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PART I
FINANCIAL INFORMATION
Item 1.

Financial Statements

TIER REIT, Inc.
Condensed Consolidated Balance Sheets
(in thousands, except share and per share amounts)
(unaudited)

June 30, 2018

December 31,
2017

Assets
Real estate
Land

$

Land held for development
Buildings and improvements, net
Real estate under development
Total real estate
Cash and cash equivalents

156,517

$

139,951

45,059

45,059

1,160,273

1,061,418

72,965

29,525

1,434,814

1,275,953

8,359

13,800

Restricted cash

14,086

8,510

Accounts receivable, net

80,755

81,129

Prepaid expenses and other assets

17,124

28,112

Investments in unconsolidated entities

31,714

31,852

3,211

1,387

106,058

87,047

—

53,348

Deferred financing fees, net
Lease intangibles, net
Assets associated with real estate held for sale
Total assets

$

1,696,121

$

1,581,138

$

886,260

$

794,538

Liabilities and equity
Liabilities
Notes payable, net
Accounts payable and accrued liabilities

82,816

81,166

Acquired below-market leases, net

25,910

17,942

6,545

7,567

Other liabilities
Obligations associated with real estate held for sale

—

2,354

1,001,531

903,567

Preferred stock, $.0001 par value per share; 17,500,000 shares authorized at June 30, 2018, and December 31, 2017,
respectively, none outstanding

—

—

Convertible stock, $.0001 par value per share; 1,000 shares authorized, none outstanding

—

—

Total liabilities
Commitments and contingencies
Equity

Common stock, $.0001 par value per share; 382,499,000 shares authorized, 48,574,724 and 47,623,324 shares issued and
outstanding at June 30, 2018, and December 31, 2017, respectively
Additional paid-in capital
Cumulative distributions and net loss attributable to common stockholders
Accumulated other comprehensive income
Stockholders’ equity
Noncontrolling interests
Total equity

5

5

2,632,635

2,609,540

(1,953,466)

(1,936,960)

12,462

4,218

691,636

676,803

2,954

768

694,590
$

Total liabilities and equity

See Notes to Condensed Consolidated Financial Statements.
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1,696,121

677,571
$

1,581,138

TIER REIT, Inc.
Condensed Consolidated Statements of Operations and Comprehensive Income (Loss)
(in thousands, except share and per share amounts)
(unaudited)

Three Months Ended
June 30, 2018

Rental revenue

$

53,990

Six Months Ended

June 30, 2017

$

54,552

June 30, 2018

$

108,133

June 30, 2017

$

110,915

Expenses
Property operating expenses

12,395

13,930

25,550

28,620

Interest expense

8,369

8,235

16,478

17,015

Real estate taxes

9,074

8,753

17,828

17,313

Property management fees

97

72

182

132

General and administrative

5,377

5,626

10,880

11,333

27,134

22,652

51,750

47,181

62,446

59,268

122,668

121,594

550

783

595

1,101

—

—

Depreciation and amortization
Total expenses
Interest and other income
Loss on early extinguishment of debt
Loss before income taxes, equity in operations of investments, and gains
(losses)

(7,906)

Benefit (provision) for income taxes

(3,933)

(214)

149

—

Equity in operations of investments
Income (loss) before gains (losses)
Gain (loss) on sale of assets
Gain (loss) on remeasurement of investment in unconsolidated entities
Net income (loss)

6,556

$

Net income (loss) attributable to common stockholders

(545)

(22,928)

(10,123)

(409)

(95)

287

6,300

(8,120)

2,772

(23,050)

(3,918)

(90)

1,262

11,924

92,012

(152)

—

11,090

14,168

(8,362)

4,034

85

Noncontrolling interests

(8,988)

(8,277)

(36)

(3)
$

4,031

102,262

149
$

113

(60)
$

102,202

Weighted average common shares outstanding - basic

47,684,152

47,536,320

47,664,709

47,523,688

Weighted average common shares outstanding - diluted

47,684,152

47,875,418

48,476,933

47,727,634

Basic income (loss) per common share

$

(0.17)

$

0.08

$

0.00

$

2.14

Diluted income (loss) per common share

$

(0.17)

$

0.08

$

0.00

$

2.13

$

0.18

$

0.18

$

0.36

$

0.36

$

(8,362)

$

4,034

$

$

102,262

Distributions declared per common share
Comprehensive income (loss):
Net income (loss)
Other comprehensive income (loss): unrealized income (loss) on interest rate
derivatives
Comprehensive income (loss)
Comprehensive (income) loss attributable to noncontrolling interests

1,984

(1,301)

7,422

768

(6,378)

2,733

7,386

103,030

84
$

Comprehensive income (loss) attributable to common stockholders

(6,294)

(2)
$

2,731

See Notes to Condensed Consolidated Financial Statements.
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(36)

146
$

7,532

(60)
$

102,970

TIER REIT, Inc.
Condensed Consolidated Statements of Changes in Equity
(in thousands, except per share amounts)
(unaudited)
Cumulative
Distributions
and
Net Loss
Attributable to
Common
Stockholders

Common Stock

Number of
Shares

Par value

Additional
Paid-in Capital

Accumulated Other
Comprehensive
Income (Loss)

Noncontrolling
Interests

Total
Equity

Six months ended June 30, 2018
Balance at December 31, 2017
Cumulative effect of changes in accounting
principles
Balance at January 1, 2018
Net income (loss)

47,623

$

—
47,623

$

5

$ 2,609,540

—

—

5

$ 2,609,540

$

(1,936,960 )

$

(1,936,325 )

$

4,218

$

5,043

635

$

768

$

768

825

$

677,571

$

679,031

—

1,460

—

—

—

113

—

901

—

20,871

—

—

—

20,871

Unrealized gain on interest rate derivatives

—

—

—

—

7,419

3

7,422

Share based compensation, net

51

—

2,224

—

—

Contributions by noncontrolling interests

—

—

—

—

—

2,604

Common stock ($0.36 per share)

—

—

—

—

—

Noncontrolling interests

—

—

—

—

(3 )

Issuance of common stock, net

(149 )

(36 )

(269 )

1,955
2,604

Distributions declared:

Balance at June 30, 2018

(17,254 )
—

(17,254 )
(3 )

48,575

$

5

$ 2,632,635

$

(1,953,466 )

$

12,462

$

2,954

$

694,590

47,473

$

5

$ 2,606,098

$

(1,986,515 )

$

(1,042 )

$

1,970

$

620,516

—

290

Six months ended June 30, 2017
Balance at December 31, 2016
Cumulative effect of a change in accounting
principle
Balance at January 1, 2017

—
47,473

$

(290 )
$

(1,986,805 )

—
$

(1,042 )

—
$

1,970

—

5

$ 2,606,388

Net income

—

—

—

102,202

—

60

$

620,516
102,262

Unrealized gain on interest rate derivatives

—

—

—

—

768

—

768

Share based compensation, net

69

—

1,872

—

—

(268 )

Contributions by noncontrolling interests

—

—

—

—

—

438

Common stock ($0.36 per share)

—

—

—

—

—

Noncontrolling interests

—

—

—

—

—

(10 )

(10 )

—

—

—

—

—

(1,500 )

(1,500 )

5

$ 2,608,260

1,604
438

Distributions declared:

Deconsolidation of investment
Balance at June 30, 2017

47,542

$

(17,217 )

$

(1,901,820 )

$

See Notes to Condensed Consolidated Financial Statements.
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(274 )

$

690

(17,217 )

$

706,861

TIER REIT, Inc.
Condensed Consolidated Statements of Cash Flows
(in thousands)
(unaudited)
Six Months Ended
June 30, 2018

June 30, 2017

Cash flows from operating activities
Net income (loss)

$

(36)

$

102,262

Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Gain on sale of assets

(11,924)

(92,012)

Gain on remeasurement of investment in unconsolidated entities

(11,090)

(14,168)

Loss on early extinguishment of debt
Hedge ineffectiveness expense from derivatives
Amortization of restricted shares and units
Depreciation and amortization
Amortization of lease intangibles
Amortization of above- and below-market rent
Amortization of deferred financing fees
Equity in operations of investments
Ownership portion of fees from unconsolidated entities
Distributions from investments
Change in accounts receivable
Change in prepaid expenses and other assets
Change in lease commissions
Change in other lease intangibles
Change in accounts payable and accrued liabilities
Change in other liabilities
Cash provided by operating activities

8,988

545

—

1

2,164

1,933

51,750

47,181

(134)

(286)

(2,941)

(1,788)

762

1,679

(287)

(6,300)

80
10
(3,695)
307
(2,861)
3
(11,725)

194
8,963
(4,207)
(222)
(5,368)
(387)
(13,515)

350

1,971

19,721

26,476

(3,350)

(6,000)

Cash flows from investing activities
Escrow deposits
Return of investments

1,711

23,433

Purchases of real estate

(99,154)

(93,011)

(843)

(10,732)

Capital expenditures for real estate

(17,559)

(17,720)

Capital expenditures for real estate under development

(37,788)

(13,992)

Proceeds from sales of assets

141,149

330,045

(15,834)

212,023

Investments in unconsolidated entities

Cash provided by (used in) investing activities
Cash flows from financing activities
Financing costs

(3,217)

(1,933)

Proceeds from notes payable

735,000

145,000

Payments on notes payable

(737,761)

(338,088)

Payments for early extinguishment of debt

(3,632)

(436)

Issuance of common stock

21,302

—

Costs associated with issuance of common stock

(431)

—

Transfer of common stock

(210)

(329)

(17,254)

(25,811)

Distributions paid to common stockholders
Distributions paid to noncontrolling interests
Contributions from noncontrolling interests
Cash used in financing activities
Net change in cash, cash equivalents, and restricted cash

(3)
2,454
(3,752)
135

(17)
438
(221,176)
17,323

22,310

Cash, cash equivalents, and restricted cash at beginning of period
$

Cash, cash equivalents, and restricted cash at end of period

See Notes to Condensed Consolidated Financial Statements.
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22,445

22,393
$

39,716

TIER REIT, Inc.
Notes to Condensed Consolidated Financial Statements
(unaudited)
1.

Business
Organization

TIER REIT, Inc. is a publicly traded (NYSE: TIER), self-managed, Dallas-based real estate investment trust focused on owning quality, wellmanaged commercial office properties in dynamic markets throughout the U.S. As used herein, “TIER REIT,” the “Company,” “we,” “us,” or “our”
refers to TIER REIT, Inc. and its subsidiaries unless the context otherwise requires.
TIER REIT’s vision is to be the premier owner and operator of best-in-class office properties in TIER1 submarkets, which are primarily
higher density and amenity-rich locations within select, high-growth metropolitan areas that offer a walkable experience to various amenities. Our
mission is to provide unparalleled, TIER ONE Property Services to our tenants and outsized total return through stock price appreciation and
dividend growth to our stockholders. TIER REIT was incorporated in June 2002 as a Maryland corporation and has elected to be treated, and
currently qualifies, as a real estate investment trust, or REIT, for federal income tax purposes. As of June 30, 2018, we owned interests in 18
operating office properties, one non-operating property, and three development properties. Our operating properties are located in six markets
throughout the United States.
Substantially all of our business is conducted through Tier Operating Partnership LP (“Tier OP”), a Texas limited partnership. Our whollyowned subsidiary, Tier GP, Inc., a Delaware corporation, is the sole general partner of Tier OP. Our direct and indirect wholly-owned subsidiaries,
Tier Business Trust, a Maryland business trust, and Tier Partners, LLC, a Delaware limited liability company, are limited partners that together with
Tier GP, Inc. own all of Tier OP.
2.

Basis of Presentation and Significant Accounting Policies
Interim Unaudited Financial Information

The accompanying condensed consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America (“GAAP”) and should be read in conjunction with the consolidated financial statements and notes thereto
included in our Annual Report on Form 10-K for the year ended December 31, 2017, which was filed with the Securities and Exchange Commission
(“SEC”) on February 12, 2018. Certain information and footnote disclosures normally included in financial statements prepared in accordance with
GAAP have been omitted from this report on Form 10-Q pursuant to the rules and regulations of the SEC.
The results for the interim periods shown in this report are not necessarily indicative of future financial results. The accompanying
condensed consolidated balance sheets as of June 30, 2018, and December 31, 2017, and condensed consolidated statements of operations and
comprehensive income (loss), changes in equity, and cash flows for the periods ended June 30, 2018 and 2017, have not been audited by our
independent registered public accounting firm. In the opinion of management, the accompanying unaudited condensed consolidated financial
statements include all adjustments necessary to present fairly our financial position as of June 30, 2018, and December 31, 2017, and our results of
operations and our cash flows for the periods ended June 30, 2018 and 2017. These adjustments are of a normal recurring nature.
We have evaluated subsequent events for recognition or disclosure in our condensed consolidated financial statements.
Summary of Significant Accounting Policies
Described below are certain of our significant accounting policies. The disclosures regarding several of the policies have been condensed
or omitted in accordance with interim reporting regulations specified by Form 10-Q pursuant to the rules and regulations of the SEC. Please see our
consolidated financial statements and notes thereto included in our Annual Report on Form 10-K for a complete listing of our significant accounting
policies.
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Real Estate
The following is a summary of our buildings and improvements and related lease intangibles as of June 30, 2018, and December 31, 2017 (in
thousands):
Lease Intangibles
Assets

Buildings and
Improvements

as of June 30, 2018

Liabilities

Acquired
Above-Market
Leases

Other Lease
Intangibles

Cost
Less: accumulated depreciation and amortization

$

1,642,748
(482,475)

$

173,283
(67,405)

$

Net

$

1,160,273

$

105,878

$

4,857
(4,677)
180

Acquired BelowMarket Leases

$

(61,205)
35,295

$

(25,910)

Lease Intangibles
Assets

Buildings and
Improvements

as of December 31, 2017

Cost

Acquired
Above-Market
Leases

$

1,514,544
(453,126)

$

146,926
(60,298)

$

$

1,061,418

$

86,628

$

Less: accumulated depreciation and amortization
Net

Other Lease
Intangibles

Liabilities

4,857
(4,438)
419

Acquired
Below-Market
Leases

$

(50,399)
32,457

$

(17,942)

We amortize the value of in-place leases, in-place tenant improvements, and in-place leasing commissions to expense over the initial term of
the respective leases. The tenant relationship values are amortized to expense over the tenants’ respective initial lease terms and any anticipated
renewal periods, but in no event does the amortization period for intangible assets or liabilities exceed the remaining depreciable life of the building.
Should a tenant terminate its lease, the unamortized portion of the acquired lease intangibles related to that tenant would be charged to expense.
The estimated remaining average useful lives for acquired lease intangibles range from an ending date of July 2018 to an ending date of November
2027.
Anticipated amortization associated with acquired lease intangibles for each of the following five years is as follows (in thousands):
July 2018 - December 2018
2019
2020
2021
2022

3,594
7,119
6,274
5,025
4,323

Hurricane Harvey
In August 2017, One & Two Eldridge Place and Three Eldridge Place (collectively known as the “Eldridge Properties”), located in Houston,
Texas, experienced flood-related damage as a result of Hurricane Harvey and its aftermath. By early January 2018, all of the properties were fully
operational. We carry comprehensive property, casualty, flood, and business interruption insurance that we anticipate will cover our losses at the
properties, subject to a deductible. In the third quarter of 2017, we recognized approximately $15.0 million for the write-off of the net book value of
damaged assets, and we have incurred approximately $11.4 million of restoration expenses from August 2017 through June 2018.
The write-off of the net book value of damaged assets and the restoration expenses incurred have been fully offset by an estimated
insurance recovery. Since we determined receipt of insurance proceeds is probable, the estimated insurance recovery is recorded as a receivable and
is included in “accounts receivable, net” on our condensed consolidated balance sheets. Through June 30, 2018, we have received approximately
$7.1 million of this insurance recovery.
To the extent that insurance proceeds ultimately exceed the net book value of damaged assets plus the restoration expenses incurred, the
excess (net of the deductible) will be reflected as income in the period insurance proceeds are received or when receipt is deemed probable to occur.
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During the three and six months ended June 30, 2018, we provided rent abatements of approximately $0.8 million and $4.7 million,
respectively, to tenants as a result of Hurricane Harvey. These abatements were a reduction to “rental revenue” on our condensed consolidated
statements of operations and comprehensive income (loss) for the three and six months ended June 30, 2018. For the three and six months ended
June 30, 2018, these rent abatements were offset by approximately $0.4 million and $3.7 million, respectively, of business interruption insurance
proceeds (net of estimated saved expenses). We anticipate we will receive remaining business interruption insurance proceeds in subsequent
quarters.
Cash, Cash Equivalents, and Restricted Cash
We consider investments in highly-liquid money market funds or investments with original maturities of three months or less to be cash
equivalents. Restricted cash includes restricted money market accounts, as required by our lenders or by leases, for anticipated tenant
improvements, property taxes and insurance, certain tenant security deposits, and additional loan security reserves.
The following is a summary of our total cash, cash equivalents, and restricted cash as presented in our statements of cash flows for the six
months ended June 30, 2018 and 2017 (in thousands):
June 30,
2018

Cash and cash equivalents

$

8,359
14,086

$

28,763
10,953

$

22,445

$

39,716

Restricted cash
Total cash, cash equivalents, and restricted cash

June 30,
2017

Accounts Receivable, net
The following is a summary of our accounts receivable as of June 30, 2018, and December 31, 2017 (in thousands):
June 30,
2018

Straight-line rental revenue receivable
Insurance receivable
Tenant receivables
Non-tenant receivables

$

53,674
19,717
6,217
1,564
(417)

$

57,372
18,826
4,221
893
(183)

$

80,755

$

81,129

Allowance for doubtful accounts
Total

December 31,
2017

Our allowance for doubtful accounts is an estimate based on management’s evaluation of accounts where it has determined that a tenant
may not meet its financial obligations. In these situations, management uses its judgment, based on the facts and circumstances, and records a
reserve for that tenant against amounts due to reduce the receivable to an amount it believes is collectible. These reserves are reevaluated and
adjusted as additional information becomes available.
Investments in Unconsolidated Entities
Investments in unconsolidated entities consist of our noncontrolling interests in properties. We account for these investments using the
equity method of accounting in accordance with GAAP. We use the equity method of accounting when we have significant influence, but not
control, of the operating and financial decisions of these investments and thereby have some responsibility to create a return on our investment.
The equity method of accounting requires these investments to be initially recorded at cost and subsequently increased (decreased) for our share of
net income (loss), including eliminations for our share of inter-company transactions, and increased (decreased) for contributions (distributions). To
the extent that we contribute assets to an unconsolidated entity, our investment in the unconsolidated entity is recorded at our cost basis in the
assets that were contributed to the entity. To the extent that our cost basis is different than the basis reflected at the entity level, the basis
difference is generally amortized over the life of the related asset and included in our share of equity in operations of investments.
For unconsolidated investments that have properties under development, we capitalize interest expense to our investment basis using our
weighted average interest rate of consolidated debt. Capitalization begins when we are engaged in the activities necessary to get the property ready
for its intended use. We cease capitalization when the development is completed and ready for its intended use or if the intended use changes such
that capitalization is no longer appropriate. For the six months ended June
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30, 2018 and 2017, we capitalized interest expense of approximately $0.6 million and $0.7 million, respectively, for unconsolidated entities with
properties under development, which is included in our investments in unconsolidated entities on our condensed consolidated balance sheets.
Noncontrolling Interests
Noncontrolling interests consists of our third-party partners’ proportionate share of equity in certain consolidated real estate properties
and restricted stock units issued to our independent directors.
Revenue Recognition
Our rental revenue primarily consists of revenue generated from leases. We recognize rental income generated from all leases of
consolidated real estate assets on a straight-line basis over the terms of the respective leases, including the effect of rent holidays, if any.
For contracts with customers (as defined by GAAP), we recognize revenue when we transfer promised goods or services to a customer in
an amount that reflects the consideration we expect to be entitled to in exchange for those goods or services. Our revenue from contracts with
customers primarily consists of parking income, development fee income, and gain on sale of assets.
Parking income - Parking income is primarily generated (1) through contractual arrangements with management companies that operate our
parking garages and remit the monthly revenue collected to us or (2) directly through tenant leases. Revenue is recognized at a point in time upon
the performance of services. Accounts receivable are recorded for services provided in advance of receiving payment. Management applies
judgment in determining whether we are the principal or agent in those arrangements with management companies. We report revenue and expenses
from these arrangements on a gross basis since we control the fulfillment of the promise to provide the service.
Development fee income - We serve as a development manager for development projects owned by unconsolidated entities in which we
have an ownership interest. Development fees are paid monthly and structured based on costs that approximate the percentage of construction
completed. Our performance obligation is therefore satisfied over time, and we recognize development fee income based on progress of the
developments.
Gain on sale of assets - Upon the disposition of a property, we recognize a gain or loss at a point in time when we determine control of the
underlying asset has been transferred to the buyer. Our performance obligation is generally satisfied at closing of the transaction. Any continuing
involvement is analyzed as a separate performance obligation in the contract and a portion of the sales price is allocated to each performance
obligation. When the performance obligation related to the continuing involvement is satisfied, the sales price allocated to it is recognized. There is
significant judgment applied to estimate the amount of any variable consideration identified within the sales price and assess its probability of
occurrence based on current market information, historical transactions, and forecasted information that is reasonably available.
3.

New Accounting Pronouncements

Recently Adopted Accounting Pronouncements
In May 2014, the FASB issued guidance to clarify the principles for recognizing revenue and to develop a common revenue standard for
GAAP and International Financial Reporting Standards. The standard outlines a single comprehensive model for entities to use in accounting for
revenue arising from contracts with customers. Lease contracts are excluded from this revenue recognition criteria; however, the sale of real estate is
required to follow the new model. Expanded quantitative and qualitative disclosures regarding the nature, amount, timing, and uncertainty of
revenue and cash flows arising from contracts with customers are required under the guidance. This guidance is effective for fiscal years and interim
periods within those years beginning after December 15, 2017. The guidance permits two implementation approaches, one requiring retrospective
application of the new standard with restatement of prior years, or full retrospective, and one requiring prospective application of the new standard
with disclosure of results under old standards, or modified retrospective. We adopted this guidance on January 1, 2018, using the modified
retrospective approach applied to those contracts which were not completed as of January 1, 2018. The most material potential impact from adoption
relates to how revenue is recognized for sales of real estate with continuing involvement. Prior to the adoption, profit for such sales transactions
was recognized and then reduced by the maximum exposure to loss related to the nature of the continuing involvement at the time of sale. Under the
new guidance, any continuing involvement must be analyzed as a separate performance obligation in the contract and a portion of the sales price
allocated to each performance obligation. When the performance obligation related to the continuing involvement is satisfied, the sales price
allocated to it is recognized. Upon adoption, we recorded a cumulative-effect adjustment to decrease opening cumulative distributions and net loss
attributable to common stockholders by approximately $1.5 million. The adjustment represents a gain on sale that was deferred under the
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previous guidance. We determined since control of the underlying asset was transferred to the buyer at closing of the transaction, the gain was
recognizable at the time of sale. Our internal controls with respect to accounting for real estate sales have been updated accordingly. The adoption
of this guidance resulted in no other changes with respect to the timing of revenue recognition or internal controls related to our other revenue from
contracts with customers which include primarily parking income and development fee income. The additional disclosures required under the
guidance related to our revenue from contracts with customers are provided in Footnote 12.
In August 2016, the FASB issued amended guidance on the classification of certain cash receipts and payments in the statement of cash
flows. Of the eight types of cash flows discussed in the new standard, the classification of debt prepayment and debt extinguishment costs as
financing outflows impact our financial statements as these items were previously reflected as operating outflows. This guidance is effective for
fiscal years and interim periods within those years beginning after December 15, 2017. We adopted this guidance on January 1, 2018, and the
condensed consolidated statement of cash flows for the six months ended June 30, 2017, reflects the reclassification of approximately $0.4 million of
payments for debt extinguishment costs from cash provided by operating activities to cash used in financing activities.
In February 2017, the FASB issued updated guidance that clarifies the scope of asset derecognition guidance, adds guidance for partial
sales of nonfinancial assets, and clarifies recognizing gains and losses from the transfer of nonfinancial assets in contracts with noncustomers. This
guidance is effective for fiscal years and interim periods within those years beginning after December 15, 2017. The adoption of this guidance on
January 1, 2018, did not have a material impact on our financial statements or disclosures.
In May 2017, the FASB issued updated guidance on applying modification accounting to changes in the terms or conditions of a sharebased payment award. Under the new guidance, modification accounting is required only if the fair value, the vesting conditions, or the
classification of the award (as equity or liability) changes as a result of the change in terms or conditions. The guidance is effective for fiscal years
and interim periods within those years beginning after December 15, 2017. The adoption of this guidance on January 1, 2018, did not have a material
impact on our financial statements or disclosures.
In August 2017, the FASB issued updated guidance to simplify the application of hedge accounting, increase transparency as to the scope
and results of hedging programs, and result in a more accurate portrayal of the economics of an entity’s risk management activities in its financial
statements. The transition guidance provides the option of early adoption using a modified retrospective transition method in any interim period
after issuance of the update, or alternatively requires adoption for fiscal years beginning after December 15, 2018. We early adopted this guidance
using the modified retrospective approach on January 1, 2018, and recorded a cumulative-effect adjustment to increase accumulated other
comprehensive income with a corresponding increase to cumulative distributions and net loss attributable to common stockholders of approximately
$0.8 million to eliminate hedge ineffectiveness income previously recognized.
New Accounting Pronouncements to be Adopted
In February 2016, the FASB issued updated guidance which sets out revised principles for the recognition, measurement, presentation and
disclosure of leases for both lessees and lessors. The guidance requires lessees to recognize assets and liabilities for operating leases with lease
terms greater than twelve months on the balance sheet. The guidance modifies lessors’ classification criteria for leases and the accounting for
sales-type and direct financing leases. The guidance also makes changes to lessor accounting and reporting, specifically the classification of lease
components and non-lease components, such as services provided to tenants. New disclosures regarding the amount, timing, and uncertainty of
cash flows arising from leases are also required. In July 2018, the FASB issued updated guidance that provides lessors a practical expedient to not
separate non-lease components from associated lease components when certain criteria are met. The combined component is accounted for under
the revenue standard if the non-lease component is the predominant component of the combined component; otherwise, the combined component
is accounted for as an operating lease in accordance with the new leases standard. The guidance is effective for fiscal years and interim periods
within those years beginning after December 15, 2018, with early adoption permitted and was initially required to be adopted using the modified
retrospective approach. However, the updated guidance also provides a transition option that allows entities to apply the standard at the adoption
date and recognize a cumulative-effect adjustment to opening retained earnings in the period of adoption. We expect to adopt this guidance
effective January 1, 2019, and elect to apply the transition option and the practical expedients provided by this standard. Upon adoption, we will
recognize a lease liability and a right-of-use asset for operating leases where we are the lessee, such as ground leases and office equipment leases.
In June 2016, the FASB issued amended guidance which requires measurement and recognition of expected credit losses for financial
assets held at the reporting date based on historical experience, current conditions, and reasonable and supportable forecasts. This is different from
the current guidance as this will require immediate recognition of estimated credit losses expected to occur over the remaining life of many financial
assets. Financial assets that are measured at amortized cost will be required to be presented at the net amount expected to be collected with an
allowance for credit losses deducted from the
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amortized cost basis. Generally, the pronouncement requires a modified retrospective method of adoption. This guidance is effective for fiscal years
and interim periods within those years beginning after December 15, 2019, with early adoption permitted. We are currently evaluating the impact this
guidance will have on our financial statements when adopted.
4.

Real Estate Activities

Sales of Real Estate
The following table presents our sales of real estate for the six months ended June 30, 2018 (in thousands):
Property Name

Date of Sale

Location

500 East Pratt
Centreport Office Center

02/13/18
02/22/18

Baltimore, MD
Fort Worth, TX

Loop Central

03/27/18

Houston, TX

Rentable Square
Footage

Contract Sale
Price

Proceeds from
Sale

280
133
575

$

60,000
12,696
72,982

$

56,528
12,421
71,978

988

$

145,678

$

140,927

Properties that have been sold contributed income of less than $0.1 million and approximately $0.8 million to our net loss for the three and
six months ended June 30, 2018, respectively. Properties that have been sold contributed income of approximately $1.8 million and $3.5 million to our
net income for the three and six months ended June 30, 2017, respectively. These amounts exclude any gains on the sales of these properties.
Acquisitions of Real Estate
On January 4, 2018, we acquired a 96.5% initial economic interest in Domain Point for a contract purchase price of approximately $73.8
million (at 100%). We own a 90% interest in the entity that owns Domain Point. Domain Point is located in Austin, Texas, adjacent to our other
Domain office properties and includes two buildings with 240,000 rentable square feet (combined). Assets acquired and liabilities assumed were
recorded at their relative fair values and include lease intangible assets of approximately $9.3 million and acquired below-market leases of
approximately $2.8 million. The estimated remaining average useful lives for these acquired lease intangibles range from an ending date of September
2018 to an ending date of April 2022.
On March 30, 2018, we acquired the remaining 50% interest in Domain Junction 8 Venture LLC, the entity that owns Domain 8, increasing
our ownership interest in this property to 100%, for a contract purchase price of approximately $92.8 million, which includes the assumption of
approximately $44.9 million in mortgage debt. As a result of obtaining a controlling interest in the entity, we recognized a gain of approximately $11.1
million from the remeasurement of our previously held equity interest at fair value. Assets acquired and liabilities assumed were recorded at their
relative fair values upon consolidation of the property, and include lease intangible assets of approximately $21.3 million and acquired below-market
leases of approximately $8.3 million. The estimated remaining average useful lives for these acquired lease intangibles range from having an ending
date of May 2025 to an ending date of November 2027.
Real Estate Held for Sale
We had no properties held for sale as of June 30, 2018. 500 East Pratt (sold in February 2018) was held for sale as of December 31, 2017. The
major classes of assets and obligations associated with real estate held for sale as of December 31, 2017, were as follows (in thousands):
December 31,
2017

Buildings and improvements, net of approximately $29.0 million in accumulated depreciation
Accounts receivable and other assets
Lease intangibles, net of approximately $5.6 million in accumulated amortization

$

45,396
3,335
2,830
1,787

$

53,348

$

364
1,990

$

2,354

Other intangible assets, net of approximately $1.2 million in accumulated amortization
Assets associated with real estate held for sale
Acquired below-market leases, net of approximately $1.3 million in accumulated amortization
Other liabilities
Obligations associated with real estate held for sale
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5.

Real Estate Under Development

When we are engaged in activities to get a potential development ready for its intended use, we capitalize interest, property taxes,
insurance, ground lease payments, and direct construction costs. For the six months ended June 30, 2018, we capitalized a total of approximately
$43.4 million, including approximately $1.8 million of interest. For the six months ended June 30, 2017, we capitalized a total of approximately $8.9
million, which included approximately $0.6 million of interest. These costs are classified as real estate under development on our condensed
consolidated balance sheets until such time that the development is complete.
6.

Investments in Unconsolidated Entities

We participate in real estate ventures for the purpose of acquiring and developing office properties in which we may or may not have a
controlling financial interest. Our investments in unconsolidated entities consist of our noncontrolling interests in certain properties that are
accounted for using the equity method of accounting.
The following is a summary of our investments in unconsolidated entities as of June 30, 2018, and December 31, 2017 (dollar amounts in
thousands):
Unconsolidated
Investment Balance

Ownership Interest
Entity Name

June 30,
2018

Property

Domain Junction 8 Venture LLC (1)(2)

Domain 8

208 Nueces Street, LLC (2)

Third + Shoal

100.00%
47.50%

December 31,
2017

June 30,
2018

50.00% $
47.50%
$

Total (3)
_________________

December 31,
2017

—
31,714

$

882
30,970

31,714

$

31,852

(1) On March 30, 2018, we acquired the unrelated third party’s 50% interest in Domain Junction 8 Venture LLC increasing our ownership interest to 100%, and this
property was consolidated.
(2) We evaluate our investments in unconsolidated entities in order to determine if they are variable interest entities (“ VIEs”). Based on our assessment, we identified
each of these entities as a VIE, but we are not the primary beneficiary, as we do not have the power to direct the activities that most significantly impact the
economic performance of these entities. For VIEs in which we are not deemed to be the primary beneficiary, we continue to account for them using the equity
method. The maximum amount of exposure to loss with respect to these VIEs is the carrying amount of our investment and any debt guaranteed by us. As of
June 30, 2018, and December 31, 2017, Tier OP guaranteed 25% and 50%, respectively, of the construction loan of 208 Nueces Street, LLC, as discussed below in
“ Guarantees.” At June 30, 2018, our VIEs have total assets of approximately $108.8 million and total liabilities of approximately $54.3 million. At December 31,
2017, our VIEs had total assets of approximately $172.3 million and total liabilities of approximately $125.1 million.
(3) Our investments in unconsolidated entities at June 30, 2018, and December 31, 2017, include basis adjustments that total approximately $5.8 million and $9.4
million, respectively. These amounts represent the aggregate difference between our historical cost basis and our equity basis reflected at the joint venture level,
which is typically amortized over the life of the related assets and liabilities. Basis differences occur from impairment of investments and upon the transfer of assets
that were previously owned by us into a joint venture. In addition, capitalized interest and certain acquisition, transaction, and other costs may not be reflected in the
net assets at the joint venture level.

Our equity in operations of investments represents our proportionate share of the combined earnings and losses of our investments for the
period of our ownership and in 2017, includes combined gains on the sales of 1325 G Street and the Colorado Building of approximately $6.7 million.
For the three months ended June 30, 2018 and 2017, we recorded no income and approximately $6.6 million of income, respectively, for our share of
equity in operations from our investments in unconsolidated entities. For the six months ended June 30, 2018 and 2017, we recorded income of
approximately $0.3 million and approximately $6.3 million, respectively, for our share of equity in operations from our investments in unconsolidated
entities.
Guarantees
The unconsolidated entities in which we have investments generally finance their activities with a combination of partner equity and debt
financing. In 2017, 208 Nueces Street, LLC entered into a construction loan for the development of Third + Shoal, in which Tier OP guaranteed up to
50% of the outstanding principal balance. This percentage is reduced when certain conditions in the guarantee agreement are met, and as of June 30,
2018, this percentage was 25%. The guarantee, which extends to October 2021 when the loan matures, includes a project completion guarantee and a
payment guarantee covering a percentage of the outstanding loan.
Additionally, there is a recourse carve-out agreement in which Tier OP guarantees the entire outstanding balance of the loan in addition to
any related losses that may arise from certain violations of the joint venture’s contractual agreements, including “bad boy acts.” In these situations,
we have an indemnity and contribution agreement with our partners where each partner has indemnified the other for any recourse liability resulting
from claims triggered by that partner.
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As of June 30, 2018, 208 Nueces Street, LLC has a loan commitment of approximately $103.8 million, of which, if the full amount of the debt
obligation was borrowed, we estimate approximately $26.0 million is our maximum exposure related to the payment guarantee. As of June 30, 2018,
the outstanding balance of the construction loan for 208 Nueces Street, LLC was approximately $44.7 million, of which we estimate approximately
$11.2 million is our maximum exposure related to the payment guarantee. These maximum exposure estimates do not take into account any recoveries
from the underlying collateral or any reimbursement from our partners. We believe that, as of June 30, 2018, in the event we become legally obligated
to perform under the payment guarantee, the collateral in 208 Nueces Street, LLC should be sufficient to repay the obligation. If it is not, we and our
partners would need to contribute additional capital to the venture.
7.

Notes Payable, net

Our notes payable, net were approximately $886.3 million as of June 30, 2018. Approximately $279.2 million of these notes payable, net were
secured by real estate assets with a carrying value of approximately $398.8 million as of June 30, 2018. As of June 30, 2018, all of our outstanding
debt was fixed rate debt (or effectively fixed rate debt, through the use of interest rate swaps), with the exception of approximately $172.7 million. As
of June 30, 2018, the stated annual interest rates on our outstanding debt, ranged from approximately 3.16% to 6.09%. As of June 30, 2018, the
effective weighted average interest rate for our debt is approximately 3.91%. For our loan that is in default and detailed below, we incur a default
interest rate that is 500 basis points higher than the stated interest rate, which resulted in an overall effective weighted average interest rate for our
debt of approximately 4.19% as of June 30, 2018, and additional interest expense of approximately $1.2 million for the six months ended June 30, 2018.
We anticipate, although we can provide no assurance, that when the property to which such loan relates is sold, or if ownership of this property is
conveyed to the lender, the default interest will be forgiven.
Our loan agreements generally require us to comply with certain reporting and financial covenants. As of June 30, 2018, we were in default
on a non-recourse property loan with an outstanding balance of approximately $48.2 million secured by our Fifth Third Center property located in
Columbus, Ohio, which has a carrying value of approximately $31.6 million as of June 30, 2018. A receiver was appointed for this property in March
2016. The loan had an original maturity date of July 2016, and we are currently working with the lender to dispose of this property on its behalf,
although there can be no assurance regarding such disposition.
As of June 30, 2018, other than the default discussed above, we believe we were in compliance with the covenants under each of our loan
agreements, including our credit facility.
Excluding debt already matured as detailed above, our outstanding debt has maturity dates that range from June 2020 to January 2025. The
following table provides information regarding the timing of principal payments of our notes payable, net, as of June 30, 2018 (in thousands):
Principal payments due in:
July 2018 - December 2018
2019
2020
2021
2022
Thereafter
Less: unamortized debt issuance costs (1)
Notes payable, net

$

48,917
1,589
91,403
72,402
308,000
366,000
(2,051)

$

886,260

________________
(1) Excludes approximately $3.2 million of unamortized debt issuance costs associated with the revolving line of credit because these costs are presented as an asset on
our condensed consolidated balance sheets.

Credit Facility
We have a credit agreement through our operating partnership, Tier OP, that provides for total unsecured borrowings of up to $900.0
million, subject to our compliance with certain financial covenants. The facility consists of a $300.0 million term loan, a $275.0 million term loan, and a
$325.0 million revolving line of credit. The $300.0 million term loan matures on January 17, 2025. The $275.0 million term loan matures on June 30,
2022. The revolving line of credit matures on January 18, 2022, and can be extended one additional year subject to certain conditions and payment of
an extension fee. The annual interest rate on the credit facility is equal to either, at our election, (1) the “base rate” (calculated as the greatest of (i)
the agent’s “prime rate”; (ii) 0.5% above the Federal Funds Effective Rate; or (iii) the LIBOR Market Index Rate plus 1.0%) plus the applicable margin
or (2) LIBOR for an interest period of one, three, or six months plus the applicable margin. The applicable margin will be determined
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based on the ratio of total indebtedness to total asset value and ranges from 10 basis points to 235 basis points. We have entered into interest rate
swap agreements to hedge interest rates on $525.0 million of these borrowings to manage our exposure to future interest rate movements. All
amounts owed are guaranteed by us and certain subsidiaries of Tier OP. As of June 30, 2018, we had approximately $575.0 million in borrowings
outstanding under the term loans, and $33.0 million in borrowings outstanding under the revolving line of credit with the ability, subject to our most
restrictive financial covenants, to borrow an additional approximately $209.4 million under the facility as a whole. As of June 30, 2018, the weighted
average effective interest rate for borrowings under the credit facility as a whole, inclusive of our interest rate swaps, was approximately 3.46%.
8.

Fair Value Measurements

Fair value, as defined by GAAP, is a market-based measurement, not an entity-specific measurement. Therefore, a fair value measurement
should be determined based on the assumptions that market participants would use in pricing the asset or liability. As a basis for considering
market participant assumptions in fair value measurements, a fair value hierarchy that distinguishes between market participant assumptions based
on market data obtained from sources independent of the reporting entity (observable inputs that are classified within Levels 1 and 2 of the fair
value hierarchy) and the reporting entity’s own assumptions about market participant assumptions (unobservable inputs classified within Level 3 of
the fair value hierarchy) has been established.
Assets and Liabilities Measured at Fair Value on a Recurring Basis
Derivative financial instruments
We use derivative financial instruments, such as interest rate swaps, to manage our interest rate risk. The valuation of these instruments is
determined using widely accepted valuation techniques including discounted cash flow analysis of the expected cash flows of each derivative. This
analysis reflects the contractual terms of the derivatives, including the period to maturity, and uses observable market-based inputs, including
interest rate curves and implied volatilities. The fair values of interest rate swaps are determined using the market standard methodology of netting
the discounted future fixed cash receipts (or payments) and the discounted expected variable cash payments (or receipts). The variable cash
payments (or receipts) are based on an expectation of future interest rates (forward curves) derived from observable market interest rate curves.
We incorporate credit valuation adjustments (“CVAs”) to appropriately reflect both our own nonperformance risk and the respective
counterparty’s nonperformance risk in the fair value measurements. In adjusting the fair value of our derivative contracts for the effect of
nonperformance risk, we have considered the impact of netting and any applicable credit enhancements, such as collateral postings, thresholds,
mutual puts, and guarantees.
Although we have determined that the majority of the inputs used to value our derivatives fall within Level 2 of the fair value hierarchy, the
CVAs associated with our derivatives utilize Level 3 inputs, such as estimates of current credit spreads to evaluate the likelihood of default by us
and our counterparties. However, we have assessed the significance of the impact of the CVAs on the overall valuation of our derivative positions
and have determined that they are not significant. As a result, we have determined that our derivative valuations in their entirety are classified in
Level 2 of the fair value hierarchy. Unrealized gains or losses on derivatives are recorded in accumulated other comprehensive income (loss)
(“OCI”) within equity at each measurement date. Our derivative financial instruments are included in “prepaid expenses and other assets” on our
condensed consolidated balance sheets.
The following table sets forth our financial assets and liabilities measured at fair value on a recurring basis, which equals book value, by
level within the fair value hierarchy as of June 30, 2018, and December 31, 2017 (in thousands):
Basis of Fair Value Measurements

Description

Total Fair Value

Quoted Prices In
Active Markets for
Identical Items
(Level 1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable
Inputs (Level 3)

June 30, 2018
Derivative financial instruments:
Assets

$

12,467

$

—

$

12,467

$

—

December 31, 2017
Derivative financial instruments:
Assets

$

5,045

$

—

$

5,045

$

—
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Financial Instruments not Reported at Fair Value
Financial instruments held at June 30, 2018, and December 31, 2017, but not measured at fair value on a recurring basis include cash and
cash equivalents, restricted cash, accounts receivable, notes payable, accounts payable and accrued liabilities, and other liabilities. With the
exception of notes payable, the financial statement carrying amounts of these items approximate their fair values due to their short-term nature.
Estimated fair values for notes payable have been determined using recent trading activity and/or bid-ask spreads and are classified as Level 2 in the
fair value hierarchy.
Carrying amounts of our notes payable and the related estimated fair value as of June 30, 2018, and December 31, 2017, are as follows (in
thousands):
June 30, 2018
Carrying Amount

Notes payable

$

888,311
(2,051)

$

886,260

Less: unamortized debt issuance costs
Notes payable, net
9.

December 31, 2017
Fair
Value

$

891,216

Fair
Value

Carrying Amount

$

801,339
(6,801)

$

794,538

$

805,786

Derivative Instruments and Hedging Activities

We may be exposed to the risk associated with variability of interest rates that might impact our cash flows and the results of our
operations. Our objectives in using interest rate derivatives are to add stability to interest expense and to manage our exposure to interest rate
movements. To accomplish this objective, we have used interest rate swaps as part of our interest rate risk management strategy. Our interest rate
swaps involve the receipt of variable-rate amounts from counterparties in exchange for us making fixed-rate payments over the life of the agreements
without exchange of the underlying notional amount. Our hedging strategy of entering into interest rate swaps, therefore, is to eliminate or reduce,
to the extent possible, the volatility of cash flows.
The following table summarizes the notional values of our derivative financial instruments (in thousands) as of June 30, 2018. The notional
values provide an indication of the extent of our involvement in these instruments at June 30, 2018, but do not represent exposure to credit, interest
rate, or market risks.
Type/Description

Interest rate swap - cash flow hedge
Interest rate swap - cash flow hedge
Interest rate swap - cash flow hedge
Interest rate swap - cash flow hedge

Notional Value

$
$
$
$

125,000
125,000
125,000
150,000

Index

Strike Rate

one-month LIBOR
one-month LIBOR
one-month LIBOR
one-month LIBOR

1.6775%
1.6935%
1.7615%
1.7695%

Effective Date

Maturity Date

12/31/14
04/30/15
06/30/15
06/30/15

10/31/19
10/31/19
05/31/22
05/31/22

The table below presents the fair value of our derivative financial instruments, included in “prepaid expenses and other assets” on our
condensed consolidated balance sheets, as of June 30, 2018, and December 31, 2017 (in thousands):
Derivatives Designated as Hedging Instruments:

Derivative Assets
June 30,
2018

Interest rate swaps

$

December 31,
2017

12,467

$

5,045

The tables below present the effect of the change in fair value of derivative financial instruments in our condensed consolidated
statements of operations and comprehensive income (loss) for the three and six months ended June 30, 2018 and 2017 (in thousands):
Derivatives in Cash Flow Hedging Relationship
Gain (loss) recognized in OCI on derivatives
Three Months Ended
June 30, 2018

Interest rate swaps

$

1,984
16

Six Months Ended

June 30, 2017

$

(1,301)

June 30, 2018

$

7,422

June 30, 2017

$

768

Amount reclassified from OCI into income
Three Months Ended

Location

June 30, 2018

Interest expense (1)

$

(259)

Six Months Ended

June 30, 2017

$

953

June 30, 2018

$

(100)

June 30, 2017

$

2,199

______________
(1) Increases (decreases) in fair value as a result of accrued interest associated with our swap transactions are recorded in accumulated OCI and subsequently reclassified
into income. Such amounts are shown net in the condensed consolidated statements of changes in equity and offset dollar for dollar.
Total interest expense presented in the Condensed Consolidated Statements of
Operations and Comprehensive Income (Loss) in which the effects of cash flow
hedges are recorded
Three Months Ended
Location

Interest expense

June 30, 2018

$

8,369

Six Months Ended

June 30, 2017

$

8,235

June 30, 2018

$

16,478

June 30, 2017

$

17,015

Amounts reported in accumulated OCI related to derivatives will be reclassified to interest expense as interest payments and accruals are
made on our variable-rate debt. During the next twelve months, we estimate that approximately $3.5 million will be reclassified as a decrease to
interest expense.
We have agreements with our derivative counterparties that contain provisions where if we default on any of our indebtedness for at least
30 days, during which time such default has not been remedied, and in all cases provided that the aggregate amount of all such defaults is not less
than $10.0 million for recourse debt or $75.0 million for non-recourse debt, then we could also be declared in default on our derivative obligations.
10.

Commitments and Contingencies

As of June 30, 2018, we had commitments of approximately $17.2 million for future building improvements, tenant improvements, and
leasing commissions.
We have employment agreements with our five named executive officers. The term of each employment agreement ends on February 10,
2020, provided that the term will automatically continue for an additional one-year period unless either party provides 60 days written notice of nonrenewal prior to the expiration of the initial term. The agreements provide for lump sum payments and an immediate lapse of restrictions on
compensation received under the long-term incentive plan upon termination of employment without cause. As a result, in the event we terminated
all of these agreements without cause as of June 30, 2018, we would have recognized approximately $14.3 million in related compensation expense.
11.

Equity
Stock Plans

Our 2015 Equity Incentive Plan allows for, and our 2005 Incentive Award Plan allowed for, equity-based incentive awards to be granted to
our employees, non-employee directors, and key persons as detailed below:
Restricted stock units held by independent directors. We have outstanding restricted stock units (“RSUs”) held by our independent
directors. These units vest 13 months after the grant date. Subsequent to vesting, the restricted stock units will be converted to an equivalent
number of shares of common stock upon the earlier to occur of the following events or dates: (i) separation from service for any reason other than
cause; (ii) a change in control of the Company; (iii) death; or (iv) July 2019. Expense is measured at the grant date based on the estimated fair value
of the award and is recognized over the vesting period. Any forfeitures of awards are recognized as they occur.
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The following is a summary of the number of outstanding RSUs held by our independent directors as of June 30, 2018 and 2017:
June 30, 2018
Weighted
Average Price
per unit

Units

Outstanding at the beginning of the year
Issued

19,672
12,910
(19,672)

Converted

12,910

Outstanding at the end of the period (1)

June 30, 2017

$
$

17.03
23.24

$
$

Weighted
Average Price
per unit

Units

$
$

16.45
17.03

17.03

39,255
19,672
(29,307)

$

16.92

23.24

29,620

$

16.38

_____________
(1) As of June 30, 2018, none of the RSUs held by our independent directors are vested.

Restricted stock units held by employees. We have outstanding RSUs held by employees. These units vest from December 2018 to
December 2020 at which time the units will be converted into a number of shares of common stock, which could range from zero shares to 200% of
the issued number of units. The actual number of shares of common stock issued will be based on our annualized total stockholder return (“TSR”)
percentage as compared to three metrics: our TSR on a predetermined absolute basis, the TSR of the constituent companies of the NAREIT Office
Index (unweighted), and the TSR of a select group of peer companies.
The following is a summary of the number of outstanding RSUs held by our employees as of June 30, 2018 and 2017:
June 30, 2018

June 30, 2017

Weighted
Average Price
per unit

Units

Weighted
Average Price
per unit

Units

Outstanding at the beginning of the year
Issued

208,620
129,188

$
$

16.59
17.24

111,063
97,557

$
$

15.26
18.10

Outstanding at the end of the period

337,808

$

16.84

208,620

$

16.59

Compensation cost is measured at the grant date, based on the estimated fair value of the award (ranging from $16.80 per unit to $20.95 per
unit) as determined by a Monte Carlo simulation-based model using the assumptions outlined in the table below. Any forfeitures of awards are
recognized as they occur.
Assumption

Value

Expected volatility

24% - 26%

Risk-free interest rate

1.15% - 2.37%

Expected term

35 months

Expected dividend yield

3.7% - 4.5%

Restricted stock. We have outstanding restricted stock held by employees. Restrictions on outstanding shares lapse based on various
lapse schedules and range from December 2018 to December 2020. Compensation cost is measured at the grant date based on the estimated fair
value of the award and is recognized as expense over the service period based on a tiered lapse schedule. Any forfeitures of awards are recognized
as they occur.
The following is a summary of the number of shares of restricted stock outstanding as of June 30, 2018 and 2017:
June 30, 2018

June 30, 2017

Weighted
Average Price
per share

Shares

Weighted
Average Price
per share

Shares

Outstanding at the beginning of the year
Issued
Forfeitures
Restrictions lapsed

180,791
125,558
(4,914)
(41,062)

$
$
$
$

20.47
17.24
17.10
26.23

246,805
121,860
(20,089)
(57,553)

$
$
$
$

20.74
17.88
17.53
25.64

Outstanding at the end of the period

260,373

$

18.07

291,023

$

18.79

For the three months ended June 30, 2018 and 2017, we recognized a total of approximately $1.2 million and $1.0 million, respectively, for
compensation expense related to the amortization of all of the equity-based incentive awards outlined above. For
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the six months ended June 30, 2018 and 2017, we recognized a total of approximately $2.2 million and $1.9 million, respectively, for compensation
expense related to the amortization of all of the equity-based incentive awards outlined above. As of June 30, 2018, the total remaining compensation
cost on unvested awards was approximately $5.9 million, with a weighted average remaining contractual life of approximately 1.4 years.
ATM Program
On May 10, 2017, we established an at-the-market equity offering program (the “ATM Program”) pursuant to which we may issue and sell
shares of our common stock having an aggregate offering price of up to $125.0 million in amounts and at times as we determine from time to time. We
have no obligation to sell any of such shares. Actual sales will depend on a variety of factors to be determined by the Company from time to time,
including, among others, market conditions, the trading price of our common stock, our determinations of the appropriate sources of funding for the
Company, and potential uses of funding available to us. We intend to use the net proceeds from the offering of such shares, if any, for general
corporate purposes, which may include future acquisitions, development, and repayment of indebtedness, including borrowings under our credit
facility. During the three months ended June 30, 2018, we issued 901,300 shares of common stock under the ATM Program, generating proceeds of
approximately $20.9 million, net of approximately $0.3 million of commissions and approximately $0.1 million of issuance costs. Subsequent to June
30, 2018, we issued 1,940,251 shares of common stock under the ATM Program, generating proceeds of approximately $44.8 million, net of
approximately $0.6 million of commissions and approximately $0.2 million of issuance costs.
12. Revenue
We recognize rental income generated from all leases of consolidated real estate assets on a straight-line basis over the terms of the
respective leases, including the effect of rent holidays, if any. The total net increase to rental revenue due to straight-line rent adjustments for the
three months ended June 30, 2018 and 2017, was approximately $0.8 million and $2.0 million, respectively. The total net increase to rental revenue
due to straight-line rent adjustments for the six months ended June 30, 2018 and 2017, was approximately $1.3 million and $3.8 million, respectively.
When a tenant exceeds its tenant improvement allowance, this amount is reimbursed to us and recorded as a deferred rent liability, which is
recognized as rental revenue over the life of the lease. The total net increase to rental revenue due to this deferred rent for the three months ended
June 30, 2018 and 2017, was approximately $0.4 million and $0.4 million, respectively. The total net increase to rental revenue due to this deferred rent
for the six months ended June 30, 2018 and 2017, was approximately $0.8 million and $1.0 million, respectively. Our rental revenue also includes
amortization of acquired above- and below-market leases. The total net increase to rental revenue due to the amortization of acquired above- and
below-market leases for the three months ended June 30, 2018 and 2017, was approximately $1.7 million and $0.9 million, respectively. The total net
increase to rental revenue due to the amortization of acquired above- and below-market leases for the six months ended June 30, 2018 and 2017, was
approximately $2.9 million and $1.8 million, respectively. Revenues relating to lease termination fees are recognized on a straight-line basis amortized
from the time that a tenant’s right to occupy the leased space is modified through the end of the revised lease term. For the three months ended
June 30, 2018 and 2017, we recognized lease termination fees of approximately $0.4 million and $0.1 million, respectively. For the six months ended
June 30, 2018 and 2017, we recognized lease termination fees of approximately $0.7 million and $0.2 million, respectively.
Included in our rental revenue is parking income of approximately $2.3 million and $2.0 million for the three months ended June 30, 2018 and
2017, respectively, and $4.6 million and $3.9 million for the six months ended June 30, 2018 and 2017, respectively, which represents revenue from
contracts with customers. Gain (loss) on sale of assets, which also represents revenue from contracts with customers, was a loss of approximately
$0.1 million and a gain of approximately $1.3 million for the three months ended June 30, 2018 and 2017, respectively, and gains of approximately
$11.9 million and $92.0 million for the six months ended June 30, 2018 and 2017, respectively. We had no significant development fee income for the
three or six months ended June 30, 2018. We had development fee income of approximately $0.2 million for the three and six months ended June 30,
2017.
Accounts receivables from contracts with customers were approximately $0.9 million and $0.6 million as of June 30, 2018 and December 31,
2017, respectively.
13. Net Income (Loss) per Common Share
Net income (loss) per common share is calculated using the two-class method, which requires the allocation of undistributed net income
between common and participating stockholders. All outstanding restricted stock awards containing rights to non-forfeitable distributions are
considered participating securities for this calculation. In periods of net loss, no loss is allocated to participating securities because our participating
securities do not have a contractual obligation to share in our losses.
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The following table reflects the calculation of basic and diluted net income (loss) per common share for the three and six months ended
June 30, 2018 and 2017 (in thousands, except per share data):
Three Months Ended
June 30, 2018

Numerator:
Net income (loss) attributable to common stockholders
Less: net income allocated to participating securities

Six Months Ended

June 30, 2017

June 30, 2018

June 30, 2017

$

(8,277)
—

$

4,031
—

$

113
—

$

102,202
(611)

Numerator for basic net income (loss) per share
Add: undistributed net income allocated to participating securities
Less: undistributed net income re-allocated to participating securities

$

(8,277)
—
—

$

4,031
—
—

$

113
—
—

$

101,591
506
(504)

Numerator for diluted net income (loss) per share (1)

$

(8,277)

$

4,031

$

113

$

101,593

Denominator:
Weighted average common shares outstanding - basic
Effect of dilutive securities

47,684
—

47,536
339

47,665
812

47,524
204

Weighted average common shares outstanding - diluted

47,684

47,875

48,477

47,728

Basic net income (loss) per common share
Diluted net income (loss) per common share

$
$

Securities excluded from weighted average common shares outstandingdiluted because their effect would be anti-dilutive

(0.17)
(0.17)

992

$
$

0.08
0.08

$
$

29

0.00
0.00

$
$

2.14
2.13

17

29

_______________
(1) In periods where there is no undistributed net income to allocate to participating securities, the treasury stock method is used to calculate dilutive securities.

14.

Supplemental Cash Flow Information
Supplemental cash flow information is summarized below for the six months ended June 30, 2018 and 2017 (in thousands):
Six Months Ended
June 30, 2018

June 30, 2017

Interest paid, net of amounts capitalized
Income taxes paid

$
$

14,211
758

$
$

12,695
403

Non-cash investing activities:
Property and equipment additions in accounts payable and accrued liabilities
Liabilities assumed through the purchase of real estate
Escrow deposits applied to purchase of real estate
Escrow deposit applied to purchase of real estate from noncontrolling interest
Sale of real estate and lease intangibles to unconsolidated joint venture
Acquisition of controlling interest in unconsolidated entity

$
$
$
$
$
$

17,382
7,028
21,350
150
—
927

$
$
$
$
$
$

7,816
3,267
14,000
—
13,804
9,770

Non-cash financing activities:
Mortgage notes assumed (1)
Unrealized gain on interest rate derivatives

$
$

89,733
7,422

$
$

146,000
768

_________________
(1) The approximately $89.7 million mortgage notes assumed during the six months ended June 30, 2018, includes approximately $44.9 million of debt assumed when
we acquired the remaining 50.00% interest in our Domain 8 property, and approximately $44.9 million of debt associated with our previously held 50.00%
unconsolidated interest in the Domain 8 property. Domain 8 was consolidated during the six months ended June 30, 2018. The approximately $146.0 million
mortgage notes assumed during the six months ended June 30, 2017, includes approximately $66.0 million of debt assumed when we acquired Legacy Union One,
approximately $40.1 million of debt assumed when we acquired the remaining 50.16% interest in our Domain 2 and Domain 7 properties, and approximately $39.9
million of debt associated with our previously held 49.84% unconsolidated interest in the Domain 2 and Domain 7 properties. Domain 2 and Domain 7 were
consolidated during the six months ended June 30, 2017.
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Item 2.

Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion and analysis should be read in conjunction with the accompanying condensed consolidated financial statements
and the notes thereto.
Forward-Looking Statements
Certain statements in this Quarterly Report on Form 10-Q constitute “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended (the “Securities Act”) and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange
Act”). These forward-looking statements include discussion and analysis of the financial condition of TIER REIT, Inc. and our subsidiaries (which
may be referred to herein as the “Company,” “we,” “us” or “our”), including our ability to rent space on favorable terms, our ability to address debt
maturities and fund our capital requirements, our intentions to acquire, develop, or sell certain properties, the value of our assets, our anticipated
capital expenditures, the amount and timing of any anticipated future cash distributions to our stockholders and other matters. Words such as
“may,” “will,” “anticipates,” “expects,” “intends,” “plans,” “believes,” “seeks,” “estimates,” “outlook,” “would,” “could,” “should,” “objectives,”
“strategies,” “opportunities,” “goals,” “position,” “future,” “vision,” “mission,” “strive,” “project” and variations of these words and similar
expressions are intended to identify forward-looking statements.
These forward-looking statements are not historical facts but reflect the intent, belief, or current expectations of our management based on
their knowledge and understanding of the business and industry, the economy, and other future conditions. These statements are not guarantees of
future performance, and we caution stockholders not to place undue reliance on forward-looking statements. Actual results may differ materially
from those expressed or forecasted in the forward-looking statements due to a variety of risks, uncertainties and other factors, including but not
limited to the factors listed and described under “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2017, as filed
with the SEC on February 12, 2018, and the factors described below:
•

market disruptions and economic conditions experienced by the U.S. economy or real estate industry as a whole and the local
economic conditions in the markets in which our properties are located;

•

our ability to renew expiring leases and lease vacant spaces at favorable rates or at all;

•

the inability of tenants to continue paying their rent obligations due to bankruptcy, insolvency, or a general downturn in their
businesses;

•

the availability of cash flow from operating activities to fund distributions and capital expenditures;

•

our ability to raise capital in the future by issuing additional equity or debt securities, selling our assets, or otherwise to fund our
future capital needs;

•

the availability and terms of financing, including the impact of higher interest rates on the cost and/or availability of financing;

•

our ability to strategically acquire, develop, or dispose of assets on favorable terms, or at all;

•

our level of debt and the terms and limitations imposed on us by our debt agreements;

•

our ability to retain our executive officers and other key personnel;

•

unfavorable changes in laws or regulations impacting our business or our assets; and

•

factors that could affect our ability to qualify as a real estate investment trust for federal income tax purposes.

Forward-looking statements in this Quarterly Report on Form 10-Q reflect our management’s view only as of the date of this report, and
may ultimately prove to be incorrect or false. We undertake no obligation to update or revise forward-looking statements to reflect changed
assumptions, the occurrence of unanticipated events or changes to future operating results. We intend for these forward-looking statements to be
covered by the applicable safe harbor provisions created by Section 27A of the Securities Act and Section 21E of the Exchange Act.
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Critical Accounting Policies and Estimates
For a discussion of our critical accounting policies and estimates, please refer to our Annual Report on Form 10-K for the fiscal year ended
December 31, 2017. There have been no significant changes to our critical accounting policies since December 31, 2017.
Overview
As of June 30, 2018, we owned interests in 18 operating office properties with approximately 6.7 million rentable square feet, one nonoperating property with approximately 331,000 rentable square feet, and three development properties that will consist of approximately 989,000
rentable square feet. Our operating properties are located in six markets throughout the United States, and substantially all of our business is
conducted through our operating partnership, Tier Operating Partnership LP (“Tier OP”).
As an owner of real estate, our operating results depend heavily on successfully leasing and operating the office space in our portfolio.
Economic growth and employment levels in our target markets are, and will continue to be, important factors in predicting our future operating
results.
The key components affecting our rental revenue are occupancy, rental rates, operating cost recovery income, new developments when
completed, acquisitions, and dispositions. Occupancy generally increases during times of declining supply or economic growth, as our ability to
lease space outpaces vacancies that occur upon the expirations of existing leases. Occupancy generally decreases during times of oversupply or
economic decline, when new vacancies tend to outpace our ability to lease space. Acquisitions, dispositions, and new developments when
completed directly impact our rental revenue and could impact our occupancy, depending upon the occupancy of the properties that are acquired,
sold, or completed. A further indicator of the predictability of future revenue is the expected lease expirations at our operating properties. As a
result, in addition to seeking to increase our occupancy by leasing current vacant space, we also concentrate our leasing efforts on renewing
existing leases prior to expiration.
2018 Key Objectives
During 2018, we intend to grow in a prudent manner that reinforces our fundamental strategy of owning and operating best-in-class office
properties within TIER1 submarkets in our seven target growth markets. Provided accommodative market conditions persist, we expect development
to comprise a significant portion of our investment activity over the next several years.
Our business strategy for 2018 includes the following four objectives: (1) optimize value in select investments and redeploy capital to
create additional value; (2) expand our active development pipeline; (3) extend the portfolio’s weighted average in-place lease term and increase
occupancy in the Houston market to drive sustained cash flow growth; and (4) reduce leverage and extend our weighted average debt maturity date.
There can be no assurance regarding our achievement of any of our objectives.
Optimize value in select investments and redeploy capital to create additional value
We will seek to sell remaining properties located outside of our target growth markets and divest of select non-core properties in our target
markets as we determine that capital can be more efficiently allocated for long-term value creation. In certain instances, we may reallocate capital
between target growth markets to balance relative market concentration. In the first half of 2018, we exited the Baltimore, Maryland, market with the
sale of 500 East Pratt. Additionally, we sold Centreport Office Center, located in Fort Worth, Texas, and Loop Central located in Houston, Texas.
These sales generated approximately $145.7 million in gross proceeds to us. We redeployed these proceeds when we acquired a 96.5% initial
economic interest in Domain Point, located in Austin, Texas, for a contract purchase price of $73.8 million (at 100%) and when we acquired the
remaining 50% interest in the entity that owns Domain 8, also located in Austin, Texas, for a contract purchase price of $92.8 million, which includes
the assumption of approximately $44.9 million in mortgage debt.
Expand our active development pipeline
Development remains an important component of our strategy in 2018; however, we will remain disciplined as we continue our build-to-core
development program. In May 2018, we commenced the development of Domain 12. Domain 12 will contain 320,000 rentable square feet and is
located in Austin, Texas, adjacent to our Domain 11 development property. Provided certain conditions are met, we intend to proceed with the
development of one or more of our remaining land sites in 2018 that are strategically located within our TIER1 submarkets.
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Extend the portfolio’s weighted average in-place lease term and increase occupancy in the Houston market to drive sustained cash flow growth
As of June 30, 2018, the weighted average in-place lease term for our portfolio was 5.3 years. Through our recent and active development
projects, we intend to extend our weighted average in-place lease term, which we believe provides protection from market and industry
concentration as well as drives cash flow growth from both superior yields and lower recurring capital expenditures. Additionally, we will seek to
increase occupancy in our Houston portfolio, which was 75.8% occupied as of June 30, 2018, as compared to 93.9% for the balance of our portfolio.
The following table sets forth information regarding our leasing activity for the three and six months ended June 30, 2018:
Three months ended June 30, 2018

Renewal

Square feet leased
Weighted average lease term (in years)
Increase in weighted average net rental rates per square foot per year (1)
% increase in weighted average net rental rates per square foot per year
Leasing cost per square foot per year (2)

$
$

Six months ended June 30, 2018
Square feet leased
Weighted average lease term (in years)
Increase in weighted average net rental rates per square foot per year (1)
% increase in weighted average net rental rates per square foot per year
Leasing cost per square foot per year (2)

$
$

Expansion

New

Total

48,000
6.7
2.39
$
13%
1.31
$

23,000
5.5
5.49
$
27%
1.50
$

23,000
8.1
2.41
$
11%
4.20
$

94,000
6.7
3.19
16%
2.20

104,000
6.4
3.76
$
19%
2.74
$

24,000
5.4
5.22
$
25%
1.66
$

34,000
7.5
4.12
$
21%
5.21
$

162,000
6.5
4.10
20%
3.13

_________________
(1) Weighted average net rental rates are calculated as the straight-line fixed base rental amount paid by a tenant under the terms of their related lease agreements, less
any portion of that base rent used to offset real estate taxes, utility charges, and other operating expenses incurred in connection with the leased space, weighted for
the relative square feet under the lease. Increase reflects change in net rental rates related to the lease previously occupying the specific space.
(2) Includes tenant improvements and leasing commissions.

Reduce leverage and extend weighted average debt maturity date
We will continue to manage our balance sheet with a goal of reducing our leverage over the intermediate term. We anticipate further
reducing our leverage through mark-to-market of in-place leases, delivery of our development properties, and occupancy gains. In early 2018, we
amended our credit facility to extend the maturity dates and add key new members to our lending group. Additionally, we reduced our leverage by
raising equity under the ATM program, which has generated approximately $65.7 million of net proceeds in 2018.
Results of Operations
The results of operations of our consolidated operating and non-operating properties are included in the discussion below, and include
properties sold and acquired (or newly consolidated) in 2018 and 2017 for our period of ownership. The term “same store” in the discussion below
includes our consolidated operating office properties that are owned and operated for the entirety of the two periods being compared.
Three months ended June 30, 2018, as compared to the three months ended June 30, 2017
Rental Revenue. Rental revenue for the three months ended June 30, 2018, was approximately $54.0 million as compared to approximately
$54.6 million for the three months ended June 30, 2017, a $0.6 million decrease. Our non-same store properties had a decrease of approximately $1.3
million in rental revenue primarily due to a decrease of approximately $9.8 million from the sale of properties, partially offset by an increase of
approximately $8.5 million from acquired and newly consolidated properties. Our same store properties had an increase of approximately $0.7 million,
primarily as a result of decreased free rent concessions and lower property operating expense reimbursements to tenants, resulting in increased
rental revenue of approximately $1.7 million, an increase of approximately $0.7 million due to increased parking and lease termination fee income and
approximately $0.4 million due to increases in occupancy and rental rates. These increases in rental revenue from our same store properties were
partially offset by a decrease in straight-line rent adjustments of approximately $2.0 million and approximately $0.4 million of
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rent abatements (net of business interruption insurance proceeds) provided to tenants at our Eldridge Properties as a result of Hurricane Harvey.
Property Operating Expenses. Property operating expenses for the three months ended June 30, 2018, were approximately $12.4 million as
compared to approximately $13.9 million for the three months ended June 30, 2017, a $1.5 million decrease. Our non-same store properties had a
decrease of approximately $1.7 million primarily due to a decrease of approximately $2.6 million from the sale of properties, partially offset by an
increase of approximately $0.9 million from acquired and newly consolidated properties. Our same store properties had an increase of approximately
$0.2 million, primarily due to higher bad debt expense and higher repairs and maintenance expense.
Interest Expense. Interest expense for the three months ended June 30, 2018, was approximately $8.4 million as compared to approximately
$8.2 million for the three months ended June 30, 2017, and was comprised of interest expense and amortization of deferred financing fees. The $0.2
million increase was primarily due to increased overall borrowings, which increased our interest expense by approximately $1.3 million, partially
offset by capitalized interest, which reduced our interest expense by approximately $0.6 million, and decreased amortization of deferred financing
fees of approximately $0.5 million.
Real Estate Taxes. Real estate taxes for the three months ended June 30, 2018, were approximately $9.1 million as compared to
approximately $8.8 million for the three months ended June 30, 2017, a $0.3 million increase. Our non-same store properties had an increase of
approximately $0.8 million primarily due to an increase of approximately $1.7 million from acquired and newly consolidated properties, which was
partially offset by a decrease of approximately $0.9 million from the sale of properties. Our same store properties had a decrease of approximately $0.5
million primarily due to lower estimated assessed values in certain markets in 2018, partially offset by lower tax refunds received in 2018.
General and Administrative. General and administrative expenses for the three months ended June 30, 2018, were approximately $5.4
million as compared to approximately $5.6 million for the three months ended June 30, 2017, and were comprised of corporate general and
administrative expenses including payroll costs, directors’ and officers’ insurance premiums, audit and tax fees, legal fees, and other administrative
expenses. The $0.2 million decrease is primarily due to lower payroll costs.
Depreciation and Amortization. Depreciation and amortization expense for the three months ended June 30, 2018, was approximately $27.1
million as compared to approximately $22.7 million for the three months ended June 30, 2017, a $4.4 million increase. Our non-same store properties
had an increase of approximately $1.7 million due to an increase of approximately $5.0 million from acquired and newly consolidated properties,
partially offset by a decrease of approximately $3.3 million from the sale of properties. Our same store properties had an increase of approximately
$2.7 million primarily due to accelerated depreciation and amortization expense of approximately $1.8 million as a result of plans to renovate lobby
space at our Eldridge properties and approximately $0.3 million from an early lease termination. The remaining approximately $0.6 million of increased
expense is primarily due to the addition of real estate assets.
Equity in Operations of Investments. We had no equity in operations of investments for the three months ended June 30, 2018, as
compared to approximately $6.6 million for the three months ended June 30, 2017, which was primarily due to gains on the sales of 1325 G Street and
the Colorado Building in 2017.
Gain (Loss) on Sale of Assets. We had approximately $0.1 million in loss on sale of assets for the three months ended June 30, 2018,
compared to approximately $1.3 million in gain on sale of assets for the three months ended June 30, 2017. The $1.4 million change is primarily related
to our sale of the Louisville Portfolio in 2017.
Six months ended June 30, 2018, as compared to the six months ended June 30, 2017
Rental Revenue. Rental revenue for the six months ended June 30, 2018, was approximately $108.1 million as compared to approximately
$110.9 million for the six months ended June 30, 2017, a $2.8 million decrease. Our non-same store properties had a decrease of approximately $3.7
million in rental revenue primarily due to a decrease of approximately $17.3 million from the sale of properties, partially offset by an increase of
approximately $13.6 million from acquired and newly consolidated properties. Our same store properties had an increase of approximately $0.9
million, primarily as a result of decreased free rent concessions and lower property operating expense reimbursements to tenants resulting in
increased rental revenue of approximately $2.8 million, an increase in rental rates of approximately $2.1 million, and an increase in parking and lease
termination fee income of approximately $1.4 million. These increases in rental revenue from our same store properties were partially offset by a
decrease in straight-line rent adjustments of approximately $3.6 million, a decrease in occupancy resulting in a decrease of approximately $1.0 million,
and approximately $1.0 million of rent abatements (net of business interruption insurance proceeds) provided to tenants at our Eldridge Properties as
a result of Hurricane Harvey.
Property Operating Expenses. Property operating expenses for the six months ended June 30, 2018, were approximately $25.6 million as
compared to approximately $28.6 million for the six months ended June 30, 2017, a $3.0 million decrease. Our
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non-same store properties had a decrease of approximately $3.8 million primarily due to a decrease of approximately $5.2 million from the sale of
properties, partially offset by an increase of approximately $1.4 million from acquired and newly consolidated properties. Our same store properties
had an increase of approximately $0.8 million, primarily due to higher repairs and maintenance expense and higher bad debt expense.
Interest Expense. Interest expense for the six months ended June 30, 2018, was approximately $16.5 million as compared to approximately
$17.0 million for the six months ended June 30, 2017, and was comprised of interest expense and amortization of deferred financing fees. The $0.5
million decrease was primarily due to increased capitalized interest which reduced our interest expense by approximately $1.1 million, and decreased
amortization of deferred financing fees of approximately $0.9 million, partially offset by increased overall borrowings which increased our interest
expense by approximately $1.5 million.
Real Estate Taxes. Real estate taxes for the six months ended June 30, 2018, were approximately $17.8 million as compared to approximately
$17.3 million for the six months ended June 30, 2017, a $0.5 million increase. Our non-same store properties had an increase of approximately $0.9
million primarily due to an increase of approximately $2.6 million from acquired and newly consolidated properties, partially offset by a decrease of
$1.9 million from the sale of properties. Our same store properties had a decrease of approximately $0.4 million primarily due to lower estimated
assessed values in certain markets in 2018, partially offset by lower tax refunds received in 2018.
General and Administrative. General and administrative expenses for the six months ended June 30, 2018, were approximately $10.9 million
as compared to approximately $11.3 million for the six months ended June 30, 2017, and were comprised of corporate general and administrative
expenses including payroll costs, directors’ and officers’ insurance premiums, audit and tax fees, legal fees, and other administrative expenses. The
$0.4 million decrease is primarily due to lower transfer agent, legal, and investor relation costs.
Depreciation and Amortization. Depreciation and amortization expense for the six months ended June 30, 2018, was approximately $51.8
million as compared to approximately $47.2 million for the six months ended June 30, 2017, a $4.6 million increase. Our non-same store properties had
an increase of approximately $1.4 million primarily due to an increase of approximately $8.0 million from acquired and newly consolidated properties,
partially offset by a decrease of approximately $6.6 million from the sale of properties. Our same store properties had an increase of approximately
$3.2 million primarily due to accelerated depreciation and amortization expense of approximately $1.8 million as a result of plans to renovate lobby
space at our Eldridge properties and approximately $0.6 million from an early lease termination. The remaining approximately $0.8 million of increased
expense is primarily due to the addition of real estate assets.
Loss on Early Extinguishment of Debt. We had an approximately $9.0 million loss on early extinguishment of debt for the six months ended
June 30, 2018, related to the write-off of unamortized deferred financing fees and financing fees paid to lenders in connection with our amended
credit facility. We had an approximately $0.5 million loss on early extinguishment of debt for the six months ended June 30, 2017, primarily comprised
of prepayment costs and the write-off of unamortized deferred financing fees related to early payoffs of debt.
Equity in Operations of Investments. Equity in operations of investments for the six months ended June 30, 2018, was approximately $0.3
million as compared to approximately $6.3 million for the six months ended June 30, 2017, and was comprised of our share of the earnings and losses
of our unconsolidated investments. The $6.0 million decrease was primarily due to gains on the sales of 1325 G Street and the Colorado Building of
approximately $6.7 million, partially offset by earnings of Domain 8, which was fully operational in 2018. Domain 8 was consolidated when we
purchased the remaining interest in March 2018.
Gain on Sale of Assets. We had approximately $11.9 million in gain on sale of assets for the six months ended June 30, 2018, primarily
related to our sales of 500 East Pratt, Centreport Office Center, and Loop Central. We had approximately $92.0 million in gain on sale of assets for the
six months ended June 30, 2017, primarily related to our sales of Buena Vista Plaza, Eisenhower I, Three Parkway, the Louisville Portfolio, and the
sale of substantially all of our investment in the Wanamaker Building.
Gain on Remeasurement of Investment in Unconsolidated Entities. We had approximately $11.1 million in gain on remeasurement of
investment in unconsolidated entities for the six months ended June 30, 2018, as a result of obtaining a controlling interest in Domain 8 and
remeasuring our previously held equity interest at fair value. We had approximately $14.2 million in gain on remeasurement of investment in
unconsolidated entities for the six months ended June 30, 2017, as a result of obtaining a controlling interest in Domain 2 and Domain 7 and
remeasuring our previously held equity interest at fair value.
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Cash Flow Analysis
Six months ended June 30, 2018, as compared to the six months ended June 30, 2017
Cash provided by operating activities was approximately $19.7 million for the six months ended June 30, 2018. Cash provided by operating
activities for the six months ended June 30, 2017, was approximately $26.5 million. We had (1) approximately $10.9 million less cash received primarily
due to the results of our real estate property operations, which included approximately $9.0 million of operating distributions from the sales of our
investments in unconsolidated entities in 2017, net of interest expense, and general and administrative expenses; partially offset by (2) a decrease in
cash paid for lease commissions and other lease intangibles of approximately $2.9 million; and (3) the timing of receipt of revenues and payment of
expenses which resulted in approximately $1.2 million less net cash outflows from working capital assets and liabilities in the six months ended June
30, 2018, compared to the six months ended June 30, 2017.
Cash used in investing activities for the six months ended June 30, 2018, was approximately $15.8 million and was primarily comprised of
purchases of real estate of approximately $99.2 million, monies used to fund capital expenditures for existing real estate and real estate under
development of approximately $55.3 million, and escrow deposits for anticipated real estate purchases of approximately $3.4 million, partially offset
by proceeds from the sale of assets of approximately $141.1 million and return of investments of approximately $1.7 million. Cash provided by
investing activities for the six months ended June 30, 2017, was approximately $212.0 million and was primarily comprised of proceeds from the sales
of assets of approximately $330.0 million and return of investments of approximately $23.4 million primarily due to proceeds received from a loan that
was refinanced, partially offset by purchases of real estate of approximately $93.0 million, monies used to fund capital expenditures for existing real
estate and real estate under development of approximately $31.7 million, investments in unconsolidated entities of approximately $10.7 million related
to development activities at an unconsolidated property, and escrow deposits for anticipated real estate purchases of approximately $6.0 million.
Cash used in financing activities for the six months ended June 30, 2018, was approximately $3.8 million and was primarily comprised of
distributions of approximately $17.3 million and payments on notes payable, financing costs, and early extinguishment of debt, net of proceeds from
notes payable of approximately $9.6 million, partially offset by approximately$20.9 million of issuance of common stock under the ATM Program, net
of associated costs, and $2.5 million of contributions from noncontrolling interests. Cash used in financing activities for the six months ended June
30, 2017, was approximately $221.2 million and was primarily comprised of payments on notes payable and financing costs, net of proceeds from
notes payable of approximately $195.5 million and distributions of approximately $25.8 million.
Funds from Operations (“FFO”)
Historical cost accounting for real estate assets in accordance with GAAP implicitly assumes that the value of real estate diminishes
predictably over time. Since real estate values have historically risen or fallen with market conditions, many industry investors and analysts have
considered the presentation of operating results for real estate companies that use historical cost accounting alone to be insufficient for evaluating
operating performance. FFO is a non-GAAP financial measure that is widely recognized as a measure of a REIT’s operating performance. We use
FFO as defined by the National Association of Real Estate Investment Trusts (“Nareit”) which is net income (loss), computed in accordance with
GAAP, excluding gains (or losses) from sales of property and impairments of depreciable real estate (including impairments of investments in
unconsolidated entities which resulted from measurable decreases in the fair value of the depreciable real estate held by the unconsolidated entity),
plus depreciation and amortization of real estate assets, and after related adjustments for unconsolidated entities and noncontrolling interests. The
determination of whether impairment charges have been incurred is based partly on anticipated operating performance and hold periods. Estimated
undiscounted cash flows from a property, derived from estimated future net rental and lease revenues, net proceeds on the sale of the property, and
certain other ancillary cash flows, are taken into account in determining whether an impairment charge has been incurred. While impairment charges
for depreciable real estate are excluded from net income (loss) in the calculation of FFO as described above, impairments reflect a decline in the value
of the applicable property that we may not recover.
We believe that the use of FFO, together with the required GAAP presentations, is helpful in understanding our operating performance
because it excludes real estate-related depreciation and amortization, gains and losses from property dispositions, and impairments of depreciable
real estate assets, and as a result, when compared period to period, reflects the impact on operations from trends in occupancy rates, rental rates,
operating costs, development activities, general and administrative expenses, and interest costs, which are not immediately apparent from net
income. Factors that impact FFO include fixed costs, yields on cash held in accounts, income from portfolio properties and other portfolio assets,
interest rates on debt financing, and operating expenses.
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We also evaluate FFO, excluding certain items. The items excluded relate to certain non-operating activities or certain non-recurring
activities that create significant FFO volatility. We believe it is useful to evaluate FFO excluding these items because it provides useful information
in analyzing comparability between reporting periods and in assessing the sustainability of our operating performance.
FFO and FFO, excluding certain items, should not be considered as alternatives to net income (loss), or as indicators of our liquidity, nor
are they indicative of funds available to fund our cash needs, including our ability to make distributions. Additionally, the exclusion of impairments
limits the usefulness of FFO and FFO, excluding certain items, as historical operating performance measures since an impairment charge indicates
that operating performance has been permanently affected. FFO and FFO, excluding certain items, are non-GAAP measurements and should be
reviewed in connection with other GAAP measurements. Our FFO and FFO, excluding certain items, as presented may not be comparable to
amounts calculated by other REITs that do not define FFO in accordance with the current Nareit definition, or interpret it differently, or that identify
and exclude different items related to non-operating activities or certain non-recurring activities.
The following section presents our calculations of FFO (as defined by Nareit) attributable to common stockholders and FFO attributable to
common stockholders, excluding certain items, for the three and six months ended June 30, 2018 and 2017, and provides additional information
related to our FFO attributable to common stockholders and FFO attributable to common stockholders, excluding certain items.
The table below is presented in thousands, except per share amounts:
Three Months Ended
June 30, 2018

Net income (loss)
Noncontrolling interests

$

(8,362)
85

Six Months Ended

June 30, 2017

$

4,034
(3)

June 30, 2018

$

(36)
149

June 30, 2017

$

Net income (loss) attributable to common stockholders
Adjustments:
Real estate depreciation and amortization from consolidated properties
Real estate depreciation and amortization from unconsolidated properties
Real estate depreciation and amortization - noncontrolling interests
Loss (gain) on sale of depreciable real estate
Loss (gain) on remeasurement of investment in unconsolidated entities
Noncontrolling interests

(8,277)

4,031

27,011
—
(782)
90
152
610

22,557
131
—
(7,975)
—
(9)

51,511
391
(1,215)
(11,924)
(11,090)
907

46,988
697
—
(98,725)
(14,168)
39

FFO attributable to common stockholders

18,804

18,735

28,693

37,033

Adjustments:
Severance charges
Interest rate hedge ineffectiveness expense (income) (1)
Loss on early extinguishment of debt
Default interest (2)
Noncontrolling interests

108
—
—
609
—

FFO attributable to common stockholders, excluding certain items
Weighted average common shares outstanding - basic
Weighted average common shares outstanding - diluted
Net income (loss) per common share - diluted
FFO per common share - diluted
FFO, excluding certain items, per common share - diluted
_____________

$

19,521

$
$
$

47,684
48,534
(0.17)
0.39
0.40

113

102,262
(60)

451
(29)
—
609
—
$

19,766

$
$
$

47,536
47,875
0.08
0.39
0.41

102,202

127
—
8,988
1,211
(4)
$

39,015

$
$
$

47,665
48,477
0.00
0.59
0.80

451
1
545
1,211
(1)
$

39,240

$
$
$

47,524
47,728
2.13
0.78
0.82

(1) Interest rate swaps are adjusted to fair value through other comprehensive income. However, because our interest rate swaps do not have a LIBOR floor while the
hedged debt is subject to a LIBOR floor, the portion of the change in fair value of our interest rate swaps attributable to this mismatch is reclassified to interest rate
hedge ineffectiveness expense. We adopted new accounting guidance on January 1, 2018, that eliminates the requirement to separately measure and report hedge
ineffectiveness expense.
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(2) We have a non-recourse loan in default which subjects us to incur default interest at a rate that is 500 basis points higher than the stated interest rate. Although there
can be no assurance, we anticipate that when this property is sold or when ownership of this property is conveyed to the lender, this default interest will be forgiven.

During the three and six months ended June 30, 2018, we provided rent abatements of approximately $0.8 million and $4.7 million,
respectively, to tenants as a result of Hurricane Harvey. These abatements were a reduction to “rental revenue” on our condensed consolidated
statements of operations and comprehensive income (loss) for the three and six months ended June 30, 2018. These rent abatements were offset by
approximately $0.4 million and $3.7 million of business interruption insurance proceeds (net of estimated saved expenses) for the three and six
months ended June 30, 2018, respectively. We anticipate we will receive remaining business interruption insurance proceeds in subsequent quarters.
For a more detailed discussion of certain changes in the factors listed above, refer to “Results of Operations” beginning on page 23.
Same Store Net Operating Income and Same Store Cash Net Operating Income (“Same Store NOI” and “Same Store Cash NOI”)
Same Store NOI is equal to rental revenue, less lease termination fee income, property operating expenses (excluding tenant improvement
demolition costs), real estate taxes, and property management expenses for our same store properties and is considered a non-GAAP financial
measure. Same Store Cash NOI is equal to Same Store NOI less non-cash revenue items including straight-line rent adjustments and the amortization
of above- and below-market rent. The same store properties include our operating office properties not held for sale and owned and operated for the
entirety of both periods being compared and include our comparable ownership percentage in each period for properties in which we own an
unconsolidated interest that is accounted for using the equity method. We view Same Store NOI and Same Store Cash NOI as important measures
of the operating performance of our properties because they allow us to compare operating results of properties owned and operated for the entirety
of both periods being compared and therefore eliminate variations caused by acquisitions or dispositions during such periods.
Same Store NOI and Same Store Cash NOI presented by us may not be comparable to Same Store NOI or Same Store Cash NOI reported by
other REITs that do not define Same Store NOI or Same Store Cash NOI exactly as we do. We believe that in order to facilitate a clear understanding
of our operating results, Same Store NOI and Same Store Cash NOI should be examined in conjunction with net income (loss) as presented in our
consolidated financial statements and notes thereto. Same Store NOI and Same Store Cash NOI should not be considered as an indicator of our
ability to make distributions, as alternatives to net income (loss) as an indication of our performance, or as measures of cash flows or liquidity.
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The table below presents our Same Store NOI and Same Store Cash NOI with a reconciliation to net income (loss) for the three and six
months ended June 30, 2018 and 2017 (in thousands). The same store properties for these comparisons consist of 15 operating properties and 5.8
million square feet. Our Domain 2 and Domain 7 properties (two properties in which we acquired full ownership in January 2017) are reflected below
as consolidated and at 100% in both periods.
Three Months Ended
June 30, 2018

Same Store Revenue:
Rental revenue
Less: Lease termination fees

$

Same Store Expenses:
Property operating expenses (less tenant improvement demolition costs)
Real estate taxes
Property management fees
Property Expenses
Same Store NOI

$

Increase (decrease) in Same Store NOI

44,549
(375)

Six Months Ended

June 30, 2017

87,761
(710)

44,174

43,783

87,051

86,847

10,931
7,144
25

10,717
7,612
31

21,577
14,599
51

20,859
14,970
41

18,100

18,360

36,227

35,870

$

25,423

$

2.6 %

Same Store NOI
Less:
Straight-line rent revenue adjustment
Above- and below-market rent amortization

$

Same Store Cash NOI

$

26,074

25,059

50,824

$

$

86,877
(30)

50,977

(0.3 )%
$

42
(1,057)

Increase in Same Store Cash NOI

June 30, 2017

43,813 $
(30)

26,074

$

June 30, 2018

$

25,423

50,824

50,977

(1,944)
(950)

(349)
(1,967)

(3,937)
(1,926)

22,529

$

11.2 %

48,508

$

45,114

$

102,262

7.5 %

Reconciliation of net income (loss) to Same Store NOI and Same Store Cash NOI
Net income (loss)
$
Adjustments:
Interest expense
Tenant improvement demolition costs
General and administrative
Depreciation and amortization
Interest and other income
Loss on early extinguishment of debt
Provision (benefit) for income taxes
Equity in operations of investments
Loss (gain) on sale of assets
Loss (gain) on remeasurement of investment in unconsolidated entities
Net operating income of non-same store properties
Lease termination fees

8,369
25
5,377
27,134
(550)
—
214
—
90
152
(6,000)
(375)

8,235
34
5,626
22,652
(783)
—
(149)
(6,556)
(1,262)
—
(6,378)
(30)

16,478
133
10,880
51,750
(595)
8,988
409
(287)
(11,924)
(11,090)
(13,172)
(710)

17,015
115
11,333
47,181
(1,101)
545
95
(6,300)
(92,012)
(14,168)
(13,958)
(30)

Same Store NOI
Straight-line rent revenue adjustment
Above- and below-market rent amortization

26,074
42
(1,057)

25,423
(1,944)
(950)

50,824
(349)
(1,967)

50,977
(3,937)
(1,926)

Same Store Cash NOI

$

(8,362)

25,059

$

$

4,034

22,529

$

$

(36)

48,508

$

45,114

During the three and six months ended June 30, 2018, we provided rent abatements of approximately $0.8 million and $4.7 million,
respectively, to tenants as a result of Hurricane Harvey. These abatements were a reduction to “rental revenue” on our condensed consolidated
statements of operations and comprehensive income (loss) for the three and six months ended June 30, 2018. These rent abatements were offset by
approximately $0.4 million and $3.7 million of business interruption insurance proceeds (net of estimated saved expenses) for the three and six
months ended June 30, 2018, respectively. We anticipate we will receive remaining business interruption insurance proceeds in subsequent quarters.

For a more detailed discussion of certain changes in the factors listed above, refer to “Results of Operations” beginning on page 23.
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Liquidity and Capital Resources
As of June 30, 2018, we had cash and cash equivalents of approximately $8.4 million and restricted cash of approximately $14.1 million. We
also have a credit facility with a borrowing capacity of $900.0 million (as described in more detail below). As of June 30, 2018, we had approximately
$608.0 million of outstanding borrowings and had the ability, subject to our most restrictive financial covenants, to borrow an additional
approximately $209.4 million under the credit facility as a whole.
Our expected actual and potential short- and long-term liquidity sources are, among others, cash and cash equivalents, restricted cash,
revenue from our properties, proceeds from available borrowings under our credit facility and additional secured or unsecured debt financings and
refinancings, proceeds from the sales of properties, and proceeds from selling equity or debt securities of the Company in the future if and when we
believe it is appropriate to do so.
We may also seek to generate capital by contributing one or more of our existing assets to a joint venture with a third party. Investments in
joint ventures may, under certain circumstances, involve risks not present when a third party is not involved. Our ability to successfully identify,
negotiate, and complete joint venture transactions on acceptable terms or at all is highly uncertain.
Generally, our principal liquidity needs are operating and administrative expenses, payment of principal and interest on our outstanding
indebtedness, including repaying or refinancing our outstanding indebtedness as it matures, capital improvements to our properties, including
commitments for future tenant improvements, property developments, property acquisitions, and distributions to our stockholders. As of June 30,
2018, other than the approximately $48.2 million of debt which has matured, none of our debt, including our share of debt at our unconsolidated
properties, matures before June 2020. We anticipate, although we can provide no assurance, that this approximately $48.2 million of debt will be
settled when the property to which such loan relates is sold.
At projected operating levels, we anticipate we have adequate capital resources and liquidity to meet our short-term and long-term liquidity
requirements.
Notes Payable, net
Our notes payable, net were approximately $886.3 million as of June 30, 2018. Approximately $279.2 million of these notes payable, net were
secured by real estate assets with a carrying value of approximately $398.8 million as of June 30, 2018. As of June 30, 2018, all of our outstanding
debt was fixed rate debt (or effectively fixed rate debt, through the use of interest rate swaps), with the exception of approximately $172.7 million. As
of June 30, 2018, the stated annual interest rates on our outstanding debt ranged from approximately 3.16% to 6.09%. As of June 30, 2018, the
effective weighted average interest rate for our debt is approximately 3.91%. For our loan that is in default and detailed below, we incur a default
interest rate that is 500 basis points higher than the stated interest rate, which resulted in an overall effective weighted average interest rate for our
debt of approximately 4.19% as of June 30, 2018, and additional interest expense of approximately $1.2 million for the six months ended June 30, 2018.
We anticipate, although we can provide no assurance, that when the property to which such loan relates is sold, or if ownership of this property is
conveyed to the lender, the default interest will be forgiven.
Our loan agreements generally require us to comply with certain reporting and financial covenants. As of June 30, 2018, we were in default
on a non-recourse property loan with an outstanding balance of approximately $48.2 million secured by our Fifth Third Center property located in
Columbus, Ohio, which has a carrying value of approximately $31.6 million as of June 30, 2018. A receiver was appointed for this property in March
2016. The loan had an original maturity date of July 2016, and we are currently working with the lender to dispose of this property on its behalf,
although there can be no assurance regarding such disposition. As of June 30, 2018, other than the default discussed above, we believe we were in
compliance with the covenants under each of our loan agreements, including our credit facility. Our outstanding debt (excluding the default debt)
has maturity dates that range from June 2020 to January 2025.
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Credit Facility
We have a credit agreement through our operating partnership, Tier OP, that provides for total unsecured borrowings of up to $900.0
million, subject to our compliance with certain financial covenants. The facility consists of a $300.0 million term loan, a $275.0 million term loan, and a
$325.0 million revolving line of credit. The $300.0 million term loan matures on January 17, 2025. The $275.0 million term loan matures on June 30,
2022. The revolving line of credit matures on January 18, 2022, and can be extended one additional year subject to certain conditions and payment of
an extension fee. The annual interest rate on the credit facility is equal to either, at our election, (1) the “base rate” (calculated as the greatest of (i)
the agent’s “prime rate”; (ii) 0.5% above the Federal Funds Effective Rate; or (iii) the LIBOR Market Index Rate plus 1.0%) plus the applicable margin
or (2) LIBOR for an interest period of one, three, or six months plus the applicable margin. The applicable margin will be determined based on the
ratio of total indebtedness to total asset value and ranges from 10 basis points to 235 basis points. We have entered into interest rate swap
agreements to hedge interest rates on $525.0 million of these borrowings to manage our exposure to future interest rate movements. All amounts
owed are guaranteed by us and certain subsidiaries of Tier OP. As of June 30, 2018, we had approximately $575.0 million in borrowings outstanding
under the term loans, and $33.0 million in borrowings outstanding under the revolving line of credit with the ability, subject to our most restrictive
financial covenants, to borrow an additional approximately $209.4 million under the facility as a whole. As of June 30, 2018, the weighted average
effective interest rate for borrowings under the credit facility as a whole, inclusive of our interest rate swaps, was approximately 3.46%.
Distributions
Distributions are authorized at the discretion of our board of directors based on its analysis of numerous factors, including but not limited
to our performance over the previous period, expectations of performance over future periods, forthcoming cash needs, earnings, cash flow,
anticipated cash flow, capital expenditure requirements, cash on hand, and general financial condition. The board’s decisions are also influenced, in
substantial part, by the requirements necessary to maintain our REIT status.
On May 4, 2018, our board of directors authorized a cash distribution of $0.18 per share of common stock for the second quarter of 2018,
which was paid on June 29, 2018. On August 3, 2018, our board of directors authorized a cash distribution of $0.18 per share of common stock for the
third quarter of 2018. The distribution will be paid on September 28, 2018, to stockholders of record on September 14, 2018. We anticipate that the
board of directors will continue to consider authorizing a quarterly distribution payable from cash anticipated to be provided by operations. There is
no assurance that distributions will continue or at any particular rate or timing. All or a portion of the distribution may constitute a return of capital.
ATM Program
On May 10, 2017, we established an ATM Program pursuant to which we may issue and sell shares of our common stock having an
aggregate offering price of up to $125.0 million, in amounts and at times as we determine from time to time. We have no obligation to sell any of such
shares. Actual sales will depend on a variety of factors to be determined by the Company from time to time, including, among others, market
conditions, the trading price of our common stock, our determinations of the appropriate sources of funding for the Company, and potential uses of
funding available to us. We intend to use the net proceeds from the offering of such shares, if any, for general corporate purposes, which may
include future acquisitions, development, and repayment of indebtedness, including borrowings under our credit facility. During the three months
ended June 30, 2018, we issued 901,300 shares of common stock under the ATM Program, generating proceeds of approximately $20.9 million, net of
approximately $0.3 million of commissions and approximately $0.1 million of issuance costs. Subsequent to June 30, 2018, we issued 1,940,251 shares
of common stock under the ATM Program, generating proceeds of approximately $44.8 million, net of approximately $0.6 million of commissions and
approximately $0.2 million of issuance costs.
Hurricane Harvey
In August 2017, our Eldridge Properties experienced flood-related damage as a result of Hurricane Harvey and its aftermath. By early
January 2018, all of the properties were fully operational.
From August 28, 2017 through June 30, 2018, we provided rent abatements of approximately $11.7 million to tenants as a result of Hurricane
Harvey. Based on management’s estimates, we recognized approximately $15.0 million for the write-off of the net book value of damaged assets in
the third quarter of 2017, and we have incurred approximately $11.4 million of restoration expenses from August 2017 through June 2018. We expect
to incur additional costs over a period of time to fully restore the properties and anticipate we will receive additional insurance proceeds in
subsequent quarters.
We carry comprehensive property, casualty, flood and business interruption insurance that we anticipate will cover our losses at the
properties, subject to a deductible. Insurance payments to us may be delayed, which could have a material adverse
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impact on our results prior to our receipt of such payments. In addition, our results of operations may be adversely impacted to the extent that our
insurance coverage does not cover all of the losses that we expect or in connection with litigation relating to the property damage or insurance
claims arising out of Hurricane Harvey and its aftermath.
Off-Balance Sheet Arrangements
The unconsolidated entities in which we have investments generally finance their activities with a combination of partner equity and debt
financing. In 2017, 208 Nueces Street, LLC entered into a construction loan for the development of Third + Shoal, in which Tier OP guaranteed up to
50% of the outstanding principal balance. This percentage is reduced when certain conditions in the guarantee agreement are met, and as of June 30,
2018, this percentage was 25%. The guarantee, which extends to October 2021 when the loan matures, includes a project completion guarantee and a
payment guarantee covering a percentage of the outstanding loan.
Additionally, there is a recourse carve-out agreement in which Tier OP guarantees the entire outstanding balance of the loan in addition to
any related losses that may arise from certain violations of the joint venture’s contractual agreements, including “bad boy acts.” In these situations,
we have an indemnity and contribution agreement with our partners where each partner has indemnified the other for any recourse liability resulting
from claims triggered by that partner.
As of June 30, 2018, 208 Nueces Street, LLC has a loan commitment of approximately $103.8 million, of which, if the full amount of the debt
obligation was borrowed, we estimate approximately $26.0 million is our maximum exposure related to the payment guarantee. As of June 30, 2018,
the outstanding balance of the construction loan for 208 Nueces Street, LLC was approximately $44.7 million, of which we estimate approximately
$11.2 million is our maximum exposure related to the payment guarantee. These maximum exposure estimates do not take into account any recoveries
from the underlying collateral or any reimbursement from our partners. We believe that, as of June 30, 2018, in the event we become legally obligated
to perform under the payment guarantee, the collateral in 208 Nueces Street, LLC should be sufficient to repay the obligation. If it is not, we and our
partners would need to contribute additional capital to the venture.
We have no other off-balance sheet arrangements that have or are reasonably likely to have a current or future effect or change on our
financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital resources that are material to investors.
Supplemental Material U.S. Federal Income Tax Considerations
This summary supplements and updates the discussion contained under the caption “Material United States Federal Income Tax
Considerations” in the prospectus within our Registration Statement on Form S-3 filed with the SEC on August 24, 2016, as supplemented by the
discussion contained under the caption “Supplemental Material U.S. Federal Income Tax Considerations” in our Annual Report on Form 10-K
filed with the SEC on February 12, 2018, which should be read in conjunction therewith and is subject to the qualifications set forth therein.
On March 23, 2018, President Donald J. Trump signed into law the Consolidated Appropriations Act, 2018 (the “CAA”), which amended
various provisions of the Code and implicates certain tax-related disclosures contained in the prospectus. As a result, the discussion on pages 44 to
45 of the prospectus in the third and fourth paragraphs under “Taxation of Stockholders and Potential Tax Consequences of Their Investment in
Shares of Common Stock or Preferred Stock - U.S. Taxation of Non-U.S. Stockholders - Dispositions of Stock” is replaced with the following
paragraphs:
To the extent our stock is held directly (or indirectly through one or more partnerships) by a “qualified shareholder,” it will not be
treated as a USRPI. Further, to the extent such treatment applies, any distribution to such shareholder will not be treated as gain recognized
from the sale or exchange of a USRPI. For these purposes, a qualified shareholder is generally a Non-U.S. Holder that (i)(A) is eligible for
treaty benefits under an income tax treaty with the United States that includes an exchange of information program, and the principal class
of interests of which is listed and regularly traded on one or more stock exchanges as defined by the treaty, or (B) is a foreign limited
partnership organized in a jurisdiction with an exchange of information agreement with the United States and that has a class of regularly
traded limited partnership units (having a value greater than 50% of the value of all partnership units) on the New York Stock Exchange or
Nasdaq, (ii) is a “qualified collective investment vehicle” (within the meaning of section 897(k)(3)(B) of the Code), and (iii) maintains
records of persons holding 5% or more of the class of interests described in clauses (i)(A) or (i)(B) above. However, in the case of a
qualified shareholder having one or more “applicable investors,” the exception described in the first sentence of this paragraph will not
apply to the applicable percentage of the qualified shareholder’s stock (where “applicable percentage” generally means the percentage of
the value of the interests in the qualified shareholder held by applicable investors after applying certain constructive ownership rules). The
applicable percentage of the amount realized by a qualified shareholder on the disposition of our stock or with respect to a distribution
from us
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attributable to gain from the sale or exchange of a USRPI will be treated as amounts realized from the disposition of USRPIs. Such treatment
shall also apply to applicable investors in respect of distributions treated as a sale or exchange of stock with respect to a qualified
shareholder. For these purposes, an “applicable investor” is a person who holds an interest in the qualified shareholder and holds more
than 10% of our stock applying certain constructive ownership rules.
For FIRPTA purposes, a “qualified foreign pension fund” shall not be treated as a Non-U.S. Holder, and any entity all of the interests
of which are held by a qualified foreign pension fund shall be treated as such a fund. A “qualified foreign pension fund” is an organization
or arrangement (i) created or organized in a foreign country, (ii) established to provide retirement or pension benefits to current or former
employees (including self-employed individuals) or their designees by either (A) a foreign country as a result of services rendered by such
employees to their employers, or (B) one or more employers in consideration for services rendered by such employees to such employers,
(iii) which does not have a single participant or beneficiary that has a right to more than 5% of its assets or income, (iv) which is subject to
government regulation and with respect to which annual information about its beneficiaries is provided, or is otherwise made available, to
relevant local tax authorities, and (v) with respect to which, under its local laws, (A) contributions that would otherwise be subject to tax
are deductible or excluded from its gross income or taxed at a reduced rate, or (B) taxation of its investment income is deferred, or such
income is excluded from its gross income or taxed at a reduced rate. To benefit from these rules, an investor will be required to provide an
appropriate certification that it is not a foreign person for purposes of FIRPTA by reason of being a qualified foreign pension fund or an
entity wholly owned by a qualified foreign pension fund.
The CAA also amended numerous Code provisions relating to the new rules applicable to federal income tax audits of partnerships
effective for taxable years beginning after December 31, 2017, to provide that a broader range of partnership-related items may be adjusted on audit
or in other tax proceedings.
Finally, the CAA clarified that for purposes of determining whether a REIT is a “domestically controlled qualified investment entity” under
FIRPTA, the presumption that generally a person holding less than 5% of a REIT’s class of stock that is regularly traded on an established
securities market in the United States for five years has been, and will be, treated as a U.S. person applies for testing periods ending on or after
December 18, 2015 (e.g., if a testing period ends on June 1, 2018, then the presumption applies for the entire five-year period starting on June 1,
2013).
Item 3. Quantitative and Qualitative Disclosures About Market Risk.
We are exposed to interest rate changes primarily as a result of our debt used to acquire properties. Our interest rate risk management
objectives are to limit the impact of interest rate changes on earnings and cash flows and to lower overall borrowing costs. To achieve these
objectives, we borrow primarily at fixed rates or variable rates with what we believe are the lowest margins available at the time and in some cases,
the ability to convert variable rates to fixed rates. With regard to variable rate financing, we will assess interest rate risk by continually identifying
and monitoring changes in interest rate exposures that may adversely impact expected future cash flows and by evaluating hedging opportunities.
We have entered into derivative financial instruments to mitigate our interest rate risk on certain financial instruments and as a result have
effectively fixed the interest rate on certain of our variable rate debt. As of June 30, 2018, we had approximately $697.7 million of debt that bears
interest at a variable rate with $525.0 million of this variable rate debt effectively fixed through the use of interest rate swaps.
A 100 basis point increase or decrease in interest rates on our variable rate debt outstanding as of June 30, 2018, would result in a net
increase or decrease in total annual interest incurred of approximately $1.7 million. A 100 basis point increase in interest rates would result in a net
increase in the fair value of our interest rate swaps of approximately $12.6 million as of June 30, 2018. A 100 basis point decrease in interest rates
would result in a net decrease in the fair value of our interest rate swaps of approximately $13.1 million as of June 30, 2018.
We do not have any foreign operations and thus we are not directly exposed to foreign currency fluctuations.
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Item 4. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures
As required by Rule 13a-15(b) and Rule 15d-15(b) under the Exchange Act, as of the end of the period covered by this report, our
management, including our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure controls and
procedures as defined in Exchange Act Rule 13a-15(e) and Rule 15d-15(e). Based on that evaluation, our Chief Executive Officer and Chief Financial
Officer concluded that our disclosure controls and procedures were effective as of the end of the period covered by this report for the purpose of
ensuring that information required to be disclosed by us in the reports that we file or submit under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified by the rules and forms of the Securities and Exchange Commission and is accumulated
and communicated to management, including the Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions
regarding required disclosures.
We believe, however, that a controls system, no matter how well designed and operated, cannot provide absolute assurance that the
objectives of the controls system are met, and no evaluation of controls can provide absolute assurance that all control issues and instances of
fraud or error, if any, within a company have been detected.
Changes in Internal Control over Financial Reporting
There was no change in our internal control over financial reporting that occurred during the quarter ended June 30, 2018, that has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II
OTHER INFORMATION
Item 1. Legal Proceedings.
We are not party to, and none of our properties are subject to, any material pending legal proceedings.
Item 1A. Risk Factors.
Except to the extent previously updated or to the extent additional factual information disclosed elsewhere in this Quarterly Report on Form
10-Q relates to such risk factors (including, without limitation, the matters discussed in Part I, “Item 2-Management’s Discussion and Analysis of
Financial Condition and Results of Operations”), there were no other material changes to the risk factors disclosed in Part I, “Item 1A - Risk Factors”
of our Annual Report on Form 10-K for the year ended December 31, 2017.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
None.
Item 3. Defaults upon Senior Securities.
None.
Item 4. Mine Safety Disclosures.
None.
Item 5. Other Information.
Effective August 3, 2018, the Company and Tier OP entered into an Eighth Amendment to Employment Agreement with James E. Sharp, a
Sixth Amendment to Employment Agreement with each of Scott W. Fordham, William J. Reister and Telisa Webb Schelin, and a Fifth Amendment to
Employment Agreement with Dallas E. Lucas (collectively, the “Amendments”). The Amendments provide for a new term through August 3, 2021,
which will automatically continue for an additional one-year period unless either party provides 60 days written notice of non-renewal prior to the
expiration of the initial term, as well as clarifies the position and duties of each executive, and updates the definition of Incentive Compensation.
The information set forth herein with respect to the Amendments does not purport to be complete in scope and is qualified in its entirety
by the full text of the Amendments, which are filed as Exhibits 10.1, 10.2, 10.3, 10.4, and 10.5 hereto and are incorporated into this Quarterly Report on
Form 10-Q by reference.
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Item 6. Exhibits.
Exhibit Number Description
3.1

Second Amended and Restated Bylaws of TIER REIT, Inc. (previously filed and incorporated by reference to Form 10-Q filed on
August 8, 2011)
3.2
Amendment to the Second Amended and Restated Bylaws of TIER REIT, Inc. (previously filed and incorporated by reference to
Form 8-K filed on February 5, 2013)
3.3
Amendment to the Second Amended and Restated Bylaws of TIER REIT, Inc. (previously filed and incorporated by reference to
Form 8-K filed on June 25, 2013)
3.4
Amendment to the Second Amended and Restated Bylaws of TIER REIT, Inc. (previously filed and incorporated by reference to
Form 8-K filed on April 5, 2018)
10.1
Sixth Amendment to Employment Agreement, effective as of August 3, 2018, by and between TIER REIT, Inc. and Tier Operating
Partnership LP and Scott W. Fordham (filed herewith)
10.2
Fifth Amendment to Employment Agreement, effective as of August 3, 2018, by and between TIER REIT, Inc. and Tier Operating
Partnership LP and Dallas E. Lucas (filed herewith)
10.3
Sixth Amendment to Employment Agreement, effective as of August 3, 2018, by and between TIER REIT, Inc. and Tier Operating
Partnership LP and William J. Reister (filed herewith)
10.4
Sixth Amendment to Employment Agreement, effective as of August 3, 2018, by and between TIER REIT, Inc. and Tier Operating
Partnership LP and Telisa Webb Schelin (filed herewith)
10.5
Eighth Amendment to Employment Agreement, effective as of August 3, 2018, by and between TIER REIT, Inc. and Tier
Operating Partnership LP and James E. Sharp (filed herewith)
31.1
Rule 13a-14(a) or Rule 15d-14(a) Certification (filed herewith)
31.2
Rule 13a-14(a) or Rule 15d-14(a) Certification (filed herewith)
32.1*
Section 1350 Certifications (furnished herewith)
101
The following financial information from TIER REIT, Inc.’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2018,
formatted in XBRL (eXtensible Business Reporting Language): (i) Condensed Consolidated Balance Sheets, (ii) Condensed
Consolidated Statements of Operations and Comprehensive Income (Loss), (iii) Condensed Consolidated Statements of Changes
in Equity, (iv) Condensed Consolidated Statements of Cash Flows, and (v) Notes to Condensed Consolidated Financial
Statements (filed herewith)
_______________________________________________________________
*
In accordance with Item 601(b)(32) of Regulation S-K, this Exhibit is not deemed “filed” for purposes of Section 18 of the Exchange Act or
otherwise subject to the liabilities of that section. Such certification will not be deemed incorporated by reference into any filing under the Securities
Act of 1933, as amended, or the Exchange Act, except to the extent that the registrant specifically incorporates it by reference.
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf
by the undersigned thereunto duly authorized.

Dated: August 7, 2018

TIER REIT, INC.
By:
/s/ Hannah Q. Wrenn
Hannah Q. Wrenn
Chief Accounting Officer
(Principal Accounting Officer)
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Section 2: EX-10.1 (EXHIBIT 10.1)
Exhibit 10.1
SIXTH AMENDMENT TO EMPLOYMENT AGREEMENT
This SIXTH AMENDMENT TO EMPLOYMENT AGREEMENT (the “Amendment”) is made as of the 3rd day of August 2018, between
Scott W. Fordham (the “Executive”) and TIER REIT, Inc. (formerly known as Behringer Harvard REIT I, Inc.), a Maryland corporation (the
“Company”), and Tier Operating Partnership LP (formerly known as Behringer Harvard Operating Partnership I LP), a Texas limited partnership (the
“Operating Partnership” and together with the Company, the “Employers”).
WHEREAS, the Executive and the Employers entered into that certain Employment Agreement, dated September 1, 2012, as amended (the
“Agreement”), pursuant to which the Executive is currently employed by the Employers; and
WHEREAS, the Executive and the Employers mutually desire to amend the Term of the Agreement.
NOW THEREFORE, in consideration of the mutual covenants and agreements herein contained and other good and valuable
consideration, the receipt and sufficiency of which is hereby acknowledged, the parties agree as follows:
1.
Recitals. The recitals contained in this Amendment are hereby incorporated into, and made an integral part of, this Amendment.
All defined terms used herein that are not otherwise defined shall have the same meaning ascribed to them in the Agreement.
2.

Term of Agreement. Section 1(a) of the Agreement is hereby amended and restated as follows:
“(a) Term. The Employers hereby employ the Executive, and the Executive hereby accepts such employment for an initial term
commencing as of September 1, 2012 (the “Commencement Date”) and continuing until August 3, 2021 (the “Initial Term”), unless
sooner terminated in accordance with the provisions of Section 3; with such employment to automatically continue following the
Initial Term for an additional one-year period in accordance with the terms of this Agreement (subject to termination as aforesaid)
unless either party notifies the other party in writing of its intention not to renew this Agreement at least 60 days prior to the
expiration of the Initial Term (the Initial Term, together with any such extension of employment hereunder, shall hereinafter be
referred to as the “Term”).”

3.

Position and Duties. Section 1(b) of the Agreement is hereby amended and restated as follows:
“(b) Position and Duties. During the Term, the Executive shall serve as Chief Executive Officer and shall have supervision and
control over and responsibility for the day-to-day business and affairs of the Employers and shall have such other powers and
duties as may from time to time be prescribed by the Board of Directors of the Company (the “Board). The Executive shall devote
his full working time and efforts to the business and affairs of the Employers and their subsidiaries. Notwithstanding the
foregoing, the Executive may serve on other boards of directors, with the approval of the Board, or engage in religious, charitable
or other community activities as long as such services and activities are disclosed to the Board and do not materially interfere with
the Executive’s performance of his duties to the Employers as provided in this Agreement.”

4.

Definition of “Incentive Compensation”. The definition of “Incentive Compensation” in Section 4(c)(i) of the Agreement is

hereby amended and restated as follows:
“(i) ….For purposes of this Agreement, “Incentive Compensation” shall mean the greater of (C) the Executive’s target annual cash
incentive compensation determined in Section 2(b) or (D) the average of the annual cash incentive compensation under Section 2
(b) earned by the executive with respect to the three completed years prior to the Date of Termination.
a. Binding Effect of Amendment. This Amendment shall be binding on all successors and permitted assigns of the parties hereof.

b. Severability. The enforceability or invalidity of any provision of this Amendment shall not affect the enforceability or validity of any
other provision.
c. Headings. The headings have been inserted solely as a matter of convenience to the parties and shall not affect the construction or
meaning thereof.
d. Ratification. The Executive and the Employers hereby ratify and confirm their respective obligations under the Agreement, as modified
by this Amendment. If any inconsistency exists or arises between the terms of the Agreement and the terms of this Amendment, the terms of this
Amendment shall prevail.
IN WITNESS WHEREOF, the parties have executed this Amendment as of the date first set forth above.

TIER REIT, INC.

/s/ Telisa Webb Schelin

By:

Telisa Webb Schelin

Its: Chief Legal Officer
TIER OPERATING PARTNERSHIP LP
/s/ Telisa Webb Schelin

By:

Telisa Webb Schelin

Its: Chief Legal Officer
EXECUTIVE:
/s/ Scott W. Fordham
Scott W. Fordham
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Section 3: EX-10.2 (EXHIBIT 10.2)
Exhibit 10.2
FIFTH AMENDMENT TO EMPLOYMENT AGREEMENT
This FIFTH AMENDMENT TO EMPLOYMENT AGREEMENT (the “Amendment”) is made as of the 3rd day of August 2018, between
Dallas E. Lucas (the “Executive”) and TIER REIT, Inc. (formerly known as Behringer Harvard REIT I, Inc.), a Maryland corporation (the “Company”),
and Tier Operating Partnership LP (formerly known as Behringer Harvard Operating Partnership I LP), a Texas limited partnership (the “Operating
Partnership” and together with the Company, the “Employers”).
WHEREAS, the Executive and the Employers entered into that certain Employment Agreement, dated May 27, 2014, as amended (the
“Agreement”), pursuant to which the Executive is currently employed by the Employers; and

WHEREAS, the Executive and the Employers mutually desire to amend the Term of the Agreement.
NOW THEREFORE, in consideration of the mutual covenants and agreements herein contained and other good and valuable
consideration, the receipt and sufficiency of which is hereby acknowledged, the parties agree as follows:
1.
Recitals. The recitals contained in this Amendment are hereby incorporated into, and made an integral part of, this Amendment.
All defined terms used herein that are not otherwise defined shall have the same meaning ascribed to them in the Agreement.
2.

Term of Agreement. Section 1(a) of the Agreement is hereby amended and restated as follows:
“(a) Term. The Employers hereby employ the Executive, and the Executive hereby accepts such employment for an initial term
commencing as of May 27, 2014 (the “Commencement Date”) and continuing until August 3, 2021 (the “Initial Term”), unless
sooner terminated in accordance with the provisions of Section 3; with such employment to automatically continue following the
Initial Term for an additional one-year period in accordance with the terms of this Agreement (subject to termination as aforesaid)
unless either party notifies the other party in writing of its intention not to renew this Agreement at least 60 days prior to the
expiration of the Initial Term (the Initial Term, together with any such extension of employment hereunder, shall hereinafter be
referred to as the “Term”).”

3.

Position and Duties. Section 1(b) of the Agreement is hereby amended and restated as follows:
“(b) Position and Duties. During the Term, the Executive shall serve as Chief Operating Officer and President and shall have
supervision and control over and responsibility for the day-to-day business and affairs of the Employers and shall have such
other powers and duties as may from time to time be prescribed by the Board of Directors of the Company (the “Board”), the Chief
Executive Officer (the “CEO”), or other authorized executive. The Executive shall devote his full working time and efforts to the
business and affairs of the Employers and their subsidiaries. Notwithstanding the foregoing, the Executive may serve on other
boards of directors, with the approval of the Board, or engage in religious, charitable or other community activities as long as such
services and activities are disclosed to the Board and do not materially interfere with the Executive’s performance of his duties to
the Employers as provided in this Agreement.”

4.
Definition of “Incentive Compensation”. The definition of “Incentive Compensation” in Section 4(c)(i) of the Agreement is
hereby amended and restated as follows:
“(i) ….For purposes of this Agreement, “Incentive Compensation” shall mean the greater of (C) the Executive’s target annual cash
incentive compensation determined in Section 2(b) or (D) the average of the annual cash incentive compensation under Section 2
(b) earned by the executive with respect to the three completed years prior to the Date of Termination.

a. Binding Effect of Amendment. This Amendment shall be binding on all successors and permitted assigns of the parties hereof.
b. Severability. The enforceability or invalidity of any provision of this Amendment shall not affect the enforceability or validity of any
other provision.
c. Headings. The headings have been inserted solely as a matter of convenience to the parties and shall not affect the construction or
meaning thereof.
d. Ratification. The Executive and the Employers hereby ratify and confirm their respective obligations under the Agreement, as modified
by this Amendment. If any inconsistency exists or arises between the terms of the Agreement and the terms of this Amendment, the terms of this
Amendment shall prevail.
IN WITNESS WHEREOF, the parties have executed this Amendment as of the date first set forth above.

TIER REIT, INC.

/s/ Scott W. Fordham

By:

Scott W. Fordham

Its: Chief Executive Officer
TIER OPERATING PARTNERSHIP LP
/s/ Scott W. Fordham

By:

Scott W. Fordham

Its: Chief Executive Officer
EXECUTIVE:
/s/ Dallas E. Lucas
Dallas E. Lucas
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Section 4: EX-10.3 (EXHIBIT 10.3)
Exhibit 10.3
SIXTH AMENDMENT TO EMPLOYMENT AGREEMENT
This SIXTH AMENDMENT TO EMPLOYMENT AGREEMENT (the “Amendment”) is made as of the 3rd day of August 2018, between
William J. Reister (the “Executive”) and TIER REIT, Inc. (formerly known as Behringer Harvard REIT I, Inc.), a Maryland corporation (the
“Company”), and Tier Operating Partnership LP (formerly known as Behringer Harvard Operating Partnership I LP), a Texas limited partnership (the
“Operating Partnership” and together with the Company, the “Employers”).
WHEREAS, the Executive and the Employers entered into that certain Employment Agreement, dated September 1, 2012, as amended (the
“Agreement”), pursuant to which the Executive is currently employed by the Employers; and

WHEREAS, the Executive and the Employers mutually desire to amend the Term of the Agreement.
NOW THEREFORE, in consideration of the mutual covenants and agreements herein contained and other good and valuable
consideration, the receipt and sufficiency of which is hereby acknowledged, the parties agree as follows:
1.
Recitals. The recitals contained in this Amendment are hereby incorporated into, and made an integral part of, this Amendment.
All defined terms used herein that are not otherwise defined shall have the same meaning ascribed to them in the Agreement.
2.

Term of Agreement. Section 1(a) of the Agreement is hereby amended and restated as follows:
“(a) Term. The Employers hereby employ the Executive, and the Executive hereby accepts such employment for an initial term
commencing as of September 1, 2012 (the “Commencement Date”) and continuing until August 3, 2021 (the “Initial Term”), unless
sooner terminated in accordance with the provisions of Section 3; with such employment to automatically continue following the
Initial Term for an additional one-year period in accordance with the terms of this Agreement (subject to termination as aforesaid)
unless either party notifies the other party in writing of its intention not to renew this Agreement at least 60 days prior to the
expiration of the Initial Term (the Initial Term, together with any such extension of employment hereunder, shall hereinafter be
referred to as the “Term”).”

3.

Position and Duties. Section 1(b) of the Agreement is hereby amended and restated as follows:
“(b) Position and Duties. During the Term, the Executive shall serve as Chief Investment Officer and Executive Vice President and
shall have supervision and control over and responsibility for the day-to-day business and affairs of the Employers and shall
have such other powers and duties as may from time to time be prescribed by the Board of Directors of the Company (the
“Board”), the Chief Executive Officer (the “CEO”), or other authorized executive. The Executive shall devote his full working time
and efforts to the business and affairs of the Employers and their subsidiaries. Notwithstanding the foregoing, the Executive may
serve on other boards of directors, with the approval of the Board, or engage in religious, charitable or other community activities
as long as such services and activities are disclosed to the Board and do not materially interfere with the Executive’s performance
of his duties to the Employers as provided in this Agreement.”

4.
Definition of “Incentive Compensation”. The definition of “Incentive Compensation” in Section 4(c)(i) of the Agreement is
hereby amended and restated as follows:
“(i) ….For purposes of this Agreement, “Incentive Compensation” shall mean the greater of (C) the Executive’s target annual cash
incentive compensation determined in Section 2(b) or (D) the average of the annual cash incentive compensation under Section 2
(b) earned by the executive with respect to the three completed years prior to the Date of Termination.

a. Binding Effect of Amendment. This Amendment shall be binding on all successors and permitted assigns of the parties hereof.
b. Severability. The enforceability or invalidity of any provision of this Amendment shall not affect the enforceability or validity of any
other provision.
c. Headings. The headings have been inserted solely as a matter of convenience to the parties and shall not affect the construction or
meaning thereof.
d. Ratification. The Executive and the Employers hereby ratify and confirm their respective obligations under the Agreement, as modified
by this Amendment. If any inconsistency exists or arises between the terms of the Agreement and the terms of this Amendment, the terms of this
Amendment shall prevail.
IN WITNESS WHEREOF, the parties have executed this Amendment as of the date first set forth above.

TIER REIT, INC.

/s/ Scott W. Fordham
Its: Chief Executive Officer
TIER OPERATING PARTNERSHIP LP

/s/ Scott W. Fordham
By:

Scott W. Fordham

Its: Chief Executive Officer
EXECUTIVE:
/s/ William J. Reister
William J. Reister
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Section 5: EX-10.4 (EXHIBIT 10.4)
Exhibit 10.4
SIXTH AMENDMENT TO EMPLOYMENT AGREEMENT
This SIXTH AMENDMENT TO EMPLOYMENT AGREEMENT (the “Amendment”) is made as of the 3rd day of August 2018, between
Telisa Webb Schelin (the “Executive”) and TIER REIT, Inc. (formerly known as Behringer Harvard REIT I, Inc.), a Maryland corporation (the
“Company”), and Tier Operating Partnership LP (formerly known as Behringer Harvard Operating Partnership I LP), a Texas limited partnership (the
“Operating Partnership” and together with the Company, the “Employers”).
WHEREAS, the Executive and the Employers entered into that certain Employment Agreement, dated September 1, 2012, as amended (the
“Agreement”), pursuant to which the Executive is currently employed by the Employers; and
WHEREAS, the Executive and the Employers mutually desire to amend the Term of the Agreement.

NOW THEREFORE, in consideration of the mutual covenants and agreements herein contained and other good and valuable
consideration, the receipt and sufficiency of which is hereby acknowledged, the parties agree as follows:
1.
Recitals. The recitals contained in this Amendment are hereby incorporated into, and made an integral part of, this Amendment.
All defined terms used herein that are not otherwise defined shall have the same meaning ascribed to them in the Agreement.
2.

Term of Agreement. Section 1(a) of the Agreement is hereby amended and restated as follows:
“(a) Term. The Employers hereby employ the Executive, and the Executive hereby accepts such employment for an initial term
commencing as of September 1, 2012 (the “Commencement Date”) and continuing until August 3, 2021 (the “Initial Term”), unless
sooner terminated in accordance with the provisions of Section 3; with such employment to automatically continue following the
Initial Term for an additional one-year period in accordance with the terms of this Agreement (subject to termination as aforesaid)
unless either party notifies the other party in writing of its intention not to renew this Agreement at least 60 days prior to the
expiration of the Initial Term (the Initial Term, together with any such extension of employment hereunder, shall hereinafter be
referred to as the “Term”).”

3.

Position and Duties. Section 1(b) of the Agreement is hereby amended and restated as follows:
“(b) Position and Duties. During the Term, the Executive shall serve as Chief Legal Officer, Executive Vice President and Secretary
and shall have supervision and control over and responsibility for the day-to-day business and affairs of the Employers and shall
have such other powers and duties as may from time to time be prescribed by the Board of Directors of the Company (the
“Board”), the Chief Executive Officer (the “CEO”), or other authorized executive. The Executive shall devote her full working time
and efforts to the business and affairs of the Employers and their subsidiaries. Notwithstanding the foregoing, the Executive may
serve on other boards of directors, with the approval of the Board, or engage in religious, charitable or other community activities
as long as such services and activities are disclosed to the Board and do not materially interfere with the Executive’s performance
of her duties to the Employers as provided in this Agreement.”

4.
Definition of “Incentive Compensation”. The definition of “Incentive Compensation” in Section 4(c)(i) of the Agreement is
hereby amended and restated as follows:
“(i) ….For purposes of this Agreement, “Incentive Compensation” shall mean the greater of (C) the Executive’s target annual cash
incentive compensation determined in Section 2(b) or (D) the average of the annual cash incentive compensation under Section 2
(b) earned by the executive with respect to the three completed years prior to the Date of Termination.

a. Binding Effect of Amendment. This Amendment shall be binding on all successors and permitted assigns of the parties hereof.
b. Severability. The enforceability or invalidity of any provision of this Amendment shall not affect the enforceability or validity of any
other provision.
c. Headings. The headings have been inserted solely as a matter of convenience to the parties and shall not affect the construction or
meaning thereof.
d. Ratification. The Executive and the Employers hereby ratify and confirm their respective obligations under the Agreement, as modified
by this Amendment. If any inconsistency exists or arises between the terms of the Agreement and the terms of this Amendment, the terms of this
Amendment shall prevail.
IN WITNESS WHEREOF, the parties have executed this Amendment as of the date first set forth above.

TIER REIT, INC.
/s/ Scott W. Fordham
By:

Scott W. Fordham

Its: Chief Executive Officer
TIER OPERATING PARTNERSHIP LP
/s/ Scott W. Fordham

By:

Scott W. Fordham

Its: Chief Executive Officer
EXECUTIVE:
/s/ Telisa Webb Schelin
Telisa Webb Schelin
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Section 6: EX-10.5 (EXHIBIT 10.5)
Exhibit 10.5
EIGHTH AMENDMENT TO EMPLOYMENT AGREEMENT
This EIGHTH AMENDMENT TO EMPLOYMENT AGREEMENT (the “Amendment”) is made as of the 3rd day of August 2018, between
James E. Sharp (the “Executive”) and TIER REIT, Inc. (formerly known as Behringer Harvard REIT I, Inc.), a Maryland corporation (the “Company”),
and Tier Operating Partnership LP (formerly known as Behringer Harvard Operating Partnership I LP), a Texas limited partnership (the “Operating
Partnership” and together with the Company, the “Employers”).
WHEREAS, the Executive and the Employers entered into that certain Employment Agreement, dated September 1, 2012, as amended (the
“Agreement”), pursuant to which the Executive is currently employed by the Employers; and
WHEREAS, the Executive and the Employers mutually desire to amend the Term of the Agreement.

NOW THEREFORE, in consideration of the mutual covenants and agreements herein contained and other good and valuable
consideration, the receipt and sufficiency of which is hereby acknowledged, the parties agree as follows:
1.
Recitals. The recitals contained in this Amendment are hereby incorporated into, and made an integral part of, this Amendment.
All defined terms used herein that are not otherwise defined shall have the same meaning ascribed to them in the Agreement.
2.

Term of Agreement. Section 1(a) of the Agreement is hereby amended and restated as follows:
“(a) Term. The Employers hereby employ the Executive, and the Executive hereby accepts such employment for an initial term
commencing as of September 1, 2012 (the “Commencement Date”) and continuing until August 3, 2021 (the “Initial Term”), unless
sooner terminated in accordance with the provisions of Section 3; with such employment to automatically continue following the
Initial Term for an additional one-year period in accordance with the terms of this Agreement (subject to termination as aforesaid)
unless either party notifies the other party in writing of its intention not to renew this Agreement at least 60 days prior to the
expiration of the Initial Term (the Initial Term, together with any such extension of employment hereunder, shall hereinafter be
referred to as the “Term”).”

3.

Position and Duties. Section 1(b) of the Agreement is hereby amended and restated as follows:
“(b) Position and Duties. During the Term, the Executive shall serve as Chief Financial Officer and Treasurer and shall have
supervision and control over and responsibility for the day-to-day business and affairs of the Employers and shall have such
other powers and duties as may from time to time be prescribed by the Board of Directors of the Company (the “Board”), the Chief
Executive Officer (the “CEO”), or other authorized executive. The Executive shall devote his full working time and efforts to the
business and affairs of the Employers and their subsidiaries. Notwithstanding the foregoing, the Executive may serve on other
boards of directors, with the approval of the Board, or engage in religious, charitable or other community activities as long as such
services and activities are disclosed to the Board and do not materially interfere with the Executive’s performance of his duties to
the Employers as provided in this Agreement.”

4.
Definition of “Incentive Compensation”. The definition of “Incentive Compensation” in Section 4(c)(i) of the Agreement is
hereby amended and restated as follows:
“(i) ….For purposes of this Agreement, “Incentive Compensation” shall mean the greater of (C) the Executive’s target annual cash
incentive compensation determined in Section 2(b) or (D) the average of the annual cash incentive compensation under Section 2
(b) earned by the executive with respect to the three completed years prior to the Date of Termination.

a. Binding Effect of Amendment. This Amendment shall be binding on all successors and permitted assigns of the parties hereof.
b. Severability. The enforceability or invalidity of any provision of this Amendment shall not affect the enforceability or validity of any
other provision.
c. Headings. The headings have been inserted solely as a matter of convenience to the parties and shall not affect the construction or
meaning thereof.
d. Ratification. The Executive and the Employers hereby ratify and confirm their respective obligations under the Agreement, as modified
by this Amendment. If any inconsistency exists or arises between the terms of the Agreement and the terms of this Amendment, the terms of this
Amendment shall prevail.
IN WITNESS WHEREOF, the parties have executed this Amendment as of the date first set forth above.

TIER REIT, INC.

/s/ Scott W. Fordham

By:

Scott W. Fordham

Its: Chief Executive Officer
TIER OPERATING PARTNERSHIP LP
/s/ Scott W. Fordham

By:

Scott W. Fordham

Its: Chief Executive Officer
EXECUTIVE:
/s/ James E. Sharp
James E. Sharp
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Section 7: EX-31.1 (EXHIBIT 31.1)
Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
I, Scott W. Fordham, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of TIER REIT, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make

the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by
this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and
5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Dated this 7th day of August, 2018

/s/ Scott W. Fordham
Scott W. Fordham
Chief Executive Officer
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Section 8: EX-31.2 (EXHIBIT 31.2)
Exhibit 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
I, James E. Sharp certify that:
1.

I have reviewed this quarterly report on Form 10-Q of TIER REIT, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by
this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and
5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Dated this 7th day of August, 2018

/s/ James E. Sharp
James E. Sharp
Chief Financial Officer
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Exhibit 32.1
SECTION 1350 CERTIFICATIONS
This Certificate is being delivered pursuant to the requirements of Section 1350 of Chapter 63 (Mail Fraud) of Title 18 (Crimes and Criminal
Procedures) of the United States Code, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and shall not, except to the extent
required by the Sarbanes-Oxley Act of 2002, be deemed filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.
The undersigned, who are the Chief Executive Officer and Chief Financial Officer of TIER REIT, Inc. (the “Company”), hereby certifies as
follows:
The Quarterly Report on Form 10-Q of the Company (the “Report”), which accompanies this Certificate, fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, and all information contained in the Report fairly
presents, in all material respects, the financial condition and results of operations of the Company.

Dated this 7th day of August, 2018

/s/ Scott W. Fordham
Scott W. Fordham
Chief Executive Officer

Dated this 7th day of August, 2018

/s/ James E. Sharp
James E. Sharp
Chief Financial Officer
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