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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)
September 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

150,473

$

139,951

45,059

45,059

1,097,613

1,061,418

93,110

29,525

1,386,255

1,275,953

5,192

13,800

Restricted cash

10,232

8,510

Accounts receivable, net

69,592

81,129

Prepaid expenses and other assets

19,357

28,112

Investments in unconsolidated entities

32,112

31,852

2,985

1,387

103,531

87,047

33,086

53,348

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

$

1,662,342

$

1,581,138

$

731,133

$

794,538

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

74,560

81,166

Acquired below-market leases, net

24,312

17,942

6,471

7,567

Other liabilities
Obligations associated with real estate held for sale

321

2,354

836,797

903,567

Preferred stock, $.0001 par value per share; 17,500,000 shares authorized, none outstanding

—

—

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

—

—

5

5

Total liabilities
Commitments and contingencies
Equity

Common stock, $.0001 par value per share; 382,499,000 shares authorized, 53,490,819 and 47,623,324 shares issued and
outstanding at September 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
$

Total liabilities and equity

See Notes to Condensed Consolidated Financial Statements.
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2,747,825

2,609,540

(1,940,492)

(1,936,960)

15,262

4,218

822,600

676,803

2,945

768

825,545

677,571

1,662,342

$

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
September 30,
2018

$

Rental revenue

54,832

Nine Months Ended

September 30,
2017

$

50,920

September 30,
2018

$

162,965

September 30,
2017

$

161,835

Expenses
Property operating expenses

13,262

13,170

38,812

41,790

Interest expense

7,141

8,406

23,619

25,421

Real estate taxes

9,229

8,439

27,057

25,752
181

Property management fees

80

49

262

Asset impairment losses

3,418

—

3,418

—

General and administrative

5,128

5,157

16,008

16,490

24,834

23,785

76,584

70,966

63,092

59,006

185,760

180,600

Interest and other income

49

170

644

1,271

Loss on early extinguishment of debt

—

—

(8,988)

(545)

Gain on troubled debt restructuring

31,006

—

31,006

—

Income (loss) before income taxes, equity in operations of investments, and
gains

22,795

Depreciation and amortization
Total expenses

Provision for income taxes

(7,916)

(133)

(18,039)

(202)

(637)

(297)

(228)

Equity in operations of investments

—

Income (loss) before gains

67

22,567

(8,051)

287

6,367

(483)

(11,969)

Gain on sale of assets

—

—

11,924

92,012

Gain on remeasurement of investment in unconsolidated entities

—

—

11,090

14,168

22,531

94,211

Net income (loss)

22,567

Noncontrolling interests

(8,051)

78
$

Net income (loss) attributable to common stockholders

22,645

10
$

(8,041)

227
$

22,758

(50)
$

94,161

Weighted average common shares outstanding - basic

51,899,779

47,549,635

49,091,962

47,532,432

Weighted average common shares outstanding - diluted

52,616,570

47,549,635

49,950,441

47,956,167

Basic income (loss) per common share

$

0.43

$

(0.17)

$

0.46

$

1.97

Diluted income (loss) per common share

$

0.43

$

(0.17)

$

0.46

$

1.95

$

0.18

$

0.18

$

0.54

$

0.54

$

22,567

$

(8,051)

$

22,531

$

94,211

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

2,801

Comprehensive income (loss)

531

25,368

Comprehensive (income) loss attributable to noncontrolling interests

(7,520)

77
$

Comprehensive income (loss) attributable to common stockholders

25,445

10
$

(7,510)

See Notes to Condensed Consolidated Financial Statements.
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10,223

1,299

32,754

95,510

223
$

32,977

(50)
$

95,460

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

Nine months ended September 30, 2018
Balance at December 31, 2017
Cumulative effect of changes in accounting
principles
Balance at January 1, 2018
Net income (loss)
Issuance of common stock, net

47,623

$

—

5

$ 2,609,540

$

(1,936,960 )

$

(1,936,325 )

—

—

5

$ 2,609,540

—

—

—

22,758

47,623

$

$

4,218

$

5,043

635

$

768

$

768

825

$

677,571

$

679,031

—

—

1,460

(227 )

22,531

5,817

—

134,925

—

—

—

134,925

Unrealized gain on interest rate derivatives

—

—

—

—

10,219

4

10,223

Share based compensation, net

51

—

3,360

—

—

Contributions by noncontrolling interests

—

—

—

—

—

2,606

Common stock ($0.54 per share)

—

—

—

—

—

Noncontrolling interests

—

—

—

—

(5 )

(201 )

3,159
2,606

Distributions declared:

Balance at September 30, 2018

(26,925 )
—

(26,925 )
(5 )

53,491

$

5

$ 2,747,825

$

(1,940,492 )

$

15,262

$

2,945

$

825,545

47,473

$

5

$ 2,606,098

$

(1,986,515 )

$

(1,042 )

$

1,970

$

620,516

—

290

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

—
$

$

(1,986,805 )

—
$

(1,042 )

—

5

$ 2,606,388

—

—

—

94,161

—

Unrealized gain on interest rate derivatives

—

—

—

—

1,299

Share based compensation, net

79

—

2,973

—

—

(293 )

Contributions by noncontrolling interests

—

—

—

—

—

460

Common stock ($0.54 per share)

—

—

—

—

—

Noncontrolling interests

Net income

47,473

(290 )

$

1,970

—
$

620,516

50

94,211

—

1,299
2,680
460

Distributions declared:
(25,829 )

(25,829 )

—

—

—

—

—

(14 )

(14 )

Deconsolidation of investment

—

—

—

—

—

(1,500 )

(1,500 )

Balance at September 30, 2017

47,552

5

$ 2,609,361

$

$

(1,918,473 )

$

See Notes to Condensed Consolidated Financial Statements.
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257

$

673

$

691,823

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

September 30,
2017

Cash flows from operating activities
Net income

$

22,531

$

94,211

Adjustments to reconcile net income to net cash provided by operating activities:
Asset impairment losses

3,418

—

Gain on sale of assets

(11,924)

(92,012)

Gain on remeasurement of investment in unconsolidated entities

(11,090)

(14,168)

Gain on troubled debt restructuring

(31,006)

—

8,988

545

—

9

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

3,370

3,009

76,584

70,966

(191)

(219)

(4,474)

(2,863)

1,121

2,561

(287)
112

(6,367)
320

10

8,963

Change in accounts receivable

(41)

(8,074)

Change in prepaid expenses and other assets

700

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

(9,626)

(836)
(12,275)

(48)

(406)

(7,007)

(3,506)

778

2,595

41,918

42,453

(3,350)

(9,000)

Cash flows from investing activities
Escrow deposits
Return of investments

1,711

23,433

Purchases of real estate

(99,154)

(93,011)

(1,272)

(19,238)

Capital expenditures for real estate

(25,940)

(24,869)

Capital expenditures for real estate under development

(58,280)

(20,769)

Proceeds from sales of assets

141,066

330,045

Investments in unconsolidated entities

Insurance proceeds for capital expenditures
Cash provided by (used in) investing activities

2,868
(42,351)

—
186,591

Cash flows from financing activities
Financing costs

(3,329)

(1,969)

Proceeds from notes payable

773,000

174,000

Payments on notes payable

(882,733)

(364,437)

(3,632)

(436)

Payments for early extinguishment of debt
Issuance of common stock
Costs associated with issuance of common stock
Transfer of common stock
Distributions paid to common stockholders
Distributions paid to noncontrolling interests
Contributions from noncontrolling interests

137,222
(2,297)

—
—

(210)

(329)

(26,925)

(34,423)

(5)
2,456

(21)
460

Cash used in financing activities

(6,453)

(227,155)

Net change in cash, cash equivalents, and restricted cash

(6,886)

1,889

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

22,310

22,393

$

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

See Notes to Condensed Consolidated Financial Statements.
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15,424

$

24,282

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 September 30, 2018, we owned interests in 18
operating office properties 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 September 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 September 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 September 30, 2018, and December 31, 2017, and our
results of operations and our cash flows for the periods ended September 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 September 30, 2018, and December 31,
2017 (in thousands):
Lease Intangibles
Assets

Buildings and
Improvements

as of September 30, 2018

Cost

Acquired
Above-Market
Leases

Acquired BelowMarket Leases

$

1,577,104
(479,491)

$

169,597
(66,086)

$

61
(41)

$

(61,124)
36,812

$

1,097,613

$

103,511

$

20

$

(24,312)

Less: accumulated depreciation and amortization
Net

Other Lease
Intangibles

Liabilities

Lease Intangibles
Assets

Buildings and
Improvements

as of December 31, 2017

Other Lease
Intangibles

Liabilities

Acquired
Above-Market
Leases

Cost
Less: accumulated depreciation and amortization

$

1,514,544
(453,126)

$

146,926
(60,298)

$

Net

$

1,061,418

$

86,628

$

4,857
(4,438)
419

Acquired BelowMarket 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 October 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):
October 2018 - December 2018
2019
2020
2021
2022

$
$
$
$
$

1,622
7,119
6,274
5,025
4,323

Impairment of Real Estate-Related Assets
For our consolidated real estate assets, we monitor events and changes in circumstances indicating that the carrying amounts of the real
estate assets may not be recoverable. When such events or changes in circumstances are present, we assess potential impairment by comparing
estimated future undiscounted cash flows expected to be generated over the life of the asset, including its eventual disposition, to the carrying
amount of the asset. In the event that the carrying amount exceeds the estimated future undiscounted cash flows and also exceeds the fair value of
the asset, we recognize an impairment loss to adjust the carrying amount of the asset to its estimated fair value. Our process to estimate the fair
value of an asset involves using bona fide purchase offers or the expected sales price of an executed sales agreement, which would be considered
Level 1 or Level 2 assumptions within the fair value hierarchy. To the extent that this type of third-party information is unavailable, we estimate
projected cash flows and a risk-adjusted rate of return that we believe would be used by a third party market participant in estimating the fair value
of an asset. This is considered a Level 3 assumption within the fair value hierarchy. These projected cash flows are prepared internally by the
Company’s asset management professionals and are updated quarterly to reflect in-place and projected leasing activity, market revenue and expense
growth rates, market capitalization rates, discount rates, and changes in economic and other relevant conditions. The Company’s Chief Financial
Officer, Chief Accounting Officer, and Managing Director - Asset Management review these projected cash flows to assure that the valuation is
prepared using reasonable inputs and assumptions, which are consistent with market data or with assumptions that would be used by a third party
market participant and assume the highest and best use of the real estate investment. We recorded an impairment charge of approximately $3.4
million for the nine
8

months ended September 30, 2018, related to the disposition of a property. For the nine months ended September 30, 2017, we had no impairment
charges.
For our unconsolidated real estate assets, at each reporting date we compare the estimated fair value of our investment to the carrying
amount. An impairment charge is recorded to the extent the fair value of our investment is less than the carrying amount and the decline in value is
determined to be other than a temporary decline. We had no impairment charges related to our investments in unconsolidated entities for the nine
months ended September 30, 2018 and 2017.
In evaluating our investments for impairment, management makes several estimates and assumptions, including, but not limited to, the
projected date of disposition (the intended hold period) and sales price for each property, the estimated future cash flows of each property during
our estimated ownership period, and for unconsolidated investments, the estimated future distributions from the investment. A change in these
estimates and assumptions could result in understating or overstating the carrying amount of our investments, which could be material to our
financial statements.
We undergo continuous evaluations of property level performance, credit market conditions, and financing options. If our assumptions
regarding the cash flows expected to result from the use and eventual disposition of our properties decrease or our expected hold periods decrease,
we may incur future impairment charges on our real estate-related assets. In addition, we may incur impairment charges on assets classified as held
for sale in the future if the carrying amount of the asset upon classification as held for sale exceeds the estimated fair value, less costs to sell.
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 $11.8 million of restoration expenses from August 2017 through September 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 September 30, 2018, we have received
approximately $14.7 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.
We provided rent abatements through the second quarter of 2018 to tenants as a result of Hurricane Harvey. During the three months
ended September 30, 2017, we provided rent abatements of approximately $1.9 million. During the nine months ended September 30, 2018 and 2017,
we provided rent abatements of approximately $4.7 million and $1.9 million, respectively. These abatements were a reduction to “rental revenue” on
our condensed consolidated statements of operations and comprehensive income (loss) for the three and nine months ended September 30, 2018
and 2017. These rent abatements were offset by business interruption insurance proceeds received (net of estimated saved expenses) of
approximately $0.7 million and $4.4 million, respectively, for the three and nine months ended September 30, 2018. We received no business
interruption insurance proceeds in the three and nine months ended September 30, 2017. We anticipate we will receive additional 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.
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The following is a summary of our total cash, cash equivalents, and restricted cash as presented in our statements of cash flows for the
nine months ended September 30, 2018 and 2017 (in thousands):
September 30,
2018

September 30,
2017

Cash and cash equivalents
Restricted cash

$

5,192
10,232

$

10,959
13,323

Total cash, cash equivalents, and restricted cash

$

15,424

$

24,282

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

December 31,
2017

Straight-line rental revenue receivable
Insurance receivable
Tenant receivables
Non-tenant receivables
Allowance for doubtful accounts

$

51,061
12,132
5,912
933
(446)

$

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

Total

$

69,592

$

81,129

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 nine months ended September 30, 2018 and 2017, we capitalized interest incurred of approximately
$0.9 million and $1.0 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.
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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 and development fee income.
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.
Sales of Real Estate
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 that 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 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 nine months ended September 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.
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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 that 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. The most significant
impact will be recognition of right-of-use assets and lease liabilities for operating leases in which we are the lessee, while our accounting for
operating leases in which we are the lessor will remain substantially the same. We expect to recognize right-of-use assets and lease liabilities equal
to the present value of the minimum lease payments under our ground leases and parking lot leases on our condensed consolidated balance sheet
upon adoption. Upon adoption, we expect to expense certain leasing costs that are capitalized under the current guidance. We are currently
evaluating the impact this guidance will have on our financial statements when adopted.
In June 2016, the FASB issued amended guidance that 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 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.
In June 2018, the FASB issued updated guidance that is intended to simplify aspects of share-based compensation issued to nonemployees by making the guidance consistent with the accounting for employee share-based compensation. This guidance is effective for annual
reporting periods, and interim periods within those years, beginning after December 15, 2018. We are still evaluating this guidance, but do not expect
that it will have a material impact on our financial statements when adopted.
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In August 2018, the FASB issued amended guidance that removes certain disclosure requirements related to the fair value hierarchy,
modifies existing disclosure requirements related to measurement uncertainty, and adds new disclosure requirements, such as disclosing the
changes in unrealized gains and losses for the period included in other comprehensive income for recurring Level 3 fair value measurements held at
the end of the reporting period and disclosing the range and weighted average of significant unobservable inputs used to develop Level 3 fair value
measurements. 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

Dispositions of Real Estate
The following table presents our sales and other dispositions of real estate for the nine months ended September 30, 2018 (in thousands):

Property Name

500 East Pratt
Centreport Office Center
Loop Central
Fifth Third Center (1)

Date of
Disposition

Location

02/13/18
02/22/18
03/27/18
08/27/18

Baltimore, MD
Fort Worth, TX
Houston, TX
Columbus, OH

Rentable Square
Footage

Contract Sale
Price

Proceeds from
Sale

280
133
575
331

$

60,000
12,696
72,982
—

$

56,528
12,421
71,945
—

1,319

$

145,678

$

140,894

_________________
(1) Ownership of this property was conveyed to the associated lender pursuant to a foreclosure.

Properties that have been sold or disposed contributed loss of approximately $4.8 million and $6.8 million to our net income for the three
and nine months ended September 30, 2018, respectively. Properties that have been sold or disposed contributed loss of approximately $1.0 million
and income of $0.3 million to our net (loss) income for the three and nine months ended September 30, 2017, respectively. These amounts include
impairment losses and exclude any gains related to the sales or other dispositions 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 ranged 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
Plaza at MetroCenter was held for sale as of September 30, 2018, and was sold on October 31, 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 September 30,
2018, and December 31, 2017, were as follows (in thousands):
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September 30,
2018

Land
$
Buildings and improvements, net of approximately $12.3 million and $29.0 million in accumulated depreciation at
September 30, 2018, and December 31, 2017
Accounts receivable and other assets
Lease intangibles, net of approximately $0.8 million and $5.6 million in accumulated amortization at September 30,
2018, and December 31, 2017
Other intangible assets, net of approximately $1.2 million in accumulated amortization at December 31, 2017
Assets associated with real estate held for sale

Acquired below-market leases, net of approximately $1.3 million in accumulated
amortization at December 31, 2017
Other liabilities
Obligations associated with real estate held for sale
5.

3,130

December 31,
2017

$

—

24,229
2,753

45,396
3,335

2,974
—

2,830
1,787

$

33,086

$

53,348

$

—
321

$

364
1,990

$

321

$

2,354

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 nine months ended September 30, 2018, we capitalized a total of
approximately $68.6 million, including approximately $3.1 million of interest. For the nine months ended September 30, 2017, we capitalized a total of
approximately $18.3 million, which included approximately $0.9 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 September 30, 2018, and December 31, 2017 (dollar amounts
in thousands):
Unconsolidated
Investment Balance

Ownership Interest
Entity Name

Domain Junction 8 Venture LLC (1)(2)
208 Nueces Street, LLC (2)

September 30,
2018

Property

Domain 8
Third + Shoal

100.00%
47.50%

Total (3)
_________________

December 31,
2017

September 30,
2018

December 31,
2017

50.00% $
47.50%

—
32,112

$

882
30,970

$

32,112

$

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
September 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 September 30, 2018, our VIEs have total assets of approximately $119.7 million and total liabilities of approximately $65.1 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 September 30, 2018, and December 31, 2017, include basis adjustments that total approximately $6.2 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 September 30, 2018 and 2017, we recorded no income and
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approximately $0.1 million of income, respectively, for our share of equity in operations from our investments in unconsolidated entities. For the nine
months ended September 30, 2018 and 2017, we recorded income of approximately $0.3 million and approximately $6.4 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
September 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 September 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
September 30, 2018, the outstanding balance of the construction loan for 208 Nueces Street, LLC was approximately $55.0 million, of which we
estimate approximately $13.8 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 September 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 $731.1 million as of September 30, 2018. Approximately $141.1 million of these notes payable, net
were secured by real estate assets with a carrying value of approximately $211.2 million as of September 30, 2018. As of September 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 $66.0
million. As of September 30, 2018, the stated annual interest rates on our outstanding debt, ranged from approximately 3.16% to 5.65%. As of
September 30, 2018, the effective weighted average interest rate for our debt is approximately 3.79%.
Our loan agreements generally require us to comply with certain reporting and financial covenants. As of September 30, 2018, we believe
we were in compliance with the covenants under each of our loan agreements, including our credit facility. Our outstanding debt has maturity dates
that range from August 2021 to January 2025. The following table provides information regarding the timing of principal payments of our notes
payable, net, as of September 30, 2018 (in thousands):
Principal payments due in:
October 2018 - December 2018
2019
2020
2021
2022
Thereafter
Less: unamortized debt issuance costs (1)
Notes payable, net

$

501
1,589
1,670
72,402
291,000
366,000
(2,029)

$

731,133

________________
(1) Excludes approximately $3.0 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
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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 September 30, 2018, we had approximately $575.0 million in borrowings outstanding under the term loans and $16.0 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 $304.6 million under the facility as a whole. As of September 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 3.48%.
Troubled Debt Restructuring
In August 2018, ownership of Fifth Third Center, located in Columbus, Ohio, was conveyed to the associated lender pursuant to a
foreclosure. This transaction was accounted for as a full settlement of the outstanding debt and related interest. As a result, we recognized a gain on
troubled debt restructuring of approximately $31.0 million, or approximately $0.60 and $0.59 per common share on a basic and diluted income per
share basis, respectively, for the three months ended September 30, 2018, and approximately $0.63 and $0.62 per common share on a basic and
diluted income per share basis, respectively, for the nine months ended September 30, 2018.
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.
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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 September 30, 2018, and December 31, 2017 (in thousands):
Basis of Fair Value Measurements

Description

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

Total Fair Value

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

September 30, 2018
Derivative financial instruments:
Assets

$

15,268

$

—

$

15,268

$

—

December 31, 2017
Derivative financial instruments:
Assets

$

5,045

$

—

$

5,045

$

—

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis
Impairment of Real Estate Related Assets
We have recorded non-cash impairment charges related to a reduction in the fair value of certain of our assets. The inputs used to
calculate the fair value of these assets included projected cash flows and a risk-adjusted rate of return that we estimated would be used by a market
participant in valuing these assets or by obtaining third-party broker valuation estimates, bona fide purchase offers, or the expected sales price of an
executed sales agreement.
During the nine months ended September 30, 2018, we recorded an impairment loss of approximately $3.4 million related to the disposition
of Fifth Third Center. We had approximately $5.3 million in impairment losses during the year ended December 31, 2017, for a property assessed for
impairment due to a change in management’s estimate of the intended hold period.
The following table summarizes the assets that were measured at fair value and impaired during the nine months ended September 30, 2018,
and the year ended December 31, 2017 (in thousands):
Basis of Fair Value Measurements
Quoted Prices
In Active
Markets for
Identical Items
(Level 1)

Fair Value
of Assets at
Impairment

Description

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Total
Losses

for the nine months ended September 30, 2018
Real estate

$

28,000

$

—

$

28,000

$

—

$

(3,418)

for the year ended December 31, 2017
Real estate

$

69,353

$

—

$

69,353

$

—

$

(5,250)

Financial Instruments not Reported at Fair Value
Financial instruments held at September 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 September 30, 2018, and December 31, 2017, are as follows
(in thousands):
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September 30, 2018
Carrying
Amount

Notes payable

$

733,162
(2,029)

$

731,133

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

December 31, 2017

Fair
Value

$

Carrying
Amount

734,205

$

801,339
(6,801)

$

794,538

Fair
Value

$

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 September 30, 2018. The
notional values provide an indication of the extent of our involvement in these instruments at September 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
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
62,500
62,500
125,000

Index

Strike Rate

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

1.6775%
1.6935%
1.7615%
1.7695%
2.8220%
2.8230%
2.8220%

Effective Date

Maturity Date

12/31/14
04/30/15
06/30/15
06/30/15
10/31/19
10/31/19
10/31/19

10/31/19
10/31/19
05/31/22
05/31/22
12/31/24
12/31/24
12/31/24

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 September 30, 2018, and December 31, 2017 (in thousands):
Derivatives Designated as Hedging Instruments:

Derivative Assets
September 30,
2018

Interest rate swaps

$

December 31,
2017

15,268

$

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 nine months ended September 30, 2018 and 2017 (in thousands):
Derivatives in Cash Flow Hedging Relationship
Gain (loss) recognized in OCI on derivatives
Three Months Ended
September 30,
2018

Interest rate swaps

$

2,801

Nine Months Ended

September 30,
2017

$

531

September 30,
2018

$

10,223

September 30,
2017

$

1,299

Loss (gain) reclassified from OCI into income
Three Months Ended
September 30,
2018

Location

Interest expense (1)

$

(483)

Nine Months Ended

September 30,
2017

$

664

September 30,
2018

$

(583)

September 30,
2017

$

2,863

______________
(1) Changes 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.
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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
September 30,
2018

Location

Interest expense

$

Nine Months Ended

September 30,
2017

7,141

$

September 30,
2018

8,406

$

23,619

September 30,
2017

$

25,421

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 $4.6 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 September 30, 2018, we had commitments of approximately $20.2 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 August 3, 2021,
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 September 30, 2018, we would have recognized approximately $13.1 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.
The following is a summary of the number of outstanding RSUs held by our independent directors as of September 30, 2018 and 2017:
September 30, 2018

Units

September 30, 2017

Weighted
Average Price
per unit

Units

Weighted
Average Price
per unit

Outstanding at the beginning of the year
Issued
Converted

19,672
12,910
(19,672)

$
$
$

17.03
23.24
17.03

39,255
19,672
(39,255)

$
$
$

16.45
17.03
16.45

Outstanding at the end of the period (1)

12,910

$

23.24

19,672

$

17.03

_____________
(1) As of September 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
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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 September 30, 2018 and 2017:
September 30, 2018

Units

Outstanding at the beginning of the year
Issued

208,620
129,188

Outstanding at the end of the period

337,808

September 30, 2017

Weighted
Average Price
per unit

$

16.59

$
$

Weighted
Average Price
per unit

Units

$

15.26

17.24

111,063
97,557

$

18.10

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 September 30, 2018 and 2017:
September 30, 2018
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)

Outstanding at the end of the period

260,373

September 30, 2017

$
$
$

20.47
17.24
17.10

$
$

Weighted
Average Price
per share

Shares

$
$
$

20.74
17.88
17.53

26.23

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

$

25.64

18.07

291,023

$

18.79

For the three months ended September 30, 2018 and 2017, we recognized a total of approximately $1.2 million and $1.1 million, respectively,
for compensation expense related to the amortization of all of the equity-based incentive awards outlined above. For the nine months ended
September 30, 2018 and 2017, we recognized a total of approximately $3.4 million and $3.0 million, respectively, for compensation expense related to
the amortization of all of the equity-based incentive awards outlined above. As of September 30, 2018, the total remaining compensation cost on
unvested awards was approximately $4.7 million, with a weighted average remaining contractual life of approximately 1.1 years.
ATM Programs
On May 10, 2017, we established an at-the-market equity offering program (the “May 2017 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. On August 8, 2018, we established an additional ATM program (the “August 2018 ATM Program” and, together with the May 2017
ATM Program, the “ATM Programs”) pursuant to which we may issue and sell shares of our common stock having an additional aggregate offering
price of up to $125.0 million, in amounts and at times as we determine from time to time.

20

The following table provides certain details of sales under our ATM Programs (dollars in thousands):
Number of Shares
Issued

May 2017 ATM Program
Second Quarter 2018
Third Quarter 2018
Total May 2017 ATM Program (1)
August 2018 ATM Program
Third Quarter 2018
Total ATM Programs
____________

901,300
3,299,596

Gross
Proceeds

$

21,302
77,932

Issuance
Costs

Commissions

$

(266)
(975)

$

(165)
(351)

Net Proceeds

$

20,871
76,606

4,200,896

99,234

(1,241)

(516)

97,477

1,616,499

37,988

(475)

(65)

37,448

5,817,395

$

137,222

$

(1,716)

$

(581)

$

134,925

(1) Subsequent to September 30, 2018, we issued 130,172 shares of common stock under the May 2017 ATM Program, for proceeds of approximately $3.1 million, net
of approximately $0.1 million of commissions.

We have no obligation to sell any of such shares under our ATM Programs. 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.
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 September 30, 2018 and 2017, was approximately $0.4 million and $2.3 million, respectively. The total net increase to rental
revenue due to straight-line rent adjustments for the nine months ended September 30, 2018 and 2017, was approximately $1.7 million and $6.1
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 September 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 nine months ended September 30, 2018 and 2017, was approximately $1.2 million and $1.4 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 September 30, 2018 and 2017, was approximately $1.5 million
and $1.1 million, respectively. The total net increase to rental revenue due to the amortization of acquired above- and below-market leases for the
nine months ended September 30, 2018 and 2017, was approximately $4.5 million and $2.9 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 September 30, 2018 and 2017, we recognized lease termination fees of approximately $0.3 million
and $0.2 million, respectively. For the nine months ended September 30, 2018 and 2017, we recognized lease termination fees of approximately $1.0
million and $0.5 million, respectively.
Included in our rental revenue is parking income of approximately $2.4 million and $2.1 million for the three months ended September 30,
2018 and 2017, respectively, and approximately $6.9 million and $6.0 million for the nine months ended September 30, 2018 and 2017, respectively,
which represents revenue from contracts with customers. We had no significant development fee income for the three or nine months ended
September 30, 2018. We had development fee income of approximately $0.1 million and $0.3 million for the three and nine months ended September
30, 2017, respectively.
Accounts receivables from contracts with customers were approximately $0.8 million and $0.6 million as of September 30, 2018 and
December 31, 2017, respectively.
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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.
The following table reflects the calculation of basic and diluted net income (loss) per common share for the three and nine months ended
September 30, 2018 and 2017 (in thousands, except per share data):
Three Months Ended
September 30,
2018

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

Nine Months Ended

September 30,
2017

September 30,
2018

September 30,
2017

$

22,645
(112)

$

(8,041)
—

$

22,758
—

$

94,161
(568)

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

$

22,533
65
(64)

$

(8,041)
—
—

$

22,758
—
—

$

93,593
410
(406)

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

$

22,534

$

(8,041)

$

22,758

$

93,597

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

51,900
717

47,550
—

49,092
858

47,532
424

Weighted average common shares outstanding - diluted

52,617

47,550

49,950

47,956

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

0.43
0.43

13

$
$

(0.17)
(0.17)

753

$
$

0.46
0.46

$
$

15

_______________
(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.
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1.97
1.95
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14.

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

September 30,
2017

Interest paid, net of amounts capitalized
Income taxes paid

$
$

22,956
759

$
$

18,727
404

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
Transfer of real estate and lease intangibles through cancellation of debt
Sale of real estate and lease intangibles to unconsolidated joint venture
Acquisition of controlling interest in unconsolidated entity
Accrued insurance receivable for property damages

$
$
$
$
$
$
$
$

17,412
7,028
21,350
150
28,000
—
927
—

$
$
$
$
$
$
$
$

14,539
3,267
14,000
—
—
13,804
9,770
15,000

Non-cash financing activities:
Mortgage notes assumed (1)
Cancellation of debt through transfer of real estate
Unrealized gain on interest rate derivatives

$
$
$

89,733
48,177
10,223

$
$
$

146,000
—
1,299

_________________
(1) The approximately $89.7 million mortgage notes assumed during the nine months ended September 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 nine months ended September 30, 2018. The approximately $146.0 million
mortgage notes assumed during the nine months ended September 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 nine months ended September 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 September 30, 2018, we owned interests in 18 operating office properties with approximately 6.7 million 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, our intention has been to grow in a prudent manner that reinforces our fundamental strategy of owning and operating best-inclass 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 has included 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 continue to 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 nine months of 2018, we exited the Baltimore, Maryland,
market with the sale of 500 East Pratt and the Columbus, Ohio, market with the disposition of Fifth Third Center. 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 included the assumption of approximately $44.9 million in mortgage
debt.
Expand our active development pipeline
Development is an important component of our strategy in 2018; however, we 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 approximately 320,000 rentable square
feet and is 100% pre-leased. In October 2018, we commenced the development of Domain 10. Domain 10 will contain approximately 300,000 rentable
square feet. Domain 10 and Domain 12 are located in Austin, Texas, adjacent to our other Domain properties.
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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 September 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 continue
to seek to increase occupancy in our Houston portfolio, which was 79.4% occupied as of September 30, 2018, as compared to 93.7% for the balance
of our portfolio.
The following table sets forth information regarding our leasing activity for the three and nine months ended September 30, 2018:
Renewal
Expansion
Three months ended September 30, 2018
Square feet leased
26,000
19,000
Weighted average lease term (in years)
7.3
5.7
Increase (decrease) in weighted average net rental rates per square foot per year (1) $
(0.05) $
4.24
$
% increase in weighted average net rental rates per square foot per year
—%
17%
Leasing cost per square foot per year (2)
$
2.85
$
8.69
$

Nine months ended September 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)

$
$

130,000
6.6
3.01
$
14%
2.76
$

43,000
5.5
4.79
$
21%
4.77
$

New

Total

75,000
9.9
1.33
$
6%
11.73
$

120,000
8.7
1.50
7%
9.79

109,000
9.2
2.20
$
11%
9.70
$

282,000
7.4
3.00
14%
6.45

_________________
(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 continue to manage our balance sheet with a goal of reducing our leverage over the intermediate term. We anticipate further reducing
our leverage by increasing our revenue 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. During 2018, we have
reduced our consolidated debt balance from approximately $801.3 million to approximately $733.2 million as of September 30, 2018, and we have
reduced our leverage primarily through the use of approximately $138.0 million of net proceeds from equity raised under our ATM Programs in 2018.
As of September 30, 2018, we have no debt maturing until 2021.
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, disposed, 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 and excludes properties held for sale.
Three months ended September 30, 2018, as compared to the three months ended September 30, 2017
Rental Revenue. Rental revenue for the three months ended September 30, 2018, was approximately $54.8 million as compared to
approximately $50.9 million for the three months ended September 30, 2017, a $3.9 million increase. Our non-same store properties had a decrease of
approximately $0.6 million in rental revenue primarily due to a decrease of approximately $6.7 million from the sale (or held for sale classification) of
properties, partially offset by an increase of approximately $6.1 million from acquired and newly consolidated properties. Our same store properties
had an increase of approximately $4.5 million, primarily as a result of approximately $4.4 million due to increases in average occupancy and rental
rates, increased rental revenue of approximately $1.3 million due to fewer free rent concessions, an increase of approximately $0.7 million of business
interruption insurance proceeds related to rent abatements previously provided to tenants at our Eldridge Properties as a result of Hurricane
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Harvey, and increased parking income of approximately $0.3 million. These increases in rental revenue from our same store properties were partially
offset by a decrease in straight-line rent revenue of approximately $2.4 million.
Property Operating Expenses. Property operating expenses for the three months ended September 30, 2018, were approximately $13.3
million as compared to approximately $13.2 million for the three months ended September 30, 2017, a $0.1 million increase. Our non-same store
properties had a decrease of approximately $1.4 million primarily due to a decrease of approximately $2.4 million from the sale (or held for sale
classification) of properties, partially offset by an increase of approximately $1.1 million from acquired and newly consolidated properties. Our same
store properties had an increase of approximately $1.5 million, primarily due to higher repairs and maintenance, security, and utilities expenses.
Interest Expense. Interest expense for the three months ended September 30, 2018, was approximately $7.1 million as compared to
approximately $8.4 million for the three months ended September 30, 2017, and was comprised of interest expense and amortization of deferred
financing fees. The $1.3 million decrease was primarily due to capitalized interest, which reduced our interest expense by approximately $1.0 million,
decreased amortization of deferred financing fees of approximately $0.5 million, and decreased default interest of approximately $0.2 million. These
decreases were partially offset by increased average outstanding borrowings and increased interest rates, which increased our interest expense by
approximately $0.4 million.
Real Estate Taxes. Real estate taxes for the three months ended September 30, 2018, were approximately $9.2 million as compared to
approximately $8.4 million for the three months ended September 30, 2017, a $0.8 million increase. Our non-same store properties had an increase of
approximately $0.6 million primarily due to an increase of approximately $1.1 million from acquired and newly consolidated properties, which was
partially offset by a decrease of approximately $0.6 million from the sale (or held for sale classification) of properties. Our same store properties had
an increase of approximately $0.2 million primarily due to higher estimated assessed values in certain markets in 2018.
Asset Impairment Losses. We had approximately $3.4 million in asset impairment losses for the three months ended September 30, 2018,
related to the disposition of our Fifth Third Center property. We had no asset impairment losses for the three months ended September 30, 2017.
General and Administrative. General and administrative expenses for the three months ended September 30, 2018, were approximately $5.1
million as compared to approximately $5.2 million for the three months ended September 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 $0.1 million decrease is primarily due to lower legal expenses, partially offset by increased payroll costs.
Depreciation and Amortization. Depreciation and amortization expense for the three months ended September 30, 2018, was approximately
$24.8 million as compared to approximately $23.8 million for the three months ended September 30, 2017, a $1.0 million increase. Our non-same store
properties had an increase of approximately $0.5 million due to an increase of approximately $3.4 million from acquired and newly consolidated
properties, partially offset by a decrease of approximately $2.9 million from the sale (or held for sale classification) of properties. Our same store
properties had an increase of approximately $0.5 million primarily due to accelerated depreciation and amortization expense of approximately $0.3
million as a result of an early lease termination.
Gain on Troubled Debt Restructuring. We had approximately $31.0 million in gain on troubled debt restructuring for the three months
ended September 30, 2018, related to the foreclosure of Fifth Third Center. We had no gain on troubled debt restructuring for the three months
ended September 30, 2017.
Nine months ended September 30, 2018, as compared to the nine months ended September 30, 2017
Rental Revenue. Rental revenue for the nine months ended September 30, 2018, was approximately $163.0 million as compared to
approximately $161.8 million for the nine months ended September 30, 2017, a $1.2 million increase. Our non-same store properties had a decrease of
approximately $4.1 million in rental revenue primarily due to a decrease of approximately $23.9 million from the sale (or held for sale classification) of
properties, partially offset by an increase of approximately $19.4 million from acquired and newly consolidated properties. Our same store properties
had an increase of approximately $5.3 million, primarily as a result of an increase in rental rates of approximately $6.8 million, decreased free rent
concessions resulting in increased rental revenue of approximately $2.4 million, and an increase in parking and lease termination fee income of
approximately $1.8 million. These increases in rental revenue from our same store properties were partially offset by a decrease in straight-line rent
revenue of approximately $4.8 million and a decrease in average occupancy resulting in a decrease of approximately $1.4 million.
Property Operating Expenses. Property operating expenses for the nine months ended September 30, 2018, were approximately $38.8
million as compared to approximately $41.8 million for the nine months ended September 30, 2017, a $3.0
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million decrease. Our non-same store properties had a decrease of approximately $5.2 million primarily due to a decrease of approximately $7.6 million
from the sale (or held for sale classification) of properties, partially offset by an increase of approximately $2.5 million from acquired and newly
consolidated properties. Our same store properties had an increase of approximately $2.2 million, primarily due to higher repairs and maintenance,
security, and bad debt expenses.
Interest Expense. Interest expense for the nine months ended September 30, 2018, was approximately $23.6 million as compared to
approximately $25.4 million for the nine months ended September 30, 2017, and was comprised of interest expense and amortization of deferred
financing fees. The $1.8 million decrease was primarily due to increased capitalized interest that reduced our interest expense by approximately $2.1
million, decreased amortization of deferred financing fees of approximately $1.4 million, and decreased default interest of approximately $0.2 million,
partially offset by increased average outstanding borrowings and increased interest rates, which increased our interest expense by approximately
$1.9 million.
Real Estate Taxes. Real estate taxes for the nine months ended September 30, 2018, were approximately $27.1 million as compared to
approximately $25.8 million for the nine months ended September 30, 2017. The $1.3 million increase was primarily related to our non-same store
properties due to an increase of approximately $3.7 million from acquired and newly consolidated properties, partially offset by a decrease of $2.6
million from the sale (or held for sale classification) of properties.
Asset Impairment Losses. We had approximately $3.4 million in asset impairment losses for the nine months ended September 30, 2018,
related to the disposition of our Fifth Third Center property. We had no asset impairment losses for the nine months ended September 30, 2017.
General and Administrative. General and administrative expenses for the nine months ended September 30, 2018, were approximately $16.0
million as compared to approximately $16.5 million for the nine months ended September 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 $0.5 million decrease is primarily due to lower transfer agent, legal, and investor relations costs.
Depreciation and Amortization. Depreciation and amortization expense for the nine months ended September 30, 2018, was approximately
$76.6 million as compared to approximately $71.0 million for the nine months ended September 30, 2017, a $5.6 million increase. Our non-same store
properties had an increase of approximately $2.0 million primarily due to an increase of approximately $11.4 million from acquired and newly
consolidated properties, partially offset by a decrease of approximately $9.4 million from the sale (or held for sale classification) of properties. Our
same store properties had an increase of approximately $3.6 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 $0.9 million from an early lease
termination. The remaining approximately $0.9 million of increased expense is primarily due to the addition of real estate assets.
Interest and Other Income. Interest and other income was approximately $0.6 million for the nine months ended September 30, 2018, as
compared to approximately $1.3 million for the nine months ended September 30, 2017. The $0.7 million decrease is primarily due to lower
development fee income in 2018 as Third + Shoal, an unconsolidated development property, nears completion.
Loss on Early Extinguishment of Debt. We had an approximately $9.0 million loss on early extinguishment of debt for the nine months
ended September 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 nine months ended September 30, 2017,
primarily comprised of prepayment costs and the write-off of unamortized deferred financing fees related to early payoffs of debt.
Gain on Troubled Debt Restructuring. We had approximately $31.0 million in gain on troubled debt restructuring for the nine months
ended September 30, 2018, related to the foreclosure of Fifth Third Center. We had no gain on troubled debt restructuring for the nine months ended
September 30, 2017.
Equity in Operations of Investments. Equity in operations of investments for the nine months ended September 30, 2018, was approximately
$0.3 million as compared to approximately $6.4 million for the nine months ended September 30, 2017, and was comprised of our share of the earnings
and losses of our unconsolidated investments. The $6.1 million decrease was primarily due to 2017 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 nine months ended September 30, 2018,
primarily related to our sales of 500 East Pratt, Centreport Office Center, and Loop Central. We had approximately
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$92.0 million in gain on sale of assets for the nine months ended September 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 nine months ended September 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 nine months ended September 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.
Cash Flow Analysis
Nine months ended September 30, 2018, as compared to the nine months ended September 30, 2017
Cash provided by operating activities was approximately $41.9 million for the nine months ended September 30, 2018. Cash provided by
operating activities for the nine months ended September 30, 2017, was approximately $42.5 million. We had (1) approximately $7.8 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 $3.0 million; and (3) the timing of receipt of revenues
and payment of expenses, which resulted in approximately $4.2 million less net cash outflows from working capital assets and liabilities in the nine
months ended September 30, 2018, compared to the nine months ended September 30, 2017.
Cash used in investing activities for the nine months ended September 30, 2018, was approximately $42.4 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 (including our investment in unconsolidated entities and net of insurance proceeds for capital expenditures) of approximately
$82.6 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 nine
months ended September 30, 2017, was approximately $186.6 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 $45.6 million, investments in unconsolidated entities of approximately $19.2 million related to
development activities at an unconsolidated property, and escrow deposits for anticipated real estate purchases of approximately $9.0 million.
Cash used in financing activities for the nine months ended September 30, 2018, was approximately $6.5 million and was primarily comprised
of payments on notes payable, financing costs, and early extinguishment of debt, net of proceeds from notes payable of approximately $116.7 million
and distributions of approximately $26.9 million, partially offset by approximately$134.9 million of issuance of common stock under the ATM
Programs, net of associated costs, and $2.5 million of contributions from noncontrolling interests. Cash used in financing activities for the nine
months ended September 30, 2017, was approximately $227.2 million and was primarily comprised of payments on notes payable, financing costs,
and early extinguishment of debt, net of proceeds from notes payable of approximately $192.8 million and distributions of approximately $34.4
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 that 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)
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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.
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 nine months ended September 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.
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The table below is presented in thousands, except per share amounts:
Three Months Ended
September 30,
2018

Net income (loss)
Noncontrolling interests

$

22,567
78

Nine Months Ended

September 30,
2017

$

(8,051)
10

September 30,
2018

$

22,531
227

September 30,
2017

$

94,211
(50)

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
Impairment of depreciable real estate
Gain on sale of depreciable real estate
Gain on remeasurement of investment in unconsolidated entities
Noncontrolling interests

22,645

(8,041)

22,758

94,161

24,770
—
(544)
3,418
—
—
389

23,653
289
—
—
—
—
(16)

76,281
391
(1,759)
3,418
(11,924)
(11,090)
1,296

70,641
986
—
—
(98,725)
(14,168)
23

FFO attributable to common stockholders

50,678

15,885

79,371

52,918

Adjustments:
Severance charges
Interest rate hedge ineffectiveness expense (1)
Loss on early extinguishment of debt
Gain on troubled debt restructuring
Default interest (2)
Noncontrolling interests
FFO attributable to common stockholders,
excluding certain items

—
—
—
(31,006)
388
10

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
_____________

$

20,070

$
$
$

51,900
52,617
0.43
0.96
0.38

—
8
—
—
616
(1)
$

16,508

$
$
$

47,550
48,160
(0.17)
0.33
0.34

127
—
8,988
(31,006)
1,599
6
$

59,085

$
$
$

49,092
49,950
0.46
1.59
1.18

451
9
545
—
1,827
(2)
$

55,748

$
$
$

47,532
47,956
1.95
1.10
1.16

(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.
(2) We had a non-recourse loan in default that subjected us to incur default interest at a rate that was 500 basis points higher than the stated interest rate. The ownership
of the property was conveyed to the associated lender in August 2018.

We provided rent abatements through the second quarter of 2018 to tenants as a result of Hurricane Harvey. During the three months
ended September 30, 2017, we provided rent abatements of approximately $1.9 million. During the nine months ended September 30, 2018 and 2017,
we provided rent abatements of approximately $4.7 million and $1.9 million, respectively. These abatements were a reduction to “rental revenue” on
our condensed consolidated statements of operations and comprehensive income (loss) for the three and nine months ended September 30, 2018
and 2017. These rent abatements were offset by business interruption insurance proceeds received (net of estimated saved expenses) of
approximately $0.7 million and $4.4 million, respectively, for the three and nine months ended September 30, 2018. We received no business
interruption proceeds in the three and nine months ended September 30, 2017. We anticipate we will receive additional 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 26.
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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.
The table below presents our Same Store NOI and Same Store Cash NOI with a reconciliation to net income (loss) for the three and nine
months ended September 30, 2018 and 2017 (in thousands). The same store properties for these comparisons consist of 16 operating properties and
5.9 million square feet for the three-month comparison and 14 operating properties and 5.4 million square feet for the nine-month comparison. Legacy
Union One was acquired in June 2017, and is included in the three-month comparison periods presented below. Our Domain 8 property is reflected
as unconsolidated and at the prior year ownership percentage of 50% for the three-month comparison periods presented below. Domain 8 became
operational in the third quarter of 2017, and we acquired full ownership on March 30, 2018. 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% ownership in all periods presented.
Three Months Ended
September 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 - consolidated properties
Same Store NOI - unconsolidated properties (at ownership %)
$

Same Store NOI
Increase in Same Store NOI

46,592
(276)

Nine Months Ended

September 30,
2017

128,281
(986)

46,316

41,936

127,295

122,738

11,103
7,856
25

9,568
7,684
25

31,320
21,680
76

29,046
21,697
66

18,984

17,277

53,076

50,809

27,332
1,272

24,659
728

74,219
—

71,929
—

$

25,387

$

12.7 %

Same Store NOI
Less:
Straight-line rent revenue adjustment

$

Above- and below-market rent amortization
Same Store Cash NOI - consolidated properties
Same Store Cash NOI - unconsolidated properties
(at ownership %)

27,332

$

Increase in Same Store Cash NOI

122,945
(207)

$

71,929

$

24,659

$

74,219

$

71,929

288
(1,052)

(2,085)
(1,156)

222
(2,859)

(4,528)
(2,922)

26,568

21,418

71,582

64,479

—

—

27,408
29.7 %

32

74,219

$

3.2 %

840

Same Store Cash NOI

September 30,
2017

42,113 $
(177)

28,604

$

September 30,
2018

(283)
$

21,135

$

71,582
11.0 %

$

64,479

Three Months Ended
September 30,
2018

Reconciliation of net income (loss) to Same Store NOI and Same Store Cash NOI
Net income (loss)
$
Adjustments:
Interest expense
Asset impairment losses
Tenant improvement demolition costs
General and administrative
Depreciation and amortization
Interest and other income
Loss on early extinguishment of debt
Gain on troubled debt restructuring
Provision for income taxes
Equity in operations of investments
Gain on sale of assets
Gain on remeasurement of investment in unconsolidated entities
Net operating income of non-same store properties
Lease termination fees
Same Store NOI of unconsolidated properties
(at ownership %)
Same Store NOI
Straight-line rent revenue adjustment
Above- and below-market rent amortization
Cash NOI adjustments for unconsolidated properties (at ownership %)

September 30,
2018

September 30,
2017

$

$

$

7,141
3,418
36
5,128
24,834
(49)
—
(31,006)
228
—
—
—
(4,689)
(276)
1,272

27,408

(8,051)
8,406
—
127
5,157
23,785
(170)
—
—
202
(67)
—
—
(4,553)
(177)

21,135

94,211
25,421
—
242
16,490
70,966
(1,271)
545
—
297
(6,367)
(92,012)
(14,168)
(22,218)
(207)

—

25,387
(2,085)
(1,156)
(1,011)
$

22,531
23,619
3,418
170
16,008
76,584
(644)
8,988
(31,006)
637
(287)
(11,924)
(11,090)
(21,799)
(986)

728

28,604
288
(1,052)
(432)
$

Same Store Cash NOI

22,567

Nine Months Ended

September 30,
2017

—

74,219
222
(2,859)
—
$

71,582

71,929
(4,528)
(2,922)
—
$

64,479

We provided rent abatements through the second quarter of 2018 to tenants as a result of Hurricane Harvey. During the three months
ended September 30, 2017, we provided rent abatements of approximately $1.9 million. During the nine months ended September 30, 2018 and 2017,
we provided rent abatements of approximately $4.7 million and $1.9 million, respectively. These abatements were a reduction to “rental revenue” on
our condensed consolidated statements of operations and comprehensive income (loss) for the three and nine months ended September 30, 2018
and 2017. These rent abatements were offset by business interruption insurance proceeds received (net of estimated saved expenses) of
approximately $0.7 million and $4.4 million, respectively, for the three and nine months ended September 30, 2018. We received no business
interruption proceeds in the three and nine months ended September 30, 2017. We anticipate we will receive additional business interruption
insurance proceeds in subsequent quarters. The timing difference of rent abatements provided and business interruption insurance proceeds
received for the Eldridge Properties was a significant driver to the increase in Same Store NOI and Same Store Cash NOI. Excluding the Eldridge
Properties, the increase in Same Store NOI would have been approximately 3.0% and 2.4% for the three and nine months ended September 30, 2018,
respectively, as compared to the same periods in 2017, and the increase in Same Store Cash NOI would have been approximately 18.1% and 11.7%
for the three and nine months ended September 30, 2018, respectively, as compared to the same periods in 2017.
For a more detailed discussion of certain changes in the factors listed above, refer to “Results of Operations” beginning on page 26.
Liquidity and Capital Resources
As of September 30, 2018, we had cash and cash equivalents of approximately $5.2 million and restricted cash of approximately $10.2
million. We also have a credit facility with a borrowing capacity of $900.0 million (as described in more detail below). As of September 30, 2018, we
had approximately $591.0 million of outstanding borrowings and had the ability, subject to our most restrictive financial covenants, to borrow an
additional approximately $304.6 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
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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
September 30, 2018, none of our debt, including our share of debt at our unconsolidated properties, matures before August 2021.
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 $731.1 million as of September 30, 2018. Approximately $141.1 million of these notes payable, net
were secured by real estate assets with a carrying value of approximately $211.2 million as of September 30, 2018. As of September 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 $66.0
million. As of September 30, 2018, the stated annual interest rates on our outstanding debt ranged from approximately 3.16% to 5.65%. As of
September 30, 2018, the effective weighted average interest rate for our outstanding debt is approximately 3.79%.
Our loan agreements generally require us to comply with certain reporting and financial covenants. As of September 30, 2018, we believe
we were in compliance with the covenants under each of our loan agreements, including our credit facility. Our outstanding debt has maturity dates
that range from August 2021 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 September 30, 2018, we had approximately $575.0 million in borrowings
outstanding under the term loans and $16.0 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 $304.6 million under the facility as a whole. As of September 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
3.48%.
Troubled Debt Restructuring
In August 2018, ownership of Fifth Third Center, located in Columbus, Ohio, was conveyed to the associated lender pursuant to a foreclosure.
This transaction was accounted for as a full settlement of the outstanding debt and related interest. As a result, we recognized a gain on troubled
debt restructuring of approximately $31.0 million, or approximately $0.60 and $0.59 per common share on a basic and diluted income per share basis,
respectively, for the three months ended September 30, 2018, and approximately $0.63 and $0.62 per common share on a basic and diluted income per
share basis, respectively, for the nine months ended September 30, 2018.
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 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 was paid on September 28, 2018, to stockholders of record on September 14, 2018. On November 2, 2018, our board of directors
authorized a cash distribution of $0.18 per share of common stock for the fourth quarter of 2018. The distribution will be paid on December 27, 2018,
to stockholders of record on December 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 Programs
On May 10, 2017, we established an at-the-market equity offering program (the “May 2017 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. On August 8, 2018, we established an additional ATM program (the “August 2018 ATM Program” and, together with the May 2017
ATM Program, the “ATM Programs”) pursuant to which we may issue and sell shares of our common stock having an additional aggregate offering
price of up to $125.0 million, in amounts and at times as we determine from time to time. The following table provides certain details of sales under
our ATM Programs (dollars in thousands):
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Number of Shares
Issued

Gross
Proceeds

Issuance
Costs

Commissions

Net Proceeds

May 2017 ATM Program
Second Quarter 2018
Third Quarter 2018

901,300
3,299,596

Total May 2017 ATM Program (1)

4,200,896

99,234

(1,241)

(516)

97,477

August 2018 ATM Program
Third Quarter 2018

1,616,499

37,988

(475)

(65)

37,448

Total ATM Programs
____________

5,817,395

$

$

21,302
77,932

137,222

$

$

(266)
(975)

(1,716)

$

$

(165)
(351)

(581)

$

$

20,871
76,606

134,925

(1) Subsequent to September 30, 2018, we issued 130,172 shares of common stock under the May 2017 ATM Program, for proceeds of approximately $3.1 million, net
of approximately $0.1 million of commissions.

We have no obligation to sell any of such shares under our ATM Programs. 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.
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.
We provided rent abatements through the second quarter of 2018 of approximately $11.7 million to tenants at the Eldridge Properties 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 $11.8 million of restoration expenses from August 2017 through
September 2018.
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 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
September 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 September 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
September 30, 2018, the outstanding balance of the construction loan for 208 Nueces Street, LLC was approximately $55.0 million, of which we
estimate approximately $13.8 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 September 30, 2018, in the
event we become legally obligated to
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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.
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 September 30, 2018, we had approximately $591.0 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 September 30, 2018, would result in a net
increase or decrease in total annual interest incurred of approximately $0.7 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 $22.3 million as of September 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 $23.6 million as of September 30, 2018.
We do not have any foreign operations and thus we are not directly exposed to foreign currency fluctuations.
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 September 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.
None.
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Item 6. Exhibits.
Exhibit Number Description
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 (previously filed and incorporated by reference to Form 10-Q filed on August 7, 2018)
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 (previously filed and incorporated by reference to Form 10-Q filed on August 7, 2018)
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 (previously filed and incorporated by reference to Form 10-Q filed on August 7, 2018)
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 (previously filed and incorporated by reference to Form 10-Q filed on August 7, 2018)
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 (previously filed and incorporated by reference to Form 10-Q filed on August 7,
2018)
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 September 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: November 5, 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-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 5th day of November, 2018

/s/ Scott W. Fordham
Scott W. Fordham
Chief Executive Officer
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Section 3: 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 5th day of November, 2018

/s/ James E. Sharp
James E. Sharp
Chief Financial Officer
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Section 4: EX-32.1 (EXHIBIT 32.1)
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 5th day of November, 2018

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

Dated this 5th day of November, 2018

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