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PART T

Item 1. Business.

History

Franklin Street Properties Corp. (the "Company") is a Maryland corporation
and is the successor to Franklin Street Partners Limited Partnership, a
Massachusetts limited partnership (the "Partnership"). The Company intends to

qualify for federal income tax purposes as a real estate investment trust. The
Partnership was originally formed as a Massachusetts general partnership in
January 1997 as the successor to a Massachusetts general partnership that was
formed in 1981 and known as Franklin Street Partners, and was subsequently
formed as a Massachusetts limited partnership in February 1997. On January 1,
2002, the Partnership merged with and into the Company, which was a wholly owned
subsidiary of the Partnership, with the Company being the surviving entity (the
"Conversion"). Pursuant to the Conversion, the Partnership ceased to exist, the



Edgar Filing: FRANKLIN STREET PARTNERS LP - Form 10-K405

Company succeeded to the business of the Partnership and each unit of both
general and limited partnership interests in the Partnership was converted into
one share of common stock, $.0001 par value per share (the "Common Stock") of
the Company. As a result of the Conversion, the Company now holds, directly and
indirectly, 100% of the interest in three former subsidiaries of the
Partnership: FSP Investments LLC, a Massachusetts limited liability company
("FSP Investments"), FSP Property Management LLC, a Massachusetts limited
liability company ("FSP Property Management"), and FSP Holdings LLC, a Delaware
limited liability company ("FSP Holdings").

Organization

FSP Investments acts as a real estate investment firm and broker/dealer
with respect to (a) the organization of investment vehicles which are typically
syndicated through private placements exempt from registration under the
Securities Act of 1933 ("Sponsored Entities"), some of which were limited
partnerships (the "Sponsored Partnerships") and some of which are corporations
intended to qualify for federal income tax purposes as real estate investment
trusts (the "Sponsored REITs"), (b) the acquisition of real estate by the
Sponsored Entities and (c) the sale of equity interests in the Sponsored
Entities. FSP Investments derives revenue from commissions received in
connection with the sale of equity interests in the Sponsored Entities. FSP
Investments also derives revenue from fees paid by the Sponsored Entities for
the services of FSP Investments in identifying, inspecting and negotiating to
purchase real properties on behalf of the Sponsored Entities. FSP Investments is
a registered broker/dealer with the Securities and Exchange Commission and is a
member of the National Association of Securities Dealers, Inc.

On April 1, 1997, FSP Holdings acquired the general partnership interest
in four Sponsored Partnerships (the "Prior Entities"), each of which had been
organized by the executive officers of the general partner of the Partnership
prior to the formation of the Partnership while they were employed by another
entity. Between June 1997 and June 2000, FSP Investments completed the offerings
of limited partnership interests in 14 Sponsored Partnerships. The sole general
partner of each of the Sponsored Partnerships is FSP Holdings. Between June 2000
and December 31, 2001, FSP Investments completed the offerings of preferred
stock in nine Sponsored REITs. Effective January 1, 2001, one of the Sponsored
Partnerships converted from a Partnership to a Sponsored REIT. Accordingly, as
of December 31, 2001, there were 27 Sponsored Entities, of which 17 were
Sponsored Partnerships and ten were Sponsored REITs. The Company expects that
future Sponsored Entities will be Sponsored REITs.

Each Sponsored Entity sold its equity interests only to "accredited
investors'" within the meaning of Regulation D under the Securities Act. The
Sponsored Entities (other than a Prior Entity that conducted its offering
pursuant to a registration statement on Form S-11) conducted their offerings
pursuant to exemptions from registration under Rule 506 of Regulation D and
Section 4(2) of the Securities Act. The Sponsored Entities issued equity
interests for aggregate gross cash proceeds of $480,200,000. Each Sponsored
Entity holds a single real property.

Pursuant to mergers effective January 1, 1999, January 1, 2000 and October
1, 2000, respectively, the Partnership acquired all limited partners' interest
in the 17 Sponsored Partnerships. In connection with these mergers, the
Partnership issued units of its limited partnership interest (the "Units") to
the limited partners of the Sponsored Partnerships. The mergers that were
effective January 1, 1999 were approved by a vote of limited partners of the
Partnership. Neither the Partnership's governing documents nor applicable state
law required the approval of the limited partners of the Partnership for the
mergers that were effective January 1, 2000 and October 1,
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2000. Each merger was approved by a vote of the limited partners of the
applicable Sponsored Partnerships. Pursuant to the mergers, limited partners in
the Sponsored Partnerships exchanged an interest in a finite-life entity for an
interest in an infinite-1life entity. As a result of the mergers, FSP Holdings is
the sole general partner of each Sponsored Partnership that was acquired and the
Partnership was the sole limited partner of each such Sponsored Partnership.

Prior to the Conversion, the Partnership owned, directly or indirectly,
100% of the interest in the 17 Sponsored Partnerships, each of which owns real
property. As a result of the Conversion, the Company is now the sole limited
partner of each such Sponsored Partnership and now owns, directly or indirectly,
100% of the interest in the 17 Sponsored Partnerships. Reference in this annual
report to the Company's properties means the real properties owned by these 17
Sponsored Partnerships. The preferred stockholder interests in the ten Sponsored
REITs have not been acquired by the Company.

FSP Property Management provides asset management services to each
Sponsored Entity and property management services to six Sponsored Entities. FSP
Property Management receives fee income from those Sponsored Entities that have
not been acquired by the Partnership or the Company. FSP Property Management
does not receive any rental income.

FSP Holdings acts as the general partner of each Sponsored Partnership.
Investment Objectives
The Company has two principal sources of revenue:

o Investment banking income consisting of brokerage commissions and
other related fees paid to FSP Investments in connection with the
organization and offering of Sponsored Entities and loan origination
fees paid in connection with loans to Sponsored Entities.

o Rental income from the real properties it owns.

The Company's investment objective is to increase the cash available for
distribution to its stockholders by increasing its revenue from investment
banking services and rental income. The Company expects that, through FSP
Investments, it will continue to organize and cause the offering of Sponsored
REITs in the future and that it will continue to derive investment banking
income from such activities. The Company also expects that in the future it will
acquire additional real properties. The Company may sell from time to time the
real properties it owns as market conditions warrant (although to date it has
only sold vacant land) and either distribute the proceeds to its stockholders or
retain some or all of such proceeds for investment in real properties or other
Company activities. The Company may acquire real properties in any geographic
area of the United States and of any property type. Of the 17 properties the
Company owns, four are apartment complexes, 11 are office buildings and two are
industrial; four of these properties are located in Texas, three properties are
located in Massachusetts, three properties are located in northern California,
two properties are located in Maryland, and one property is located in each of
southern California, Louisiana, Michigan, North Carolina and South Carolina. See
Item 2 hereof. The Company has no restrictions on the percentage of its assets
that may be invested in any one real property. The Company acquires its
properties primarily for their rental income and seeks to manage its properties
with a goal of increasing their value.

The Company relies on the following principles in selecting real
properties for acquisition by a Sponsored Entity or the Company:



Edgar Filing: FRANKLIN STREET PARTNERS LP - Form 10-K405

o Buying investment properties at a price which produces value for
investors and avoiding overpaying for real estate merely to outbid
competitors.

o Buying properties in excellent locations with substantial

infrastructure in place around them and avoiding investing in
locations where the construction of such infrastructure is
speculative.

o Buying properties that are well-constructed and designed to appeal
to a broad base of users and avoiding properties where quality has
been sacrificed to cost savings in construction or which appeal only
to a narrow group of users.

o Aggressively managing, maintaining and upgrading a property and
refusing to neglect or undercapitalize management, maintenance and
capital improvement programs.

o Having the ability to hold properties through down cycles and
avoiding over leveraging properties and placing them at risk of
foreclosure.

The Company acquires and operates its real properties on an unleveraged
basis not subject to any mortgage loans. The Company has a revolving line of
credit that provides for borrowings of up to $50,000,000. The Company has drawn
on this line of credit, and intends to draw on this line of credit in the
future, to obtain funds for the purpose of making interim mortgage loans to
Sponsored Entities. The Company's policy is to cause these loans to be secured
by a first mortgage of the real property (which may be of any type) owned by the
Sponsored Entity. The Company makes these loans to enable a Sponsored Entity to
acquire real property prior to the consummation of the offering of its equity
interests, and the loan is repaid out of the offering proceeds. The Company has
no restriction on the percentage of its assets that may be invested in any
single mortgage.

Policies

The Company's policy is not to invest in the securities of other common
stock issuers except short-term investments in money market funds and similar
securities and the holding of a nominal interest in Sponsored REITs for the
purpose of facilitating the organization and operation of such Sponsored REITs.
The Company does not expect to receive any material amounts of revenue from its
nominal interest in any Sponsored REITs.

The Company's policy is not to issue senior securities, borrow money
(except as described above), make loans to other persons (except as described
above), invest in the securities of other issuers for the purpose of exercising
control, underwrite the securities of other issuers (except that FSP Investments
expects to continue to sell interests in Sponsored Entities on a best efforts
basis in offerings exempt from registration under the Securities Act) or offer
securities in exchange for property. The Company expects that it will engage in
the purchase and sale of real estate investments as market conditions warrant.
The Company may repurchase or otherwise reacquire its securities.

Any of the Company's policies may be changed at any time by the Board of
Directors of the Company.

Competition
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With respect to its investment banking and brokerage business, the Company
faces competition for the investment dollars of potential purchasers of the
Sponsored Entities from every other kind of investment, including stocks, bonds,
mutual funds and other real-estate related investments, including other REITs.
Some of the Company's competitors have significantly more resources than the
Company and are able to advertise their investment products. Because the
offerings of the Sponsored Entities are made pursuant to an exemption from
registration under the Securities Act, FSP Investments may not advertise the
Sponsored Entities or otherwise engage in any general solicitation of investors
to purchase interests in the Sponsored Entities.

With respect to its real estate investments, the Company faces competition
in each of the markets where the properties are located. See "Management's
Analysis and Discussion of Financial Condition and Results of Operations —-—
Trends and Uncertainties" in Item 7 hereof. As of December 31, 2001, 13 of the
Company's 17 properties had an occupancy level in excess of 95%; one property
had an occupancy rate of 60% (100% as of March 1, 2002); and three properties
had occupancy rates ranging from 70-80%. See "Properties" in Item 2 hereof.

Employees

Prior to the Conversion, the general partner of the Partnership was FSP
General Partner LLC, a Massachusetts limited liability company (the "General

Partner"). The members of the General Partner and their respective ownership
interests therein were George J. Carter (33.94%), R. Scott MacPhee (30.66%),
Richard R.

_3_

Norris (21.40%), William W. Gribbell (11.36%), Barbara J. Corinha (1.60%),

Melissa G. Mucciaccio (0.67%), Janet P. Notopoulos (0.26%) and Patricia A
McMullen (0.11%). The General Partner had no other business other than acting as

general partner of the Partnership. Prior to the Conversion, the executive
officers of the General Partner devoted all of their business activities to the
Partnership and its subsidiaries. The former executive officers of the General
Partner are now the current executive officers of the Company and they devote
all of their business activities to the Company and its subsidiaries.

The Company had 29 employees as of December 31, 2001.
Item 1A. Risk Factors

In addition to the other information in this Annual Report on Form 10-K, the
following factors should be considered in evaluating the Company and its
business:

The Company would incur adverse tax consequences if it failed to qualify as a
RETIT.

The Company intends to qualify as a real estate investment trust for
federal income tax purposes commencing with its first taxable year. If in any
taxable year the Company does not qualify as a real estate investment trust, it
would be taxed as a corporation and distributions to stockholders would not be
deductible by the Company in computing its taxable income. In addition, if the
Company were to fail to qualify as a real estate investment trust, the Company
could be disqualified from treatment as a real estate investment trust in the
year in which such failure occurred and for the next four taxable years and,
consequently, would be taxed as a corporation during such years. Failure to
qualify for even one taxable year could result in a significant reduction of the
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Company's cash available for distributions to stockholders or could require the
Company to incur indebtedness or liquidate investments in order to generate
sufficient funds to pay the resulting federal income tax liabilities. In
addition, timing differences between the receipt of income and payment of
expenses and the inclusion and deduction of such amounts in arriving at taxable
income of the Company could make it necessary for the Company to borrow in order
to make certain distributions to stockholders in satisfaction of the 90%
distribution requirement applicable to real estate investment trusts. The
provisions of the Internal Revenue Code governing the taxation of real estate
investment trusts are very technical and complex, and although the Company
expects that it will be organized and will operate in a manner that will enable
it to meet such requirements, no assurance can be given that it will succeed in
doing so during the entire life of the Company.

The Company faces risks in continuing to attract investors for the Sponsored
Entities.

The Company's investment banking business depends upon its ability to
attract purchasers of equity interests in Sponsored Entities. The Company's
success 1in this area will depend on the propensity and ability of investors who
have previously invested in Sponsored Entities to continue to invest in future
Sponsored Entities and on the Company's ability to expand the investor pool for
the Sponsored Entities by identifying new potential investors.

The Company's level of dividends may fluctuate.

Because the Company's investment banking business is transactional in
nature, there is no predictable recurring level of revenue from such activities.
As a result of this, the amount of cash available for distribution may
fluctuate, which may result in the Company's not being able to maintain growth
in dividend levels in the future.

The Company faces risks in owning and operating real property.

An investment in the Company is subject to the risks incident to the
ownership and operation of real estate-related assets. These risks include the
fact that real estate investments are generally illiquid, which may impact the
Company's ability to vary its portfolio in response to changes in economic and
other conditions, as well as the risks normally associated with:

o changes in general and local economic conditions;

o the supply or demand for particular types of properties in
particular markets;

_4_
o changes in market rental rates;
o the impact of environmental protection laws; and
o changes in tax, real estate and zoning laws.

Certain significant costs, such as real estate taxes, utilities, insurance
and maintenance costs, generally are not reduced even when a property's rental
income is reduced. In addition, environmental and tax laws, interest rate
levels, the availability of financing and other factors may affect real estate
values and property income. Furthermore, the supply of commercial and
multi-family residential space fluctuates with market conditions.
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The Company faces risks from tenant defaults or bankruptcies.

If any of the Company's tenants defaults on its lease, the Company may
experience delays in enforcing its rights as a landlord and may incur
substantial costs in protecting its investment. In addition, at any time, a
tenant of one of the Company's properties may seek the protection of bankruptcy
laws, which could result in the rejection and termination such tenant's lease
and thereby cause a reduction in cash available for distribution to the
Company's stockholders.

The Company may encounter significant delays in reletting vacant space,
resulting in losses of income.

When leases expire, the Company will incur expenses and may not be able to
re—lease the space on the same terms. Certain leases provide tenants the right
to terminate early if they pay a fee. If the Company is unable to re-lease space
promptly, if the terms are significantly less favorable than anticipated or if
the costs are higher, the Company may have to reduce its distributions to its
stockholders.

The Company faces risks from geographic concentration.

A large percentage of real properties included in the Company's portfolio
are concentrated in Texas and Massachusetts, with each area constituting
approximately 20% of the aggregate square footage owned by the Company. The
Company also owns properties in California, Maryland, Louisiana, Michigan, North
Carolina and South Carolina. The Company is likely to face risks to the extent
that any of these areas suffer deteriorating economic conditions.

The Company competes with national, regional and local real estate operators and
developers, which could adversely affect the Company's cash flow.

Competition exists in every market in which the Company's properties are
located. The Company competes with, among others, national, regional and
numerous local real estate operators and developers. Such competition may
adversely affect the occupancy levels and the rental revenues of the Company's
properties, which could adversely affect the Company's cash flow from operations
and its ability to make expected distributions to stockholders. Some of the
Company's competitors may have more resources than the Company or other
competitive advantages. Competition may be accelerated by any increase in
availability of funds for investment in real estate. For example, decreases in
interest rates tend to increase the availability of funds and therefore can
increase competition. The extent to which the Company is affected by competition
will depend in significant part on local market conditions.

There is limited potential for occupancy gains in the Company's properties.

The Company anticipates that future increases in revenue from the
Company's properties will be primarily the result of rental rate increases as
leases expire. Most of the Company's properties had a rate of occupancy in
excess of 95% as of December 31, 2001. Those properties with higher rates of
vacancy are located in soft economic markets so that it may be difficult to
realize increases in revenue when vacant space is re-leased. To the extent that
the existing properties continue to operate profitably, this will likely
stimulate new development of competing properties and result in greater
competition between the newly developed properties and the Company's properties.

The Company 1is subject to possible liability relating to environmental matters,
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and the Company cannot assure you that it has identified all possible
liabilities.

Under various federal, state and local laws, ordinances and regulations,
an owner or operator of real property may become liable for the costs of removal
or remediation of certain hazardous substances released on or in its property.
Such laws may impose liability without regard to whether the owner or operator
knew of, or caused, the release of such hazardous substances. The presence of
hazardous substances on a property may adversely affect the owner's ability to
sell such property or to borrow using such property as collateral, and it may
cause the owner of the property to incur substantial remediation costs. In
addition to claims for cleanup costs, the presence of hazardous substances on a
property could result in the owner incurring substantial liabilities as a result
of a claim by a private party for personal injury or a claim by an adjacent
property owner for property damage. The Company cannot assure you that any
environmental assessments it has undertaken have revealed all potential
environmental liabilities, that any prior owner or operator of the properties
did not create any material environmental condition not known to the Company, or
that an environmental condition does not otherwise exist as to any one or more
of the properties that could have a material adverse effect on the Company's
financial condition or results of operations. In addition, the Company cannot
assure you that:

o future laws, ordinances or regulations will not impose any material
environmental liability,

o the current environmental conditions of the Company's properties
will not be affected by the condition of properties in the vicinity
of such properties (such as the presence of leaking underground
storage tanks) or by third parties unrelated to the Company,

o the current environmental conditions of the Company's properties
will not be affected by mold or other environmental pollutants that
could affect indoor air quality

o tenants will not violate their leases by introducing hazardous or
toxic substances into the Company's properties that could expose the
Company to liability under federal or state environmental laws; or

o environmental conditions, such as the growth of bacteria and toxic
mold in heating and ventilation systems or on walls, will not occur
at the Company's properties and pose a threat to human health.

The Company 1is subject to compliance with the Americans With Disabilities Act
and fire and safety regulations which could require the Company to make
significant capital expenditures.

All of the Company's properties are required to comply with the
Americans With Disabilities Act, and the regulations, rules and orders that may
be issued thereunder (the "ADA"). The ADA has separate compliance requirements
for "public accommodations" and "commercial facilities," but generally requires
that buildings be made accessible to persons with disabilities. Compliance with
ADA requirements might require, among other things, removal of access barriers
and noncompliance could result in the imposition of fines by the U.S.
government, or an award of damages to private litigants. In addition, the
Company will be required to operate its properties in compliance with fire and
safety regulations, building codes and other land use regulations, as they may
be adopted by governmental agencies and bodies and become applicable to the
Company's properties. Compliance with such requirements may require the Company
to make substantial capital expenditures, which expenditures would reduce cash
otherwise available for distribution to stockholders.
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The Company may become subject to loss in profit or in its capital investment in
the event of the occurrence of an uninsured event.

The Company or its tenants carry comprehensive liability, fire and
extended coverage with respect to each of the properties owned by the Company,
with policy specification and insured limits customarily carried for similar
properties. There are, however, certain types of losses, such as from wars,
terrorism, pollution or earthquakes, that may be either uninsurable or not
economically insurable (although the properties located in California all have
earthquake insurance). Should an uninsured material loss occur, the Company
could lose both its capital invested in the property and anticipated profits.

Provisions in our organizational documents may prevent changes in control.

The Company's Articles of Incorporation (the "Articles") and Bylaws (the
"Bylaws") contain provisions, described below, which may have the effect of
discouraging a third party from making an acquisition proposal for the Company
and may thereby inhibit a change of control of the Company under circumstances
that could give the holders of shares of Common Stock the opportunity to realize
a premium over the then-prevailing market prices.

Ownership Limits. In order for the Company to maintain its qualification
as a real estate investment trust, the holders of Common Stock will be limited
to owning, either directly or under applicable attribution rules of the Internal
Revenue Code, no more than 9.8% of the lesser of the value or the number of
equity shares of the Company, and no holder of Common Stock will be able to
acquire or transfer shares that would result in the Company's being beneficially
owned by fewer than 100 persons. Such ownership limit may have the effect of
preventing an acquisition of control of the Company without the approval of the
Board of Directors of the Company. Moreover, the Company will have the right to
redeem any shares of Common Stock that are acquired or transferred in violation
of these provisions at the market price. In addition, the Articles give the
Board of Directors the right to refuse to give effect to the acquisition or
transfer of shares by a stockholder in violation of these provisions.

Staggered Board. The Board of Directors of the Company is divided into
three classes. The initial terms of these classes will expire in 2002, 2003 and
2004, respectively. Directors of each class are elected for a three-year term
upon the expiration of the initial term of each class. The staggered terms for
directors may affect the stockholders' ability to effect a change in control of
the Company even if a change in control were in the stockholders' best
interests.

Preferred Stock. The Articles authorize the Board of Directors of the
Company to issue up to 20,000,000 shares of preferred stock, par value $.0001
per share (the "Preferred Stock") and to establish the preferences and rights of
any such shares issued. The issuance of Preferred Stock could have the effect of
delaying or preventing a change in control of the Company even if a change in
control were in the stockholders' best interest.

Increase of Authorized Stock. The Board of Directors of the Company,
without any vote or consent of the stockholders, may increase the number of
authorized shares of any class or series of stock or the aggregate number of
authorized shares the Company has authority to issue. The ability to increase
the number of authorized shares and issue such shares could have the effect of
delaying or preventing a change in control of the Company even if a change in
control were in the stockholders' best interest.

10
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Amendment of Bylaws. The Board of Directors of the Company has the sole
power to amend the Bylaws. This power could have the effect of delaying or
preventing a change in control of the Company even if a change in control were
in the stockholders' best interests.

Stockholder Meetings. The Bylaws require advance notice for stockholder
proposals to be considered at annual meetings of stockholders and for
stockholder nominations for election of directors at special meetings of
stockholders. The Bylaws also provide that stockholders entitled to cast more
than 50% of all the votes entitled to be cast at a meeting must join in a
request by stockholders to call a special meeting of stockholders. These
provisions could have the effect of delaying or preventing a change in control
of the Company even if a change in control were in the best interests of the
stockholders.

Supermajority Votes Required. The Articles require the affirmative vote of
the holders of no less than 80% of the shares of capital stock outstanding and
entitled to vote in order (i) to amend the provisions of the Articles relating
to the classification of directors, removal of directors, limitation of
liability of officers and directors or indemnification of officers and directors
or (ii) to amend the Articles to impose cumulative voting in the election of
directors. These provisions could have the effect of delaying or preventing a
change in control of the Company even if a change in control were in the
stockholders' best interest.

There is no public trading market for our securities.
There is no public trading market for the Company's Common Stock. The

Company cannot assure you that any market will develop or that there will be any
liquidity in a market for the Company's Common Stock.

Item 2. Properties.

Set forth below is information regarding our properties as of December 31,

2001:
Sponsored Sponsored Approx.
Partnership's Partnersh Number Approx. Number
Purchase Date of of Square Occupancy of
Property Location Price Purchase Units Feet 12/31/01 Tenants
Apartments
3919 Essex Lane $ 10,100,000 6/30/93 135 118,800 over 95% 135
Houston, TX (3)
3231 Allen Parkway $ 10,700,000 8/11/94 159 129,000 over 95% 159
Houston, TX (3)
4041 Weslayan & Law $ 4,200,000 4/29/97 84 70,500 over 95% 84
Houston, TX (3)
7250 Perkins Road $ 18,000,000 10/16/98 264 223,800 over 95% 264

11
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Baton Rouge, LA (4)

Total Apartments

Office

451 Andover Street
North Andover, MA (3)

1515 Mockingbird Lane
Charlotte, NC (3)

33 & 37 villa Road
Greenville, SC (3)

4995 Patrick Henry Dr.
Santa Clara, CA (3)

678-686 Hillview Drive
Milpitas, CA (4)

5751-5771 Copley Drive
San Diego, CA (4)

81 Blue Ravine
Folsom, CA (5)

18000 W. Nine Mile Rd.

Southfield, Michigan (5)

11211 Taylor Draper
Lane, Austin, Texas (5)

7130-7150 Columbia
Gateway Dr.
Columbia, MD (5)

10 Lyberty Way
Westford, MA (5)

Property Location

Total Office

Industrial

One Technology Dr.

$

8,000,000

6,850,000

10,550,000

6,800,000

4,862,500

15,400,000

5,700,000

14,950,000

10,000,000

19,850,000

9,100,000

Sponsored

Partnership's

$

Purchase
Price

9,175,000

6/1/96

7/1/97

3/1/98

12/1/97

3/9/99

3/12/99

9/27/99

9/30/99

12/29/99

12/20/99

5/23/00

Sponsored
Partnersh Number
Date of of
Purchase

12/1/95

92,000

110,600

143,800

40,300

36,300

101,700

47,000

212,500

68,600

188,800

104,700

Approx.
Square
Feet

1,146,300

188,000

over 95% 40
75% 80
70% 40
100% 1
100% 1
60% 3
100% 1
80% 6
100% 6
100% 8
100% 1
Approx.
Number
Occupancy of
12/31/01 Tenants T
100% 1
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Peabody, MA (3)

8730 Bollman Place $ 5,600,000 12/14/99 99,000 100%

Savage (Jessup), MD (5) -————————————  —————=

Total Industrial $ 14,775,000 287,000

Grand Total $169,837,500 642 1,975,400

(1) Major tenants are tenants who occupy 10% or more of the space in an
individual property.

(2) As of March 1, 2002, the building was 100% occupied with five tenants. The
new tenants are AON Service Corporation and MD3, Inc.

(3) Merged into the Company on January 1, 1999.

(4) Merged into the Company on January 1, 2000.

(5) Merged into the Company on October 1, 2000.

All of the properties listed above are owned by the Company. None of our
properties are subject to any mortgage loans. We have no material undeveloped or
unimproved properties, and we have no proposed programs for the renovation,
improvement or development of any of our properties. We believe that our
properties are adequately covered by insurance as of December 31, 2001.

Item 3. Legal Proceedings.

From time to time, the Company is subject to legal proceedings and claims
that arise in the ordinary course of its business. Although occasional adverse
decisions (or settlements) may occur, the Company believes that the final
disposition of such matters will not have a material adverse effect on the
Company's financial position, cash flows or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders.

On December 18, 2001, the Partnership mailed a Consent
Solicitation/Confidential Offering Memorandum to its security holders seeking
their approval of the Conversion. The Conversion was approved by at least a
majority of the outstanding limited partnership interests and the Conversion was
effected on January 1, 2002. Following is a summary of the votes cast "for" and
"against" the Conversion, and votes withheld, including the percentage such
votes constituted of the total number of votes entitled to be cast:

Votes For Votes Against Withheld
21,319,672 123,695 10,561
(90%) (0.5%) (0.04%)
_9_

Item 4A. Executive Officers of the Company.

The following table sets forth the names, ages and positions of all
executive officers of the Company.

Name Age Position

13
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George J. Carter 53 President and Chief Executive Officer

Barbara J. Corinha 46 Vice President, Chief Operating Officer,
Treasurer and Secretary

R. Scott MacPhee 44 Executive Vice President

Richard R. Norris 58 Executive Vice President

William W. Gribbell 42 Executive Vice President

Janet Prier Notopoulos 54 Vice President

George J. Carter, age 53, is President and Chief Executive Officer of the
Company and is responsible for all aspects of the business of the Company and
its affiliates, with special emphasis on the evaluation, acquisition and
structuring of real estate investments. Prior to the Conversion, he was
President of the General Partner and was responsible for all aspects of the
business of the Partnership and its affiliates. From 1992 through 1996 he was
President of Boston Financial Securities, Inc. ("Boston Financial"). Prior to
joining Boston Financial, Mr. Carter was owner and developer of Gloucester Dry
Dock, a commercial shipyard in Gloucester, Massachusetts. From 1979 to 1988, Mr.
Carter served as Managing Director in charge of marketing of First Winthrop
Corporation, a national real estate and investment banking firm headquartered in
Boston, Massachusetts. Prior to that, he held a number of positions in the
brokerage industry including those with Merrill Lynch & Co. and Loeb Rhodes &
Co. Mr. Carter is a graduate of the University of Miami (B.S.). Mr. Carter is a
NASD General Securities Principal (Series 24) and holds a NASD Series 7 general
securities license.

Barbara J. Corinha, age 46, is the Vice President, Chief Operating
Officer, Treasurer and Secretary of the Company. In addition, Ms. Corinha has as
her primary responsibility, together with Mr. Carter, the management of all
operating business affairs of the Company and its affiliates. Prior to the
Conversion, Ms. Corinha was the Vice President, Chief Operating Officer,
Treasurer and Secretary of the General Partner. From 1993 through 1996, she was
Director of Operations for the private placement division of Boston Financial.
Prior to joining Boston Financial, Ms. Corinha served as Director of Operations
for Schuparra Securities Corp. and as the Sales Administrator for Weston
Financial Group. From 1979 through 1986, Ms. Corinha worked at First Winthrop
Corporation in administrative and management capacities; including Office
Manager, Securities Operations and Partnership Administration. Ms. Corinha
attended Northeastern University and the New York Institute of Finance. Ms.
Corinha is a NASD General Securities Principal (Series 24). She also holds other
NASD supervisory licenses including Series 4 and Series 53, and a NASD Series 7
general securities license.

R. Scott MacPhee, age 44, is an Executive Vice President of the Company
and has as his primary responsibility the direct equity placement of the
Sponsored Entities. Prior to the Conversion, Mr. MacPhee was an Executive Vice
President of the General Partner. From 1993 through 1996 he was an executive
officer of Boston Financial. From 1985 to 1993 Mr. MacPhee worked at Winthrop
Financial Associates. Mr. MacPhee attended American International College. Mr.
MacPhee holds a NASD Series 7 general securities license and is a registered
investment adviser.

Richard R. Norris, age 58, is an Executive Vice President of the Company
and has as his primary responsibility the direct equity placement of the
Sponsored Entities. Prior to the Conversion, Mr. Norris was an Executive Vice
President of the General Partner. From 1993 through 1996 he was an executive
officer of Boston Financial. From 1983 to 1993 Mr. Norris worked at Winthrop
Financial Associates. Prior to that, he worked at Arthur Young & Company
(subsequently named Ernst & Young through a merger). Mr. Norris is a graduate of
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Bowdoin College (B.A.) and Northeastern University (M.S.). Mr. Norris holds a
NASD Series 7 general securities license and is a registered investment adviser.

-10-

William W. Gribbell, age 42, is an Executive Vice President of the Company
and has as his primary responsibility the direct equity placement of the
Sponsored Entities. Prior to the Conversion, Mr. Gribbell was an Executive Vice
President of the General Partner. From 1993 through 1996 he was an executive
officer of Boston Financial. From 1989 to 1993 Mr. Gribbell worked at Winthrop
Financial Associates. Mr. Gribbell is a graduate of Boston University (B.A.).
Mr. Gribbell holds a NASD Series 7 general securities license and is a
registered investment adviser.

Janet Prier Notopoulos, age 54, is a Vice President of the Company and
President of FSP Property Management LLC and has as her primary responsibility
the oversight of the management of the real estate assets of the Company and its
affiliates. Prior to the Conversion, Ms. Notopoulos was a Vice President of the
General Partner. Prior to joining Franklin Street Partners in 1997, Ms.
Notopoulos was a real estate and marketing consultant for various clients. From
1975 to 1983, she was Vice President of North Coast Properties, Inc., a Boston
real estate investment company. Between 1969 and 1973, she was a real estate
paralegal at Goodwin, Procter & Hoar. Ms. Notopoulos is a graduate of Wellesley
College (B.A.) and the Harvard School of Business Administration (M.B.A).

Each of the above persons other than Ms. Notopoulos began working for the
Partnership at its inception in 1997. Ms. Notopoulos was employed as a
consultant by the Partnership commencing in March 1997 and became a full-time
employee on January 1, 1998.

There are no family relationships among any of the executive officers.
Item 5. Market For Registrant's Common Equity and Related Stockholder Matters.

There is no established public trading market for the Company's Common
Stock.

As of March 21, 2002, there were 741 holders of record of the Company's
Common Stock. This computation is based upon the number of record holders
reflected in our corporate records.

The Company has declared a dividend of $.30 per share of Common Stock
pavable to stockholders of record as of February 8, 2002. The Company has also
declared a dividend of $.01 per share of Common Stock payable to stockholders of
record as of February 15, 2002. Set forth below are the distributions per Unit
of limited partnership interest that the Partnership made in each quarter in the
last two fiscal years of the Partnership.

Amount Per Limited and

Quarter Ended General Partner Unit
3/31/00 $0.23
6/30/00 $0.24
9/30/00 $0.25
12/31/00 $0.26
3/31/01 $0.27
6/30/01 $0.28
9/30/01 $0.29
12/31/01 $0.30
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While not guaranteed, the Company expects that cash dividends on the
Company's Common Stock comparable to the Partnership's most recent quarterly
distribution will continue to be paid in the future.

On July 1, 2001, January 1, 2001 and April 1, 2000, the Partnership issued
149,131 Units, 2,522 Units and 230,000 Units of limited partnership interest,
respectively, as compensation to its executive officers and certain other
employees pursuant to an exemption from registration under Section 4(2) of the
Securities Act. Effective October 1, 2000, the Partnership acquired six
Sponsored Partnerships through merger. In connection with these mergers, the
Partnership issued 7,204,716 Units of limited partnership interest to the
limited partners of those Sponsored Partnerships. Effective January 1, 2000, the
Partnership acquired three Sponsored Partnerships through merger. In connection
with these mergers, the Partnership issued 4,999,972 Units of limited
partnership interest to the limited partners of those Sponsored Partnerships.
Effective January 1, 1999, the Partnership acquired eight Sponsored Partnerships
through merger. In connection with these mergers, the Partnership issued
11,999,907 Units

11—

of limited partnership interest to the limited partners of those Sponsored
Partnerships. The Partnership issued the Units in each of these mergers pursuant
to exemptions from registration under Rule 506 of Regulation D and Section 4(2)
of the Securities Act. The Partnership based its belief that such transactions
had the benefit of these exemptions on the fact that no general solicitation was
conducted and on information furnished in investor questionnaires, and
representations made, by the limited partners of each acquired Sponsored
Partnership as to their status as accredited investors.

On January 1, 2002, in connection with the Conversion, the Company issued
an aggregate of 24,586,249 shares of Common Stock to the general and limited
partners of the Partnership pursuant to an exemption from registration under
Rule 506 of Regulation D and Section 4(2) of the Securities Act. The Company
bases its belief that such transaction had the benefit of these exemptions on
the fact that no general solicitation was conducted and on information furnished
in investor questionnaires and representations made by the limited partners of
the Partnership as to their status as accredited investors.

Item 6. Selected Financial and Other Data.

The following selected financial information is derived from the
historical consolidated financial statements of the Partnership. This
information should be read in conjunction with "Management's Discussion and
Analysis of Financial Condition and Results of Operations" in Item 7 hereof and
with the Partnership's consolidated financial statements and related notes
thereto included in Item 8 of this report.

Year Ended December 31,

(unaudited)
(In thousands, except per Unit amounts)

Operating Data:
Total TEVENUES .. errreennnnnnnns $ 54,447 $ 34,793 $ 18,048 $11,555 $ 7,203
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Net income (lOSS) v vvtineeeeennnnn 25,368 8,914 1,139 (1,675)
Basic and diluted net income (loss)
per limited and general

partnership unit .............. 1.03 0.47 0.09 (0.88)
Distributions declared per Unit
outstanding(l) ............. ... 1.18 1.02 0.86 1.05

2001 2000 1999 1998

Balance Sheet Data (at period end):

Total aSSEeLS v ivieetereeennnnnnns $204,117 $219,923 $190,486 $95,886
Total liabilities ................. 4,354 19,280 28,821 1,294
Minority interests in consolidated —— 63 78,090 89,593

entities

Total partners' capital ........... 199,763 200,580 83,575 4,999
(1) As a result of the Conversion, each Unit was converted into one share of

Common Stock.

The 2000 and 1999 financial statements reflect the merger of 17 Sponsored
Partnerships. Prior to the applicable merger, the Partnership owned a
controlling general partner interest in the 17 Sponsored Partnerships--See Note
4 to the consolidated financial statements of the Partnership and "Financial
Information--Management's Discussion and Analysis of Financial Condition and
Results of Operations" in Item 7 hereof.

Item 7. Management's Discussion And Analysis Of Financial Condition And
Results Of Operations.

The following discussion should be read in conjunction with the financial
statements and notes thereto appearing elsewhere in this report. Historical
results and percentage relationships set forth in the Consolidated Financial
Statements contained in the financial statements, including trends which might
appear, should not be taken as necessarily indicative of future operations. The
following discussion and other parts of this Annual Report may also contain
forward-looking statements based on current judgments and current knowledge of
management, which are subject to certain risks, trends and uncertainties that
could cause actual results to differ materially from those indicated in such
forward-looking statements. Accordingly, readers are cautioned not to place
undue reliance on forward-looking statements. Investors are cautioned that the
Company's forward-looking statements involve risks

—-12-

and uncertainty, including without limitation, changes in economic conditions in
the markets in which the Company owns properties, changes in the demand by
investors for investment in Sponsored REITs, the impact of the events of
September 11, 2001, risks of a lessening of demand for the types of real estate
owned by the Company, changes in government regulations, and expenditures that
cannot be anticipated such as utility rate and usage increases, unanticipated
repairs, additional staffing, insurance increases and real estate tax valuation
reassessments. See "Risk Factors" in Item 1A. Although we believe the
expectations reflected in the forward-looking statements are reasonable, we
cannot guarantee future results, levels of activity, performance or
achievements. We will not update any of the forward-looking statements after the
date this annual report is filed to conform them to actual results or to changes
in our expectations that occur after such date, other than as required by law.

272

$66,117
1,639
56,304

8,174
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Overview

The Company operates in two business segments: investment banking services
and rental operations. FSP Investments provides real estate investment and
broker/dealer services that include: (a) the organization of Sponsored REITs in
2001 and 2000 and Sponsored Partnerships in 2000 and prior years, which were
syndicated through private placements; (b) the acquisition of real estate on
behalf of the Sponsored Entities; and (c) the sale of preferred stock in
Sponsored REITs or limited partnership interests in the Sponsored Partnerships.
The following table summarizes property owned by the Partnership and the
Sponsored Partnerships for the three years ended December 31, 2001, 2000 and
1999.

December 31,

2001 2000 1999
Residential
Number of Properties.......... 4 4 4
Number of Apartment Units..... 642 642 642
Commercial
Number of Properties.......... 13 13 12
Square Footage.........cououun.. 1,433,300 1,433,300 1,328,500

As described in Note 4 to Financial Statements, the Partnership
consummated three series of mergers. As described above, the Company operates in
two segments, real estate operations and broker/dealer and real estate
investment services. Prior to the consummation of the first series of mergers,
the Partnership operated in the segment of broker/dealer and real estate
investment services. The first series of mergers added the real estate
operations of certain Sponsored Partnerships to the Partnership's business. The
nature of the Partnership's business was not changed by the second and third
series of mergers.

The mergers were accounted for as a purchase, whereby the assets and
liabilities of the Sponsored Partnerships were recorded at their fair values and
transaction costs were capitalized. In each merger the Partnership acquired the
minority interests in the Sponsored Partnerships. None of the merged Sponsored
Partnerships was subject to debt financing and no debt was assumed or created at
the time of the merger. The investors of the merged entities exchanged their
interests for an interest in the Partnership. There were no cash payments and no
contingent payments.

The acquisitions have affected the Company in two ways: the real estate
portfolio is more diverse, both geographically and with respect to property
type; and the Company has a larger borrowing capacity.

-13-

The following table sets forth the identity of each merged Sponsored
Partnership, the date of its merger and the estimated value ascribed to that
Partnership.

Estimated Value
at Merger Date (in

Merged Partnership Merger Date thousands)
Essex Lane January 1, 1999 $11,339
FSP Apartment Properties January 1, 1999 12,691
One Technology January 1, 1999 11,989
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FSP North Andover January 1, 1999 9,919
FSP Weslayan Oaks January 1, 1999 5,760
FSP Park Seneca January 1, 1999 10,126
FSP Santa Clara January 1, 1999 7,938
FSP Piedmont January 1, 1999 12,435
FSP Silverside January 1, 2000 19,063
FSP Hillview January 1, 2000 5,328
FSP Telecom January 1, 2000 16,814
FSP Southfield Centre October 1, 2000 16,412
FSP Blue Ravine October 1, 2000 6,475
FSP Bollman Place October 1, 2000 6,035
FSP Austin N.W. October 1, 2000 11,403
FSP Gateway Crossing October 1, 2000 20,870
FSP Lyberty Way October 1, 2000 10,612

During 2001 and 2000, the Partnership retained 100% of the common stock in
six and three Sponsored REITs, respectively, for nominal consideration in
connection with the organization and syndication of such Sponsored REITs.
Additionally, the Partnership's general partner interest in one Sponsored
Partnership was exchanged for the common stock in a newly formed Sponsored REIT,
in connection with this Sponsored Partnership's reorganization from a limited
partnership to a REIT on January 1, 2001. The Partnership's cost of its
investment in the Sponsored REITs approximates its share of the underlying
equity in the net assets of the REITs. The Partnership's share of the Sponsored
REITs' earnings, after deducting preferred stock dividends paid or accrued, was
not material for the years ended December 31, 2001 and 2000. There were no
Sponsored REITs in 1999.

The Sponsored REITs issued both common stock and preferred stock. The
common stock is owned solely by the Company and the preferred stock is owned by
unaffiliated investors. Each Sponsored REIT was organized to acquire a single
real estate property using the proceeds raised through a private offering of its
preferred stock. The Sponsored REITs do not contemplate having any long-term
financing. Following consummation of the offerings, the preferred shareholders
in each of the Sponsored REITs are entitled to 100% of the Sponsored REIT's cash
distributions. As a common shareholder, the Company has no rights to the
Sponsored REIT's regular cash distributions. However, upon liquidation of the
Sponsored REITs, the Company will be entitled to its percentage interest in any
proceeds after the preferred shareholders have recovered their investment. The
Company's percentage interest in each Sponsored REIT is less than 0.1%. The
affirmative vote of the holders of a majority of the Sponsored REIT's preferred
stockholders is required for any actions involving merger, sale of property,
amendment to charter or issuance of additional capital stock. In addition, all
of the Sponsored REITs allow the holders of more than 50% of the outstanding
preferred shares to remove, without cause, and replace one or more members of
the REIT's Board of Directors.

Critical Accounting Policies.

Basis of Presentation. The consolidated financial statements of the
Partnership include the accounts of the Partnership, 17 Sponsored Partnerships
and wholly and majority-owned subsidiaries. All significant intercompany
accounts and transactions have been eliminated in consolidation. Prior to the
mergers, FSP Holdings was the general partner and owned a 5% interest in each of
the Sponsored Partnerships. As the general partner, FSP Holdings had the
exclusive rights and powers to manage an