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FORWARD LOOKING STATEMENTS
Some of the statements contained in this Annual Report on Form 10-K constitute forward-looking statements within
the meaning of the federal securities laws. Any forward-looking statements contained in this Annual Report on Form
10-K are intended to be made pursuant to the safe harbor provisions of Section 27A of the Securities Act of 1933, as
amended, or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange
Act. Forward-looking statements relate to expectations, beliefs, projections, future plans and strategies, anticipated
events or trends and similar expressions concerning matters that are not historical facts. In particular, statements
pertaining to our capital resources, portfolio performance and results of operations contain forward-looking
statements. Likewise, all of our statements regarding anticipated growth in our funds from operations and anticipated
market conditions are forward-looking statements. In some cases, you can identify forward-looking statements by the
use of forward-looking terminology such as “may,” “will,” “should,” “expects,” “intends,” “plans,” “anticipates,” “believes,” “estimates,”
“predicts,” or “potential” or the negative of these words and phrases or similar words or phrases which are predictions of
or indicate future events or trends and which do not relate solely to historical matters. You can also identify
forward-looking statements by discussions of strategy, plans or intentions.

The forward-looking statements contained in this Annual Report on Form 10-K reflect our current views about future
events and are subject to numerous known and unknown risks, uncertainties, assumptions and changes in
circumstances that may cause our actual results to differ significantly from those expressed in any forward-looking
statement. We do not guarantee that the transactions and events described will happen as described (or that they will
happen at all). We disclaim any obligation to publicly update or revise any forward-looking statement to reflect
changes in underlying assumptions or factors, of new information, data or methods, future events or other changes.
For a further discussion of these and other factors that could cause our future results to differ materially from any
forward-looking statements, see the section entitled “Risk Factors” in this Annual Report on Form 10-K.
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EXPLANATORY NOTE
References in this Annual Report on Form 10-K to the Company, EQC, we, us or our, refer to Equity Commonwealth
and its consolidated subsidiaries as of December 31, 2014, unless the context indicates otherwise. Prior to July 2,
2013, we owned the majority of the shares of Select Income REIT, or SIR, a publicly traded company, and therefore,
the financial information presented in this Annual Report on Form 10-K includes SIR's financial position and results
of operations on a consolidated basis with EQC for periods prior to July 2, 2013 when SIR was EQC's consolidated
subsidiary, unless the context indicates otherwise. From July 2, 2013 to July 9, 2014, we owned less than a majority of
SIR’s common shares and therefore no longer consolidated our investment in SIR, instead accounting for this
investment under the equity method. As of July 9, 2014, we sold our entire stake of SIR shares and therefore no longer
own any interest in SIR.
For further information about SIR, please see SIR's periodic reports and other filings with the Securities and Exchange
Commission, or the SEC, which are available at the SEC's website at www.sec.gov. References in this Annual Report
on Form 10-K to SIR's filings with the SEC are included as textual references only, and the information in SIR's
filings with the SEC is not incorporated by reference into this Annual Report on Form 10-K unless otherwise
expressly stated herein.

PART I
Item 1.    Business.
The Company.    We are an internally managed and self-advised real estate investment trust, or REIT, engaged in the
ownership and operation primarily of office buildings in central business district, or CBD, and suburban locations
throughout the United States. We were formed in 1986 under Maryland law and are now one of the largest
commercial office REITs in the United States.
At December 31, 2014, our portfolio included 156 properties (262 buildings) with a combined 42.9 million square feet
for a total investment of $5.7 billion at cost and a depreciated book value of $4.7 billion. Our portfolio consisted of:
(i) 40 properties (53 buildings) with a combined 21.9 million square feet located in CBD locations, and (ii) 116
properties (209 buildings) with a combined 21.0 million square feet located in suburban locations. Eleven of our
properties (11 buildings) with a combined 1.8 million square feet are located in Australia. For a discussion and
information regarding our operating segments, see "Management's Discussion and Analysis of Financial Condition
and Results of Operations" in Part II, Item 7 and our financial statements beginning on page F-1 in Part IV, Item 15 of
this Annual Report on Form 10-K. For information regarding our Australian assets and revenues, see Note 18 to our
Notes to Consolidated Financial Statements in Part IV, Item 15 of this Annual Report on Form 10-K.
On March 25, 2014, all of our then-serving trustees, which we refer to as our former Trustees, were removed as
trustees of the Company. At a special meeting of shareholders held on May 23, 2014, our shareholders elected seven
new individuals to serve on our Board of Trustees.  Immediately following the special meeting on May 23, 2014, our
newly-elected Trustees accepted the resignations of our former executive officers and appointed new executive
officers, beginning the process of internalizing our management structure. On July 31, 2014, our shareholders elected
four additional individuals to serve on our Board of Trustees, bringing our total number of Trustees to eleven. As a
result, we have an entirely new Board of Trustees and executive management team serving our Company. References
to our Board of Trustees in this Annual Report on Form 10-K are to our newly-elected eleven-member Board of
Trustees, unless stated otherwise.

Prior to September 30, 2014, we were externally managed by Reit Management & Research LLC, or RMR. RMR is a
Delaware limited liability company beneficially owned by Barry M. Portnoy and Adam D. Portnoy, two of our former
Trustees. As noted above, we internalized our management structure in 2014 and consequently terminated our
business and property management relationships with RMR for our U.S. properties. Effective October 1, 2014, we
engaged CBRE, Inc., or CBRE, to conduct our day-to-day property management services for our U.S. properties.
RMR continues to manage our Australian assets pursuant to an existing management agreement, which is scheduled to

Edgar Filing: Equity Commonwealth - Form 10-K

5



terminate on December 31, 2015.

Following the election of our new Board of Trustees and internalization of management in 2014, our new
management team has focused on developing a plan to reshape our portfolio in order to create long-term value for
shareholders. We have made significant strides in establishing a core corporate team, improving corporate governance
and building a foundation for long-term growth. Keys to building this foundation include the ongoing evaluation of
value-creation opportunities, proactive asset management and a conservative balance sheet. Additionally, we have
undertaken a comprehensive review of our portfolio and operations and have developed a new business strategy that
focuses on reshaping our portfolio over time, which we

1
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anticipate will consist of significant dispositions of properties that do not meet our long-term goals. Our disposition
strategy is discussed in greater detail later in this section.
As of December 31, 2014, we had 62 full-time employees.
Our principal executive offices are located at Two North Riverside Plaza, Suite 600, Chicago, Illinois 60606, and our
telephone number is (312) 646-2800.
Prior Investments
On July 9, 2014, we sold our entire stake of 22,000,000 common shares, or approximately 36.7% of the outstanding
common shares, of Select Income REIT, which together with its consolidated subsidiaries, we refer to as SIR. SIR is a
publicly-traded REIT that primarily owns and invests in net leased, single tenant office and industrial properties
throughout the United States. SIR was our 100% owned subsidiary until March 12, 2012, on which date SIR
completed an initial public offering and became our consolidated but not wholly-owned subsidiary. Following a
subsequent offering of SIR shares to the public on July 2, 2013, our investment in SIR was reduced below 50%.
Consequently, effective July 2, 2013 through July 9, 2014, we no longer consolidated our investment in SIR but
instead accounted for such investment under the equity method. As of July 9, 2014, we no longer have any interest in
SIR.
Until March 15, 2013, we also owned 9,950,000, or approximately 18.2%, of the common shares of Government
Properties Income Trust, or GOV. GOV, a REIT that primarily owns properties located throughout the United States
that are majority leased to government tenants, was our wholly owned subsidiary until its initial public offering in
June 2009, when it became a publicly owned company with shares listed on the NYSE.
On March 31, 2014, we owned 12.5% of Affiliates Insurance Company, or AIC, an insurance company then owned in
equal proportion by us, RMR, and six other companies to which RMR provides management services. On March 25,
2014, as a result of the removal of all of our former Trustees, we underwent a change in control, as defined in the
shareholders’ agreement among us, the other shareholders of AIC, and AIC. As a result of this change in control and in
accordance with the terms of the shareholders' agreement, the other shareholders of AIC, on May 9, 2014, exercised
their right to purchase the 20,000 shares of AIC that we owned. We received $5.8 million in aggregate proceeds from
this sale and no longer hold any interest in AIC.
See Notes 7 and 19 to the Notes to Consolidated Financial Statements in Part IV, Item 15 of this Annual Report on
Form 10-K for additional information regarding SIR, GOV and AIC.
Policies with Respect to Certain Activities
The discussion below sets forth certain additional information regarding our investment, disposition and financing
policies. These policies are established by our Board of Trustees and may be changed by our Board of Trustees at any
time without shareholder approval.
Investment Policies.    In evaluating potential investments and asset sales, we consider various factors, including but
not limited to the following:
•the historical and projected rents received and likely to be received from the property;

•the historical and expected operating expenses, including real estate taxes, incurred and expected to be incurred at theproperty;
•the growth, tax and regulatory environments of the market in which the property is located;
•the quality, experience and credit worthiness of the property's tenants;
•occupancy and demand for similar properties in the same or nearby markets;

•the construction quality, physical condition and design of the property, and expected capital expenditures that may beneeded to be made to the property;
•the location and type of property; and
•the pricing of comparable properties as evidenced by recent market sales.
We attempt to acquire properties which will enhance the diversity of our portfolio with respect to tenants and
locations. However, we have no policies which specifically limit the percentage of our assets which may be invested
in any individual property, in any one type of property, in properties in one geographic area, in properties leased to
any one tenant or in properties leased to an affiliated group of tenants.
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We generally prefer 100% owned investments in fee interests. However, circumstances may arise in which we may
invest in leaseholds, joint ventures, mortgages and other real estate interests. We may invest in real estate joint
ventures if we conclude that by doing so we may benefit from the participation of co-venturers or that our opportunity
to participate in the investment is contingent on the use of a joint venture structure. We may invest in participating,
convertible or other types of mortgages if we conclude that by doing so we may benefit from the cash flow or
appreciation in the value of a property which is not available for purchase. Further, we have in the past provided seller
financing for properties we have sold and may do so again in the future.
In the past, we have considered the possibility of entering into mergers or strategic combinations with other
companies. We may undertake such considerations in the future. A principal goal of any such transaction will be to
increase our profits and diversify their sources.
Disposition Policies.    We currently anticipate disposing of a significant number of our properties as part of our
business strategy to reposition our portfolio. Disposition decisions are made based on a number of factors including
those set forth above under "Investment Policies" and the following:

• the proposed sale
price;

•the strategic fit of the property or investment with the rest of our portfolio and our plans; and
•the existence of alternative sources, uses or needs for capital.
Our Board of Trustees recently adopted a strategy to consider disposing of assets that have one or more of the
following attributes:
•assets that do not offer an opportunity to create a competitive advantage,
•assets that are less than 150,000 square feet,
•assets that are not office buildings,
•assets that are not located in the U.S., or
•assets that produce a low cash yield or require significant capital expenditures.
The ability of our new management team to implement our new business strategy depends substantially on identifying
and completing dispositions at favorable prices and successfully redeploying the capital received from dispositions.
We expect to reinvest capital received from dispositions we complete but cannot provide any assurances that we will
be successful. In addition, it may take a long period of time before we are able to reposition our portfolio.
Financing Policies.    Our revolving credit facility and term loan agreements and our debt indenture and its
supplements contain financial covenants that, among other things, restrict our ability to incur indebtedness and require
us to maintain certain financial ratios and a minimum net worth. Our Board of Trustees may determine to seek
additional capital through equity offerings, debt financings, retention of cash flows in excess of distributions to
shareholders or a combination of these methods. Some of our properties are encumbered by mortgages. To the extent
that our Board of Trustees decides to obtain additional debt financing, we may do so on an unsecured basis or a
secured basis, subject to limitations in existing financing or other contractual arrangements; we may seek to obtain
other lines of credit or to issue securities senior to our common and/or preferred shares, including preferred shares or
debt securities which may be convertible into common shares or be accompanied by warrants to purchase common
shares; or we may engage in transactions which involve a sale or other conveyance of properties to affiliated or
unaffiliated entities. We may finance acquisitions by an exchange of properties, by borrowing under our credit facility,
by assuming outstanding mortgage debt on the acquired properties, by the issuance of additional equity or debt
securities or by using retained cash flow from operations which may exceed our earnings. The proceeds from any of
our financings may be used to pay distributions, to provide working capital, to refinance existing indebtedness or to
finance acquisitions and expansions of existing or new properties. We may from time to time re-evaluate and modify
our financing policies in light of then current market conditions, relative availability and costs of debt and equity
capital, the changing values of properties, growth and acquisition opportunities and other factors, and we may increase
or decrease our ratio of debt to total capitalization.
Competition.    Investing in and operating office real estate is a highly competitive business. We compete against other
REITs, numerous financial institutions, individuals and public and private companies who are actively engaged in this
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business. Also, we compete for tenants and investments based on a number of factors including pricing, underwriting
criteria and reputation. Our ability to successfully compete is also impacted by economic and population trends,
availability of acceptable investment opportunities, our ability to negotiate beneficial leasing and investment terms,
availability and cost of capital and new and existing laws and regulations. Some of our competitors are dominant in
selected geographic markets, including in markets in which we operate. Many of our competitors have greater
financial and other resources than we have.
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For additional information on competition and the risks associated with our business, please see "Risk Factors" in
Part I, Item 1A of this Annual Report on Form 10-K.
Environmental and Climate Change Matters.    Under various environmental, health and safety laws, owners and
operators, including tenants of real estate may be subject to liabilities resulting from the presence of hazardous
substances, waste or petroleum products at, on, under, or emanating from such property, including costs for
investigating and remediating or removing hazardous substances present at or migrating from such properties,
liabilities for property damage or personal injuries, natural resource damages, and costs and losses arising from
property use restrictions or diminution in value. We, or our tenants, also may incur liability for failing to comply with
environmental, health and safety laws. We do not believe that there are environmental conditions or issues at any of
our properties that have had or will have a material adverse effect on us. However, no assurances can be given that
conditions or issues are not present at our properties or that costs we may be required to incur in the future to
remediate contamination or comply with environmental, health and safety laws will not have a material adverse effect
on our business or financial condition.
We estimate the cost to remove hazardous substances or address environmental issues at some of our properties based
in part on environmental surveys conducted on our properties. Estimated liabilities related to hazardous substances at
properties we own are reflected in our consolidated balance sheets and included in the cost of the real estate acquired.
Some of our properties have been or may be impacted by releases of hazardous substances or petroleum products.
Such contamination may arise from a variety of sources, including historic uses of our properties for commercial or
industrial purposes, spills of such materials at adjacent properties, or releases from tanks used on our properties to
store petroleum or hazardous substances. In addition, certain of our properties are on sites upon which or are adjacent
to or near other properties upon which others, including former owners or tenants, have engaged, or may in the future
engage, in activities that may release petroleum products or other hazardous or toxic substances. Though we have
reviewed these and our other properties for potential environmental liabilities and have established a reserve for
potential costs that may be incurred as a result of environmental contamination, we cannot assure that we have
identified all potential environmental liabilities or that our reserve will be sufficient to cover any costs we may incur
relating to environmental matters.
Certain of our buildings contain asbestos. We believe any asbestos in our buildings is contained in accordance with
current regulations. If we remove the asbestos or renovate or demolish these properties, certain environmental
regulations govern the manner in which the asbestos must be handled and removed, which could result in increased
costs.
Except in limited instances, we do not have any insurance designated to limit any losses that we may incur as a result
of known or unknown environmental conditions, which are not caused by an insured event, such as, for example, fire
or flood. For more information regarding environmental matters and their possible adverse impact on us, see "Risk
Factors-Risks Related to Our Business-We could incur significant costs and liabilities with respect to environmental
matters” in Part I, Item 1A.
The current political debate about climate change has resulted in various treaties, laws and regulations which are
intended to limit carbon emissions. We believe these laws being enacted or proposed may cause energy costs at our
properties to increase, but we do not expect the direct impact of these increases to be material to our results of
operations because the increased costs either would be the responsibility of our tenants directly or in large part may be
passed through by us to our tenants as additional lease payments. Although we do not believe it is likely in the
foreseeable future, laws enacted to mitigate climate change may make some of our buildings obsolete or cause us to
make material investments in our properties which could materially and adversely affect our financial condition. We
continuously study ways to improve the energy efficiency at all of our properties. For more information regarding
climate change matters and their possible adverse impact on us, see "Risk Factors—Risks Related to Our Business—We
may be adversely affected by laws, regulations or other issues related to climate change" in Part I, Item 1A and
"Management's Discussion and Analysis—Impact of Climate Change" in Part II, Item 7 of this Annual Report on
Form 10-K.
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Internet Website.    Our internet website address is www.eqcre.com. Copies of our Corporate Governance Guidelines,
Code of Business Conduct and Ethics, policy outlining procedures for handling concerns or complaints about
accounting, internal accounting controls or auditing matters, and the charters of our Audit, Compensation and
Nominating and Corporate Governance committees are posted on our website and may be obtained free of charge by
writing to our Secretary, Equity Commonwealth, Two North Riverside Plaza, Suite 600, Chicago, Illinois 60606. We
make available, free of charge, on our website, our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K and amendments to these reports filed or furnished pursuant to Section 13(a) or 15(d) of
the Securities Exchange Act of 1934, as amended, or the Exchange Act, as soon as reasonably practicable after these
forms are filed with, or furnished to, the SEC. Any shareholder or other interested party who desires to communicate
with our Board of Trustees, or our non-management Trustees, individually or as a group, may do so by filling out a
report on our website. Our website address is included several times in this Annual
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Report on Form 10-K as a textual reference only and the information on the website is not incorporated by reference
into this Annual Report on Form 10-K.
CERTAIN U.S. FEDERAL INCOME TAX CONSIDERATIONS
The following discussion describes the certain U.S. federal income tax considerations relating to the taxation of
Equity Commonwealth as a REIT and the acquisition, ownership and disposition of our common shares. If we offer
securities other than common shares, information about any additional income tax consequences to holders of those
securities will be included in the documents pursuant to which those securities are offered. For purposes of the
following discussion, references to “our company,” “EQC,” “we” and “us” mean Equity Commonwealth and not its
subsidiaries or affiliates.

Because this is a summary that is intended to address only the U.S. federal income tax considerations relating to the
ownership and disposition of our common shares, it may not contain all the information that may be important in your
specific circumstances. As you review this discussion, you should keep in mind that:

1. The tax considerations to you may vary depending on your particular tax situation;

2. Special rules that are not discussed below may apply to you if you are subject to special tax treatment under the
Internal Revenue Code of 1986, as amended (the “Code”), including:

•broker-dealers;

•financial institutions;

•holders who receive our common shares through the exercise of employee stock options or otherwise ascompensation;

•insurance companies;

•non-U.S. shareholders (as defined below), except to the extent discussed below in “U.S. Taxation of Non-U.S.Shareholders”;

•persons holding 10% or more (by vote or value) of our outstanding common shares, except to the extent discussedbelow;

•persons holding our common shares as part of a “straddle,” “hedge,” “conversion transaction,” “synthetic security” or otherintegrated investment;

•persons holding our common shares on behalf of other persons as nominees;

•persons holding our common shares through a partnership or similar pass-through entity;

•persons subject to the alternative minimum tax provisions of the Code;

•REITs;

•regulated investment companies, or RICs;

•subchapter S corporations;
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•foreign (non-U.S.) governments and governmental entities;

•tax-exempt organizations, except to the extent discussed below in “Taxation of Tax-Exempt U.S. Shareholders”;

•trusts and estates; or

•U.S. expatriates.
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3. This summary addresses neither U.S. federal taxes other than income tax, nor state, local or non-U.S. tax
considerations;

4. This summary deals only with EQC common shareholders that hold common shares as “capital assets,” within the
meaning of Section 1221 of the Code; and

5. This discussion is not intended to be, and should not be construed as, tax advice.

You are urged both to review the following discussion and to consult with your tax advisor to determine the effect of
acquiring, owning and disposing of our common shares in your individual tax situation, including any state, local or
non-U.S. tax consequences.

The information in this section is based on the Code, current, temporary and proposed regulations promulgated by the
U.S. Treasury Department, the legislative history of the Code, current administrative interpretations and practices of
the Internal Revenue Service (the “IRS”), and court decisions. The reference to IRS interpretations and practices
includes IRS practices and policies as endorsed in private letter rulings, which are not binding on the IRS except with
respect to the taxpayer that receives the ruling. In each case, these sources are relied upon as they exist on the date of
this registration statement. Future legislation, regulations, administrative interpretations and court decisions could
change current law or adversely affect existing interpretations of current law. Any change could apply retroactively.
We have not requested and do not plan to request any rulings from the IRS concerning the tax treatment of our
company. Accordingly, even if there is no change in the applicable law, no assurance can be provided that the
statements made in the following discussion, which do not bind the IRS or the courts, will not be challenged by the
IRS or will be sustained by a court if so challenged.
Taxation of EQC as a REIT
General.    Our company has elected to be taxed as a REIT under the Code. A REIT generally is not subject to U.S.
federal income tax on the net income that it distributes to shareholders if it meets the applicable REIT distribution
requirements and other requirements for REIT qualification under the Code. We believe that we have been organized
and have operated, and we intend to continue to operate, so as to qualify as a REIT, but there can be no assurance that
we qualify or will remain qualified as a REIT.
Qualification and taxation as a REIT depend upon our ability to meet, through actual annual (or in some cases
quarterly) operating results, requirements relating to income, asset ownership, distribution levels and diversity of share
ownership, and the various other REIT qualification requirements imposed under the Code. Given the complex nature
of the REIT qualification requirements, the ongoing importance of factual determinations and the possibility of future
changes in our circumstances, we cannot provide any assurance that our actual operating results will satisfy the
requirements for taxation as a REIT under the Code for any particular taxable year.
The sections of the Code that relate to our qualification and operation as a REIT are highly technical and complex.
This discussion sets forth material aspects of the sections of the Code that govern the U.S. federal income tax
treatment of a REIT and its shareholders. This summary is qualified in its entirety by the applicable Code provisions,
relevant rules and Treasury regulations, and related administrative and judicial interpretations.

Taxation.    For each taxable year in which we qualify for taxation as a REIT, we generally will not be subject to U.S.
federal corporate income tax on our net income that is distributed currently to our shareholders. U.S. shareholders (as
defined below) generally will be subject to taxation on dividends (other than designated capital gain dividends and
“qualified dividend income”) at rates applicable to ordinary income, instead of at lower capital gain rates. Qualification
for taxation as a REIT enables the REIT and its shareholders to substantially eliminate the “double taxation” (that is,
taxation at both the corporate and shareholder levels) that generally results from an investment in a regular
corporation. Regular corporations (non-REIT “C” corporations) generally are subject to U.S. federal corporate income
taxation on their income and shareholders of regular corporations are subject to tax on any dividends that are received.
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Currently, however, shareholders of regular corporations who are taxed at individual rates generally are taxed on
dividends they receive at capital gains rates, which are lower for individuals than ordinary income rates, and
shareholders of regular corporations who are taxed at regular corporate rates will receive the benefit of a
dividends-received deduction that substantially reduces the effective rate that they pay on such dividends. Income
earned by a REIT and distributed currently to its shareholders generally will be subject to lower aggregate rates of
U.S. federal income taxation than if such income were earned by a regular corporation, subjected to corporate income
tax, and then distributed to shareholders and subjected to tax either at capital gain rates or the effective rate paid by a
corporate recipient entitled to the benefit of the dividends-received deduction.

6
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While we generally will not be subject to corporate income taxes on income that we distribute currently to
shareholders, we will be subject to U.S. federal income tax as follows:

1. We will be taxed at regular corporate rates on any undistributed “REIT taxable income.” REIT taxable income is the
taxable income of the REIT subject to specified adjustments, including a deduction for dividends paid.

2. We may be subject to the “alternative minimum tax” on our undistributed items of tax preference, if any.

3. If we have (1) net income from the sale or other disposition of “foreclosure property” that is held primarily for sale to
customers in the ordinary course of business, or (2) other non-qualifying income from foreclosure property, we will be
subject to tax at the highest corporate rate on this income.

4. Our net income from “prohibited transactions” will be subject to a 100% tax. In general, prohibited transactions are
sales or other dispositions of property, other than foreclosure property, held primarily for sale to customers in the
ordinary course of business.

5. If we fail to satisfy either the 75% gross income test or the 95% gross income test discussed below, but nonetheless
maintain our qualification as a REIT because other requirements are met, we will be subject to a tax equal to the gross
income attributable to the greater of either (1) the amount by which 75% of our gross income exceeds the amount of
our income qualifying under the 75% test for the taxable year or (2) the amount by which 95% of our gross income
exceeds the amount of our income qualifying for the 95% income test for the taxable year, multiplied in either case by
a fraction intended to reflect our profitability.

6. We will be subject to a 4% nondeductible excise tax on the excess of the required distribution over the sum of
amounts actually distributed, excess distributions from the preceding tax year and amounts retained for which U.S.
federal income tax was paid if we fail to make the required distribution by the end of a calendar year (taking into
account certain distributions declared in the last three months of a calendar year and paid prior to the end of January of
the following calendar year). The required distribution for each calendar year is equal to the sum of:
•85% of our REIT ordinary income for the year;
•95% of our REIT capital gain net income for the year; and
•any undistributed taxable income from prior taxable years.

7. We will be subject to a 100% penalty tax on some payments we receive (or on certain expenses deducted by a
taxable REIT subsidiary) if arrangements among us, our tenants, and our taxable REIT subsidiaries are not
comparable to similar arrangements among unrelated parties.

8. If we acquire any assets from a non-REIT “C” corporation in a carry-over basis transaction, we would be liable for
corporate income tax, at the highest applicable corporate rate for the “built-in gain” with respect to those assets if we
disposed of those assets within 10 years after they were acquired. Built-in gain is the amount by which an asset’s fair
market value exceeds its adjusted tax basis at the time we acquire the asset. To the extent that assets are transferred to
us in a carry-over basis transaction by a partnership in which a corporation owns an interest, we will be subject to this
tax in proportion to the non-REIT “C” corporation’s interest in the partnership. The results described in this paragraph
assume that the non-REIT “C” corporation will not elect, in lieu of this treatment, to be subject to an immediate tax
when the asset is acquired by us. The IRS has issued Treasury regulations that generally exclude from the application
of this built-in gains tax any gain from the sale of property acquired in an exchange under Section 1031 (a like-kind
exchange) or Section 1033 (an involuntary conversion) of the Code.
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9. In 2010, we acquired office and industrial properties in Australia. Our profits from properties outside of the United
States will generally be subject to tax in the local jurisdictions. Under currently applicable law and through available
tax concessions, for which we have received a favorable Australian private letter ruling, we have minimized the
Australian income taxes we must pay, but there can be no assurance that existing law or concessions will be available
to us in the future to minimize taxes. If we continue to operate as we do, then we will distribute all of our taxable
income to our shareholders such that we will generally not pay federal income tax. As a result, we cannot recover the
cost of foreign income taxes imposed on our foreign investments by claiming foreign tax credits against our federal
income tax liability. Also, as a REIT, we cannot pass through to our shareholders any foreign tax credits.

7
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10. If we fail to satisfy one of the REIT asset tests (other than certain de minimis failures), but nonetheless maintain
our qualification as a REIT because other requirements are met, we will be subject to a tax equal to the greater of
$50,000 or the amount determined by multiplying the net income generated by the non-qualifying assets during the
period of time that the assets were held as non-qualifying assets by the highest rate of tax applicable to corporations.

11. If we fail to satisfy certain of the requirements under the Code the failure of which would result in the loss of our
REIT status, and the failure is due to reasonable cause and not willful neglect, we may be required to pay a penalty of
$50,000 for each such failure in order to maintain our qualification as a REIT.

12. If we fail to comply with the requirements to send annual letters to our shareholders requesting information
regarding the actual ownership of our shares and the failure was not due to reasonable cause or was due to willful
neglect, we will be subject to a $25,000 penalty or, if the failure is intentional, a $50,000 penalty.

Furthermore, notwithstanding our status as a REIT, we also may have to pay certain state and local income taxes,
because not all states and localities treat REITs the same as they are treated for U.S. federal income tax purposes.
Moreover, each of our taxable REIT subsidiaries (as further described below) is subject to U.S. federal, state and local
corporate income taxes on its net income.

If we are subject to taxation on our REIT taxable income or subject to tax due to the sale of a built-in gain asset that
was acquired in a carry-over basis from a non-REIT “C” corporation, some of the dividends we pay to our shareholders
during the following year may be subject to tax at the reduced capital gains rates, rather than taxed at ordinary income
rates. See “- Taxation of U.S. Shareholders-Qualified Dividend Income.”

Requirements for Qualification as a REIT.    The Code defines a REIT as a corporation, trust or association:

1. that is managed by one or more trustees or directors;

2. that issues transferable shares or transferable certificates to evidence its beneficial ownership;

3. that would be taxable as a domestic corporation, but for Sections 856 through 860 of the Code;

4. that is neither a financial institution nor an insurance company within the meaning of certain provisions of the
Code;

5. that is beneficially owned by 100 or more persons;

6. not more than 50% in value of the outstanding shares or other beneficial interest of which is owned, actually or
constructively, by five or fewer individuals (as defined in the Code to include certain entities and as determined by
applying certain attribution rules) during the last half of each taxable year;

7. that makes an election to be a REIT for the current taxable year, or has made such an election for a previous taxable
year that has not been revoked or terminated, and satisfies all relevant filing and other administrative requirements
established by the IRS that must be met to elect and maintain REIT status;

8. that uses a calendar year for U.S. federal income tax purposes and complies with the recordkeeping requirements of
the Code and the Treasury regulations promulgated thereunder;
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9. that has at the end of any taxable year any undistributed earnings and profits that are attributable to a non-REIT
taxable year; and

10. that meets other applicable tests, described below, regarding the nature of its income and assets and the amount of
its distributions.

The Code provides that conditions 1, 2, 3 and 4 above must be met during the entire taxable year and condition 5
above must be met during at least 335 days of a taxable year of 12 months, or during a proportionate part of a taxable
year of less than 12 months. Conditions 5 and 6 do not apply until after the first taxable year for which an election is
made to be taxed as a REIT. Condition 6 must be met during the last half of each taxable year. For purposes of
determining share ownership under condition 6 above, a supplemental unemployment compensation benefits plan, a
private foundation or a portion of a trust permanently set aside or used exclusively for charitable purposes generally is
considered an individual. However, a trust that is

8
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a qualified trust under Code Section 401(a) generally is not considered an individual, and beneficiaries of a qualified
trust are treated as holding stock of a REIT in proportion to their actuarial interests in the trust for purposes of
condition 6 above.

We believe that we have been organized, have operated and have issued sufficient shares of beneficial ownership with
sufficient diversity of ownership to allow us to satisfy the above conditions. In addition, our declaration of trust
contains restrictions regarding the transfer of our shares that are intended to assist us in continuing to satisfy the share
ownership requirements described in conditions 5 and 6 above. These restrictions, however, may not ensure that we
will be able to satisfy these share ownership requirements. If we fail to satisfy these share ownership requirements, we
will fail to qualify as a REIT.

To monitor compliance with condition 6 above, a REIT is required to send annual letters to its shareholders requesting
information regarding the actual ownership of its shares. If we comply with the annual letters requirement and do not
know, or exercising reasonable diligence, would not have known, of a failure to meet condition 6 above, then we will
be treated as having met condition 6 above.

To qualify as a REIT, we cannot have at the end of any taxable year any undistributed earnings and profits that are
attributable to a non-REIT taxable year. On October 7, 2010, we purchased office and industrial properties in
Australia. In order to acquire the Australian properties, we acquired all of the beneficial interests of an Australian trust
that owned those properties as its primary assets. Upon our acquisition, the acquired entity became either our qualified
REIT subsidiary under Section 856(i) of the Code or our disregarded entity (or, at a minimum, our almost wholly
owned partnership) under Treasury regulations issued under Section 7701 of the Code. Thus, after the 2010
acquisition, we have treated and will treat all assets, liabilities and items of income, deduction and credit of the
acquired Australian trust as ours for purposes of the various REIT qualification tests described above. To address the
possibility that the acquired trust was properly classified as a C corporation for federal tax purposes prior to our
acquisition, we made an election under Section 338(g) of the Code in respect of the acquired Australian trust.
Accordingly, regardless of the Australian trust's proper federal tax classification prior to our acquisition, our initial
federal income tax basis in the acquired assets is our cost for acquiring them, and we did not succeed to any
C corporation earnings and profits in this acquisition.

We have computed or retained accountants to compute the amount of undistributed earnings and profits that we
inherited in our corporate acquisitions. Based on these calculations, we believe that we did not inherit any
undistributed earnings and profits that remained undistributed at the end of the applicable tax year. There can be no
assurance that the IRS would not contend otherwise on a subsequent audit.

If the IRS determined that we inherited undistributed non-REIT earnings and profits and that we did not distribute the
non-REIT earnings and profits by the end of that taxable year, it appears that we could avoid disqualification as a
REIT by using “deficiency dividend” procedures to distribute the non-REIT earnings and profits. The deficiency
dividend procedures would require us to make a distribution to shareholders, in addition to the regularly required
REIT distributions, within 90 days of a “determination” under Section 860 of the Code, and we would have to pay to the
IRS an interest charge based on the amount of the undistributed non-REIT earnings and profits.

Qualified REIT Subsidiaries.    We may acquire 100% of the stock of one or more corporations that are qualified
REIT subsidiaries. A corporation will qualify as a qualified REIT subsidiary if we own 100% of its stock and it is not
a taxable REIT subsidiary. A qualified REIT subsidiary will not be treated as a separate corporation, and all assets,
liabilities and items of income, deduction and credit of a qualified REIT subsidiary will be treated as our assets,
liabilities and such items (as the case may be) for all purposes of the Code, including the REIT qualification tests. For
this reason, references in this discussion to our income and assets should be understood to include the income and
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assets of any qualified REIT subsidiary we own. A qualified REIT subsidiary will not be subject to U.S. federal
income tax, although it may be subject to state and local taxation in some states. Our ownership of the voting stock of
a qualified REIT subsidiary will not violate the asset test restrictions against ownership of securities of any one issuer
which constitute more than 10% of the voting power or value of such issuer’s securities or more than five percent of
the value of our total assets, as described below in “- Asset Tests Applicable to REITs.”

Taxable REIT Subsidiaries.    A taxable REIT subsidiary is a corporation other than a REIT in which we directly or
indirectly hold stock, which has made a joint election with us to be treated as a taxable REIT subsidiary under
Section 856(l) of the Code. A taxable REIT subsidiary also includes any corporation other than a REIT in which a
taxable REIT subsidiary of ours owns, directly or indirectly, securities, (other than certain “straight debt” securities),
which represent more than 35% of the total voting power or value of the outstanding securities of such corporation.
Other than some activities relating to lodging and health care facilities, a taxable REIT subsidiary may generally
engage in any business, including the provision of customary or non-customary services to our tenants without
causing us to receive impermissible tenant service income under the REIT gross income tests. A taxable REIT
subsidiary is required to pay regular U.S. federal income tax, and state and local income tax where applicable, as a
regular, non-REIT “C” corporation. In addition, a taxable REIT subsidiary may be prevented from

9
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deducting interest on debt funded directly or indirectly by us if certain tests regarding the taxable REIT subsidiary’s
debt to equity ratio and interest expense are not satisfied. If dividends are paid to us by our taxable REIT subsidiary,
then a portion of the dividends we distribute to shareholders who are taxed at individual rates generally would be
eligible for taxation at lower capital gains rates, rather than at ordinary income rates. See “Taxation of U.S.
Shareholders-Qualified Dividend Income.”

Generally, a taxable REIT subsidiary can perform services that otherwise would be impermissible tenant services
without causing us to receive impermissible tenant services income under the REIT income tests. However, several
provisions applicable to the arrangements between a REIT and its taxable REIT subsidiaries are intended to ensure
that a taxable REIT subsidiary will be subject to an appropriate level of U.S. federal income taxation. For example, a
taxable REIT subsidiary is limited in its ability to deduct interest payments made directly or indirectly to us in excess
of a certain amount. In addition, a REIT will be obligated to pay a 100% penalty tax on some payments that it receives
or on certain expenses deducted by the taxable REIT subsidiary if the economic arrangements between the REIT, the
REIT’s tenants and the taxable REIT subsidiary are not comparable to similar arrangements among unrelated parties.
Our taxable REIT subsidiaries may make interest and other payments to us and to third parties in connection with
activities related to our properties. There can be no assurance that our taxable REIT subsidiaries would not be limited
in their ability to deduct certain interest payments made to us. In addition, there can be no assurance that the IRS
would not seek to impose the 100% excise tax on a portion of payments received by us from, or expenses deducted by,
our taxable REIT subsidiaries.

Ownership of Partnership Interests by a REIT.    A REIT that owns an equity interest in an entity treated as a
partnership for U.S. federal income tax purposes is deemed to own its share (based upon its proportionate share of the
capital of the partnership) of the assets of the partnership and is deemed to earn its proportionate share of the
partnership’s income. The assets and gross income of the partnership generally retain the same character in the hands
of the REIT for purposes of the gross income and asset tests applicable to REITs as described below. For these
purposes, under current Treasury regulations, our interests in each of the partnerships must be determined in
accordance with our “capital interest” in each entity, as applicable. However, solely for purposes of the 10% value test
described below, the determination of a REIT’s interest in partnership assets is based on the REIT’s proportionate
interest in the equity and certain debt securities issued by the partnership. We have control over substantially all of the
partnership and limited liability company subsidiaries of the REIT and intend to operate them in a manner that is
consistent with the requirements for qualification of our company as a REIT.

We believe that each of the partnerships and limited liability companies in which we own an interest, directly or
through another partnership or limited liability company, are treated as partnerships or are disregarded for U.S. federal
income tax purposes and are not taxable as corporations. If any of these entities were treated as a corporation, it would
be subject to an entity level tax on its income and we could fail to meet the REIT income and asset tests. See
“-Taxation of EQC as a REIT-Income Tests Applicable to REITs” and “-Taxation of EQC as a REIT-Asset Tests
Applicable to REITs” below.

Ownership of Subsidiary REITs. We do not currently own an interest in a subsidiary REIT. In recent years, we owned
an interest in each of (i) Government Properties Income Trust (“GOV”), and (ii) Select Income REIT (“SIR”). We may in
the future own interests in subsidiary REITs.

•GOV. Following its initial public offering in 2009, we owned a significant minority, in excess of 10%, of GOV shares
until 2013. We believe that GOV during these years qualified as a REIT under the Code. In 2013, we sold all our
GOV shares. For any of our taxable years in which GOV qualified as a REIT, our investment in GOV counted
favorably as a qualifying REIT asset toward the REIT gross asset tests and our gains and dividends from GOV shares
counted as qualifying income under the 75% and 95% gross income tests, all as described above. However, because
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we did not and could not control GOV's compliance with the federal income tax requirements for REIT qualification
and taxation, we joined with GOV in filing a protective taxable REIT subsidiary election under Section 856(l) of the
Code, effective June 9, 2009, and we reaffirmed this protective election with GOV every January 1 thereafter through
January 1, 2013. Pursuant to this protective taxable REIT subsidiary election, we believe that even if GOV was not a
REIT for some reason, then it would instead have been considered one of our taxable REIT subsidiaries and treated in
the manner described above. As one of our taxable REIT subsidiaries, we believe that GOV's failure to qualify as a
REIT would not have jeopardized our own qualification as a REIT, even though we owned more than 10% of it.

•

SIR. Prior to the SIR initial public offering, SIR and its wholly owned subsidiaries were wholly owned by us. During
this period, SIR and its subsidiaries were disregarded as entities separate from us for federal income tax purposes,
either under the Treasury regulations issued under Section 7701 of the Code or under the qualified REIT subsidiary
rules of Section 856(i), all as described above. Accordingly, all assets, liabilities and items of income, deduction and
credit of SIR and its subsidiaries during this period were treated as ours. When SIR first issued shares to persons other
than us in its initial public offering, SIR ceased to be wholly owned by us. As a
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consequence, SIR and its subsidiaries ceased to be our disregarded entities for federal income tax purposes. Instead, at
that time, SIR became regarded as a separate corporation that we believe satisfied the requirements for qualification
and taxation as a REIT under the Code, and its subsidiaries ceased to be treated as part of us and became disregarded
entities treated as part of the newly separate SIR. In 2014, we sold all of our SIR shares. For any of our taxable years
in which SIR qualified as a REIT, our investment in SIR counted favorably as a qualifying REIT asset toward the
REIT gross asset tests and our gains and dividends from SIR shares counted as qualifying income under the 75% and
95% gross income tests, all as described above. However, because we did not and could not control SIR's compliance
with the federal income tax requirements for REIT qualification and taxation, we joined with SIR in filing a protective
taxable REIT subsidiary election under Section 856(l) of the Code, effective March 13, 2012, and reaffirmed this
protective election with SIR every January 1 thereafter through January 1, 2014. Pursuant to this protective taxable
REIT subsidiary election, we believe that even if SIR was not a REIT for some reason, then it would instead have
been considered one of our taxable REIT subsidiaries and treated in the manner described above. As one of our
taxable REIT subsidiaries, we believe that SIR's failure to qualify as a REIT would not have jeopardized our own
qualification as a REIT, even though we owned more than 10% of it.

Income Tests Applicable to REITs.    To qualify as a REIT, we must satisfy two gross income tests which are applied
on an annual basis. First, in each taxable year we must derive directly or indirectly at least 75% of our gross income,
excluding gross income from prohibited transactions, certain foreign currency income and income and gain from
certain hedging transactions, from investments relating to real property or mortgages on real property or from some
types of temporary investments. Income from investments relating to real property or mortgages on related property
includes “rents from real property,” gains on the disposition of real estate, dividends paid by another REIT and interest
on obligations secured by mortgages on real property or on interests in real property. Second, in each taxable year we
must derive at least 95% of our gross income, excluding gross income from prohibited transactions, certain foreign
currency income and income and gain from certain hedging transactions, from any combination of income qualifying
under the 75% gross income test and dividends, interest, and gain from the sale or disposition of stock or securities.

Rents we receive will qualify as “rents from real property” for the purpose of satisfying the gross income requirements
for a REIT described above only if several conditions are met:

•
The amount of rent must not be based in whole or in part on the income or profits of any person. However, an amount
we receive or accrue generally will not be excluded from the term “rents from real property” solely by reason of being
based on a fixed percentage or percentages of gross receipts or sales;

•

We, or an actual or constructive owner of 10% or more of our shares, must not actually or constructively own 10% or
more of the interests in the tenant, or, if the tenant is a corporation, 10% or more of the voting power or value of all
classes of stock of the tenant. Rents received from such a tenant that is a taxable REIT subsidiary, however, will not
be excluded from the definition of “rents from real property” as a result of this condition if either (i) at least 90% of the
space at the property to which the rents relate is leased to third parties, and the rents paid by the taxable REIT
subsidiary are comparable to rents paid by our other tenants for comparable space or (ii) the property is a qualified
lodging facility or, for taxable years of REITs beginning after July 30, 2008, a qualified health care property, and such
property is operated on behalf of the taxable REIT subsidiary by a person who is an independent contractor and
certain other requirements are met;

•
Rent attributable to personal property, leased in connection with a lease of real property, is not greater than 15% of the
total rent received under the lease. If this requirement is not met, then the portion of rent attributable to personal
property will not qualify as “rents from real property”; and

•
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We generally must not provide directly impermissible tenant services to the tenants of a property, subject to a 1% de
minimis exception, other than through an independent contractor from whom we derive no income or a taxable REIT
subsidiary. We may, however, directly perform certain services that are “usually or customarily rendered” in connection
with the rental of space for occupancy only and are not otherwise considered “rendered primarily for the convenience
of the tenant” of the property. Examples of such services include the provision of light, heat, or other utilities, trash
removal and general maintenance of common areas. In addition, we may provide through an independent contractor
or a taxable REIT subsidiary both customary and non-customary services to our tenants without causing the rent we
receive from those tenants to fail to qualify as “rents from real property.” If the total amount of income we receive from
providing impermissible tenant services at a property exceeds 1% of our total income from that property, then all of
the income from that property will fail to qualify as “rents from real

11
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property.” Impermissible tenant service income is deemed to be at least 150% of our direct cost in providing the
service.

In light of these requirements, we do not intend to take any of the actions listed below, unless we determine that the
resulting nonqualifying income, taken together with all other nonqualifying income that we earn in the taxable year,
will not jeopardize our status as a REIT:

1. charge rent for any property that is based in whole or in part on the income or profits of any person (unless based on
a fixed percentage or percentages of gross receipts or sales, as permitted and described above);

2. rent any property to a related party tenant, including a taxable REIT subsidiary, unless the rent from the lease to the
taxable REIT subsidiary would qualify for the special exception from the related party tenant rule applicable to certain
leases with a taxable REIT subsidiary;

3. derive rental income attributable to personal property other than personal property leased in connection with the
lease of real property, the amount of which is less than 15% of the total rent received under the lease; or

4. directly perform services considered to be noncustomary or “rendered to the occupant” of the property.

We provide services and access to third-party service providers at some or all of our properties. However, based on
our experience in the rental markets where the properties are located, we believe that all access to service providers
and services provided to tenants by our company either are usually or customarily rendered in connection with the
rental of real property and not otherwise considered rendered to the occupant, or, if considered impermissible services,
will not result in an amount of impermissible tenant service income that will cause us to fail to meet the income test
requirements. However, we cannot provide any assurance that the IRS will agree with these positions. We monitor the
activities at our properties and believe that we have not provided services that will cause us to fail to meet the income
tests. We intend to continue to monitor the services provided at, and the nonqualifying income arising from, each of
our properties. We have earned and expect to continue to earn a relatively small amount of nonqualifying income
relative to our total gross income in any relevant taxable year. We believe that the amount of nonqualifying income
generated from these activities has not affected and will not affect our ability to meet the 95% gross income tests.

“Interest” income that depends in whole or in part on the income or profits of any person generally will be
non-qualifying income for purposes of the 75% or 95% gross income tests. However, interest based on a fixed
percentage or percentages of gross receipts or sales may still qualify under the gross income tests. We do not expect to
derive significant amounts of interest that would fail to qualify under both the 75% and 95% gross income tests.

Our share of any dividends received from our corporate subsidiaries that are not “qualified REIT subsidiaries” (and from
other corporations in which we own an interest) will qualify for purposes of the 95% gross income test but not for
purposes of the 75% gross income test. We do not anticipate that we will receive sufficient dividends to cause us to
exceed the limit on nonqualifying income under the 75% gross income test. Dividends that we receive from other
qualifying REITs will qualify for purposes of both REIT income tests.

If we fail to satisfy one or both of the 75% or 95% gross income tests for any taxable year, we may nevertheless
qualify as a REIT for that year if we are entitled to relief under the Code. These relief provisions generally will be
available if our failure to meet the tests is due to reasonable cause and not due to willful neglect, and we disclose to
the IRS the sources of our income as required by the Code and applicable regulations. It is not possible, however, to
state whether in all circumstances we would be entitled to the benefit of these relief provisions. For example, if we fail
to satisfy the gross income tests because nonqualifying income that we intentionally incur exceeds the limits on
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nonqualifying income, the IRS could conclude that the failure to satisfy the tests was not due to reasonable cause. If
these relief provisions are inapplicable to a particular set of circumstances, we will fail to qualify as a REIT. As
discussed under “-Taxation of EQC as a REIT-General,” even if these relief provisions apply, a tax would be imposed
based on the amount of nonqualifying income.

Prohibited Transaction Income.    Any gain that we realize on the sale of any property held as inventory or otherwise
held primarily for sale to customers in the ordinary course of business, including our share of any such gain realized
through our subsidiary partnerships and disregarded entities for U.S. federal income tax purposes, will be treated as
income from a prohibited transaction that is subject to a 100% penalty tax. Under existing law, whether property is
held as inventory or primarily for sale to customers in the ordinary course of a trade or business is a question of fact
that depends on all the facts and circumstances surrounding the particular transaction. However, we will not be treated
as a dealer in real property with respect to a property we sell for the purposes of the 100% tax if (i) we have held the
property for at least two years for the production
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of rental income prior to the sale, (ii) capitalized expenditures on the property in the two years preceding the sale are
less than 30% of the net selling price of the property, and (iii) we (a)  have seven or fewer sales of property for the
year of sale or (b) either (I) the aggregate tax basis of property sold during the year of sale is 10% or less of the
aggregate tax basis of all of our assets as of the beginning of the taxable year, or (II)  the aggregate fair market value
of property sold during the year of sale is 10% or less of the aggregate fair market value of all of our assets as of the
beginning of the taxable year, and (III) in the case of either (I) or (II), substantially all of the marketing and
development expenditures with respect to the property sold are made through an independent contractor from whom
we derive no income. The sale of more than one property to one buyer as part of one transaction constitutes one sale
for purposes of this “safe harbor.”
Our former Trustees approved a plan to reposition our portfolio toward high quality office buildings located in CBDs
and away from suburban office and industrial properties. This repositioning process began in 2013 and continued in
2014. We believe that dispositions related to the repositioning of our portfolio along with other dispositions that we
have made or that we might make in the future will not be subject to the 100% penalty tax, because our general intent
has been and is to:
•own our assets for investment with a view to long-term income production and capital appreciation;

•engage in the business of developing, owning, leasing and managing our existing properties and acquiring,developing, owning, leasing and managing new properties; and

•make occasional dispositions of our assets consistent with our long-term investment objectives.

However, the IRS may successfully contend that some or all of the sales made by us are prohibited transactions. In
that case, we would be required to pay the 100% penalty tax on our allocable share of the gains resulting from any
such sales.
Income from Hedging Transactions.  From time to time we may enter into hedging transactions with respect to one or
more of our assets or liabilities. Any such hedging transactions could take a variety of forms, including the use of
derivative instruments such as interest rate swaps or cap agreements, option agreements, and futures or forward
contracts. Income of a REIT, including income from a pass-through subsidiary, arising from “clearly identified” hedging
transactions that are entered into to manage the risk of interest rate or price changes with respect to borrowings,
including gain from the disposition of such hedging transactions, to the extent the transactions hedge indebtedness
incurred, or to be incurred, by the REIT to acquire or carry real estate assets, where such transaction was entered into
after July 30, 2008, will not be treated as gross income for purposes of the 75% gross income test. Income of a REIT
arising from hedging transactions entered into after July 30, 2008 that are entered into to manage the risk of currency
fluctuations with respect to any item of income or gain satisfying the 75% and 95% gross income tests will not be
treated as gross income for purposes of either the 95% gross income test or the 75% gross income test provided that
the transaction is “clearly identified” as specified in the Code. In general, for a hedging transaction to be “clearly
identified,” (1) it must be identified as a hedging transaction before the end of the day on which it is acquired,
originated, or entered into; and (2) the items of risks being hedged must be identified “substantially contemporaneously”
with entering into the hedging transaction (generally not more than 35 days after entering into the hedging
transaction). We intend to structure any hedging transactions in a manner that does not jeopardize our qualification as
a REIT, but there can be no assurance we will be successful in this regard.

Foreign Currency Income. “Real estate foreign exchange gain” recognized after July 30, 2008 is excluded from the
calculation of the 75% gross income test and “passive foreign exchange gain” recognized after July 30, 2008 is excluded
from the calculation of the 95% gross income test. “Real estate foreign exchange gain” means (i) foreign currency gain
attributable (without duplication) to (A) an item of income or gain to which the 75% gross income test applies, (B) the
acquisition or ownership of obligations secured by mortgages on real property or on interests in real property, or
(C) becoming or being the obligor under obligations secured by mortgages on real property or interests in real
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property, or (ii) foreign currency gain attributable to a “qualified business unit” or “QBU” of the REIT under Code
Section 987, provided the QBU itself satisfies both the 75% gross income test and the 75% asset test described below
under “-Asset Tests Applicable to REITs.” “Passive foreign exchange gain” is (without duplication) real estate foreign
exchange gain, foreign currency gain attributable to an item of income or gain to which the 95% gross income test
applies, foreign currency gain attributable to the acquisition or ownership of obligations, or foreign currency gain
attributable to becoming or being the obligor under obligations.

We have maintained, and will continue to maintain, appropriate books and records for our Australian properties in
Australian dollars. Accordingly, for federal income tax purposes, including presumably the 75% and 95% gross
income tests summarized above, our income, gains and losses from our Australian operations will generally be
calculated first in Australian dollars, and then translated into United States dollars at appropriate exchange rates. On
the periodic repatriation of monies from our Australian operations to the United States, we will be required to
recognize foreign exchange gains or losses; however, any
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foreign exchange gains we recognize from repatriation are expected to constitute "real estate foreign exchange gains"
under Section 856(n)(2) of the Code, and thus be excluded from the 75% and 95% gross income tests summarized
above.

Penalty Tax.    Any redetermined rents, redetermined deductions or excess interest we generate will be subject to a
100% penalty tax. In general, redetermined rents are rents from real property that are overstated as a result of services
furnished by one of our taxable REIT subsidiaries to any of our tenants, and redetermined deductions and excess
interest represent amounts that are deducted by a taxable REIT subsidiary for payments to us that are in excess of the
amounts that would have been deducted based on arm’s-length negotiations. Rents we receive will not constitute
redetermined rents if they qualify for the safe harbor provisions contained in the Code. Safe harbor provisions are
provided where:

•amounts are excluded from the definition of impermissible tenant service income as a result of satisfying the 1% deminimis exception;

•a taxable REIT subsidiary renders a significant amount of similar services to unrelated parties and the charges forsuch services are substantially comparable;

•

rents paid to us by tenants who both are leasing at least 25% of the net leasable space in the relevant property and also
are not receiving such services from the taxable REIT subsidiary are substantially comparable to the rents paid by our
tenants leasing comparable space who are receiving such services from the taxable REIT subsidiary and the charge for
the services is separately stated; or

•the taxable REIT subsidiary’s gross income from the service is not less than 150% of the taxable REIT subsidiary’sdirect cost of furnishing the service.

While we anticipate that any fees paid to a taxable REIT subsidiary for tenant services will reflect arm’s-length rates, a
taxable REIT subsidiary may under certain circumstances provide tenant services which do not satisfy any of the
safe-harbor provisions described above. Until regulations are issued to carry out the purposes of the penalty tax
provisions, a REIT and its taxable REIT subsidiaries may base their intercompany allocations on any reasonable
method. Nevertheless, these determinations are inherently factual, and the IRS has broad discretion to assert that
amounts paid between related parties should be reallocated to clearly reflect their respective incomes. If the IRS
successfully made such an assertion, we would be required to pay a 100% penalty tax on the redetermined rent,
redetermined deductions or excess interest, as applicable.

Asset Tests Applicable to REITs.    At the close of each quarter of our taxable year, we must satisfy four tests relating
to the nature and diversification of our assets:

1. At least 75% of the value of our total assets must be represented by real estate assets, cash, cash items and
government securities. For purposes of this test, real estate assets include our allocable share of real estate assets held
by entities that are treated as partnerships or that are disregarded for U.S. federal income tax purposes, as well as stock
or debt instruments that are purchased with the proceeds of an offering of shares or a public offering of debt with a
term of at least five years, but only for the one-year period beginning on the date we receive such proceeds.

2. Not more than 25% of our total assets may be represented by securities, other than those securities includable in the
75% asset class (e.g., securities that qualify as real estate assets and government securities);
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3. Except for equity investments in REITs, debt or equity investments in qualified REIT subsidiaries and taxable REIT
subsidiaries, and other securities that qualify as “real estate assets” for purpose of the 75% test described in clause 1:

•the value of any one issuer’s securities owned by us may not exceed 5% of the value of our total assets;

•we may not own more than 10% of any one issuer’s outstanding voting securities; and

•we may not own more than 10% of the total value of the outstanding securities of any one issuer, other than securitiesthat qualify for the “straight debt” exception discussed below; and

4. Not more than 25% of the value of our total assets may be represented by the securities of one or more taxable
REIT subsidiaries (20% for our taxable years prior to 2009).

Securities for purposes of the asset tests may include debt securities. However, the Code specifically provides that the
following types of debt will not be taken into account for purposes of the 10% value test: (1) securities that meet the
“straight
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debt” safe-harbor, as discussed in the next paragraph; (2) loans to individuals or estates; (3) obligations to pay rent
from real property; (4) rental agreements described in Section 467 of the Code; (5) any security issued by other
REITs; (6) certain securities issued by a state, the District of Columbia, a foreign government, or a political
subdivision of any of the foregoing, or the Commonwealth of Puerto Rico; and (7) any other arrangement as
determined by the IRS. In addition, for purposes of the 10% value test only, to the extent we hold debt securities that
are not described in the preceding sentence, (a) debt issued by partnerships that derive at least 75% of their gross
income from sources that constitute qualifying income for purposes of the 75% gross income test, and (b) debt that is
issued by any partnership, to the extent of our interest as a partner in the partnership, are not considered securities.

Debt will meet the “straight debt” safe harbor if (1) neither we, nor any of our controlled taxable REIT subsidiaries (i.e.,
taxable REIT subsidiaries more than 50% of the vote or value of the outstanding stock of which is directly or
indirectly owned by us), own any securities not described in the preceding paragraph that have an aggregate value
greater than one percent of the issuer’s outstanding securities, as calculated under the Code, (2) the debt is a written
unconditional promise to pay on demand or on a specified date a sum certain in money, (3) the debt is not convertible,
directly or indirectly, into stock, and (4) the interest rate and the interest payment dates of the debt are not contingent
on the profits, the borrower’s discretion or similar factors. However, contingencies regarding time of payment and
interest are permissible for purposes of qualifying as a straight debt security if either (1) such contingency does not
have the effect of changing the effective yield of maturity, as determined under the Code, other than a change in the
annual yield to maturity that does not exceed the greater of (i) 5% of the annual yield to maturity or (ii) 0.25%, or
(2) neither the aggregate issue price nor the aggregate face amount of the issuer’s debt instruments held by the REIT
exceeds $1,000,000 and not more than 12 months of unaccrued interest can be required to be prepaid thereunder. In
addition, debt will not be disqualified from being treated as “straight debt” solely because the time or amount of
payment is subject to a contingency upon a default or the exercise of a prepayment right by the issuer of the debt,
provided that such contingency is consistent with customary commercial practice.

We believe that the aggregate value of our interests in our taxable REIT subsidiaries does not exceed, and in the future
will not exceed, 25% of the aggregate value of our gross assets (20% for our taxable years prior to 2009). As of each
relevant testing date prior to the election to treat each corporate subsidiary of our company or any other corporation in
which we own an interest as a taxable REIT subsidiary, we believe we did not own more than 10% of the voting
securities of any such entity. In addition, we believe that as of each relevant testing date prior to the election to treat
each corporate subsidiary of our company or any other corporation in which we own an interest as a taxable REIT
subsidiary of EQC, our pro rata share of the value of the securities, including debt, of any such corporation or other
issuer did not exceed 5% of the total value of our assets.

With respect to each issuer in which we currently own an interest that does not qualify as a REIT, a qualified REIT
subsidiary or a taxable REIT subsidiary, we believe that our pro rata share of the value of the securities, including
debt, of any such issuer does not exceed 5% of the total value of our assets and that it complies with the 10% voting
securities test and 10% value test with respect to each such issuer. However, no independent appraisals have been
obtained to support these conclusions. In this regard, however, we cannot provide any assurance that the IRS might
not disagree with our determinations.

The asset tests must be satisfied not only on the last day of the calendar quarter in which we, directly or through
pass-through subsidiaries, acquire securities in the applicable issuer, but also on the last day of the calendar quarter in
which we increase our ownership of securities of such issuer, including as a result of increasing our interest in
pass-through subsidiaries. After initially meeting the asset tests at the close of any quarter, we will not lose our status
as a REIT for failure to satisfy the 25%, 25% TRS (20% for our taxable years prior to 2009), or 5% asset tests solely
by reason of changes in the relative values of our assets. If failure to satisfy the 25%, 25% TRS (20% for our taxable
years prior to 2009), or 5% asset tests results from an acquisition of securities or other property during a quarter, we
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generally can cure this failure by disposing of sufficient non-qualifying assets within 30 days after the close of that
quarter.  We intend to maintain adequate records of the value of our assets to ensure compliance with the asset tests
and to take any available action within 30 days after the close of any quarter as may be required to cure any
noncompliance with the 25%, 25% TRS (20% for our taxable years prior to 2009) or 5% asset tests. Although we plan
to take steps to ensure that we satisfy such tests for any quarter with respect to which testing is to occur, there can be
no assurance that such steps will always be successful. If we fail to timely cure any noncompliance with the asset
tests, we would cease to qualify as a REIT, unless we satisfy certain relief provisions described in the next paragraph.

The failure to satisfy the asset tests can be remedied even after the 30-day cure period under certain circumstances. If
the total value of the assets that caused a failure of the 5% asset test, the 10% voting securities test or the 10% value
test does not exceed either 1% of our assets at the end of the relevant quarter or $10,000,000, we can cure such a
failure by disposing of sufficient assets to cure such a violation within six months following the last day of the quarter
in which we first identify the failure of the asset test. For a violation of any of the asset tests not described in the prior
sentence (including the 75%, 25% and the 25% TRS (20% for our taxable years prior to 2009) asset tests), we can
avoid disqualification as a REIT if the violation is due to reasonable cause and we dispose of an amount of assets
sufficient to cure such violation within the six-month period

15

Edgar Filing: Equity Commonwealth - Form 10-K

34



described in the preceding sentence, pay a tax equal to the greater of $50,000 or the highest corporate tax rate
multiplied by the net income generated by the nonqualifying assets during the period of time that the assets were held
as nonqualifying assets, and file in accordance with applicable Treasury regulations a schedule with the IRS that
describes the assets. The applicable Treasury regulations are yet to be issued. Thus, it is not possible to state with
precision under what circumstances we would be entitled to the benefit of these provisions. We intend to take
advantage of any and all relief provisions that are available to us to cure any violation of the asset tests applicable to
REITs. In certain circumstances, utilization of such provisions could result in us being required to pay an excise or
penalty tax, which could be significant in amount.

Annual Distribution Requirements Applicable to REITs.    To qualify as a REIT, we are required to distribute
dividends, other than capital gain dividends, to our shareholders each year in an amount at least equal to the sum of:

• 90% of our “REIT taxable income,” computed without regard to the dividends paid deduction and our net capitalgain; and

•90% of our after tax net income, if any, from foreclosure property; minus

•the excess of the sum of certain items of non-cash income over 5% of our “REIT taxable income.”

In addition, for purposes of this test, non-cash income includes a portion of the income attributable to leveled or
stepped rents, original issue discount included in our taxable income and certain income attributable to an investment
in a residual interest in a REMIC, in both cases without the receipt of a corresponding payment, cancellation of
indebtedness, and income from a like-kind exchange that is later determined to be taxable (provided, in this last case,
that the failure to qualify as a like-kind exchange was due to reasonable cause and not willful neglect).

We must pay these distributions in the taxable year to which they relate, or in the following taxable year if they are
declared during the last three months of the taxable year, payable to shareholders of record on a specified date during
such period and paid during January of the following year. Such distributions are treated as paid by us and received by
our shareholders on December 31 of the year in which they are declared. In addition, at our election, a distribution for
a taxable year may be declared before we timely file our tax return for such year and paid on or before the first regular
dividend payment date after such declaration, provided such payment is made during the twelve-month period
following the close of such year. These distributions are treated as being received by our shareholders in the year in
which paid. This is so even though these distributions relate to the prior year for purposes of our 90% distribution
requirement. In addition, in order to be taken into account for purposes of satisfying the distribution requirement, the
amount distributed must not be preferential - i.e., every shareholder of the class of stock with respect to which a
distribution is made must be treated the same as every other shareholder of that class, and no class of stock may be
treated otherwise than in accordance with its dividend rights as a class. To the extent that either we do not distribute
all of our net capital gain or we distribute at least 90%, but less than 100%, of our “REIT taxable income,” as adjusted,
we will be required to pay tax on that amount at regular corporate tax rates.

We intend to make timely distributions sufficient to satisfy these annual distribution requirements. Although we
anticipate that our cash flow will permit us to make those distributions, it is possible that, from time to time, we may
not have sufficient cash or other liquid assets to meet these distribution requirements. In this event, we may find it
necessary to arrange for short-term, or possibly long-term, borrowings to fund required distributions or to pay
dividends in the form of taxable dividends of our stock.

Under some circumstances, we may be able to rectify an inadvertent failure to meet the distribution requirement for a
year by paying “deficiency dividends” to our shareholders in a later year, which may be included in our deduction for
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dividends paid for the earlier year. Thus, we may be able to avoid being taxed on amounts distributed as deficiency
dividends. However, we will be required to pay interest to the IRS based upon the amount of any deduction claimed
for deficiency dividends.

We will be subject to a 4% nondeductible excise tax on the excess of the required distribution over the sum of
amounts actually distributed, excess distributions from the preceding tax year and amounts retained for which U.S.
federal income tax was paid if we fail to make the required distribution by the end of a calendar year (taking into
account certain distributions declared in the last three months of a calendar year and paid prior to the end of January of
the following calendar year). The required distribution for each calendar year is equal to the sum of:

•85% of our REIT ordinary income for the year;

•95% of our REIT capital gain net income for the year; and
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•any undistributed taxable income from prior taxable years.

A REIT may elect to retain rather than distribute all or a portion of its net capital gains and pay the tax on the gains. In
that case, a REIT may elect to have its shareholders include their proportionate share of the undistributed net capital
gains in income as long-term capital gains and receive a credit for their share of the tax paid by the REIT. For
purposes of the 4% excise tax described above, any retained amounts would be treated as having been distributed.

Record-Keeping Requirements.    We are required to comply with applicable record-keeping requirements. Failure to
comply could result in monetary fines.

Failure of EQC to Qualify as a REIT.    If we fail to comply with one or more of the conditions required for
qualification as a REIT (other than asset tests and the income tests that have the specific savings clauses discussed
above in “- Taxation of EQC as a REIT - Asset Tests Applicable to REITs,” and “- Taxation of EQC as a REIT - Income
Tests Applicable to REITs”), we can avoid termination of our REIT status by paying a penalty of $50,000 for each
such failure, provided that our noncompliance was due to reasonable cause and not willful neglect. If we fail to qualify
for taxation as a REIT in any taxable year and the statutory relief provisions do not apply, we will be subject to tax,
including any applicable alternative minimum tax, on our taxable income at regular corporate rates.

Distributions to shareholders in any year in which we fail to qualify as a REIT will not be deductible by us, and we
will not be required to distribute any amounts to our shareholders. As a result, our failure to qualify as a REIT would
significantly reduce the cash available for distribution by us to our shareholders. In addition, if we fail to qualify as a
REIT, all distributions to shareholders will be taxable as dividends to the extent of our current and accumulated
earnings and profits, whether or not attributable to capital gains earned by us. In such a case, non-corporate
shareholders generally would be taxed on these dividends at capital gains rates provided certain holding period
requirements are met; corporate shareholders may be eligible for the dividends-received deduction with respect to
such dividends. Unless entitled to relief under specific statutory provisions, we will also be disqualified from taxation
as a REIT for the four taxable years following the year during which we lost our qualification. There can be no
assurance that we would be entitled to any statutory relief.

Taxation of U.S. Shareholders

As used in the remainder of this discussion, the term “U.S. shareholder” means a beneficial owner of a share of our
common shares that is, for U.S. federal income tax purposes:

• a citizen or resident, as defined in Section 7701(b) of the Code, of the U.S.;

•

a corporation, partnership, limited liability company or other entity treated as a corporation or partnership for U.S.
federal income tax purposes that was created or organized in or under the laws of the United States or of any State
thereof or in the District of Columbia unless, in the case of a partnership or limited liability company, Treasury
regulations provide otherwise;

•an estate the income of which is subject to U.S. federal income taxation regardless of its source; or

•

in general, a trust whose administration is subject to the primary supervision of a U.S. court and which has one or
more U.S. persons who have the authority to control all substantial decisions of the trust. Notwithstanding the
preceding sentence, to the extent provided in the Treasury regulations, certain trusts in existence on August 20, 1996,
and treated as U.S. persons prior to this date that elect to continue to be treated as U.S. persons, shall also be
considered U.S. shareholders.
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If you hold our common shares and are not a U.S. shareholder, you are a “non-U.S. shareholder.” If a partnership holds
our common shares, the tax treatment of a partner in the partnership will generally depend upon the status of the
partner and the activities of the partnership. If you are a partner of a partnership holding our common shares, you
should consult your tax advisor regarding the tax consequences of the ownership and disposition of our common
shares.

Distributions by EQC-General.    As long as we qualify as a REIT, distributions out of our current or accumulated
earnings and profits that are not designated as capital gains dividends or “qualified dividend income” will be taxable to
our taxable U.S. shareholders as ordinary income and will not be eligible for the dividends-received deduction in the
case of U.S. shareholders that are corporations. For purposes of determining whether distributions to holders of
common shares or equity shares are out of current or accumulated earnings and profits, our earnings and profits will
be allocated first to our outstanding preferred stock and then to our outstanding common shares and equity shares.
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To the extent that we make distributions in excess of our current and accumulated earnings and profits, these
distributions will be treated first as a tax-free return of capital to each U.S. shareholder. This treatment will reduce the
adjusted tax basis that each U.S. shareholder has in its stock for tax purposes by the amount of the distribution, but not
below zero. Distributions in excess of a U.S. shareholder’s adjusted tax basis in its stock will be taxable as capital
gains, provided that the stock has been held as a capital asset, and will be taxable as long-term capital gain if the stock
has been held for more than one year. Dividends we declare in October, November, or December of any year that are
payable to a shareholder of record on a specified date in any of these months shall be treated as both paid by us and
received by the shareholder on December 31 of that year, provided we actually pay the dividend on or before
January 31 of the following calendar year.

To the extent that we have available net operating losses and capital losses carried forward from prior tax years, such
losses may reduce the amount of distributions that we must make in order to comply with the REIT distribution
requirements. See “Taxation of EQC as a REIT-Annual Distribution Requirements Applicable to REITs.” Such losses,
however, are not passed through to U.S. shareholders and may not be used to offset income of U.S. shareholders from
other sources on their income tax returns. Such losses would not affect the character of any distributions that we make,
which generally are subject to tax in the hands of U.S. shareholders to the extent that we have current or accumulated
earnings and profits.

Capital Gain Distributions.    We may elect to designate distributions of our net capital gain as “capital gain dividends.”
Distributions that we properly designate as “capital gain dividends” will be taxable to our taxable U.S. shareholders as
gain from the sale or disposition of a capital asset to the extent that such gain does not exceed our actual net capital
gain for the taxable year. Designations made by us will only be effective to the extent that they comply with Revenue
Ruling 89-81, which requires that distributions made to different classes of stock be composed proportionately of
dividends of a particular type. If we designate any portion of a dividend as a capital gain dividend, a U.S. shareholder
will receive an IRS Form 1099-DIV indicating the amount that will be taxable to the shareholder as capital gain.
Corporate shareholders, however, may be required to treat up to 20% of some capital gain dividends as ordinary
income.

Instead of paying capital gain dividends, we may designate all or part of our net capital gain as “undistributed capital
gain.” We will be subject to tax at regular corporate rates on any undistributed capital gain. A U.S. shareholder will
include in its income as long-term capital gains its proportionate share of such undistributed capital gain and will be
deemed to have paid its proportionate share of the tax paid by us on such undistributed capital gain and receive a
credit or a refund to the extent that the tax paid by us exceeds the U.S. shareholder’s tax liability on the undistributed
capital gain. A U.S. shareholder will increase the basis in its common shares by the difference between the amount of
capital gain included in its income and the amount of tax it is deemed to have paid. A U.S. shareholder that is a
corporation will appropriately adjust its earnings and profits for the retained capital gain in accordance with Treasury
regulations to be prescribed by the IRS. Our earnings and profits will be adjusted appropriately.

We will classify portions of any designated capital gain dividend or undistributed capital gain as either:

1. a 20% rate gain distribution, which would be taxable to non-corporate U.S. shareholders at a maximum rate of
20%; or

2. an “unrecaptured Section 1250 gain” distribution, which would be taxable to non-corporate U.S. shareholders at a
maximum rate of 25%.
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We must determine the maximum amounts that we may designate as 20% and 25% rate capital gain dividends by
performing the computation required by the Code as if the REIT were an individual whose ordinary income were
subject to a marginal tax rate of at least 28%.

Recipients of capital gain dividends from us that are taxed at corporate income tax rates will be taxed at the normal
corporate income tax rates on those dividends.

Qualified Dividend Income.    With respect to shareholders who are taxed at the rates applicable to individuals, we
may elect to designate a portion of our distributions paid to shareholders as “qualified dividend income.” A portion of a
distribution that is properly designated as qualified dividend income is taxable to non-corporate U.S. shareholders as
capital gain, provided that the shareholder has held the common shares with respect to which the distribution is made
for more than 60 days during the 121-day period beginning on the date that is 60 days before the date on which such
common shares become ex-dividend with respect to the relevant distribution. The maximum amount of our
distributions eligible to be designated as qualified dividend income for a taxable year is equal to the sum of:
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1. the qualified dividend income received by us during such taxable year from regular, non-REIT “C” corporations
(including our corporate subsidiaries, other than qualified REIT subsidiaries, and our taxable REIT subsidiaries);

2. the excess of any “undistributed” REIT taxable income recognized during the immediately preceding year over the
U.S. federal income tax paid by us with respect to such undistributed REIT taxable income; and

3. the excess of any income recognized during the immediately preceding year attributable to the sale of a
built-in-gain asset that was acquired in a carry-over basis transaction from a regular, non-REIT “C” corporation over the
U.S. federal income tax paid by us with respect to such built-in gain.

Generally, dividends that we receive will be treated as qualified dividend income for purposes of 1 above if the
dividends are received from a domestic corporation (other than a REIT or a regulated investment company) or a
“qualified foreign corporation” and specified holding period requirements and other requirements are met. A foreign
corporation (other than a “passive foreign investment company”) will be a qualified foreign corporation if it is
incorporated in a possession of the United States, the corporation is eligible for benefits of an income tax treaty with
the United States that the Secretary of Treasury determines is satisfactory, or the stock of the foreign corporation on
which the dividend is paid is readily tradable on an established securities market in the United States. We generally
expect that an insignificant portion, if any, of our distributions will consist of qualified dividend income. If we
designate any portion of a dividend as qualified dividend income, a U.S. shareholder will receive an IRS
Form 1099-DIV indicating the amount that will be taxable to the shareholder as qualified dividend income.

Other Tax Considerations.    Distributions we make and gain arising from the sale or exchange by a U.S. shareholder
of our stock will not be treated as passive activity income. As a result, U.S. shareholders generally will not be able to
apply any “passive losses” against this income or gain. Distributions we make, to the extent they do not constitute a
return of capital, generally will be treated as investment income for purposes of computing the investment interest
limitation. A U.S. shareholder may elect, depending on its particular situation, to treat capital gain dividends, capital
gains from the disposition of stock and income designated as qualified dividend income as investment income for
purposes of the investment interest limitation, in which case the applicable capital gains will be taxed at ordinary
income rates. We will notify shareholders regarding the portions of our distributions for each year that constitute
ordinary income, return of capital and qualified dividend income. U.S. shareholders may not include in their
individual income tax returns any of our net operating losses or capital losses. Our operating or capital losses would
be carried over by us for potential offset against future income, subject to applicable limitations.

Sales of Stock.    If a U.S. shareholder sells or otherwise disposes of its stock in a taxable transaction, it will recognize
gain or loss for U.S. federal income tax purposes in an amount equal to the difference between the amount of cash and
the fair market value of any property received on the sale or other disposition and the holder’s adjusted basis in the
stock for tax purposes. This gain or loss will be a capital gain or loss if the stock has been held by the U.S. shareholder
as a capital asset. The applicable tax rate will depend on the U.S. shareholder’s holding period in the asset (generally, if
an asset has been held for more than one year, such gain or loss will be long-term capital gain or loss) and the
U.S. shareholder’s tax bracket. A U.S. shareholder who is an individual or an estate or trust and who has long-term
capital gain or loss will be subject to a maximum capital gain rate of 20%. The IRS has the authority to prescribe, but
has not yet prescribed, regulations that would apply a capital gain tax rate of 25% (which is generally higher than the
long-term capital gain tax rates for noncorporate shareholders) to a portion of capital gain realized by a noncorporate
shareholder on the sale of REIT stock that would correspond to the REIT’s “unrecaptured Section 1250 gain.” In general,
any loss recognized by a U.S. shareholder upon the sale or other disposition of common shares that have been held for
six months or less, after applying the applicable holding period rules, will be treated by such U.S. shareholders as a
long-term capital loss, to the extent of distributions received by the U.S. shareholder from us that were required to be
treated as long-term capital gains. Shareholders are advised to consult their tax advisors with respect to the capital
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gain liability.

Reverse Stock Split. Effective July 1, 2010, our reverse stock split resulted in a one for four combination of our
common shares. The reverse stock split was a tax-free recapitalization to us and to our U.S. shareholders pursuant to
Section 368(a)(1)(E) of the Code. Thus, none of our U.S. shareholders would have recognized gain or loss for federal
income tax purposes as a result of exchanging pre-combination common shares for post-combination common shares
pursuant to the reverse stock split. The holding period of the post-combination common shares received by a U.S.
shareholder pursuant to the reverse stock split includes the holding period of the pre-combination common shares
surrendered therefor, provided that the surrendered pre-combination common shares were held as a capital asset on the
date of the split. The aggregate tax basis of the post-combination common shares received by a shareholder pursuant
to the reverse stock split equals the aggregate tax basis of the pre-combination common shares surrendered therefor.
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Net Investment Income Tax.    Certain U.S. shareholders that are individuals, estates and trusts are subject to a
nondeductible 3.8% tax on “net investment income,” which includes, among other things, dividends on and gains from
the sale or other disposition of stock. Prospective investors should consult with their own tax advisors regarding this
legislation.

Foreign Accounts.   Certain payments made after June 30, 2014 (i.e., on or after July 1, 2014) to “foreign financial
institutions” in respect of accounts of U.S. shareholders at such financial institutions may be subject to withholding at a
rate of 30%. U.S. shareholders should consult their tax advisors regarding the effect, if any, of these withholding
provisions on their ownership and disposition of their stock. See “-U.S. Taxation of Non-U.S.
Shareholders-Withholding on Payments to Certain Foreign Entities.”

Taxation of Tax-Exempt U.S. Shareholders

Provided that a tax-exempt shareholder, except certain tax-exempt shareholders described below, has not held its
common shares as “debt-financed property” within the meaning of the Code and the common shares are not otherwise
used in its trade or business, the dividend income from us and gain from the sale of our common shares will not be
unrelated business taxable income, or UBTI, to a tax-exempt shareholder. Generally, “debt-financed property” is
property, the acquisition or holding of which was financed through a borrowing by the tax-exempt shareholder.

For tax-exempt shareholders that are social clubs, voluntary employee benefit associations, supplemental
unemployment benefit trusts, or qualified group legal services plans exempt from U.S. federal income taxation under
Sections 501(c)(7), (c)(9), (c)(17) or (c)(20) of the Code, respectively, or single parent title-holding corporations
exempt under Section 501(c)(2) and whose income is payable to any of the aforementioned tax-exempt organizations,
income from an investment in EQC will constitute unrelated business taxable income unless the organization is able to
properly claim a deduction for amounts set aside or placed in reserve for certain purposes so as to offset the income
generated by its investment in our stock. These prospective investors should consult with their tax advisors concerning
these set aside and reserve requirements.

Notwithstanding the above, however, a portion of the dividends paid by a “pension-held REIT” are treated as UBTI if
received by any trust which is described in Section 401(a) of the Code, is tax-exempt under Section 501(a) of the
Code and holds more than 10%, by value, of the interests in the REIT. A pension-held REIT includes any REIT if:

•
at least one of such trusts holds more than 25%, by value, of the interests in the REIT, or two or more of such trusts,
each of which owns more than 10%, by value, of the interests in the REIT, hold in the aggregate more than 50%, by
value, of the interests in the REIT; and

•
it would not have qualified as a REIT but for the fact that Section 856(h)(3) of the Code provides that shares owned
by such trusts shall be treated, for purposes of the “not closely held” requirement, as owned by the beneficiaries of the
trust, rather than by the trust itself.

The percentage of any REIT dividend from a “pension-held REIT” that is treated as UBTI is equal to the ratio of the
UBTI earned by the REIT, treating the REIT as if it were a pension trust and therefore subject to tax on UBTI, to the
total gross income of the REIT. An exception applies where the percentage is less than 5% for a year, in which case
none of the dividends would be treated as UBTI. The provisions requiring pension trusts to treat a portion of REIT
distributions as UBTI will not apply if the REIT is able to satisfy the “not closely held requirement” without relying
upon the “look-through” exception with respect to pension trusts. As a result of certain limitations on the transfer and
ownership of our stock contained in our organizational documents, we do not expect to be classified as a “pension-held
REIT,” and accordingly, the tax treatment described above should be inapplicable to our tax-exempt shareholders.
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U.S. Taxation of Non-U.S. Shareholders

The following discussion addresses the rules governing U.S. federal income taxation of the ownership and disposition
of our common shares by non-U.S. shareholders. These rules are complex, and no attempt is made herein to provide
more than a brief summary of such rules. Accordingly, the discussion does not address all aspects of U.S. federal
income taxation and does not address state, local or foreign tax consequences that may be relevant to a
non-U.S. shareholder in light of its particular circumstances.

If a partnership holds our common shares, the tax treatment of a partner in the partnership will generally depend upon
the status of the partner and the activities of the partnership. If you are a partner of a partnership holding our common
shares, you should consult your tax advisor regarding the tax consequences of the ownership and disposition of our
common shares.
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Distributions by EQC.    As described in the discussion below, distributions paid by us with respect to our common
shares will be treated for U.S. federal income tax purposes as either:

• ordinary income dividends;

•long-term capital gain; or

•return of capital distributions.

This discussion assumes that our stock will continue to be considered regularly traded on an established securities
market located in the U.S. for purposes of the “FIRPTA” provisions described below. If our stock is no longer regularly
traded on an established securities market located in the U.S., the tax considerations described below would differ.

Ordinary Income Dividends.    A distribution paid by us to a non-U.S. shareholder will be treated as an ordinary
income dividend if the distribution is paid out of our current or accumulated earnings and profits and:

•the distribution is not attributable to our net capital gain; or

•the distribution is attributable to the sale of “U.S. real property interests” or “USRPIs” and the non-U.S. shareholder owns5% or less of our common shares at all times during the one-year period ending on the date of the distribution.

Ordinary dividends that are effectively connected with a U.S. trade or business of the non-U.S. shareholder will be
subject to tax on a net basis (that is, after allowance for deductions) at graduated rates in the same manner as
U.S. shareholders (including any applicable alternative minimum tax), except that a non-U.S. shareholder that is a
corporation also may be subject to a branch profits tax at a rate of 30% (or lower applicable treaty rate).

Generally, we will withhold and remit to the IRS 30% of dividend distributions (including distributions that may later
be determined to have been made in excess of current and accumulated earnings and profits) that could not be treated
as capital gain distributions with respect to the non-U.S. shareholder (and that are not deemed to be capital gain
dividends for purposes of the FIRPTA withholding rules described below) unless:

•a lower treaty rate applies and the non-U.S. shareholder files an IRS Form W-8BEN or W-8BEN-E, as applicable,
evidencing eligibility for that reduced treaty rate with us; or

•the non-U.S. shareholder files an IRS Form W-8ECI with us claiming that the distribution is income effectively
connected with the non-U.S. shareholder’s trade or business.
Return of Capital Distributions.     A distribution in excess of our current and accumulated earnings and profits will be
taxable to a non-U.S. shareholder, if at all, as gain from the sale of common shares to the extent that the distribution
exceeds the non-U.S. shareholder’s basis in its common shares (and, as a general matter, subject to U.S. federal income
tax as described below in the section entitled “-Sale of Common Stock”). A distribution in excess of our current and
accumulated earnings and profits will reduce the non-U.S. shareholder’s basis in its common shares and will not be
subject to U.S. federal income to the extent it reduces such non-U.S. shareholder’s basis in its common shares.
We may be required to withhold at least 10% of any distribution in excess of our current and accumulated earnings
and profits, even if a lower treaty rate applies and the non-U.S. shareholder is not liable for tax on the receipt of that
distribution. Moreover, if we cannot determine at the time a distribution is made whether or not the distribution will
exceed our current and accumulated earnings and profits, we will withhold on the distribution at a rate not less than
that applicable to ordinary income dividends. However, as a general matter, the non-U.S. shareholder may seek a
refund of these amounts from the IRS if the non-U.S. shareholder’s U.S. tax liability with respect to the distribution is
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less than the amount withheld.

Capital Gain Dividends.    A distribution paid by us to a non-U.S. shareholder will be treated as long-term capital gain
if the distribution is paid out of our current or accumulated earnings and profits and either:

•the distribution is attributable to our net capital gain (other than from the sale of USRPIs) and we timely designate thedistribution as a capital gain dividend; or

•the distribution is attributable to our net capital gain from the sale of USRPIs and the non-U.S. shareholder owns morethan 5% of our common shares at any time during the one-year period ending on the date of the distribution.
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Long-term capital gain that a non-U.S. shareholder is deemed to receive from a capital gain dividend that is not
attributable to the sale of USRPIs generally will not be subject to U.S. tax in the hands of the non-U.S. shareholder
unless:

•

the non-U.S. shareholder’s investment in our common shares is effectively connected with a U.S. trade or business of
the non-U.S. shareholder, in which case the non-U.S. shareholder generally will be subject to the same treatment as
U.S. shareholders with respect to any gain, except that a non-U.S. shareholder that is a corporation also may be
subject to the branch profits tax at a rate of 30% (or lower applicable treaty rate); or

•
the non-U.S. shareholder is a nonresident alien individual who is present in the United States for 183 days or more
during the taxable year and certain other conditions exist, in which case the nonresident alien individual will be
subject to a 30% tax on his capital gains.

Under the Foreign Investment in Real Property Tax Act, referred to as “FIRPTA,” distributions that are attributable to
gain from the sales by us of USRPIs and paid to a non-U.S. shareholder that owns more than 5% of the value of our
common shares at any time during the one-year period ending on the date of the distribution will be subject to U.S. tax
as income effectively connected with a U.S. trade or business. The FIRPTA tax will apply to these distributions
whether or not the distribution is designated as a capital gain dividend.

Any distribution paid by us that is treated as a capital gain dividend or that could be treated as a capital gain dividend
with respect to a particular non-U.S. shareholder that owns more than 5% of the value of our common shares at any
time during the one-year period ending on the date of the distribution will be subject to special withholding rules
under FIRPTA. We generally will be required to withhold and remit to the IRS 35% (or, to the extent provided in
Treasury regulations, 20%) of any distribution that could be treated as a capital gain dividend with respect to the
non-U.S. shareholder, whether or not the distribution is attributable to the sale by us of USRPIs. The amount withheld
is creditable against the non-U.S. shareholder’s U.S. federal income tax liability, and any amount in excess of that
liability is generally refundable when the non-U.S. shareholder properly and timely files a tax return with the IRS.

Undistributed Capital Gain.    Although the law is not entirely clear on the matter, it appears that amounts designated
by us as undistributed capital gains in respect of our stock held by non-U.S. shareholders generally should be treated
in the same manner as actual distributions by us of capital gain dividends. Under that approach, the
non-U.S. shareholder would be able to offset as a credit against its U.S. federal income tax liability resulting
therefrom its proportionate share of the tax paid by us on the undistributed capital gains treated as long-term capital
gain to the non-U.S. shareholder, and generally to receive from the IRS a refund to the extent its proportionate share
of the tax paid by us were to exceed the non-U.S. shareholder’s actual U.S. federal income tax liability on such
long-term capital gain. If we were to designate any portion of our net capital gain as undistributed capital gain, a
non-U.S. shareholder should consult its tax advisor regarding the taxation of such undistributed capital gain.
Sale of Common Stock.    Gain recognized by a non-U.S. shareholder upon the sale or exchange of our common
shares generally would not be subject to U.S. taxation unless:
1. the investment in our common shares is effectively connected with the non-U.S. shareholder’s United States trade or
business, in which case the non-U.S. shareholder will be subject to the same treatment as domestic shareholders with
respect to any gain, except that a non-U.S. shareholder that is a corporation also may be subject to a branch profits tax
at a rate of 30% (or lower applicable treaty rate);

2. the non-U.S. shareholder is a nonresident alien individual who is present in the United States for 183 days or more
during the taxable year and certain other conditions exist, in which case the nonresident alien individual will be
subject to a 30% tax on the individual’s net capital gains from United States sources for the taxable year; or
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3. our common shares constitute a USRPI within the meaning of FIRPTA, as described below.

Our common shares will not constitute a USRPI if we are a domestically controlled REIT. We will be a domestically
controlled REIT if, at all times during a specified testing period, less than 50% in value of our common shares is held
directly or indirectly by non-U.S. shareholders.

We believe that we will be a domestically controlled REIT and, therefore, that the sale of our common shares by a
non-U.S. shareholder would not be subject to taxation under FIRPTA. Because our stock is publicly traded, however,
we cannot guarantee that we are or will continue to be a domestically controlled REIT.
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Even if we do not qualify as a domestically controlled REIT at the time a non-U.S. shareholder sells our common
shares, gain arising from the sale still would not be subject to FIRPTA tax if:

1. the class or series of stock sold is considered regularly traded under applicable Treasury regulations on an
established securities market, such as the New York Stock Exchange; and

2. the selling non-U.S. shareholder owned, actually or constructively, 5% or less in value of the outstanding class or
series of stock being sold throughout the shorter of the period during which the non-U.S. shareholders held such class
or series of stock or the five-year period ending on the date of the sale or exchange.

Specific wash sale rules applicable to sales of stock in a domestically-controlled REIT could result in gain
recognition, taxable under FIRPTA, upon the sale of our common shares even if we are a domestically-controlled
qualified investment entity. These rules would apply if a non-U.S. shareholder (1) disposes of our common shares
within a 30-day period preceding the ex-dividend date of a distribution, any portion of which, but for the disposition,
would have been taxable to such non-U.S. shareholder as gain from the sale or exchange of a USRPI, (2) acquires, or
enters into a contract or option to acquire, other common shares during the 61-day period that begins 30 days prior to
such ex-dividend date, and (3) if our common shares are “regularly traded” on an established securities market in the
United States, such non-U.S. shareholder has owned more than 5% of our outstanding common shares at any time
during the one-year period ending on the date of such distribution.

If gain on the sale or exchange of our common shares by a non-U.S. shareholder were subject to taxation under
FIRPTA, the non-U.S. shareholder generally would be subject to regular U.S. federal income tax with respect to any
gain on a net basis in the same manner as a taxable U.S. shareholder, subject to any applicable alternative minimum
tax and special alternative minimum tax in the case of nonresident alien individuals. In addition, the transferee of such
stock may, in certain circumstances, be required to withhold at least 10% of the proceeds of any such sale or
exchange. The amount withheld is creditable against the non-U.S. shareholder’s U.S. federal income tax liability, and
any amount in excess of that liability is generally refundable when the non-U.S. shareholder properly and timely files
a tax return with the IRS.

Reverse Stock Split.  Effective July 1, 2010, our reverse stock split resulted in a one for four combination of our
common shares. The reverse stock split was a tax-free recapitalization to us pursuant to Section 368(a)(1)(E) of the
Code. Provided that we were at the time of the reverse stock split a domestically controlled REIT, as discussed above,
or alternatively that our common shares at the time of the reverse stock split were "regularly traded" and a non-U.S.
shareholder at all times during the preceding five years owned 5% or less by value of our common shares, each as
discussed above, then the reverse stock split was also a tax-free recapitalization to the non-U.S. shareholder pursuant
to Section 368(a)(1)(E) of the Code. In that event, the non-U.S. shareholder would not have recognized gain or loss
for federal income tax purposes as a result of exchanging pre-combination common shares for post-combination
common shares pursuant to the reverse stock split; the holding period of the post-combination common shares
received by a non-U.S. shareholder pursuant to the reverse stock split would include the holding period of the
pre-combination common shares surrendered therefor, provided that the surrendered pre-combination common shares
were held as a capital asset on the date of the split; and, the aggregate tax basis of the post-combination common
shares received by a non-U.S. shareholder pursuant to the reverse stock split would equal the aggregate tax basis of
the pre-combination common shares surrendered therefor. However, at the time of the reverse stock split, if we were
not a domestically controlled REIT and if either our common shares were not "regularly traded" or a non-U.S.
shareholder exceeded the above 5% ownership limitation, then the non-U.S. shareholder may have been required to
file a United States federal income tax return for the taxable year of the reverse stock split in order to avoid
recognition of gain on the reverse stock split.
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Withholding on Payments to Certain Foreign Entities. The Foreign Account Tax Compliance Act (“FATCA”), which
was enacted in 2010, imposes a 30% withholding tax on certain types of payments made to “foreign financial
institutions” and certain other non-U.S. entities unless certain due diligence, reporting, withholding, and certification
requirements are satisfied.

The U.S. Treasury Department and the IRS have issued final regulations under FATCA. As a general matter, FATCA
imposes a 30% withholding tax on dividends on, and gross proceeds from the sale or other disposition of, our stock if
paid to a foreign entity unless either (i) the foreign entity is a “foreign financial institution” that undertakes certain due
diligence, reporting, withholding, and certification obligations, (ii) the foreign entity is not a “foreign financial
institution” and identifies certain of its U.S. investors, or (iii) the foreign entity otherwise is excepted under FATCA.
Under delayed effective dates provided for in the final regulations and subsequent guidance, the required withholding
began on July 1, 2014 with respect to dividends on our stock, and will begin on January 1, 2017 with respect to gross
proceeds from a sale or other disposition of our stock.
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If withholding is required under FATCA on a payment related to our stock, investors that otherwise would not be
subject to withholding (or that otherwise would be entitled to a reduced rate of withholding) generally will be required
to seek a refund or credit from the IRS to obtain the benefit of such exemption or reduction (provided that such benefit
is available). Prospective investors should consult their tax advisors regarding the effect of FATCA in their particular
circumstances.

Information Reporting and Backup Withholding Tax Applicable to Shareholders

U.S. Shareholders.    In general, information-reporting requirements will apply to payments of distributions on our
common shares and payments of the proceeds of the sale of our common shares to some U.S. shareholders, unless an
exception applies. Further, the payer will be required to withhold backup withholding tax on such payments (at the
rate of 28%) if:

1. the payee fails to furnish a taxpayer identification number, or TIN, to the payer or to establish an exemption from
backup withholding;

2. the IRS notifies the payer that the TIN furnished by the payee is incorrect;

3. there has been a notified payee under-reporting with respect to interest, dividends or original issue discount
described in Section 3406(c) of the Code; or

4. there has been a failure of the payee to certify under the penalty of perjury that the payee is not subject to backup
withholding under the Code.

Some shareholders, including corporations, may be exempt from backup withholding. Any amounts that we withhold
under the backup withholding rules may be refunded or credited against the U.S. shareholder’s U.S. federal income tax
liability if certain required information is timely furnished to the IRS.

Non-U.S. Shareholders.    Generally, information reporting will apply to payments of distributions on our common
shares, and backup withholding described above for a U.S. shareholder will apply, unless the payee certifies that it is
not a U.S. person or otherwise establishes an exemption.

Generally, non-U.S. shareholders can document their status (and thereby generally avoid backup withholding) by
providing a proper IRS withholding certificate (such as the IRS Form W-8BEN). In the absence of a proper
withholding certificate, applicable Treasury regulations provide presumptions regarding the status of holders of our
common shares when payments to the holders cannot be reliably associated with appropriate documentation provided
to the payor. If a non-U.S. shareholder fails to comply with the information reporting requirement, payments to such
person may be subject to the full withholding tax even if such person might have been eligible for a reduced rate of
withholding or no withholding under applicable income tax treaty. Any payment subject to a withholding tax will not
be again subject to any backup withholding. Because the application of these Treasury regulations varies depending
on the holder’s particular circumstances, you are advised to consult your tax advisor regarding the information
reporting requirements applicable to you.

Backup withholding is not an additional tax. Any amounts that we withhold under the backup withholding rules may
be refunded or credited against the non-U.S. shareholder’s U.S. federal income tax liability if certain required
information is timely furnished to the IRS. Non-U.S. shareholders should consult with their tax advisors regarding
application of backup withholding in their particular circumstances and the availability of and procedure for obtaining
an exemption from backup withholding under current Treasury regulations.
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Other Tax Consequences for EQC and Our Shareholders

We may be required to pay tax in various state or local jurisdictions, including those in which we transact business,
and our shareholders may be required to pay tax in various state or local jurisdictions, including those in which they
reside. Our state and local tax treatment may not conform to the U.S. federal income tax consequences discussed
above. In addition, a shareholder’s state and local tax treatment may not conform to the U.S. federal income tax
consequences discussed above. Consequently, prospective investors should consult with their tax advisors regarding
the effect of state and local tax laws on an investment in our common shares.

A portion of our income is earned through our taxable REIT subsidiaries. The taxable REIT subsidiaries are subject to
U.S. federal, state and local income tax at the full applicable corporate rates. In addition, a taxable REIT subsidiary
will be limited in its ability to deduct interest payments in excess of a certain amount made directly or indirectly to us.
To the extent
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that our company taxable REIT subsidiaries and we are required to pay U.S. federal, state or local taxes, we will have
less cash available for distribution to shareholders.
Legislative or Other Actions Affecting REITs
The U.S. federal income tax treatment of REITs may be modified, possibly with retroactive effect, by legislative,
judicial or administrative action at any time. The REIT rules are constantly under review by persons involved in the
legislative process and by the IRS and the U.S. Treasury Department, which may result in statutory changes as well as
revisions to regulations and interpretations. Changes to the U.S. federal tax laws and interpretations thereof could
adversely affect an investment in our securities.

Tax Shelter Reporting

If a holder recognizes a loss as a result of a transaction with respect to our stock of at least (i) for a holder that is an
individual, S corporation, trust or a partnership with at least one noncorporate partner, $2 million or more in a single
taxable year or $4 million or more in a combination of taxable years, or (ii) for a holder that is either a corporation or a
partnership with only corporate partners, $10 million or more in a single taxable year or $20 million or more in a
combination of taxable years, such holder may be required to file a disclosure statement with the IRS on Form 8886.
Direct shareholders of portfolio securities are in many cases exempt from this reporting requirement, but shareholders
of a REIT currently are not excepted. The fact that a loss is reportable under these regulations does not affect the legal
determination of whether the taxpayer’s treatment of the loss is proper. Shareholders should consult their tax advisors
to determine the applicability of these regulations in light of their individual circumstances.

RISK FACTORS
Item 1A.    Risk Factors.
Our business faces many risks. The risks described below may not be the only risks we face but are the risks we know
of that we believe may be material at this time. Additional risks that we do not yet know of, or that we currently think
are immaterial, may also impair our business operations or financial results. If any of the events or circumstances
described in the following risks occurs, our business, financial condition or results of operations could suffer and the
trading price of our securities could decline. Investors and prospective investors should consider the following risks
and the information contained under the heading "Forward Looking Statements" before deciding whether to invest in
our securities.
Risks Related to Our Business
We may not be successful in repositioning our portfolio, which may reduce the size of our business and negatively
affect our financial condition or results of operations.

On October 1, 2014, we completed the transition from external management by RMR to internal management.
Subsequent to the transition, we have undertaken a comprehensive review of our portfolio and operations and have
developed a new business strategy that focuses on reshaping our portfolio. We anticipate that this will consist of
significant dispositions. The ability of our new management team to implement our new business strategy depends
substantially on identifying and completing dispositions at favorable prices and successfully deploying the capital
received from dispositions. We expect to reinvest capital received from dispositions we complete, but cannot provide
any assurances that we will be successful. In addition, it may take a long period of time before we are able to
reposition our portfolio. We cannot assure you that our new management team will be successful in executing our new
business strategy and operating our company now that we have revised our goals and transitioned to internal
management. If our new management team is not successful in executing our business strategy, the size of our
business may be reduced and our financial condition and results of operations may be materially and adversely
affected.
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Our transition to CBRE for property management may have a negative effect on our financial condition and results of
operations.

In connection with our transition from external management to internal management, we engaged CBRE to provide
property management services. Our reliance upon CBRE and the coordination required between us could disrupt our
operations and have a negative effect on our financial condition and results of operations. 
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We are currently dependent upon economic conditions in our two core business segments, CBD properties and
suburban properties, and adverse economic or regulatory developments in these markets could materially and
adversely affect our results of operations.
For the quarter ended December 31, 2014, we received approximately 64.1% of our total revenues from properties
classified in our CBD segment and approximately 35.9% of our total revenues from properties classified in our
suburban segment. As a result, our business is dependent upon the economic and regulatory environment (such as
business layoffs or downsizing, industry slowdowns, relocations of businesses, increases in real estate and other taxes,
costs of complying with governmental regulations or increased regulation). Such adverse developments could
materially reduce the value of our real estate portfolio and our rental revenues, and thus materially and adversely
affect our ability to service current debt and to pay distributions to shareholders. If economic conditions in the CBD
and suburban markets worsen or fail to grow at a sufficient pace, we may experience reduced demand from tenants for
our properties. A significant economic downturn in one or both of these business segments could adversely affect our
results of operations.
Our disposition strategy may result in expenses and reputational harm.
An element of our current business plan involves the disposition of a significant number of our properties. We cannot
be assured that we will be able to find attractive sale opportunities or that any sale will be completed in a timely
manner, if at all. Our ability to sell certain of our properties, and the prices we receive upon a sale, may be affected by
many factors, and we may be unable to execute our sales strategy. In particular, these factors could arise from
weakness in or the lack of an established market for a property, changes in the financial condition or prospects of
prospective purchasers, the number of prospective purchasers, increase in the cost of or lack of availability of debt, the
number of competing properties on the market, a decline in current local, national or international economic
conditions, and changes in laws, regulations or fiscal policies of jurisdictions in which the property is located. For
these reasons, we may be unable to sell certain of our properties for an extended period of time or at all, and our
business plan to sell certain of our properties may not succeed and we may incur expenses and reputational harm.

Future impairment charges could have a material adverse effect on our results of operations in the period for which the
charge occurs.

In connection with the internalization of management, we developed a disposition plan in the fourth quarter of 2014.
Through this plan, we expect to dispose of many of our assets in the coming years. Pursuant to our accounting policy,
we evaluated the recoverability of the carrying values of each of the real estate assets that comprised our portfolio and
determined that due to the shortening of the expected periods of ownership, as a result of the disposition plan, that it
was necessary to reduce the net book value of a portion of the real estate assets in our portfolio to their estimated fair
values.  As a result, we recorded a loss on asset impairment for 34 properties of $167.1 million in 2014, to reflect the
estimated fair values of those real estate assets in our portfolio that failed the recoverability test because the net book
values exceeded their fair values.  We reduced the aggregate carrying value of these properties from $581.7 million to
their estimated fair value of $414.6 million.
In undertaking our portfolio reviews, we comprehensively review our portfolio to evaluate whether there are any
indicators, including property operating performance and general market conditions, that the value of the real estate
properties (including any related amortizable intangible assets or liabilities) may not be recoverable. Through the
evaluation, we compare the current carrying value of the asset to the estimated undiscounted cash flows that are
directly associated with the use and ultimate disposition of the asset. Our estimated cash flows are based on several
key assumptions, including rental rates, costs of tenant improvements, leasing commissions, anticipated hold periods,
and assumptions regarding the residual value upon disposition, including the exit capitalization rate. These key
assumptions are subjective in nature and could differ materially from actual results. Additionally, changes in our
disposition strategy, such as our recently announced intention to dispose of a significant portion of our assets, or
changes in the marketplace may alter the hold period of an asset or asset group, which may result in an impairment
loss and such loss could be material to the Company's financial condition or operating performance. To the extent that
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the carrying value of the asset exceeds the estimated undiscounted cash flows, an impairment loss is recognized equal
to the excess of carrying value over fair value. There can be no assurance that we will not take additional charges in
the future related to the impairment of our assets. Any future impairment could have a material adverse effect on our
results of operations in the period in which the charge is taken.
The fair value of real estate assets is highly subjective and is determined through comparable sales information and
other market data if available, or through use of an income approach such as the direct capitalization method or the
traditional discounted cash flow approach. Such cash flow projections consider factors, including expected future
operating income, trends and prospects, as well as the effects of demand, competition and other factors, and therefore
are subject to a significant degree of management judgment. In estimating the fair value of undeveloped land, we
generally use market data and comparable sales information. These subjective assessments have a direct impact on our
net income because recording an impairment charge
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results in an immediate negative adjustment to net income. Thus, our results of operations may be significantly
affected by the subjective judgments of our management team as to the fair value of our properties.
If global market and economic conditions worsen or do not fully recover, our business, financial condition and results
of operations could be adversely affected.

In the United States, market and economic conditions continue to be challenging with modest growth. Although the
U.S. economy has emerged from the recent recession and economic data reflects a stabilization of the economy and
credit markets, the cost and availability of credit and the commercial real estate market generally may be adversely
affected by persistent high levels of unemployment, insufficient consumer demand or confidence, the impacts of
changes in the U.S. federal budgetary process, changes in regulatory environments and other macro-economic factors.
If current economic conditions deteriorate, business layoffs, downsizing, industry slowdowns and other similar factors
that affect our tenants could negatively impact commercial real estate fundamentals and result in lower occupancy,
lower rental rates and declining values in our real estate portfolio. Additionally, deteriorating economic conditions
could have an impact on our lenders or tenants, causing them to fail to meet their obligations to us. No assurances can
be given that the current economic conditions will continue to improve, and if the economic recovery slows or stalls,
our ability to lease our properties and increase or maintain rental rates may be effected, which would have a material
adverse effect on our business, financial condition and results of operations.
We may be unable to access the capital necessary to repay our debts, invest in our properties or fund acquisitions,
which would adversely affect our results of operations, share value or our ability to make distributions.
To retain our status as a REIT, we are required to distribute at least 90% of our annual REIT taxable income
(excluding capital gains) and satisfy a number of organizational and operational requirements to which REITs are
subject. Accordingly, we may not be able to retain sufficient cash from operations to repay debts, invest in our
properties or fund acquisitions. Our business and growth strategies depend, in part, upon our ability to raise additional
capital at reasonable costs to repay our debts, invest in our properties and fund acquisitions. Because of the volatility
in the availability of capital to businesses on a global basis and the increased volatility in most debt and equity
markets generally, our ability to raise reasonably priced capital is not guaranteed; we may be unable to raise
reasonably priced capital because of reasons related to our business or for reasons beyond our control, such as market
conditions. If we are unable to raise reasonably priced capital, our business and growth strategies may fail, which
would adversely affect our results of operations, the market value of our shares or our ability to make distributions.
Significant competition for tenants and acquisition opportunities may reduce rents and increase acquisition costs
which could materially and adversely affect our company.
Substantially all of our properties face competition for tenants. Some competing properties may be newer, better
located or more attractive to tenants. Competing owners may offer available space at lower rents than we offer at our
properties. This competition may affect our ability to attract and retain tenants and may reduce the rents we are able to
charge.
In addition, we face significant competition for acquisition opportunities from other investors, including publicly
traded and private REITs, numerous financial institutions, individuals and public and private companies. Because of
competition, we may be unable to, or may pay a significantly increased purchase price to, acquire a desired property.
Some of our competitors may have greater financial and management resources than we have.
When we renew leases or lease to new tenants our rents may decline and our expenses may increase and changes in
tenants' requirements for leased space may adversely affect us.
When we renew leases or lease to new tenants we may receive less rent than we currently receive. Market conditions
may require us to lower our rents to retain tenants. When we lease to new tenants or renew leases we may have to
spend substantial amounts for leasing commissions, tenant improvements or tenant inducements. Many of our leases
are for properties that are specially suited to the particular business of our tenants. Because these properties have been
designed or physically modified for a particular tenant, if the current lease is terminated or not renewed, we may be
required to renovate the property at substantial costs, decrease the rent we charge or provide other concessions in
order to lease the property to another tenant. In general, tenants have been seeking to increase their space utilization
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under their leases, including reducing the amount of square footage per employee at leased properties, which may
reduce the demand for leased space. If a significant number of such events occur, our income and cash flow may
materially decline and our ability to make regular distributions to our shareholders may be jeopardized.
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We have substantial debt obligations which could materially and adversely affect our cost of operations.
As of December 31, 2014, we had $2.2 billion in debt outstanding, which was 38.3% of our total book capitalization.
As a result, we are and expect to be subject to the risks normally associated with debt financing including:
•that interest rates may rise;
•that our cash flow will be insufficient to make required payments of principal and interest;
•that we will be unable to refinance some or all of our debt;
•that any refinancing will not be on terms as favorable as those of our existing debt;

•that required payments on mortgages and on our other debt are not reduced if the economic performance of anyproperty declines;
•that debt service obligations will reduce funds available for distribution to our shareholders;

•that any default on our debt, due to noncompliance with financial covenants or otherwise, could result in accelerationof those obligations;
•that we may be unable to refinance or repay the debt as it becomes due, and

•that if our degree of leverage is viewed unfavorably by lenders or potential joint venture partners, it could affect ourability to obtain additional financing.
If we default in paying any of our debts or honoring our debt covenants, it may create one or more cross defaults, our
debts may be accelerated and we could be forced to liquidate our assets for less than the values we would receive in a
more orderly process. Additionally, we may not be able to refinance or repay debt as it becomes due which may force
us to refinance or to incur additional indebtedness at higher rates and additional cost or, in the extreme case, to sell
assets or seek protection from our creditors under applicable law.

A lack of any limitation on our debt could result in our becoming more highly leveraged.

Our governing documents do not limit the amount of indebtedness we may incur. Furthermore, our note indenture and
revolving credit facility and term loan agreements permit us and our subsidiaries to incur additional debt, including
secured debt. Accordingly, our Board of Trustees may incur additional debt and would do so, for example, if it were
necessary to maintain our status as a REIT. We might become more highly leveraged as a result, and our financial
condition, results of operations and cash available for distribution to shareholders might be negatively affected, and
the risk of default on our indebtedness could increase.
Our failure or inability to meet certain terms of our revolving credit facility or term loan agreements may prevent us
from making distributions to our shareholders.
Our revolving credit facility agreement includes various conditions to borrowings and our revolving credit facility and
term loan agreements include various financial and other covenants, including covenants requiring us to maintain
certain minimum debt service coverage and maximum leverage ratios, and events of default. We may not be able to
satisfy all of these conditions or may default on some of these covenants for various reasons, including matters which
are beyond our control. If we are unable to borrow under our revolving credit facility, we may be unable to meet our
business obligations or to grow by buying additional properties, or we may be required to sell some of our properties.
If we default under our revolving credit facility or term loan agreement, the lenders may demand immediate payment
and lenders under our revolving credit facility may elect not to make further borrowings available. Additionally,
during the continuance of any event of default under our revolving credit facility or term loan agreement, we will be
limited or in some cases prohibited from making distributions on our shares. Any default under our revolving credit
facility or term loan agreements would likely have serious and adverse consequences to us and would likely cause the
market price of our shares to materially decline.
In the future, we may obtain additional debt financing, and the covenants and conditions which apply to any such
additional indebtedness may be more restrictive than the covenants and conditions contained in our current revolving
credit facility and term loan agreements.
Increasing interest rates may adversely affect the value of an investment in our shares.
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Interest rates remain below historical long term averages. An increase in interest rates may adversely affect us and the
value of an investment in our shares, including in the following ways:

•Amounts outstanding under our revolving credit facility agreement and term loan agreement bear interest at variableinterest rates. When interest rates increase, so will our interest costs, which could adversely affect our cash flow,
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ability to pay principal and interest on debt, cost of refinancing debt when it becomes due and ability to make or
sustain distributions to our shareholders. Additionally, if we choose to hedge our interest rate risk, we cannot assure
that the hedge will be effective or that our hedging counterparty will meet its obligations to us.

•

An increase in interest rates could decrease the amount buyers may be willing to pay for our properties, thereby
reducing the market value of our properties and limiting our ability to sell properties or to obtain mortgage financing
secured by our properties. Increased interest rates may increase the cost of financing properties we acquire to the
extent we utilize leverage for those acquisitions and may result in a reduction in our acquisitions to the extent we
reduce the amount we offer to pay for properties, due to the effect of increased interest rates, to a price that sellers
may not accept.
We may encounter unanticipated difficulties relating to acquisitions, which could undermine the business plan to
acquire additional properties.
An element of our business plan involves the acquisition of additional properties as we are presented with attractive
opportunities. We are likely to face competition for acquisition opportunities from other investors and this competition
may adversely affect our ability to carry out our business strategy. We cannot be assured that we will be able to
consummate attractive acquisition opportunities or that acquisitions we make will be successful.
We might encounter unanticipated difficulties and expenditures relating to any acquired properties. Newly acquired
properties might require significant management attention that would otherwise be devoted to our ongoing business.
We might never realize the anticipated benefits of our acquisitions. Notwithstanding pre-acquisition due diligence, we
do not believe that it is possible to fully understand a property before it is owned and operated for an extended period
of time. For example, we could acquire a property that contains undisclosed defects in design or construction. In
addition, after our acquisition of a property, the market in which the acquired property is located may experience
unexpected changes that adversely affect the property's value. The occupancy of properties that we acquire may
decline during our ownership, and rents that are in effect at the time a property is acquired may decline thereafter.
Also, our property operating costs for acquisitions may be higher than we anticipate and acquisitions of properties
may not yield the returns we expect and, if financed using debt or new equity issuances, may result in shareholder
dilution. For these reasons, among others, our business plan to acquire additional properties may not succeed or may
cause us losses.
We are a party to various legal proceedings, which could adversely affect our financial results and/or distract our
Board of Trustees and management.
As noted below in Item 3 "Legal Proceedings," we, along with certain of our former officers and former Trustees,
have been named as defendants in a number of complaints seeking monetary damages and declaratory and injunctive
relief. Additional claims may be filed against us in connection with any action we may or may not take, including any
equity or debt financing we may undertake, any sales of our assets, past and future amendments to our bylaws, our
former Trustees' response to actions by our shareholders or others and other actions by our former Trustees or by us.
The results of litigation are difficult to predict and we can provide no assurance that our legal conclusions or positions
will be upheld. Moreover, claims of this nature present a risk of protracted litigation, incurrence of significant
attorneys' fees, costs and expenses, and diversion of management's attention from the operation of our business. In
addition, we have agreed to indemnify our present or former Trustees or officers who are made or threatened to be
made parties to a legal proceeding by reason of their service in that capacity, which may be costly. Adverse rulings in
the legal proceedings noted in Item 3 "Legal Proceedings," or other legal proceedings, could have a material adverse
effect on our financial results and condition and cause substantial reputational harm and/or a decline in the market
price of our shares.
We could incur significant costs and liabilities with respect to environmental matters.
Under various federal, state and local laws and regulations, as the current or former owners or operators of real estate,
we may be liable for costs and damages resulting from the presence or release of hazardous substances, including
waste or petroleum products, at, on, in, under or from such property, including costs for investigation, removal or
remediation of such contamination and for natural resource damages arising from such contamination. Such laws
often impose liability without regard to whether the owner or operator knew of, or was responsible for, the presence of
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such contamination, and the liability may be joint and several. In addition, the presence of contamination or the failure
to remediate contamination at our properties may expose us to third-party liability for costs of remediation and/or
personal or property damage, adversely affect our ability to lease, sell or rent such property, or adversely affect our
ability to borrow using such property as collateral. Environmental laws may create liens on contaminated sites in favor
of the government for damages and costs it incurs to address such contamination. If contamination is discovered on
our properties, environmental laws also may impose restrictions on the manner in which those properties may be used
or businesses may be operated, and these restrictions may require significant expenditures. We also may be liable for
the costs of removal or remediation of hazardous substances or waste at disposal or
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treatment facilities if we arranged for disposal or treatment of hazardous substances at such facilities, whether or not
we own or operate such facility.

Some of our properties have been or may be impacted by releases of hazardous substances or petroleum products.
Such contamination may arise from a variety of sources, including historic uses of our properties for commercial or
industrial purposes, spills of such materials at adjacent properties, or releases from tanks used on our properties to
store petroleum or hazardous substances. In addition, certain of our properties are on sites upon which or are adjacent
to or near other properties upon which others, including former owners or tenants, have engaged, or may in the future
engage, in activities that may release petroleum products or other hazardous or toxic substances.
We, our tenants, and our properties are subject to various federal, state and local regulatory requirements related to
environmental, health and safety matters, such as environmental laws, state and local fire and safety requirements,
building codes and land use regulations. Failure to comply with these requirements could subject us or our tenants to
governmental fines or private litigant damage awards. In addition, compliance with these requirements, including new
requirements or stricter interpretation of existing requirements, may require us or our tenants to incur significant
expenditures. We do not know whether existing requirements will change or whether future requirements, including
any requirements that may emerge from pending or future climate change laws or regulations, will develop.
Environmental noncompliance liability also could impact a tenant’s ability to make rental payments to us, and our
reputation could be negatively affected if we or our tenant’s violate environmental laws or regulations.

Buildings and other structures on properties that we currently or formerly own or operate or those we acquire or
operate in the future contain, may contain, or may have contained, asbestos-containing material (or ACM).
Environmental, health and safety laws require that ACM be properly managed and maintained, and include
requirements to undertake special precautions, such as removal or abatement, if ACM would be disturbed during
maintenance, renovation, or demolition of a building, potentially resulting in substantial costs. Moreover, laws
regarding ACM may impose fines and penalties on owners, employers and operators, and we may be subject to
liability for releases of ACM into the air and third parties may seek recovery from owners or operators of real property
for personal injury associated with ACM.
When excessive moisture accumulates in buildings or on building materials, mold growth may occur, particularly if
the moisture problem remains undiscovered or is not addressed over a period of time. Some molds may produce
airborne toxins or irritants. Indoor air quality issues also can stem from inadequate ventilation, chemical
contamination from indoor or outdoor sources, and other biological contaminants such as pollen, viruses and bacteria.
Indoor exposure to airborne toxins or irritants above certain levels can be alleged to cause a variety of adverse health
effects and symptoms, including allergic or other reactions. The presence of mold or other airborne contaminants in
our buildings could expose us to costs and liabilities to address these issues, including from third parties if property
damage or personal injury occurs.
We may be adversely affected by laws, regulations or other issues related to climate change.

If we become subject to laws or regulations related to climate change, our business, results of operations and financial
condition could be impacted adversely. The federal government has enacted, and some of the states and localities in
which we operate may enact certain climate change laws and regulations or have begun regulating carbon footprints
and greenhouse gas emissions. Although these laws and regulations have not had any known material adverse effects
on our business to date, they could result in substantial costs, including compliance costs, increased energy costs,
retrofit costs and construction costs, including monitoring and reporting costs, and capital expenditures for
environmental control facilities and other new equipment. Furthermore, our reputation could be negatively affected if
we violate climate change laws or regulations. We cannot predict how future laws and regulations, or future
interpretations of current laws and regulations, related to climate change will affect our business, results of operations
and financial condition. Lastly, the potential physical impacts of climate change on our operations are highly
uncertain, and would be particular to the geographic circumstances in areas in which we operate. These may include
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changes in rainfall and storm patterns and intensities, water shortages, changing sea levels and changing temperatures.
These impacts may adversely affect our business, financial condition and results of operations. For more information
regarding climate change matters and their possible adverse impact on us, please see "Management's Discussion and
Analysis—Impact of Climate Change" in Part II, Item 7 of this Annual Report on Form 10-K.
We rely on information technology in our operations, and any material failure, inadequacy, interruption or security
failure of that technology could harm our business.
We rely on information technology networks and systems, including the Internet, to process, transmit and store
electronic information and to manage or support a variety of our business processes, including financial transactions
and maintenance of records, which may include personal identifying information of tenants and lease data. We rely on
commercially available systems, software, tools and monitoring to provide security for processing, transmitting and
storing confidential tenant

30

Edgar Filing: Equity Commonwealth - Form 10-K

64



information, such as individually identifiable information relating to financial accounts. Although we have taken steps
to protect the security of the data maintained in our information systems, it is possible that our security measures will
not be able to prevent the systems' improper functioning, or the improper disclosure of personally identifiable
information such as in the event of cyber attacks. Security breaches, including physical or electronic break-ins,
computer viruses, attacks by hackers and similar breaches, can create system disruptions, shutdowns or unauthorized
disclosure of confidential information. Any failure to maintain proper function, security and availability of our
information systems could interrupt our operations, damage our reputation, subject us to liability claims or regulatory
penalties and could materially and adversely affect us.
Risks Related to the Real Estate Industry
Real estate ownership creates risks and liabilities that threaten our revenues.
Our economic performance and the value of our real estate assets, and consequently the value of our securities, are
subject to risks inherently associated with real estate ownership, including:

•changes in supply of or demand for our properties or customers for such properties in areas in which we ownbuildings;

•the illiquid nature of real estate markets, which limits our ability to sell our assets rapidly or to respond to changingmarket conditions;
•the subjectivity of real estate valuations and changes in such valuations over time;
•property and casualty losses;

•the ongoing need for property maintenance and repair, and the need to make expenditures due to changes ingovernmental regulations, including the Americans with Disabilities Act;
•the inability of tenants to pay rent;

•
competition from the development of new properties in the markets in which we own property and the quality
of such competition, such as the attractiveness of our properties as compared to our competitors' properties
based on considerations such as convenience of location, rental rates, amenities and safety record;

•civil unrest, acts of war, acts of God, including earthquakes, hurricanes and other natural disasters (which may resultin uninsured losses), and other factors beyond our control;

•legislative and regulatory developments that may occur at the federal, state and local levels that have direct or indirectimpact on the ownership, leasing and operation of our properties; and
•litigation incidental to our business.

If any of the foregoing events occur, our properties may not generate revenues sufficient to meet our operating
expenses, including debt service and capital expenditures, and our cash flow and ability to pay distributions to our
shareholders will be adversely affected.

Potential losses may not be covered by insurance exposing us to potential risk of loss.

We do not carry insurance for generally uninsurable losses such as loss from riots, war or acts of God, and, in some
cases, flooding. Some of our policies, such as those covering losses due to terrorism, hurricanes, earthquakes and
floods, are insured subject to limitations involving large deductibles or co-payments and policy limits that may not be
sufficient to cover all losses. If we experience a loss that is uninsured or that exceeds policy limits, we could lose the
capital invested in the damaged properties as well as the anticipated future cash flows from those properties. Inflation,
changes in building codes and ordinances, environmental considerations, and other factors also might make it
impractical or undesirable to use insurance proceeds to replace a property after it has been damaged or destroyed. In
addition, if the damaged properties are subject to recourse indebtedness, we would continue to be liable for the
indebtedness, even if these properties were irreparably damaged.

Insurance coverage on our properties may be expensive or difficult to obtain, exposing us to potential risk of loss.
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In the future, we may be unable to renew or duplicate our current insurance coverage at adequate levels or at
reasonable prices. In addition, insurance companies may no longer offer coverage against certain types of losses, such
as losses due to terrorist acts, environmental liabilities, or other catastrophic events including hurricanes and floods,
or, if offered, the expense of obtaining these types of insurance may not be justified. We therefore may cease to have
insurance coverage against certain types of losses and/or there may be decreases in the limits of insurance available. If
an uninsured loss or a loss in excess of our insured limits occurs, we could lose all or a portion of the capital we have
invested in a property, as well as the anticipated future revenue from the property after a covered period of time, but
still remain obligated for any mortgage debt or other financial obligations related to the property. We cannot guarantee
that material losses in excess of insurance proceeds will not occur in the future. If any of our properties were to
experience a catastrophic loss, it could seriously disrupt our operations,
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delay revenue and result in large expenses to repair or rebuild the property. Events such as these could adversely affect
our results of operations and our ability to meet our obligations.

Actual or threatened terrorist attacks may adversely affect our ability to generate revenues and the value of our
properties.

We have significant investments in large metropolitan markets that have been or may be in the future the targets of
actual or threatened terrorism attacks. As a result, some tenants in these markets may choose to relocate their
businesses to other markets or to lower-profile office buildings within these markets that may be perceived to be less
likely targets of future terrorist activity. This could result in an overall decrease in the demand for office space in these
markets generally or in our properties in particular, which could increase vacancies in our properties or necessitate that
we lease our properties on less favorable terms or both. In addition, future terrorist attacks in these markets could
directly or indirectly damage our properties, both physically and financially, or cause losses that materially exceed our
insurance coverage. As a result of the foregoing, our ability to generate revenues and the value of our properties could
decline materially.
Changes in accounting pronouncements may materially and adversely affect our tenants’ credit quality and our ability
to secure long-term leases and renewal options.
Accounting policies and methods are fundamental to how we record and report our financial condition and results of
operations. Uncertainties posed by various initiatives of accounting standard-setting by the Financial Accounting
Standards Board and the Securities and Exchange Commission, which create and interpret applicable accounting
standards for U.S. companies, may change the financial accounting and reporting standards or their interpretation and
application of these standards that govern the preparation of our financial statements. These changes could have a
material impact on our reported financial condition and results of operations. In some cases, we could be required to
apply a new or revised standard retroactively, resulting in potentially material restatements of prior period financial
statements. Similarly, these changes could have a material impact on our tenants’ reported financial condition or results
of operations or could affect our tenants’ preferences regarding leasing real estate.
The Financial Accounting Standards Board has proposed accounting rules that would require companies to capitalize
all leases on their balance sheets by recognizing a lessee's rights and obligations. If such a proposal is adopted, many
companies that account for certain leases on an "off balance sheet" basis would be required to account for such leases
"on balance sheet." This change would remove many of the differences in the way companies account for owned
property and leased property, and could have a material effect on various aspects of our tenants' businesses, including
their credit quality and the factors they consider in deciding whether to own or lease properties. If the proposal is
adopted, it could cause companies that lease properties to prefer shorter lease terms, in an effort to reduce the leasing
liability required to be recorded on their balance sheets. The proposal could also make lease renewal options less
attractive, as, under certain circumstances, the rule would require a tenant to assume that a renewal right will be
exercised and accrue a liability relating to the longer lease term.
Risks Related to Our Securities
We cannot assure that we will make distributions to our shareholders, and distributions we may make may include a
return of capital.

•Our ability to make distributions will be adversely affected if any of the risks described herein, or other significantadverse events, occur;

•our making of distributions is subject to compliance with restrictions contained in our revolving credit facility andterm loan agreements and our debt indenture; and
•any distributions will be made at the discretion of our Board of Trustees and will depend upon various factors that our
Board of Trustees deems relevant, including, but not limited to, our results of operations, our financial condition, debt
and equity capital available to us, our expectations of our future capital requirements and operating performance,
including our funds from operations, or FFO, our normalized funds from operations, or Normalized FFO, and our
cash available for distribution, restrictive covenants in our financial or other contractual arrangements (including
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those in our revolving credit facility and term loan agreements and senior notes indenture), tax law requirements to
maintain our status as a REIT, restrictions under Maryland law and our expected needs and availability of cash to pay
our obligations.
For these reasons, among others, our distribution rate may decline or we may cease making distributions. Also, our
distributions may include a return of capital.
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Changes in market conditions could adversely affect the market price of our common stock.

As with other publicly traded equity securities, the value of our common shares depends on various market conditions
that may change from time-to-time. Among the market conditions that may affect the value of our common shares are
the following:
•the extent of investor interest in our securities;

• the general reputation of REITs and the attractiveness of our equity securities in comparison to other equity
securities, including securities issued by other real estate-based companies;

•our underlying asset value;
•national economic conditions;
•changes in tax laws;
•our financial performance;
•changes in our credit ratings; and
•general stock and bond market conditions.
The market value of our common shares is based primarily upon the market’s perception of our growth potential and
our current and potential future earnings and cash dividends. Consequently, our common shares may trade at prices
that are greater or less than our net asset value per share of common shares. If our future earnings or cash dividends
are less than expected, it is likely that the market price of our common shares will diminish.
Any notes we may issue will be effectively subordinated to the debts of our subsidiaries and our secured debt.
We conduct substantially all of our business through, and substantially all of our properties are owned by, our
subsidiaries. Consequently, our ability to pay debt service on our outstanding notes and any notes we issue in the
future will be dependent upon the cash flow of our subsidiaries and payments by those subsidiaries to us as dividends
or otherwise. Our subsidiaries are separate legal entities and have their own liabilities. Payments due on our
outstanding notes, and any notes we may issue, are, or will be, effectively subordinated to liabilities of our
subsidiaries, including guaranty liabilities. Most of our subsidiaries have guaranteed our revolving credit facility and
term loan but none of our subsidiaries guaranty our outstanding notes. In addition, as of December 31, 2014, our
subsidiaries had $609.2 million of debt. Our outstanding notes are, and any notes we may issue will be, effectively
subordinated to any secured debt with regard to our assets pledged to secure those debts.
Our notes may permit redemption before maturity, and our noteholders may be unable to reinvest proceeds at the same
or a higher rate.
The terms of our notes may permit us to redeem all or a portion of our outstanding notes after a certain amount of
time, or up to a certain percentage of the notes prior to certain dates. Generally, the redemption price will equal the
principal amount being redeemed, plus accrued interest to the redemption date, plus any applicable premium. If a
redemption occurs, our noteholders may be unable to reinvest the money they receive in the redemption at a rate that
is equal to or higher than the rate of return on the applicable notes.
There may be no public market for notes we may issue and one may not develop.
Generally, any notes we may issue will be a new issue for which no trading market currently exists. We may not list
our notes on any securities exchange or seek approval for price quotations to be made available through any
automated quotation system. We cannot assure that an active trading market for any of our notes will exist in the
future. Even if a market develops, the liquidity of the trading market for any of our notes and the market price quoted
for any such notes may be adversely affected by changes in the overall market for fixed income securities, by changes
in our financial performance or prospects, or by changes in the prospects for REITs or for the real estate industry
generally.
The number of our common shares available for future issuance or sale could adversely affect the per share trading
price of our common shares and may be dilutive to current shareholders.

Our declaration of trust authorizes our Board of Trustees to, among other things, issue additional shares of capital
stock without stockholder approval. We cannot predict whether future issuances or sales of our common shares or the
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availability of shares for resale in the open market will decrease the per share trading price per share of our common
shares. The issuance of substantial numbers of our common shares in the public market, or upon conversion of our
Series D preferred shares, or the perception that such issuances might occur, could adversely affect the per share
trading price of our common shares. In
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addition, we may issue our common shares or restricted share units under the Equity Commonwealth 2012 Equity
Compensation Plan. Any such future issuances of our common shares may be dilutive to existing shareholders.
Rating agency downgrades or rising interest rates may increase our cost of capital.
Our senior notes and our preferred shares are rated by two rating agencies. These rating agencies may elect to
downgrade their ratings on our senior notes and our preferred shares at any time. Such downgrades may negatively
affect our access to the capital markets and increase our cost of capital, including the interest rate and fees payable
under our revolving credit facility and term loan agreements. In addition, rising interest rates may adversely impact
our ability to access the capital markets.
Conversion of our series D preferred shares may dilute the ownership interests of existing shareholders.
The conversion of some or all of our series D preferred shares will dilute the ownership interests of existing
shareholders. Any sales in the public market of the common shares issuable upon such conversion could adversely
affect prevailing market prices of our common shares. In addition, the existence of the series D preferred shares may
encourage short selling by market participants because the conversion of the series D preferred shares could depress
the price of our common shares or for other reasons.
Risks Related to Investing in Foreign Countries
In doing business in other countries, we are subject to social, political and economic risks that threaten economic
losses.
We have conducted a portion of our business in Australia since our acquisition in October 2010 of CWH Australia
Trust, an Australian listed property trust, and, as of December 31, 2014, we owned 11 properties (11 buildings) with
approximately 1.8 million square feet in various locations in Australia. Circumstances and developments related to
these international operations that could negatively affect our business, financial condition or results of operations
include, but are not limited to, the following factors:
•difficulties and costs of staffing and managing international operations;
•currency restrictions, which may prevent the transfer of capital and profits to the United States;
•unexpected changes in regulatory requirements;
•potentially adverse tax consequences;
•the impact of country-specific business cycles and economic instability; and
•foreign ownership restrictions with respect to operations in countries.
If we are unable to successfully manage the risks associated with our foreign business, our non-U.S. investments
could produce losses which could materially and adversely affect us.
The depreciation in the value of the foreign currency in countries where we have a significant investment may
materially and adversely affect our results of operations and financial condition.
As of December 31, 2014, approximately 4.4% of our total assets were invested in Australian dollars, and we do not
currently borrow in Australian dollars or enter currency derivative contracts to mitigate any foreign currency risk. As a
result, we are subject to foreign currency risk due to potential fluctuations in exchange rates between the Australian
and U.S. dollars. More specifically, a significant change in the value of the Australian dollar may have an adverse
effect on our results of operations and financial condition. We may try to mitigate this foreign currency risk by
borrowing under debt agreements denominated in Australian dollars and, on occasion and when deemed appropriate,
using derivative contracts. However, we have no present intention to do so, and if we engage in such mitigation
strategies, there can be no assurance that those attempts to mitigate foreign currency risk would be successful.
Risks Related to Our Organization and Structure
Ownership limitations and certain provisions in our declaration of trust and bylaws, as well as certain provisions of
Maryland law, may deter, delay or prevent a change in our control or unsolicited acquisition proposals.
Our declaration of trust and bylaws prohibit any shareholder other than certain persons who have been exempted by
our Board of Trustees from owning (directly and by attribution) more than 9.8% of the number or value of shares of
any class or series of our outstanding shares of beneficial interest, including our common shares. These provisions are
intended to assist with our REIT compliance under the Code and otherwise promote our orderly governance.
However, these provisions also inhibit acquisitions of a significant stake in us and may deter, delay or prevent a
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change in our control or unsolicited acquisition proposals that a shareholder may consider favorable.
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Additionally, provisions contained in our declaration of trust and bylaws or under Maryland law may have a similar
impact, including, for example, provisions relating to: the authority of our Board of Trustees, and not our
shareholders, to adopt, amend and repeal our bylaws and to fill most vacancies on our Board of Trustees; the fact that
only the Chairman of the Board of Trustees, our Chief Executive Officer, our President, a majority of our Trustees or
the holders of 10% of our common shares may call a special meeting of shareholders; and advance notice
requirements for shareholder proposals.
Furthermore, our Board of Trustees has the authority to create and issue new classes or series of shares (including
shares with voting rights and other rights and privileges that may deter a change in control) and issue additional
common shares. The authorization and issuance of a new class of capital stock or additional common shares could
have the effect of delaying or preventing someone from taking control of us, even if a change in control were in our
shareholders' best interests.
Certain provisions of Maryland law could inhibit changes in control.
Certain provisions of Maryland law may have the effect of inhibiting a third party from making a proposal to acquire
us or of impeding a change of control under circumstances that otherwise could provide the holders of our common
shares with the opportunity to realize a premium over the then-prevailing market price of such shares, including:

•

“business combination moratorium/fair price” provisions that, subject to limitations, prohibit certain business
combinations between us and an “interested shareholder” (defined generally as any person who beneficially owns 10%
or more of the voting power of our shares or an affiliate thereof) for five years after the most recent date on which the
shareholder becomes an interested shareholder, and thereafter imposes stringent fair price and super-majority
shareholder voting requirements on these combinations; and

•

“control share” provisions that provide that “control shares” of our company (defined as shares which, when aggregated
with other shares controlled by the shareholder, entitle the shareholder to exercise one of three increasing ranges of
voting power in electing trustees) acquired in a “control share acquisition” (defined as the direct or indirect acquisition
of ownership or control of “control shares” from a party other than the issuer) have no voting rights except to the extent
approved by our shareholders by the affirmative vote of at least two thirds of all the votes entitled to be cast on the
matter, excluding all interested shares, and are subject to redemption in certain circumstances.
We have opted out of these provisions of Maryland law. However, our Board of Trustees may opt to make these
provisions applicable to us at any time without obtaining shareholder approval.
Our recourse against Trustees and officers may be limited by the limited rights granted to our shareholders in our
declaration of trust.
Our declaration of trust limits the liability of our Trustees and officers to us and our shareholders for money damages
to the maximum extent permitted under Maryland law. Under current Maryland law, our Trustees and officers will not
have any liability to us and our shareholders for money damages other than liability resulting from:
•actual receipt of an improper benefit or profit in money, property or services; or

•active and deliberate dishonesty by the Trustee or officer that was established by a final judgment as being material tothe cause of action adjudicated.
Our declaration of trust and bylaws require us to indemnify any present or former Trustee or officer, to the maximum
extent permitted by Maryland law, who is made or threatened to be made a party to a proceeding by reason of his or
her service in that capacity. In addition, we may be obligated to pay or reimburse the expenses incurred by our present
and former Trustees and officers without requiring a preliminary determination of their ultimate entitlement to
indemnification. As a result, we and our shareholders may have more limited rights against our present and former
Trustees and officers than might otherwise exist absent the provisions in our declaration of trust and bylaws or that
might exist with other companies, which could limit your recourse in the event of actions not in your best interest.
Shareholder litigation against us or our Trustees and officers may be referred to binding arbitration proceedings which
may increase our risk of default.
Our bylaws provide that actions by our shareholders against us or against our Trustees and officers, including
derivative and class actions, may be referred to binding arbitration proceedings. As a result, our shareholders would
not be able to pursue litigation for these disputes in courts against us or our Trustees and officers if the disputes were
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referred to arbitration. In addition, the ability to collect attorneys' fees or other damages may be limited, which may
discourage attorneys from agreeing to represent parties wishing to commence such a proceeding.
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We may change our operational, financing and investment policies without shareholder approval and we may become
more highly leveraged, which may increase our risk of default under our debt obligations.
Our Board of Trustees determines our operational, financing and investment policies and may amend or revise our
policies, including our policies with respect to our intention to qualify for taxation as a REIT, acquisitions,
dispositions, growth, operations, indebtedness, capitalization and distributions, or approve transactions that deviate
from these policies, without a vote of, or notice to, our shareholders. Policy changes could adversely affect the market
value of our common shares and our ability to make distributions to our shareholders. Further, our organizational
documents do not limit the amount or percentage of indebtedness, funded or otherwise, that we may incur. Our Board
of Trustees may alter or eliminate our current policy on borrowing at any time without shareholder approval. If this
policy changed, we could become more highly leveraged, which could result in an increase in our debt service costs.
Higher leverage also increases the risk of default on our obligations. In addition, a change in our investment policies,
including the manner in which we allocate our resources across our portfolio or the types of assets in which we seek to
invest, may increase our exposure to interest rate risk, real estate market fluctuations and liquidity risk.
Risks Related to Our Taxation as a REIT
Qualifying as a REIT involves highly technical and complex provisions of the IRC.

Qualification as a REIT involves the application of highly technical and complex Code provisions for which only
limited judicial and administrative authorities exist. Even a technical or inadvertent violation could jeopardize our
REIT qualification. Our qualification as a REIT will depend on our satisfaction of certain asset, income,
organizational, distribution, stockholder ownership and other requirements on a continuing basis. We have owned
direct or indirect interests in one or more REITs (each, a "Subsidiary REIT") that have elected to be taxed as REITs
under the U.S. federal income tax laws. Each Subsidiary REIT is subject to the various REIT qualification
requirements and other limitations described herein that are applicable to us. If a Subsidiary REIT were to fail to
qualify as a REIT, then (i) that Subsidiary REIT would become subject to U.S. federal income tax, (ii) our ownership
of shares in such Subsidiary REIT would cease to be a qualifying asset for purposes of the asset tests applicable to
REITs, and (iii) it is possible that we would fail certain of the asset tests applicable to REITs, in which event we
would fail to qualify as a REIT unless we could avail ourselves of certain relief provisions. While we believe that the
Subsidiary REITs qualified as REITs under the Code, we have joined each Subsidiary REIT in filing a protective
taxable REIT subsidiary election under Section 856(l) of the Code for each taxable year in which we have owned an
interest in the Subsidiary REIT. Pursuant to the protective taxable REIT subsidiary election, we believe that even if a
Subsidiary REIT was not a REIT for some reason, then it would instead have been considered one of our taxable
REIT subsidiaries. As one of our taxable REIT subsidiaries, we believe that a Subsidiary REIT’s failure to qualify as a
REIT would not jeopardize our own qualification as a REIT, even if we owned more than 10% of the Subsidiary
REIT.

New legislation, court decisions or administrative guidance, in each case possibly with retroactive effect, may make it
more difficult or impossible for us to qualify as a REIT. Certain rules applicable to REITs are particularly difficult to
interpret or to apply in the case of REITs investing in real estate mortgage loans that are acquired at a discount,
subject to work-outs or modifications, or reasonably expected to be in default at the time of acquisition. In addition,
our ability to satisfy the requirements to qualify as a REIT depends in part on the actions of third parties over which
we have no control or only limited influence, including in cases where we own an equity interest in an entity that is
classified as a partnership for U.S. federal income tax purposes.
Similarly, our Australian operations benefit from locally available tax concessions which require us to satisfy complex
requirements as to which there are only limited judicial and administrative interpretations. We believe that we have
operated, and are operating, in compliance with the requirements for these Australian tax concessions. However, we
cannot be certain that, upon review or audit, the local tax authority will agree. If we cease to be eligible for these
Australian tax concessions, then we may be subject to material amounts of Australian income taxes and the value of
our shares likely would decline; in addition, we could be precluded from requalifying for these Australian tax
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concessions again.
If we do not qualify as a REIT or fail to remain qualified as a REIT, we will be subject to federal income tax and
potentially to additional state and local taxes which would reduce the amount of cash available for distribution to our
shareholders.
We believe that we have been organized and have operated, and will continue to be organized and to operate, in a
manner that qualified and will continue to qualify us to be taxed under the Code as a REIT. However, we cannot be
certain that, upon review or audit, the IRS will agree with this conclusion. Furthermore, Congress and the IRS might
make changes to the tax laws and regulations, and the courts might issue new rulings, that make it more difficult, or
impossible, for us to remain qualified as a REIT. We do not intend to request a ruling from the IRS as to our REIT
qualification.
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As a REIT, we generally do not pay federal income tax on our net income that we distribute currently to our
shareholders. However, actual qualification as a REIT under the Code depends on satisfying complex statutory
requirements, for which there are only limited judicial and administrative interpretations. Many of the REIT
requirements, however, are highly technical and complex. The determination that we are a REIT requires an analysis
of various factual matters and circumstances that may not be totally within our control. For example, to qualify as a
REIT, at least 95% of our gross income must come from specific passive sources, such as rent, that are itemized in the
REIT tax laws. In addition, to qualify as a REIT, we cannot own specified amounts of debt and equity securities of
some issuers. We also are required to distribute to our shareholders with respect to each year at least 90% of our “REIT
taxable income” (determined before the deduction for dividends paid and excluding net capital gains). Even a technical
or inadvertent mistake could jeopardize our REIT status and, given the highly complex nature of the rules governing
REITs and the ongoing importance of factual determinations, we cannot provide any assurance that we will continue
to qualify as a REIT.
If we fail to qualify as a REIT for federal income tax purposes, and are unable to avail ourselves of certain savings
provisions set forth in the IRC, we would be subject to federal income tax at regular corporate rates. As a taxable
corporation, we would not be allowed to take a deduction for distributions to shareholders in computing our taxable
income or pass through long term capital gains to individual shareholders at favorable rates. We also could be subject
to the federal alternative minimum tax and possibly increased state and local taxes. We would not be able to elect to
be taxed as a REIT for four years following the year we first failed to qualify unless the IRS were to grant us relief
under certain statutory provisions. If we failed to qualify as a REIT, we would have to pay significant income taxes,
which would reduce our net earnings available for investment or distribution to our shareholders. If we fail to qualify
as a REIT, such failure would cause us to be in breach under our revolving credit facility and term loan agreements,
and may adversely affect our ability to raise capital and to service our debt.  This likely would have a significant
adverse effect on our earnings and the value of our securities. In addition, we would no longer be required to pay any
distributions to shareholders. If we fail to qualify as a REIT for federal income tax purposes and are able to avail
ourselves of one or more of the statutory savings provisions in order to maintain our REIT status, we would
nevertheless be required to pay penalty taxes of $50,000 or more for each such failure.
Distributions to shareholders generally do not qualify for the preferential tax rates available for some dividends.
Dividends payable by U.S. corporations to noncorporate shareholders, such as individuals, trusts and estates, are
generally eligible for reduced tax rates. Distributions paid by REITs, however, generally are not eligible for these
reduced rates. Although this does not adversely affect the taxation of REITs or dividends payable by REITs, to the
extent that the preferential rates continue to apply to regular corporate qualified dividends, the more favorable rates for
corporate dividends may cause investors who are individuals, trusts and estates to perceive that an investment in a
REIT is less attractive than an investment in a non-REIT entity that pays dividends, thereby reducing the demand and
market price of our shares.
REIT distribution requirements could adversely affect our ability to execute our business plan.
We generally must distribute annually at least 90% of our “REIT taxable income” (determined before the deduction for
dividends paid and excluding net capital gains) in order for federal corporate income tax not to apply to earnings that
we distribute. To the extent that we satisfy this distribution requirement, but distribute less than 100% of our taxable
income, we will be subject to federal corporate income tax on our undistributed taxable income. We intend to make
distributions to our shareholders to comply with the REIT requirements of the IRC. In addition, we will be subject to a
4% nondeductible excise tax if the actual amount that we pay out to our shareholders in a calendar year is less than a
minimum amount specified under federal tax laws. We intend to make distributions to our shareholders to comply
with the REIT requirements of the Code.
From time to time, we may generate taxable income greater than our income for financial reporting purposes prepared
in accordance with U.S. generally accepted accounting principles, or GAAP, or differences in timing between the
recognition of taxable income and the actual receipt of cash may occur. If we do not have other funds available in
these situations we could be required to (i) borrow funds on unfavorable terms, (ii) sell investments at
disadvantageous prices, (iii) distribute amounts that would otherwise be invested in future acquisitions, or (iv) make a
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taxable distribution of our common shares as part of a distribution in which shareholders may elect to receive our
common shares or (subject to a limit measured as a percentage of the total distribution) cash to make distributions
sufficient to enable us to pay out enough of our taxable income to satisfy the REIT distribution requirement. These
alternatives could increase our costs or reduce our shareholders' equity. Thus, compliance with the REIT requirements
may hinder our ability to grow, which could adversely affect the value of our shares.
Even if we qualify and remain qualified as a REIT, we may face other tax liabilities that reduce our cash flow.
Even if we qualify and remain qualified for taxation as a REIT, we may be subject to certain federal, state and local
taxes on our income and assets, including taxes on any undistributed income, excise taxes, state or local income,
property and transfer taxes, such as mortgage recording taxes, and other taxes. For example, we will be subject to
income tax to the extent we distribute less than 100% of our REIT taxable income (including capital gains). In
addition, we could, in certain
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circumstances, be required to pay an excise or penalty tax (which could be significant in amount) in order to utilize
one or more relief provisions under the Internal Revenue Code to maintain our qualification as a REIT. We are subject
to U.S. federal and state income tax (and any applicable non-U.S. taxes) on the net income earned by our taxable
REIT subsidiaries. Moreover, if we have net income from “prohibited transactions,” that income will be subject to a
100% tax. Finally, some state and local jurisdictions may tax some of our income even though as a REIT we are not
subject to federal income tax on that income because not all states and localities treat REITs the same way they are
treated for federal income tax purposes. To the extent that we and our affiliates are required to pay federal, state and
local taxes, we will have less cash available for distributions to our shareholders.
Complying with REIT requirements may force us to forgo and/or liquidate otherwise attractive investment
opportunities.

To qualify as a REIT, we must ensure that we meet the REIT gross income tests annually and that at the end of each
calendar quarter, at least 75% of the value of our assets consists of cash, cash items, government securities and
qualified REIT real estate assets. The remainder of our investment in securities (other than government securities and
qualified real estate assets) generally cannot include more than 10% of the outstanding voting securities of any one
issuer or more than 10% of the total value of the outstanding securities of any one issuer. In addition, in general, no
more than 5% of the value of our assets (other than government securities and qualified real estate assets) can consist
of the securities of any one issuer, and no more than 25% of the value of our total securities can be represented by
securities of one or more TRSs. If we fail to comply with these requirements at the end of any calendar quarter, we
must correct the failure within 30 days after the end of the calendar quarter or qualify for certain statutory relief
provisions to avoid losing our REIT qualification and suffering adverse tax consequences. As a result, we may be
required to liquidate from our portfolio, or contribute to a TRS, otherwise attractive investments in order to maintain
our qualification as a REIT. These actions could have the effect of reducing our income, increasing our income tax
liability, and reducing amounts available for distribution to our stockholders. In addition, we may be required to make
distributions to shareholders at disadvantageous times or when we do not have funds readily available for distribution,
and may be unable to pursue investments (or, in some cases, forego the sale of such investments) that would be
otherwise advantageous to us in order to satisfy the source-of-income or asset-diversification requirements for
qualifying as a REIT. Thus, compliance with the REIT requirements may hinder our ability to make, and, in certain
cases, maintain ownership of certain attractive investments.

The tax on “prohibited transactions” may limit our ability to engage in transactions which would be treated as sales for
federal income tax purposes.

A REIT’s net income from prohibited transactions is subject to a 100% tax. In general, prohibited transactions are sales
or other dispositions of property, other than foreclosure property, held primarily for sale to customers in the ordinary
course of business. Our former Trustees approved a plan to reposition our portfolio toward high quality office
buildings located in CBDs and away from suburban office and industrial properties. This repositioning process began
in 2013 and sales continued into 2014. We believe that the dispositions related to the repositioning of our portfolio
along with other dispositions that we have made or that we might make in the future will not be subject to the 100%
penalty tax; however, because application of the prohibited transactions tax could be based on an analysis of all of the
facts and circumstances, there can be no assurance that the gains on our prior real estate sales have, or any future real
estate sales will, be subject to the 100% prohibited transaction tax.

Our ownership of TRSs has been and will continue to be limited and our transactions with our TRSs will cause us to
be subject to a 100% penalty tax on certain income or deductions if those transactions are not conducted on arm’s
length terms.
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A REIT may own up to 100% of the stock of one or more TRSs. A TRS may hold assets and earn income that would
not be qualifying assets or income if held or earned directly by a REIT. Both the subsidiary and the REIT must jointly
elect to treat the subsidiary as a TRS. A corporation of which a TRS directly or indirectly owns more than 35% of the
voting power or value of the stock will automatically be treated as a TRS. Overall, no more than 25% of the value of a
REIT’s assets may consist of stock or securities of one or more TRSs. In addition, the TRS rules limit the deductibility
of interest paid or accrued by a TRS to its parent REIT to assure that the TRS is subject to an appropriate level of
corporate taxation. The rules also impose a 100% excise tax on certain transactions between a TRS and its parent
REIT that are not conducted on an arm’s length basis.

TRSs that we have formed have paid and will continue to pay U.S. federal, state and local income tax on their taxable
income, and their after-tax net income is available for distribution to us but is not required to be distributed by such
domestic TRSs to us. We believe that the aggregate value of the stock and securities of our TRSs has been and we
anticipate that the aggregate value will continue to be less than 25% of the value of our total assets (including our TRS
stock and securities).
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Furthermore, we have monitored and will continue to monitor the value of our respective investments in our TRSs for
the purpose of ensuring compliance with TRS ownership limitations. In addition, we have scrutinized and will
continue to scrutinize all of our transactions with TRSs to ensure that they are entered into on arm’s length terms to
avoid incurring the 100% excise tax described above. There can be no assurance, however, that we will be able to
comply with the 25% limitation discussed above or to avoid application of the 100% excise tax discussed above.

We may be subject to tax upon disposition of properties with built-in gain. 

On October 7, 2010, we purchased office and industrial properties in Australia. In order to acquire the Australian
properties, we acquired all of the beneficial interests of an Australian trust that owned those properties as its primary
assets. Upon our acquisition, the acquired entity became either our qualified REIT subsidiary under Section 856(i) of
the Code or our disregarded entity (or, at a minimum, our almost wholly owned partnership) under Treasury
regulations issued under Section 7701 of the IRC. Thus, after the 2010 acquisition, we have treated and will treat all
assets, liabilities and items of income, deduction and credit of the acquired Australian trust as ours for purposes of the
various REIT qualification tests described above. To address the possibility that the acquired trust was properly
classified as a C corporation for federal tax purposes prior to our acquisition, we made an election under
Section 338(g) of the Code in respect of the acquired Australian trust. Accordingly, regardless of the Australian trust's
proper federal tax classification prior to our acquisition, our initial federal income tax basis in the acquired assets is
our cost for acquiring them, and we neither succeeded to any C corporation earnings and profits in this acquisition nor
acquired any built-in gain in former C corporation assets.
A property has “built-in gain” if (i) on the day it was acquired, the former owner’s tax basis in the property was less than
the property’s fair market value, and (ii) it was acquired in a transaction in which our tax basis in the property was
determined by reference to the former owner’s tax basis in the property. Under the applicable Treasury Regulations, if
these properties are sold within 10 years of the date we acquired them, we may be required to pay taxes on the built-in
gain that would have been realized if the merging “C” corporation had liquidated on the day before the date of the
merger. Therefore, we may have less flexibility in determining whether or not to dispose of these properties. If we
desire to dispose of these properties at some future date within the 10 year periods, we may be subject to tax on the
built-in gain.
 Complying with REIT requirements may limit our ability to hedge effectively and may cause us to incur tax
liabilities.

The REIT provisions of the Code limit our ability to hedge our liabilities. Generally, income from a hedging
transaction we enter into to manage risk of interest rate fluctuations with respect to borrowings made or to be made to
acquire or carry real estate assets does not constitute “gross income” for purposes of the 75% or 95% gross income tests,
provided we properly identify the hedge pursuant to the applicable sections of the Code and Treasury regulations. To
the extent that we enter into other types of hedging transactions, the income from those transactions is likely to be
treated as non-qualifying income for purposes of both gross income tests. As a result of these rules, we may need to
limit our use of advantageous hedging techniques or implement those hedges through a taxable REIT subsidiary. This
could increase the cost of our hedging activities because our taxable REIT subsidiary would be subject to tax on
income or gains resulting from hedges entered into by it or expose us to greater risks associated with changes in
interest rates than we would otherwise want to bear. In addition, losses in our taxable REIT subsidiary will generally
not provide any tax benefit, except for being carried forward for use against future taxable income in our taxable REIT
subsidiary.
We will pay foreign taxes and recognize foreign exchange gains and losses on our Australian properties.
In 2010, we acquired office and industrial properties in Australia. Our profits from properties outside of the United
States will generally be subject to tax in the local jurisdictions. Under currently applicable law and through available
tax concessions, for which we have received a favorable Australian private letter ruling, we have minimized the
Australian income taxes we must pay, but there can be no assurance that existing law or concessions will be available
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to us in the future to minimize taxes. If we continue to operate as we do, then we will distribute all of our taxable
income to our shareholders such that we will generally not pay federal income tax. As a result, we cannot recover the
cost of foreign income taxes imposed on our foreign investments by claiming foreign tax credits against our federal
income tax liability. Also, as a REIT, we cannot pass through to our shareholders any foreign tax credits.

We have maintained, and will continue to maintain, appropriate books and records for our Australian properties in
Australian dollars. Accordingly, for federal income tax purposes, including presumably the 75% and 95% gross
income tests summarized above, our income, gains and losses from our Australian operations will generally be
calculated first in Australian dollars, and then translated into United States dollars at appropriate exchange rates. On
the periodic repatriation of monies from our Australian operations to the United States, we will be required to
recognize foreign exchange gains or losses; however, any foreign exchange gains we recognize from repatriation are
expected to constitute "real estate foreign exchange gains" under Section 856(n)(2) of the IRC, and thus be excluded
from the 75% and 95% gross income tests summarized above.

39

Edgar Filing: Equity Commonwealth - Form 10-K

82



There is a risk of changes in the tax law applicable to REITs.

The IRS, the United States Treasury Department and Congress frequently review federal income tax legislation. We
cannot predict whether, when or to what extent new federal tax laws, regulations, interpretations or rulings will be
adopted. Any legislative action may prospectively or retroactively modify our tax treatment and, therefore, may
adversely affect taxation of us and/or our shareholders.

Item 1B.    Unresolved Staff Comments.
None.
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Item 2.    Properties.
General.    At December 31, 2014, we had real estate investments totaling approximately $5.7 billion in 156 properties
(262 buildings) that were leased to approximately 1,800 tenants. Our properties are located in both CBD and suburban
areas. For further information by segment, see "Management's Discussion and Analysis of Financial Condition and
Results of Operations" in Part II, Item 7 and Note 18 to the Notes to Consolidated Financial Statements in Part IV,
Item 15 of this Annual Report on Form 10-K. The locations of our owned real estate at December 31, 2014 were as
follows (dollars in thousands):

Property State Property
Location

Number
of
Buildings

Undepreciated
Carrying
Value(1)

Depreciated
Carrying
Value(1)

Annualized
Rental
Revenue(2)

2501 20th Place South AL CBD 1 24,115 19,962 2,947
420 20th Street North AL CBD 1 55,702 50,978 9,718
310-320 Pitt Street Australia CBD 1 137,587 128,478 14,661
Arizona Center AZ CBD 4 97,876 90,906 13,837
One South Church Avenue AZ CBD 1 33,380 24,251 3,673
1225 Seventeenth Street CO CBD 1 145,106 127,650 20,401
185 Asylum Street CT CBD 1 78,098 73,851 21,607
1250 H Street, NW DC CBD 1 65,025 40,956 5,481
Georgetown-Green and Harris Buildings DC CBD 2 60,023 55,226 6,073
802 Delaware Avenue DE CBD 1 43,464 21,500 3,549
225 Water Street FL CBD 1 20,012 19,674 2,650
600 West Chicago Avenue IL CBD 2 354,937 327,581 45,529
Illinois Center IL CBD 2 333,635 310,502 45,982
101-115 W. Washington Street IN CBD 1 89,120 68,245 11,883
111 Monument Circle IN CBD 2 172,769 164,032 23,824
701 Poydras Street LA CBD 1 97,611 90,359 20,013
109 Brookline Avenue MA CBD 1 45,057 27,812 9,047
100 South Charles Street MD CBD 1 16,361 9,491 2,792
111 Market Place MD CBD 1 76,043 54,112 11,177
25 S. Charles Street MD CBD 1 38,503 27,345 6,405
525 Park Street MN CBD 1 8,472 5,368 1,216
300 North Greene Street NC CBD 1 40,759 36,437 6,045
111 River Street NJ CBD 1 134,801 116,595 22,965
One Park Square NM CBD 6 29,870 21,422 4,443
110 W Fayette Street NY CBD 1 15,551 14,900 3,587
North Point Office Complex OH CBD 2 121,944 103,095 16,028
1500 Market Street PA CBD 1 282,247 213,271 34,522
1525 Locust Street PA CBD 1 11,161 7,442 2,245
1600 Market Street PA CBD 1 131,728 80,220 17,583
16th and Race Street PA CBD 1 36,306 35,000 —
1735 Market Street PA CBD 1 297,904 186,994 36,754
1320 Main Street SC CBD 1 55,117 52,109 7,733
775 Ridge Lake Boulevard TN CBD 1 20,829 15,785 3,715
1601 Rio Grande Street TX CBD 1 8,152 5,278 2,227
206 East 9th Street TX CBD 1 48,255 45,687 5,816
812 San Antonio Street TX CBD 1 8,548 5,741 1,017
333 108th Avenue NE WA CBD 1 152,543 134,114 17,590
600 108th Avenue NE WA CBD 1 45,711 35,592 5,394
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100 East Wisconsin Avenue WI CBD 1 81,878 72,815 11,843
111 East Kilbourn Avenue WI CBD 1 55,069 46,150 9,309
CBD Properties 53 3,571,269 2,966,926 491,281
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Property State Property
Location

Number
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Carrying
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Depreciated
Carrying
Value(1)

Annualized
Rental
Revenue(2)

Inverness Center AL Suburban 4 51,699 46,485 8,798
785 Schilinger Road South AL Suburban 1 11,269 9,522 1,388
7 Modal Crescent Australia Suburban 1 13,226 12,772 1,462
71-93 Whiteside Road Australia Suburban 1 15,209 14,460 1,914
9-13 Titanium Court Australia Suburban 1 5,078 4,797 309
16 Rodborough Road Australia Suburban 1 14,467 13,608 2,135
22 Rodborough Road Australia Suburban 1 6,828 6,369 1,043
127-161 Cherry Lane Australia Suburban 1 8,249 7,787 1,427
310-314 Invermay Road Australia Suburban 1 47 — 238
253-293 George Town Road Australia Suburban 1 117 — 1,011
44-46 Mandarin Street Australia Suburban 1 13,457 12,643 1,702
19 Leadership Way Australia Suburban 1 5,941 5,694 563
4 South 84th Avenue AZ Suburban 1 11,382 8,743 1,515
Parkshore Plaza CA Suburban 4 46,629 42,847 5,820
Leased Land CA Suburban 7 31,825 29,549 3,181
Sky Park Centre CA Suburban 2 9,786 6,757 1,364
Sorrento Valley Business Park CA Suburban 4 17,575 10,624 2,039
1921 E. Alton Avenue CA Suburban 1 11,522 8,614 1,683
9110 East Nichols Avenue CO Suburban 1 20,286 14,547 2,397
7450 Campus Drive CO Suburban 1 9,481 8,519 1,814
5073, 5075, & 5085 S. Syracuse Street CO Suburban 1 63,610 56,739 8,035
1601 Dry Creek Drive CO Suburban 1 32,355 24,189 6,661
129 Worthington Ridge Road CT Suburban 1 5,252 4,538 781
97 Newberry Road CT Suburban 1 15,350 12,795 1,761
599 Research Parkway CT Suburban 1 8,092 6,154 823
33 Stiles Lane CT Suburban 1 9,793 7,844 1,119
181 Marsh Hill Road CT Suburban 1 10,794 9,135 1,199
101 Barnes Road CT Suburban 1 1,423 1,384 951
15 Sterling Drive CT Suburban 1 4,805 4,689 1,324
35 Thorpe Avenue CT Suburban 1 6,502 6,317 1,065
50 Barnes Industrial Road North CT Suburban 1 11,404 8,947 1,342
5-9 Barnes Industrial Road CT Suburban 1 3,510 2,963 430
860 North Main Street CT Suburban 1 3,850 2,931 451
One Barnes Industrial Road South CT Suburban 1 2,366 1,900 351
Village Lane CT Suburban 2 4,016 3,907 708
100 Northfield Drive CT Suburban 1 13,286 9,052 1,843
6600 North Military Trail FL Suburban 3 145,690 132,711 17,086
9040 Roswell Road GA Suburban 1 23,221 17,796 2,425
Executive Park GA Suburban 9 43,431 29,484 4,973
The Exchange GA Suburban 2 17,880 13,504 2,279
3920 Arkwright Road GA Suburban 1 20,494 15,669 2,739
1775 West Oak Commons Court GA Suburban 1 8,304 6,846 1,180
633 Ahua Street HI Suburban 1 16,397 13,000 1,769
625 Crane Street IL Suburban 1 1,611 1,555 408
905 Meridian Lake Drive IL Suburban 1 12,309 9,700 2,157
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1200 Lakeside Drive IL Suburban 1 65,037 52,073 4,680
8750 Bryn Mawr Avenue IL Suburban 2 90,824 81,687 15,656
1717 Deerfield Road IL Suburban 1 8,499 8,286 2,288
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1955 West Field Court IL Suburban 1 11,925 8,900 1,176
11350 North Meridian Street IN Suburban 1 2,721 2,596 707
5015 S. Water Circle KS Suburban 1 5,874 5,143 581
Adams Place MA Suburban 2 19,775 18,922 3,774
Cabot Business Park MA Suburban 2 14,728 14,172 1,834
Cabot Business Park Land MA Suburban — 1,033 1,033 —
2300 Crown Colony Drive MA Suburban 1 7,144 4,725 1,002
Myles Standish Industrial Park MA Suburban 2 7,878 7,743 1,091
340 Thompson Road MA Suburban 1 3,188 1,918 191
820 W. Diamond MD Suburban 1 33,372 23,142 2,670
6710 Oxon Hill MD Suburban 1 17,532 10,500 1,461
Danac Stiles Business Park MD Suburban 3 65,576 48,498 6,728
East Eisenhower Parkway MI Suburban 2 55,045 49,517 10,311
8800 Queen Avenue South MN Suburban 1 13,639 13,308 4,105
2250 Pilot Knob Road MN Suburban 1 6,529 4,135 607
9800 Shelard Parkway MN Suburban 1 5,284 2,906 778
Rosedale Corporate Plaza MN Suburban 3 27,548 18,773 2,938
411 Farwell Avenue MN Suburban 1 16,349 13,314 1,980
6200 Glenn Carlson Drive MN Suburban 1 15,753 13,942 2,212
1000 Shelard Parkway MN Suburban 1 7,892 4,875 899
1900 Meyer Drury Drive MO Suburban 1 8,610 6,571 1,076
4700 Belleview Avenue MO Suburban 1 6,637 5,844 1,016
131-165 West Ninth Street MO Suburban 1 1,753 1,553 273
12655 Olive Boulevard MO Suburban 1 14,580 12,564 1,843
1285 Fern Ridge Parkway MO Suburban 1 6,497 4,000 967
7-9 Vreeland Road NJ Suburban 1 7,225 6,783 1,518
5 Paragon Drive NJ Suburban 1 14,428 13,065 3,649
1000 Voorhees Drive and 333 and 400
Laurel Oak Drive NJ Suburban 3 8,358 8,000 1,715

Widewaters Parkway NY Suburban 8 18,783 17,900 5,646
5062 Brittonfield Parkway NY Suburban 1 3,764 3,690 1,046
Woodcliff Drive NY Suburban 6 48,047 44,396 8,417
1601 Veterans Highway NY Suburban 1 3,535 3,415 1,373
Two Corporate Center Drive NY Suburban 1 11,831 10,990 3,287
Interstate Place NY Suburban 2 2,930 2,851 810
1000 Pittsford-Victor Road NY Suburban 1 2,955 2,864 647
1200 Pittsford - Victor Road NY Suburban 1 1,854 1,816 364
Corporate Crossing NY Suburban 5 14,422 14,085 3,339
Canal View Boulevard NY Suburban 3 11,624 9,828 1,577
14 Classic Street NY Suburban 1 1,389 1,115 490
251 Salina Meadows Parkway NY Suburban 1 3,048 2,924 910
11311 Cornell Park Drive OH Suburban 1 6,617 6,404 966
5300 Kings Island Drive OH Suburban 1 11,350 10,625 1,706
3 Crown Point Court OH Suburban 1 10,427 8,512 1,488
Raintree Industrial Park OH Suburban 12 12,133 11,739 1,928
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401 Vine Street PA Suburban 1 7,117 6,126 648
515 Pennsylvania Avenue PA Suburban 1 10,554 6,150 1,322
443 Gulph Road PA Suburban 1 4,658 3,130 453
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4350 Northern Pike PA Suburban 1 40,820 25,714 4,016
Cherrington Corporate Center PA Suburban 7 64,097 44,995 4,806
Foster Plaza PA Suburban 8 73,280 56,615 13,125
128 Crews Drive SC Suburban 1 3,747 3,362 599
111 Southchase Boulevard SC Suburban 1 6,155 4,762 714
1043 Global Avenue SC Suburban 1 16,870 13,828 1,480
633 Frazier Drive TN Suburban 1 18,980 16,599 2,750
4515 Seton Center Parkway TX Suburban 1 22,863 14,553 2,672
4516 Seton Center Parkway TX Suburban 1 23,325 14,608 2,641
7800 Shoal Creek Boulevard TX Suburban 4 21,059 14,217 2,804
8701 N Mopac TX Suburban 1 18,253 12,052 2,140
Bridgepoint Parkway TX Suburban 5 88,067 53,238 10,270
Lakewood on the Park TX Suburban 2 37,113 23,516 4,080
Research Park TX Suburban 4 90,585 63,737 11,507
9840 Gateway Boulevard North TX Suburban 1 11,432 9,680 1,419
3003 South Expressway 281 TX Suburban 1 17,004 14,199 2,450
3330 N Washington Boulevard VA Suburban 1 8,843 5,743 311
Thunderbolt Place VA Suburban 2 14,562 9,564 1,520
6160 Kempsville Circle VA Suburban 1 15,287 11,200 883
448 Viking Drive VA Suburban 1 7,556 5,892 1,007
1331 North Center Parkway WA Suburban 1 9,187 7,864 909
Suburban Properties 209 $ 2,157,174 $1,731,072 $293,909
Total Properties 262 $ 5,728,443 $4,697,998 $785,190

(1)Excludes purchase price allocations for acquired real estate leases.

(2)
Annualized rental revenue is annualized contractual rents from our tenants pursuant to existing leases as of
December 31, 2014, plus straight line rent adjustments and estimated recurring expense reimbursements; includes
some triple net lease rents and excludes lease value amortization.

At December 31, 2014, 10 properties (14 buildings) were encumbered by mortgage notes payable totaling $609.2
million (including net premiums and discounts).
 Item 3.    Legal Proceedings.
Special Litigation Committee

On June 5, 2014, our Board of Trustees resolved to form a special litigation committee, or an SLC, to investigate all of
the claims alleged in the judicial and arbitral actions purportedly brought by or on behalf of EQC shareholders against
EQC’s former officers and former Trustees and related persons and entities discussed below, or the Shareholder
Actions. The members of the SLC are Sam Zell, David Helfand and Peter Linneman. The SLC was delegated full
authority to investigate, review and analyze the facts and circumstances that are the subject of the Shareholder
Actions, as well as any additional facts and circumstances that may be at issue in any related inquiry, investigation or
proceeding. The SLC was also empowered to consider and determine whether or not prosecution of the claims
asserted in the Shareholder Actions, or any other claims related to the facts and circumstances of the Shareholder
Actions, is in the best interests of EQC and our shareholders, and to further consider and determine what action should
be taken on behalf of EQC with respect to the Shareholder Actions and any related inquiry, investigation or
proceeding.
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The SLC, with the assistance of counsel, reviewed approximately 300,000 pages of documents and conducted
numerous in-person interviews, including interviews of each living defendant in the Shareholder Actions, officers of
RMR, and the lead underwriter on the equity offering that the Company completed in 2013, or the Equity Offering.
The SLC concluded that, given the cost of pursuing the claims in the Shareholder Actions, the low likelihood of
success on the merits, and the likelihood that the Company will be required to indemnify the former officers and
former Trustees for any damages, it is in the best interest of

44

Edgar Filing: Equity Commonwealth - Form 10-K

91



the Company and its shareholders to dismiss the lawsuits. On November 6, 2014, the SLC finalized its report, which
details the SLC’s investigation, analysis and conclusions. Based on the SLC’s determination, we have moved to dismiss
those Shareholder Actions that remain pending.
Delaware County Employees Retirement Fund v. Portnoy I
On February 28, 2013, Delaware County Employees Retirement Fund, or Del-Co, a purported shareholder of EQC,
filed a complaint in the Federal District Court for the District of Massachusetts. The case is titled Delaware County
Employees Retirement Fund v. Portnoy, Civ. No. 1:13-cv-10405-DJC, or the First Del-Co Action. The complaint in
the First Del-Co Action purported to bring claims individually and derivatively on behalf of the nominal defendant,
EQC, against RMR and certain of our former officers and former Trustees. The complaint in the First Del-Co Action
asserted claims against the defendants for breach of fiduciary duty, aiding and abetting breach of fiduciary duty,
breach of contract, gross mismanagement, waste of corporate assets and abuse of control. Del-Co sought declaratory
and injunctive relief, as well as compensatory and rescissory damages, including counsel fees and expenses.

On March 1, 2013, Del-Co filed a motion requesting that the court, among other things, issue a temporary restraining
order, or TRO, enjoining EQC and our former Trustees from consummating our then-pending Equity Offering and
debt tender offer. On March 4, 2013, a hearing was held before the court on the TRO motion. The same day, the court
denied the motion, finding that Del-Co had failed to meet its burden of showing a likelihood of success on the merits
of its claims regarding the Equity Offering and debt tender offer. The Equity Offering closed the following morning,
March 5, 2013.

On March 4, 2013, we filed a demand for arbitration with the American Arbitration Association (AAA) for the First
Del-Co Action on behalf of EQC and the individual defendants. On March 29, 2013, Del-Co filed an amended
complaint in the First Del-Co Action adding plaintiffs Edmund Sweeney, Thomas Toldrian, and Howard Worsey. On
March 26, 2014, the court denied with prejudice the plaintiffs’ motion for declaratory judgment that the arbitration
bylaw was unenforceable and denied without prejudice the plaintiffs’ motion for declaratory judgment that the
arbitration clauses in the RMR management agreements were unenforceable. On April 30, 2014, the Company and the
individual defendants filed motions to compel arbitration, which the court granted on June 20, 2014. On June 23,
2014, the court dismissed the First Del-Co Action for the reasons set forth in its June 20, 2014 order.

On June 9, 2014, pursuant to an agreement of the parties, the AAA consolidated the arbitration arising from the claims
asserted in the First Del-Co Action with the arbitration arising from the claims asserted in the Second Del-Co Action,
which is discussed below. On June 26, 2014, the parties agreed to stay the consolidated Del-Co arbitration for 120
days, until October 24, 2014, pending the SLC’s investigation of the claims asserted in the Shareholder Actions. After
the SLC completed its investigation and finalized its report, on November 14, 2014, we filed a motion to dismiss in
the consolidated Del-Co arbitration seeking dismissal of all claims. The arbitration panel has not yet been appointed,
and no briefing schedule on the motion to dismiss has been set.
Delaware County Employees Retirement Fund v. Portnoy II
On January 24, 2014, Del-Co and Edmund Sweeney filed a second complaint in the Federal District Court for the
District of Massachusetts. The case is titled Delaware County Employees Retirement Fund v. Portnoy, Civ.
No. 1:14-cv-10186-DJC, or the Second Del-Co Action. The Second Del-Co Action purports to bring claims
derivatively on behalf of the nominal defendant, EQC, against RMR and certain of our former officers and former
Trustees. The complaint in the Second Del-Co Action asserts claims against the defendants for breach of fiduciary
duty in connection with advancement and indemnification of legal fees for certain of our former officers and former
Trustees, as well as claims for breach of fiduciary duty in connection with the failure to purchase director and officer
liability insurance. The plaintiffs seek monetary and injunctive relief, including an injunction permanently enjoining
the individual defendants from being indemnified or advanced any fees and expenses incurred.
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On April 25, 2014, the defendants filed a demand for arbitration with the AAA. On the same day, the Company and
the individual defendants each filed a motion with the court to compel arbitration and to stay or dismiss this action,
and the parties completed briefing on May 21, 2014. On June 9, 2014, pursuant to an agreement of the parties, the
AAA consolidated the arbitration arising from the claims asserted in the First Del-Co Action with the arbitration
arising from the claims asserted in the Second Del-Co Action, as discussed above.

On July 9, 2014, the parties filed a joint motion with the court to stay the proceedings in the Second Del-Co Action
pending the outcome of the SLC’s investigation of the claims asserted in the Shareholder Actions, which the court
granted on July 10, 2014.
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After the SLC completed its investigation and finalized its report, on November 14, 2014, we moved to dismiss the
claims asserted in the Second Del-Co Action. A hearing on our motion to dismiss and the pending motions to compel
arbitration and to stay or dismiss this action was held on January 28, 2015. No decision on these motions has been
issued.

William Gore v. Portnoy

On February 4, 2013, William Gore, a purported shareholder of EQC, filed a complaint in the Circuit Court for
Montgomery County, State of Maryland, titled William Gore v. Portnoy, Case No. 373086-V, or the Gore Action. The
Gore Action purported to bring claims individually and derivatively on behalf of the nominal defendant, EQC, against
certain of our former officers and former Trustees and EQC, as nominal defendant. The complaint alleged claims for
breach of fiduciary duty, waste of corporate assets and unjust enrichment. The complaint sought injunctive and
declaratory relief, restitution and damages, including counsel fees and expenses. On March 7, 2013, the Company
filed a demand for arbitration with the AAA for the Gore Action. On March 21, 2013, the parties each selected an
arbitrator in this matter. On March 27, 2013, the parties agreed to stay all further proceedings pending a decision by
the court on the arbitrability of Mr. Gore’s claims.

On May 20, 2013, certain of our former Trustees filed a petition for an order to arbitrate and for a stay of proceedings
pursuant to the Maryland Uniform Arbitration Act. On June 21, 2013, Mr. Gore filed his response to the former
Trustees’ petition for order to arbitrate, as well as a separate petition to stay arbitration, and the parties completed
briefing on both petitions on August 2, 2013. On June 30, 2014, we filed a consent motion to stay proceedings in the
Gore Action for 120 days, pending the outcome of the SLC’s investigation of the claims asserted in the Shareholder
Actions, which the court denied on July 2, 2014. Subsequently, on August 1, 2014, the parties filed a joint stipulation
of dismissal of the Gore Action without prejudice.
Katz v. CommonWealth REIT
On March 7, 2013, Jason Matthew Katz, a purported shareholder of EQC, filed a complaint in the Circuit Court for
Baltimore City, Maryland. The case is titled Katz v. CommonWealth REIT, Case No. 24-C-13-001299, or the Katz
Action. The Katz Action purports to bring claims individually and on behalf of all others similarly situated against
EQC and certain of our former Trustees. The complaint alleges claims of breach of fiduciary duty and seeks injunctive
and declaratory relief, rescission of the March 2013 equity offering, restitution and damages, including counsel fees,
expenses and, if applicable, pre-judgment and post-judgment interest.

On April 1, 2013, the Company filed a demand for arbitration with the AAA for the Katz Action. Pursuant to the
court’s scheduling order, as amended from time to time, on April 19, 2013, Mr. Katz filed a petition to stay arbitration.
On May 8, 2013, the individual defendants filed a petition for an order to arbitrate and for a stay of the proceedings
pursuant to the Maryland Uniform Arbitration Act. On May 16, 2014, the Company filed a petition seeking the same
relief.

On January 21, 2014, the court granted the parties’ joint motion to consolidate the Katz Action with the Central
Laborers Action, discussed below, and consolidated the actions under the caption Katz v. CommonWealth REIT, Case
No. 24-C-13-001299, or the Consolidated Maryland Action.

On February 19, 2014, the court denied the plaintiffs’ petition to stay arbitration, granted the petitions for an order to
arbitrate and for a stay of the proceedings, and ordered the parties to arbitrate the claims asserted in the Consolidated
Maryland Action. On June 12, 2014, Mr. Katz moved to stay entry of judgment and to revise, alter, amend or vacate
the court’s February 19, 2014 decision. On June 30, 2014, the court granted the parties’ joint request to stay this action
for 120 days, pending the outcome of the SLC’s investigation of the claims asserted in the Shareholder Actions.
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After the SLC completed its investigation and finalized its report, on November 14, 2014, we moved to dismiss the
claims asserted in the Consolidated Maryland Action. On November 17, 2014, the plaintiffs in the Consolidated
Maryland Action submitted a status report to the court asking the court to consider Mr. Katz’s motion to vacate the
court’s February 19, 2014 decision. On November 19, 2014, the court denied Mr. Katz’s motion to vacate. Having
already ordered the parties to arbitration, on December 1, 2014, the court denied our motion to dismiss without
prejudice as moot.
Central Laborers' Pension Fund v. Portnoy
On April 5, 2013, the Central Laborers’ Pension Fund, or Central Laborers, a purported shareholder of EQC, filed a
complaint in the Circuit Court for Baltimore City, Maryland. The case is titled Central Laborers Pension Fund v.
Portnoy, Case No. 24-C-13-001966, or the Central Laborers Action. The Central Laborers Action purports to bring
claims individually, on behalf of all others similarly situated, and on behalf of EQC against EQC and certain of our
former Trustees. The complaint alleges, among other things, claims for breach of fiduciary duty, unjust enrichment
and waste of corporate assets. The
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complaint seeks declaratory and injunctive relief, restitution and damages, including counsel fees and expenses. On
April 17, 2013, Central Laborers filed an amended complaint, adding plaintiff William McGinley, a purported
shareholder of EQC, and requesting a declaration that EQC’s shareholders may remove Trustees without cause.

The Company filed a demand for arbitration with the AAA on April 25, 2013. The Company and our former trustees
filed petitions for an order to arbitrate and for a stay of proceedings pursuant to the Maryland Uniform Arbitration Act
on May 8, 2013 and May 16, 2013, respectively. On May 31, 2013, Central Laborers and Mr. McGinley filed a second
amended complaint, adding plaintiff Howard Ginsberg, a purported shareholder of EQC. Pursuant to the court’s
scheduling order, as amended from time to time, the parties completed briefing on the pending petitions on June 17,
2013. On January 21, 2014, the court granted the parties’ joint stipulation and motion to consolidate the Katz Action
with the Central Laborers Action and consolidated the actions under the caption Katz v. CommonWealth REIT, Case
No. 24-C-13-001299, discussed above. 
Chashin v. Reit Management & Research LLC
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