributable to noncontrolling interests (739 ) 369
Income from continuing operations attributable to restricted units (121 ) (118 )
Numerator for basic and diluted EPU from continuing operations attributable to COPLP
. $145 $7,996
common unitholders
Discontinued operations 11 1,261
Discontinued operations attributable to noncontrolling interests 2 (33 )
Numerator for basic and diluted EPU on net income attributable to COPLP common
. $158 $9,224
unitholders
Denominator (all weighted averages):
Denominator for basic EPU (common units) 91,038 85,290
Dilutive effect of share-based compensation awards 112 52
Denominator for basic and diluted EPU (common units) 91,150 85,342
Basic EPU:
Income from continuing operations attributable to COPLP common unitholders $0.00 $0.09
Discontinued operations attributable to COPLP common unitholders 0.00 0.02
Net income attributable to COPLP common unitholders $0.00 $0.11
Diluted EPU:
Income from continuing operations attributable to COPLP common unitholders $0.00 $0.09
Discontinued operations attributable to COPLP common unitholders 0.00 0.02
Net income attributable to COPLP common unitholders $0.00 $0.11
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Our diluted EPU computations do not include the effects of the following securities since the conversions of such
securities would increase diluted EPU for the respective periods (in thousands):
Weighted Average Units Excluded
from Denominator
For the Three Months Ended March

31,

2014 2013
Conversion of Series I preferred units 176 176
Conversion of Series K preferred units 434 434

The following share-based compensation securities were excluded from the computation of diluted EPU because their
effect was antidilutive:

.weighted average restricted units for the three months ended March 31, 2014 and 2013 of 390,000 and 409,000,
respectively; and
weighted average options for the three months ended March 31, 2014 and 2013 of 588,000 and 621,000, respectively.

As discussed in Note 8, we have outstanding senior notes that have an exchange settlement feature, but such notes did
not affect our diluted EPU reported above since the weighted average closing price of COPT’s common shares during
each of the periods was less than the exchange prices per common share applicable for such periods.

17.  Commitments and Contingencies
Litigation

In the normal course of business, we are involved in legal actions arising from our ownership and administration of
properties. We establish reserves for specific legal proceedings when we determine that the likelihood of an
unfavorable outcome is probable and the amount of loss can be reasonably estimated. Management does not
anticipate that any liabilities that may result from such proceedings will have a materially adverse effect on our
financial position, operations or liquidity. Our assessment of the potential outcomes of these matters involves
significant judgment and is subject to change based on future developments.

Environmental

We are subject to various Federal, state and local environmental regulations related to our property ownership and
operation. We have performed environmental assessments of our properties, the results of which have not revealed
any environmental liability that we believe would have a materially adverse effect on our financial position,
operations or liquidity.

Joint Ventures

In connection with our 2005 contribution of properties to an unconsolidated partnership in which we hold a joint
venture interest, we entered into standard nonrecourse loan guarantees (environmental indemnifications and
guarantees against fraud and misrepresentation, and springing guarantees of partnership debt in the event of a
voluntary bankruptcy of the partnership). On December 6, 2013, the holder of mortgage debt encumbering all of the
joint venture’s properties foreclosed on the properties. As a result, title to the properties was transferred to the
mortgage lender and the joint venture was relieved of the debt obligation plus accrued interest and
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