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DOCUMENTS INCORPORATED BY REFERENCE

PART III

Portions of the Trust's Proxy Statement in connection with its Annual
Meeting to be held on May 6, 1998 (hereinafter called "1998 Proxy
Statement"). Specifically, the Sections entitled "Summary Compensation
Table", "Employment Agreements", "Aggregated Option Exercises in 1997 and
December 31, 1997 Option Values", "Retirement and Disability Plans", and
"Compensation Committee Interlocks and Insider Participation", "Ownership
of Shares by Trustees and Officers", and "Certain Transactions" appearing
in the 1998 Proxy Statement are incorporated herein by reference.

The Exhibit Index for this report is found on page 29.
This report, including Exhibits, contains 323 pages.
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Item 1. Business

Federal Realty Investment Trust is an owner, operator and redeveloper of
retail properties. Founded in 1962 as a District of Columbia business trust of
unlimited duration, the Trust is a self-administered equity real estate
investment trust. The Trust consolidates the financial statements of various
entities which it controls. At December 31, 1997 the Trust owned 101 retail
properties and one apartment complex.

The Trust operates in a manner intended to enable it to qualify as a real
estate investment trust (REIT) under Sections 856- 860 of the Internal Revenue
Code. Under those sections, a REIT which distributes at least 95% of its real
estate investment trust taxable income to its shareholders each year and which
meets certain other conditions will not be taxed on that portion of its taxable
income which is distributed to its shareholders. Therefore, no provision for
Federal income taxes is required.

An important part of the Trust's strategy is to acquire older, well-located
properties in prime, densely populated and affluent areas and to enhance their
operating performance through a program of renovation, expansion,
reconfiguration and retenanting. The Trust's traditional focus has been on
community and neighborhood shopping centers that are anchored by supermarkets,
drug stores or high volume, value oriented retailers that provide consumer
necessities. Late in 1994 the Trust expanded this strategy to include retail
buildings and shopping centers in prime established main street shopping areas.
The Trust continually evaluates its properties for renovation, retenanting and
expansion opportunities. Similarly, the Trust regularly reviews its portfolio
and from time to time considers selling certain of its properties. For several
years the Trust has been seeking sites in its core markets suitable for the
construction of new retail properties. Several sites have been identified and
beginning in 1998 the Trust is focusing considerable time and resources on
ground up development.

The Trust's portfolio of properties has grown from 42 as of January 1, 1993
to 102 at December 31, 1997. During this five year period the Trust acquired 65
retail properties for approximately $648 million. During this same period five
shopping centers were sold. Also during this period the Trust spent over $224
million to renovate, expand, improve and retenant its properties. The majority
of the acquisitions were funded with cash. Of the properties not fully acquired
by cash, one was acquired by means of capital and ground leases, one was
acquired for common shares of the Trust and the assumption of a mortgage, one
was acquired for cash and the assumption of a municipal bond issue and the
others were acquired for cash with minority investments by third parties. This
growth was financed through borrowing and equity offerings, since each year the
Trust has distributed all or the majority of its cash provided by operating
activities to its shareholders.



The Trust's 101 retail properties, consisting of 56 shopping centers and 45
main street retail properties, are located in 14 states and the District of
Columbia. Twenty-one of the properties are located in the Washington, D.C.
metropolitan area; nineteen are in California; fourteen are in Connecticut;
eleven are in Pennsylvania, primarily in the Philadelphia area; ten are in New
Jersey; seven are in Illinois; three are in Virginia; four are in Massachusetts;
six are in New York; two are in Florida; and there is one in each of the
following states: Georgia, Michigan, North Carolina and Oregon. No single
property accounts for over 10% of the Trust's revenues.

The Trust has approximately 2,175 tenants, ranging from sole proprietors to
major national retailers; no one tenant or corporate group of tenants accounts
for 5% or more of revenue. The Trust's leases with these tenants are classified
as operating leases and typically are structured to include minimum rents,
percentage rents based on tenants' sales volumes and reimbursement of certain
operating expenses and real estate taxes.

The Trust continues to seek older, well-located shopping centers and retail
buildings to acquire and then to enhance their revenue potential through a
program of renovation, retenanting and remerchandising. The Trust has also
located sites where it intends to develop new retail properties. During each of
the years ended December 31, 1997, 1996 and 1995, retail properties have
contributed 96% of the Trust's total revenue.

The Trust amended its by-laws in 1996 to permit investments west of the
Mississippi River. Investments are not required to be based on specific
allocation by type of property. The extent to which the Trust might mortgage or
otherwise finance investments varies with the investment involved and the
economic climate.

The success of the Trust depends upon, among other factors, the trends of
the economy, including interest rates, construction costs, retailing trends,
income tax laws, increases or decreases in operating expenses, governmental
regulations, population trends, zoning laws, legislation and the ability of the
Trust to keep its properties leased at profitable levels. The Trust competes
for tenants with other real estate owners and the Trust's properties account for
only a small fraction of the retail space available for lease. The Trust
competes for investment opportunities and debt and equity capital with
individuals, partnerships, corporations, financial institutions, life insurance
companies, pension funds, trust funds and other real estate investment trusts.

Investments in real property create a potential for environmental liability
on the part of the current and previous owners of, or any mortgage lender on,
such real property. If hazardous substances are discovered on or emanating from
any property, the owner or operator of the property may be held liable for costs
and liabilities relating to such hazardous substances. The Trust has
environmental insurance on 65 of its properties. Subject to certain exclusions
and deductibles, the



insurance provides coverage for unidentified, pre-existing conditions and for
future contamination caused by tenants and third parties.

The Trust's current policy is to require an environmental study on each
property it seeks to acquire. On recent acquisitions, any substances identified
prior to closing which present an immediate environmental hazard have been or
are in the process of remediation. Costs related to the abatement of asbestos
which increase the value of Trust properties are capitalized. Other costs are
expensed. In 1997 and 1996 approximately $1.3 million and $970, 000,
respectively, of which $732,000 and $540,000, respectively, was capitalized
abatement costs, was spent on environmental matters. The Trust has budgeted
approximately $2.5 million for 1998 for environmental matters, a majority of
which is projected for asbestos abatement. (See Note 5 of Notes to Consolidated
Financial Statements.)

Current Developments

In 1997 the Trust acquired eighteen retail properties at a cost of $258.2
million. Five shopping centers were acquired: San Jose Town & Country Village in
San Jose, California for $42.8 million which is to be developed into a main
street project; Pike 7 Shopping Center in Tysons Corner, Virginia for $31.5
million; Magruder's and Courthouse Centers in Rockville, Maryland for a combined
price of $12.6 million; and Peninsula Shopping Center in Palos Verdes,
California for $43.5 million. Thirteen main street retail properties were
acquired: six properties in California for approximately $40.2 million; five
properties in New York for approximately $65.3 million; one property in
Portland, Oregon for $15.7 million; and one property in Chicago, Illinois for
$4.2 million. In addition the Trust invested $10.4 million in mortgage notes
receivable, most of which are convertible into ownership interests in the
properties by which they are secured.

Other real estate transactions during 1997 included the purchase of land
underlying four of its properties for approximately $14.4 million. The land had
previously been leased. The Trust also purchased two tracts of land in
Bethesda, Maryland for future development for approximately $6.6 million.

During 1997 the Trust spent $50.3 million in renovating, expanding and
retenanting its properties. These improvements included $9.4 million on the
redevelopment of Wynnewood Shopping Center; $5.1 million on the second phase of
the redevelopment of Brick Plaza; $4.5 million on the redevelopment of Troy
Shoppping Center; $2.3 million on the redevelopment of Crossroads Shopping
Center; and $3.1 million on the redevelopment of Gratiot Plaza.

The Trust initially funded the majority of its 1997 acquisitions, capital
improvement projects and investments in mortgages with borrowings under its
revolving credit facilities. Borrowings on these revolving credit facilities
were then repaid from long term debt and equity issues. On February 4, 1997 the
Trust sold 3 million common shares to an institutional investor for $28 per
share, netting $83.9 million. On July 29, 1997 the
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Trust sold $40 million of 6.82% Medium Term Notes, netting $39.8 million. On
October 6, 1997 the Trust issued 4 million 7.95% Series A Cumulative Redeemable
Preferred Shares at $25 per share in a public offering, netting approximately
$96.8 million.

At December 31, 1997 the Trust had 221 full-time employees.
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The following table sets forth information concerning each retail property in
which the Trust owns an equity interest or has a leasehold interest as of
December 31, 1997. Except as otherwise noted, retail properties are 100% owned
in fee by the Trust.

Number of
Tenants

Year Year
Completed Acquired Square Feet

Allwood 1958 1988 53,000 8
Cclifton, NJ 07013 (2)

Andorra 1953 1988 257,000 44
Philadelphia, PA 19128 (3)

Bala Cynwyd 1955 1993 279,000 27
Bala Cynwyd, PA 19004

Barracks Road 1958 1985 479,000 83
Charlottesville, VA 22905 (3)

Bethesda Row 1945-1991 1993 276,000 71
Bethesda, MD 20814 (2) (6)

Blue Star 1959 1988 392,000 32
wWatchung, NJ 07060 (2)

Brick Plaza 1958 1989 375,000 32
Brick Township, NJ 08723 (2)

Bristol 1959 1995 296,000 38

Bristol, CT 06010

Brunswick 1957 1988 262,000 23
North Brunswick, NJ 08902 (2)

Clifton 1959 1988 80,000 13

clifton, NJ 07013 (2)

Acres

23

22

39

55

42

22

22

Occupancy (1)
Overall/Economic

100% / 100%

97%

98%

98%

99%

98%

96%

98%

/ 97%

/ 98%

/ 97%

/ 99%

/ 97%

/ 94%

/ 98%

100% / 100%

96%

/ 96%

Principal
Tenants

Grand Union
Mandee Shop

Acme Markets
Andorra Theater

Lord & Taylor
Acme Markets

Harris Teeter
Kroger
Superfresh

Barnes and Noble
Giant Food
Giant Pharmacy

Caldor
Shop Rite
Toys R Us

A&P Supermarket
Sony Theatre
Steinbach's

Bradlees
Super Stop & Shop
TJ Maxx

Caldor
Grand Union
Schwartz Furniture

Acme Markets
Rickel Home Center



Congressional Plaza
Rockville, MD 20852

Courthouse Center

Rockville, MD 20852
Crossroads

Highland Park, IL
Dedham

Dedham, MA 02026

Eastgate

Chapel Hill, NC 27514

Ellisburg Circle
Cherry Hill, NJ

Escondido Promenade

Escondido, CA 92029

Falls Plaza

Falls Church, VA 22046

Feasterville

Feasterville, PA 19047

Federal Plaza
Rockville, MD 20852

Finley Square

Downers Grove, IL 60515

Flourtown
Flourtown, PA 19031

Fresh Meadows
Queens, NY 11365

60035

08034

Year

Completed Acquired

1970

1959

1959

1963

1959

1987

1962

1958

1970

1974

1957

1949

Year

1997

1993

1993

1986

1992

1996

1967

1980

1989

1995

1980

1997

Square Feet(1)

38,000

173,000

251, 000

159, 000

255, 000

223,000

63,000

104, 000

242,000

307,000

187,000

405, 000

Number of
Tenants

12

25

33

31

35

55

11

38

18

20

69

Acres

15

18

17

27

18

12

18

21

15

147

Occupancy (1)
Overall/Economic

100% / 99%

98% / 98%

99% / 99%

90% / 90%

100% / 99%

100% / 99%

92% / 92%

100% / 100%

94% / 94%

97% / 97%

100% / 90%

100% /100%

95% / 95%

Principal
Tenants

Buy Buy Baby
Fresh Fields
Tower Records

Rockville Interiors

Comp USA
Gold Standard Liquors
Golfsmith

Ames
Cherry & Webb

Food Lion
Southern Season

Bed, Bath & Beyond
Ross Dress For Less
Shop Rite

Toys R Us
TJ Maxx

Giant Food
CVS Pharmacy

office Max
Genuardi Markets

Comp USA
TJ Maxx

Bed, Bath & Beyond
Service Merchandise

K Mart
Genuardi Markets

Cineplex Odeon
Filene's
K Mart



Gaithersburg Square
Gaithersburg, MD 20878

Garden Market
Western Springs, IL 60558

Governor Plaza
Glen Burnie, MD 21961 (3)

Gratiot Plaza

Roseville, MI 48066
Hamilton
Hamilton, NJ 08690 (2)

Huntington
Huntington, NY 11746 (2)

Idylwood Plaza
Falls Church, VA 22030

Lancaster
Lancaster, PA 17601 (2)

Langhorne Square
Levittown, PA 19056

Laurel Centre
Laurel, MD 20707

Lawrence Park
Broomall, PA 19008 (2)

Loehmann's Plaza
Fairfax, VA 22042 (8)

Magruder's Center
Rockville, MD 20852 (5)

Year

Completed Acquired

1958

1963

1964

1961

1962

1991

1958

1966

1956

1972

1971

1955

Year

1994

1985

1973

1988

1988

1994

1980

1985

1986

1980

1983

1997

Square Feet(1)

134,000

252,000

149,000

185, 000

274,000

73,000

107, 000

208,000

384,000

340, 000

242,000

109, 000

Number of
Tenants

21

22

14

11

18

17

28

52

40

52

22

Acres

12

26

20

18

21

11

21

26

28

18

Occupancy (1)
Overall / Economic

94% / 81%

90% / 90%

99% / 99%

100% / 100%

100% / 100%

99% / 96%

100% / 100%

100% /100%

97% / 79%

86% / 86%

7% / 1%

98% / 97%

99% / 94%

Principal
Tenants

Borders Books
Bed, Bath &
Beyond

Dominick's

office Depot
Syms

Bed, Bath and
Beyond, Drug
Emporium

Shop Rite
Steven's
Furniture A.
C. Moore

Bed, Bath and
Beyond,
Service
Merchandise,
Toys R Us

Super Crown
Fresh Fields

Giant Eagle
A.C. Moore

Drug Emporium
Marshalls

Giant Food
Marshalls
Toys R Us

Acme Markets
Rickel Home
Center, TJ
Maxx

Loehmann's
Dress Shop
Linens N
Things

Magruder's
Tuesday
Morning



Mid-Pike Plaza
Rockville, MD 20852 (2)

Northeast
Philadelphia, PA 19114

Northeast Plaza
Atlanta, GA 30329

North Lake Commons
Lake Zurich, IL 60047

01d Keene Mill
Springfield, VA 22152

0ld Town Center
Los Gatos, CA 95030 (7) (10)

Pan Am
Fairfax, VA 22031

Park & Shop
Washington, DC 20036

Peninsula Center
Palos Verdes, CA 90274

Perring Plaza
Baltimore, MD 21134 (3)

Pike 7 Plaza
Vienna, VA 22180 (5)

150 Post Street
San Francisco, CA 94108

Queen Anne Plaza
Norwell, MA 02061

Mid-Pike Plaza
Rockville, MD 20852 (2)

Northeast

Philadelphia, PA 19114
Northeast Plaza

Atlanta, GA 30329
North Lake Commons

Lake Zurich, IL 60047

0ld Keene Mill
Springfield, VA 22152

0ld Town Center
Los Gatos, CA 95030 (7) (10)

Pan Am
Fairfax, VA 22031
Park & Shop
Washington, DC 20036
Peninsula Center

Palos Verdes, CA 90274

Perring Plaza
Baltimore, MD 21134 (3)

Pike 7 Plaza
Vienna, VA 22180 (5)

150 Post Street
San Francisco, CA 94108

Queen Anne Plaza
Norwell, MA 02061

Year Year
Completed Acquired Square Feet (1)

1963 1982 311,000
1959 1983 302,000
1952 1986 446,000
1989 1994 123,000
1968 1976 92,000
1962 1997 97,000
1979 1993 218,000
1930 1995 50,000
1962 1997 295,000
1963 1985 437,000
1968 1997 163,000
1965 1997 95,000
1967 1994 149,000

Principal

Tenants

Bally's Total Fitness
Filene's Basement
Toys R Us

Burlington Coat Factory
Marshalls

Publix
Cinema 12
Mars Music

Dominick's

Discount Pet Supermarket
Fresh Fields

Micro Center
Safeway
MJ Designs

Petco
Pizzeria Uno

In Shape
TJ Maxx
Von's Pavilions

Burlington Coat Factory
Home Depot
Metro Foods

Staples
TJ Maxx

Episode
wWilliams - Sonoma

TJ Maxx
Star Markets

Number of
Tenants

39

46

22

20

30

11

70

16

27

29

11

19

a4

13

11

25

24

27

13

18

Occupancy (1)
Overall / Economic

99% / 98%

98% / 98%

73% / 12%

95% / 95%

95% / 90%

n/a

96% / 95%

97% / 97%

94% / 94%

100% / 99%

100% / 100%

98% / 96%

100% / 100%
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Quince Orchard
Gaithersburg, MD 20877 (6)

Rutgers

Franklin, N.J. 08873 (2)
Saugus Plaza

Saugus, MA 01906
Shirlington

Arlington, VA 22206

Town & Country
San Jose, CA 95128 (7)

Troy

Parsippany-Troy, NJ 07054

Tysons Station
Falls Church, VA 22043

Uptown Shopping Center
Portland, OR 97210

West Falls
Falls Church, VA 22046

wildwood
Bethesda, MD 20814

williamsburg
williamsburg, VA 23187

Willow Grove
wWillow Grove, PA 19090

The Shops at Willow Lawn
Richmond, VA 23230

Year

Completed Acquired

1973

1976

1940

1962

1966

1954

Various

1960

1958

1961

1953

1957

11

Year

1988

1996

1995

1997

1980

1978

1997

1972

1969

1986

1984

1983

Square Feet

(1)

240,000

216,000

171, 000

361,000

320, 000

202,000

50, 000

100, 000

62,000

85, 000

250, 000

227,000

445,000

Number of
Tenants

17

44

97

20

16

67

16

35

32

30

111

Acres

27

19

16

39

19

13

21

14

37

Occupancy (1)
Overall/Economic

96% / 96%

95%

100%

98%

76%

99%

100%

98%

91%

100%

99%

98%

91%

/

95%

100%

98%

76%

99%

100%

98%

91%

100%

99%

98%

90%

Principal
Tenants

Circuit City
Dyncorp
MJ Designs

Edwards Super Food
K Mart

K Mart
Super Stop & Shop

Carlyle Grand Cafe
Cineplex Odeon

AMC Theatre
Courtesy Chevrolet
Playland

Comp USA
Pathmark
Toys R Us

Linens N Things

Elephant's Delicatessen
Zupan's Markets

Staples

CVS Pharmacy
Sutton Place Gourmet

Food Lion
Peebles
Rose's

Barnes and Noble
Marshalls
Toys R Us

Cineplex Odeon
Leggett Stores
Hannaford Brothers



Wynnewood
Wynnewood, PA 19096

Land for Development

Woodmont East
Bethesda, MD 20814

4929 Bethesda Avenue
Bethesda, MD 20814

Retail buildings

Thirteen buildings in CT

Seven buildings in Santa Monica, CA
Five buildings in San Diego, CA

Two buildings in CA (9)

Two buildings in FL
One building in MA
Four buildings in NY
One building in NJ
Three buildings in IL

(9)
(9)

(9)

Wynnewood
Wynnewood, PA 19096

Land for Development
Woodmont East
Bethesda, MD 20814

4929 Bethesda Avenue
Bethesda, MD 20814

Retail buildings
Thirteen buildings in CT

Seven buildings in Santa Monica, CA
Five buildings in San Diego, CA

(9)
(9)

Two buildings in CA (9)
Two buildings in FL
One building in MA
Four buildings in NY (9)

One building in NJ
Three buildings in IL

Year Year
Completed Acquired
1948 1996
1997
1997
1900-1991 1994- 1996

1888 - 1995 1996 - 1997
1888 - 1995 1996 - 1997

1922 1996 - 1997
1920 1996
1930 1995
1937 - 1987 1997
1940 1995
1920-1927 1995 - 1997
Principal
Tenants

Bed, Bath and Beyon
Food Fare

Barney's
Eddie Bauer
Saks Fifth Avenue

Express

Midway Theatre
Legg Mason
Foodstuffs
Gianni Versace

Number of

Square Feet (1) Tenants

260,000 19

1
231,000 94
125,000 24
65,000 1
21,000 9
28,000 10
12,000 8
86,000 22
11,000 2
24,000 4

d

but only

(1) Overall occupancy is expressed as a percentage of rentable square feet and
includes square feet covered by leases for stores not yet opened. Economic
occupancy is expressed as a percentage of rentable square feet,
includes leases currently generating rental income.

(2) The Trust has a leasehold interest in this property.

(3) The Trust owns a 99.9% partnership interest in this center.

(4) The Trust owns a 55.7% equity interest in this center.

(5) The Trust owns this property in a "downreit" partnership.

(6) The Trust owns this property subject to a ground lease.

(7) The Trust owns the controlling interest in this center. A minority owner
has an interest in the profits of the center.

(8) The Trust has a 1% general partnership interest and manages the
partnership. A 99% interest was sold to a limited partner.

(9) The Trust owns the general partnership interest in these buildings.

(10) The property is currently under redevelopment

(11) Occupancy is based on four occupied buildings. The other three buildings
are under redevelopment.

(12) All buildings are under redevelopment.

(13) Occupancy is based on one occupied building. The other building is under

redevelopment.
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Occupancy (1)

Acres Overall / Economic
16 85% / 85%
1
3750sf
98% / 98%
(11) 100% / 100%
(12) n/a
(13) 96% / 96%
100% / 100%
100% / 100%
95% / 93%
100% / 100%
86% / 86%



Apartments

The following table sets forth information concerning the Trust's apartment
development as of December 31, 1997 which is 100% owned by the Trust in fee.
This development is not subject to rent control.

Year Year
Property Completed Acquired Acres 1-BR 2-BR 3-BR Total Occupancy
Rollingwood 1960 1971 14 58 163 61 282 99%

Silver Spring, MD
9 three-story buildings
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The following table sets forth information concerning the Trust's apartment
development as of December 31, 1997 which is 100% owned by the Trust in fee.
This development is not subject to rent control.

Year Year
Property Completed Acquired Acres 1-BR 2-BR 3-BR Total Occupancy
Rollingwood 1960 1971 14 58 163 61 282 99%

Silver Spring, MD
9 three-story buildings
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None

Item 5. Market for Registrant's Common Equity and Related Stockholder Matters.

Market Quotations

Dividends

Quarter ended High Low Paid

December 31, 1997 $27 11/16 $ 25 $.43
September 30, 1997 27 1/4 24 9/16 .42
June 30, 1997 28 25 1/8 .42
March 31, 1997 28 3/4 25 3/4 .42
December 31, 1996 $28 3/4 $ 22 5/8 $.42
September 30, 1996 25 21 3/4 .41
June 30, 1996 23 1/8 20 1/2 .41
March 31, 1996 23 1/8 20 1/4 .41

The number of holders of record for Federal Realty's common shares of
beneficial interest at December 31, 1997 was 7,505.

For the years ended December 31, 1997 and 1996, $.19 and $.21,
respectively, of dividends paid on common shares represented a return of
capital.

Dividends declared on common shares per quarter during the last two fiscal
years were as follows:

Quarter Ended 1997 1996

March 31 $.42 $.41
June 30 .42 .41
September 30 .43 .42
December 31 .43 .42

The Trust's common shares of beneficial interest are listed on the New York
Stock Exchange.
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Item 6. Selected Financial Data.

In thousands, except per share data

YEAR ENDED DECEMBER 31,

1997 1996 1995 1994 1993
OPERATING DATA
Rental Income $188,529 $164,887 $142,841  $128,133 $105,948
Income before gain
on sale of real
estate and extra-
ordinary item 40,129 28,754 23,655 20,466 16,114
Gain (loss) on sale
of real estate 6,375 (12) (545) --- ---
Extraordinary item -
gain (loss) on early
extinguishment of
debt ---- --- --- --- 2,016
Net income 46,504 28,742 23,110 20, 466 18,130
Net income available for
common shareholders 44,627 28,742 23,110 20,466 18,130
Net cash provided
by operating
activities (1) 72,170 65,648 65,117 45,199 35,183
Dividends declared
on common shares 66,636 56,607 51,392 48,196 42,021
Weighted average number
of common shares
outstanding:
basic 38,475 33,175 31,481 30,267 26,559
diluted 38,988 33,573 31,860 30,679 27,009
PER SHARE:
Earnings per common share:
basic 1.16 .87 .73 .68 .68
diluted 1.14 .86 .72 .67 .67
Dividends declared
per common share 1.70 1.66 1.61 1.57 1.55
OTHER DATA
Funds from
Operations (2) 79,733 65,254 57,034 50,404 40,824
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BALANCE SHEET DATA
Real estate

at cost $1,453,639 $1,147,865 $1,009,682 $852,722 $758,088
Total assets 1,316,573 1,035,306 886,154 751,804 689,803

Mortgage and
capital lease

obligations 221,573 229,189 222,317 235,705 218,545
Notes payable 119,028 66,106 49,980 61,883 30,519
Senior notes 255,000 215,000 165,000 --- ---
Convertible

subordinated

debentures 75,289 75,289 75,289 75,289 115,167
Redeemable preferred

shares 100, 000 --- --- --- ---
Shareholders'

equity 553,810 388,885 327,468 343,222 283,059
Number of common shares
outstanding 39,148 35,886 32,160 31,609 28,018

(1) Determined in accordance with Financial Accounting Standards Board Statement
No. 95.

(2) Defined as income available for common shareholders before depreciation and
amortization of real estate assets and before extraordinary items and
significant nonrecurring events less gains on sale of real estate. Funds from
operations differs from net cash provided by operating activities primarily
because funds from operations does not include changes in operating assets and
liabilities. Funds from operations is a supplemental measure of performance
that does not replace net income as a measure of performance or net cash
provided by operating activities as a measure of liquidity.
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Management's Discussion and Analysis of Financial Condition and Results of
Operations

Liquidity and Capital Resources

Federal Realty meets its liquidity requirements through net cash provided
by operating activities, long term borrowing through debt offerings and
mortgages, medium and short term borrowing under revolving credit facilities,
and equity offerings. Because a significant portion of the Trust's net cash
provided by operating activities is distributed to shareholders, capital outlays
for property acquisitions, renovation projects and debt repayments require
funding from borrowing or equity offerings.

Operating activities generated $72.2 million in 1997, $65.6 million in 1996
and $65.1 million in 1995 of which $62.6 million, $52.1 million, and $47.9
million, respectively, was distributed to shareholders. Net cash provided by
operating activities increased from $65.6 million in 1996 to $72.2 million in
1997, principally due to an $11.4 million increase in income before gain on sale
of real estate and a $3.2 million increase in depreciation and amortization
offset by a $7.2 million increase in cash used for operating activities such as
accounts receivable, prepaid expenses and accounts payable. Net cash provided by
operating activities increased from $65.1 million in 1995 to $65.6 million in
1996, due principally to a $5.6 million increase in net income and a
$3.4 million increase in depreciation and amortization offset by an $8.5
million increase in cash used for operating activities such as accounts
receivable and prepaid expenses.

During the three year period 1995 through 1997, the Trust expended over
$568 million in cash to acquire properties and to improve its properties. 1In
addition, during the same period the Trust invested approximately $25 million in
mortgage notes receivable, many of which are convertible into ownership
interests in the properties by which they are secured. These expenditures were
primarily funded from the proceeds of various debt and equity transactions.

Over the past three years, the Trust expanded its acquisition efforts by
entering new geographic markets, primarily on the West Coast, by entering new
product markets with its acquisition of main street retail properties in
addition to shopping centers, and by increasing the volume of acquisitions. 1In
1997 the Trust acquired thirteen main street retail properties and five shopping
centers at an initial cost of $258.2 million. On January 22, 1997 the Trust
purchased a 5,000 square foot retail building in Chicago, Illinois for cash of
$4.2 million. On March 31, 1997 one of two partnerships, formed to purchase
property in California, purchased a 15,000 square foot building in Santa Monica,
California for $4.0 million and the other purchased a 20,000 square foot
building in San Diego, California for $850,000. On September 17, 1997 the
latter partnership purchased a second building in Hermosa Beach, California for
approximately $1.5 million in cash. On April 17, 1997 a partnership, which the
Trust had organized in December 1996, exercised its purchase option on a retail
building in Santa Monica, California. The total cost, including the buyout of
the existing tenant, was $7.1 million. In accordance with the provisions of the
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three partnership agreements, the Trust contributed 90% of the purchase costs to
the partnerships with the other 10% being contributed by the minority partners.

In 1997 two limited liability companies, 90% owned by the Trust, were
formed to acquire property in New York. On August 28, 1997, one of the
companies acquired three buildings in Forest Hills, New York for approximately
$12.6 million. On December 16, 1997 the other company purchased a fourth
building in Forest Hills for $3.4 million. The Trust contributed 90% of the
acquisiton costs in cash to the limited liability companies.

On September 26, 1997 the Trust purchased the Uptown Shopping Center in
Portland, Oregon which consists of 72,000 square feet of retail space and 47
apartment units for $15.7 million. The Trust funded the acquisition of Uptown
with proceeds from the sale of other properties. On October 22, 1997 a limited
liability company organized by the Trust acquired the 0ld Town Center in Los
Gatos, California for approximately $6.2 million. The property is currently
under development. The Trust contributed all but $400,000 of the purchase price
and will contribute all amounts necessary to fund the development. The minority
partner has an interest in the profits of the property after the Trust receives
a stated return on its investment in the property. On October 23, 1997 the
Trust purchased, for $20.5 million, a 109,000 square foot mixed use retail and
office building located at 150 Post Street in San Francisco, California. On
December 5, 1997 the Trust purchased the retail portion of the Fresh Meadows
complex in Queens, New York for $49.3 million. The 417,000 square foot retail
component consists of main street retail shops and two neighborhood strip
shopping centers.

On March 5, 1997 the Trust, through a limited liability company organized
by the Trust, purchased the 320,000 square foot San Jose Town & Country Village
Shopping Center in San Jose, California for $42.8 million in cash. Plans call
for the current shopping center to be demolished to allow the site to be
developed into a main street property. The other member of the limited
liability company has a minor interest in the profits. On March 31, 1997 the
159,000 square foot Pike 7 Shopping Center in Tysons Corner, Virginia was
purchased for $31.5 million by a partnership formed to own the center. The
Trust contributed $30.9 million to the partnership which was used to pay off
existing debt on the center. The other partners contributed the shopping center
and its existing debt in exchange for partnership units valued at $495,000 which
are exchangeable, at the option of the Trust, for cash or 18,074 common shares
of the Trust.

On December 17, 1997 a limited partnership, Federal Realty Partners L.P.,
organized by the Trust acquired the Magruder's Center and the Courthouse Center,
both located in Rockville, Maryland, for $12.6 million. The seller contributed
the properties to the limited partnership and received 481,378 partnership units
valued at $12.3 million and the Trust contributed $400,000 in cash. The
partnership units are exchangeable, at the option of the Trust, for cash or
common shares of the Trust. On December 29, 1997 the Trust purchased the
295,000 square foot Peninsula Shopping Center located in the Los Angeles,
California suburb of Palos Verdes for a cash purchase price of $43.5 million.
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The Trust made several other real estate acquisitions in 1997. On January
6, the Trust purchased the fee interest in Shillington, Troy and Feasterville
Shopping Centers for $1.9 million, $5.7 million and $2.2 million, respectively.
The Trust also contracted to purchase the fee interest in Lawrence Park Shopping
Center in June 1998 for $8.5 million. In connection with the purchase agreement
for Lawrence Park, the Trust, in January 1997, lent the seller $8.4 million at
8% which is due in June 1998. The Trust previously held these properties under
capital leases. On February 24, 1997 the Trust purchased a 16 acre tract of
land underlying part of the Shops at Willow Lawn for $4.6 million in cash. On
June 3, 1997 the Trust exercised its purchase option on a parcel of land
adjacent to its Bethesda Row property in Bethesda, Maryland for $5.8 million in
cash. The land will be used for future development. In connection with the
purchase, a $3.6 million mortgage which the Trust had made to the seller in 1996
was repaid. On July 16, 1997 the Trust purchased a 3,750 square foot parcel of
land in Bethesda, Maryland for approximately $800,000. The land, on which there
is a vacant retail building, was purchased in order to allow future expansion of
the Trust's Bethesda Row property. Proceeds from the sale of other Trust
properties were used to fund the acquisition of the two Bethesda purchases.

In 1997 the Trust invested $50.3 million in improvements to its properties;
these improvements included: (1) $9.4 million for the redevelopment of Wynnewood
Shopping Center; (2) $5.1 million for the second phase of the redevelopment of
Brick Plaza; (3) $4.5 million for the redevelopment of Troy Shopping Center; (4)
$2.3 million for the redevelopment of Crossroads Shopping Center; and (5) $3.1
million for the redevelopment of Gratiot Plaza.

Oon April 24, 1997 the Trust purchased Terranomics Retail Services, a
property management and brokerage company, for approximately $2.0 million, to
provide it with leasing and property management services on the west coast.

In 1996 the Trust acquired $105.6 million of retail property, comprised of
three shopping centers and fourteen retail buildings. On October 1, the Trust
acquired Saugus Plaza Shopping Center, located in metropolitan Boston,
Massachusetts for $12.7 million in cash. On October 29, 1996 Wynnewood Shopping
Center in suburban Philadelphia, Pennsylvania was purchased for a total cash
cost of $21.8 million. On December 31, 1996 the Trust acquired the controlling
interest in a Limited Liability Company formed to own Escondido Promenade in
suburban San Diego, California for $14.2 million in cash. The $23.5 million
center is encumbered by $9.4 million of municipal bonds. The bonds, which
mature October 1, 2016, bear interest at a variable rate determined weekly to be
the interest rate which would enable the bonds to be remarketed at 100% of their
principal amount. The bonds are redeemable on demand by the holders and if they
cannot be resold, will be due. The other member of the Limited Liability
Company, who is related to the developer of the property, has a minor interest
in the profits of the company.

On February 28, 1996 the Trust purchased, for cash, two retail buildings in
winter Park, Florida for a cost of $6.8 million. 1In
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1996 the Trust purchased two buildings in Greenwich, Connecticut, one for $3.2
million in cash on May 6 and another for $9.5 million in cash on June 4. On
December 31, 1996 the Trust made an investment of $17.6 million for the general
partnership interest in two partnerships, one of which owns ten main street
retail buildings and the other of which owned a purchase option on a street
retail building. The ten buildings, valued at $28 million, are located in
Pasadena, Santa Monica and San Diego, California. Nine of the ten buildings are
scheduled to be renovated and retenanted. The Trust is contributing 90% of
future capital costs. The limited partners who contributed $10.4 million to the
partnerships will receive a cumulative return of $762,000 per year. All
remaining income and cash available for distribution will be allocated 90% to
the Trust and 10% to the minority partners until each receives a return of 10%
on its deemed investment and then 60% to the Trust and 40% to the minority
partner.

During 1996 the Trust invested $42.4 million in improvements to its
properties; these improvements included: (1) $11.5 on the final tenant work and
construction of an additional 30,000 square feet at Congressional Plaza, which
includes the Trust's corporate offices; (2) $4.7 million on the redevelopment
and expansion of a portion of Bethesda Row; (3) $3.9 million on the
redevelopment of Brick Plaza which was begun in 1995; and (4) $2.3 million to
buy out below market leases.

The Trust purchased 19 retail properties during 1995 for a total cost of
$120.6 million. The Trust also purchased a building abutting Flourtown Shopping
Center, one of its existing centers, for $3.1 million. Finley Square Shopping
Center in suburban Chicago was purchased on April 27, 1995 for $18.8 million in
cash; Bristol Shopping Center in Bristol, Connecticut was purchased on September
22, 1995 for $19.6 million, by assuming a $11.3 million mortgage and by issuing
337,527 common shares valued at $7.3 million with the balance in cash; Park &
Shop Center in Washington, D.C. was purchased on December 1, 1995 for $11.2
million in cash; and on December 21, 1995 Shirlington Shopping Center in
Arlington, Virginia was purchased for $23.5 million in cash. The retail
building acquisitions during 1995 were as follows: seven buildings in West
Hartford, Connecticut for $15.3 million; two buildings in Greenwich, Connecticut
for $14.9 million; one building in Westport, Connecticut for $5.7 million; one
building in Brookline, Massachusetts for $3.8 million; one building in
Westfield, New Jersey for $2.2 million; two buildings in Evanston, Illinois for
$3.6 million and one building in Bethesda, Maryland, for $2.0 million.

During 1995, $33.8 million was expended on improvements to Trust
properties. These improvements included: (1)$3.8 million on the redevelopment
of Congressional Plaza in Rockville, Maryland; (2)$5.5 million to complete the
redevelopment and retenanting of Gaithersburg Square in Gaithersburg, Maryland;
and (3)%$5.8 million for the first phase of the renovation of Brick Plaza in
Brick, New Jersey.

The majority of these acquisitions and improvements, as well as debt
repayment requirements, were initially financed with borrowings under the
Trust's revolving credit facilities. The Trust uses these credit facilities to
fund acquisitions and other cash requirements
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until conditions are favorable for issuing equity or long term debt. 1In
December 1997 the Trust replaced its unsecured medium term revolving credit
facilities with four banks with a five year syndicated line, thereby increasing
the aggregate amount available from $135 million to $300 million and decreasing
the interest rate from LIBOR plus 75 basis points to LIBOR plus 65 basis points.
The sydicated line, as did the prior credit facilities, requires fees and has
various covenants including the maintenance of a minimum shareholders' equity
and a maximum ratio of debt to net worth. At December 31, 1997, 1996 and 1995,
$114.8 million, $59.4 million and $40.1 million, respectively, was borrowed
under these facilities. The maximum amount borrowed under these facilities
during 1997, 1996 and 1995 was $114.8 million, $76.2 million and $66.8 million,
respectively. The weighted average interest rate on borrowings during 1997,
1996 and 1995 was 6.5%, 6.4%, and 6.9%, respectively.

Borrowings on these revolving credit facilities were repaid from a variety
of long term debt and equity issues. On February 4, 1997 the Trust sold 3
million common shares to an institutional investor for $28 per share, netting
$83.9 million. On July 29, 1997 the Trust sold $40 million of 6.82% Medium Term
Notes, netting approximately $39.8 million. On October 6, 1997 the Trust issued
4 million 7.95% Series A Cumulative Redeemable Preferred Shares at $25 per share
in a public offering, netting approximately $96.8 million.

In August 1996 the Trust issued $50.0 million of 7.48% Debentures due
August 15, 2026, netting approximately $49.8 million. The debentures, which pay
interest semiannually on February 15 and August 15, are redeemable at par at the
option of the holders on August 15, 2008 and by the Trust at any time
thereafter. On May 24, 1996 the Trust sold 1.8 million shares at $22 per share
to an institutional investor, netting approximately $39.3 million. On December
13, 1996 the Trust sold another 1.6 million shares to the public at $27 7/8 per
share, netting $42.9 million.

During 1995 the Trust issued $165 million of senior notes: $100.0 million
at 8 7/8% interest in January, netting proceeds of approximately $98.9 million;
$25.0 million at 8% interest in April, netting approximately $24.9 million; and
$40.0 million at 6 5/8% interest in December, netting approximately $39.6
million. In January 1995 the Trust repaid a $22.5 million mortgage which had
been borrowed in 1994 and a $1.1 million note issued in connection with the
purchase of Queen Anne Plaza in 1994.

In order to minimize the risk of changes in interest rates, in connection
with certain debt issues the Trust enters into interest rate hedge agreements.
The cost or gain on the hedges is recognized as a component of interest expense
over the life of the financing. There were no open agreements at December 31,
1997, but in January 1998 the Trust purchased a Treasury Yield Hedge (notional
amount of $50 million) in anticipation of a planned refinancing. The agreement
terminates on March 11, 1998.

The Trust has budgeted approximately $75.0 million for capital
improvements to its properties in 1998. These improvements include: (1) $12.0
million for the redevelopment of 0ld Town Center; (2) $9.7 million to renovate
and retenant certain of the San Diego and Santa Monica main street retail
properties; (3) $6.7 million to
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renovate Feasterville Shopping Center; and (4) $4.1 million to complete the
renovation and expansion of Gratiot Plaza.

The Trust's long term debt has varying maturity dates and in a number of
instances includes balloon payments or other contractual provisions that could
require significant repayments during a particular period. Balloon mortgage
obligations of $53.5 million are due in 1998.

The Trust plans to acquire additional shopping centers and main street
retail buildings. Additionally, the Trust has located sites in its core markets
where it intends to build new retail properties.

The Trust will need additional capital in order to fund these acquisitions,
expansions, developments and refinancings. Sources of this funding may be
additional debt and additional equity. The timing and choice between additional
debt or equity will depend upon many factors, including the market price for the
Trust's shares, interest rates and the Trust's ratio of debt to net worth. The
Trust believes, based on past experience, that it has the access to the capital
markets needed to raise this capital.

On March 10, 1998 the Trust issued $80 million of Medium Term Notes;
$39.5 million at 6.74% interest due in 2004 and $40.5 million at 6.99% due
in 2006.

Contingencies

As previously reported, certain of the Trust's shopping centers have some
environmental contamination. The Trust has retained an environmental consultant
to investigate contamination at a shopping center in New Jersey. The Trust is
evaluating whether it has insurance coverage for this matter. Although the
Trust is still investigating the chlorinated solvent contamination in response
to NJDEP directives, information collected to date indicates that remediation of
this contamination is not likely to have a material effect upon the Trust's
financial condition. The Trust has also identified chlorinated solvent
contamination at another property. The contamination appears to be linked to the
current and/or previous dry cleaner. The Trust intends to look to the
responsible parties for any remediation effort. Evaluation of this situation is
preliminary and it is impossible, at this time, to estimate the range of
remediation costs, if any.

On December 4, 1997 the Trust purchased the retail portion of a mixed use
property located in Queens, New York. Environmental studies performed prior to
the acquisition identified petroleum and solvent contamination in the soil and
groundwater at various locations at the property. Additional investigation as
to the nature and extent of contamination is required at this property.

Although the seller states that it is not responsible for this investigation or
remediation, the Trust disagrees and intends to pursue the seller to enforce its
obligations with respect to contamination at the property. At this time, the
Trust is unable to determine what impact, if any, this situation will have on
the Trust's financial condition.

Pursuant to the provisions of the respective partnership agreements, in the
event of the exercise of put options by the other partners, the Trust would be
required to purchase the 99% limited
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partnership interest at Loehmann's Plaza at its then fair market value and an
18.75% interest at Congressional Plaza at its then fair market value.

Under the terms of certain partnerships, if certain leasing and revenue
levels are obtained for the properties, the limited partners may require the
Trust to purchase their partnership interests at a formula price based upon net
operating income. The purchase price may be paid in cash or common shares of
the Trust, at the election of the limited partners. If the limited partners do
not redeem their interest, the Trust may choose to purchase the limited
partnership interests upon the same terms. Under the terms of another
partnership, the partners may exchange their 481,378 operating partnership units
into cash or common shares of the Trust, at the option of the Trust.

The Trust is currently working to resolve the potential impact of the year
2000 on the processing of information by the Trust's computerized information
systems as well as the potential impact on the operations of its real estate
properties by computerized components of its buildings' operating systems.
Based on preliminary information, costs of addressing and solving potential
problems are not expected to have a material adverse impact on the Trust's
financial position. However, if the Trust's vendors are unable to resolve
certain processing issues surrounding services and parts supplied to the Trust's
properties, there could be a financial risk. The Trust is making plans to
resolve its significant year 2000 issues in a timely manner.

Results of Operations

Net income and funds from operations have been affected by the Trust's
recent acquisition, redevelopment and financing activities. The Trust has
historically reported its funds from operations in addition to its net income
and net cash provided by operating activities. Funds from operations is a
supplemental measure of real estate companies' operating performance which
excludes historical cost depreciation, since real estate values have
historically risen and fallen with market conditions rather than over time. The
National Association of Real Estate Investment Trusts (NAREIT) defines funds
from operations as follows: income available for common shareholders before
depreciation and amortization of real estate assets and before extraordinary
items and significant non-recurring events less gains on sale of real estate.
Funds from operations does not replace net income as a measure of performance or
net cash provided by operating activities as a measure of liquidity. Rather,
funds from operations has been adopted by real estate investment trusts to
provide a consistent measure of operating performance in the industry.
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The reconciliation of net income to funds from operations is as follows:

Year ended December 31,
(in thousands)

1997 1996 1995

Net income available for

common shareholders $44,627 $28,742 $23,110
Depreciation and amortization

of real estate assets 37,281 34,128 30,986
Amortization of initial direct

costs of leases 2,249 2,372 2,393
(Gain) loss on sale of real estate

and non-recurring items (4,424) 12 545
Funds from operations for $79,733 $65,254 $57,034

common shareholders

The Trust's retail leases generally provide for minimum rents with periodic
increases. Most retail tenants pay a majority of on-site operating expenses and
real estate taxes. Many leases also contain a percentage rent clause which
calls for additional rents based on tenant sales, so that at a given sales
volume, if prices increase, so does rental income. These features in the Trust
leases reduce the Trust's exposure to higher costs caused by inflation, although
inflation has not been significant in recent years.

1997 VS. 1996

Rental income, which consists of minimum rent, percentage rent and cost
recoveries, increased 14.3% in 1997 to $188.5 million from $164.9 million in
1996. If properties acquired and sold in 1996 and 1997 are excluded, rental
income increased 4.8%. Minimum rents increased 13.8% in 1997 from $131.5 million
in 1996 to $149.6 million in 1997. If properties acquired and sold in 1996 and
1997 are excluded, minimum rents increased 3.9%. Thirty-nine percent of the
increase in minimum rent in 1997 was from Brick Plaza, Congressional Plaza and
Bethesda Row, all of which have recently been redeveloped and retenanted. Cost
reimbursements consist of tenant reimbursements of real estate taxes (real
estate tax recovery) and common area maintenance expenses (CAM recovery). After
removing the effect of properties acquired and sold in 1996 and 1997, real
estate tax recovery increased 6%, principally due to reassessments on recently
renovated and purchased properties. CAM recovery, excluding 1996 and 1997
acquisitions and dispositions, increased 14% from 1996 to 1997, principally due
to increased recovery from properties recently purchased or under redevelopment
in 1996.

Other property income includes items which tend to fluctuate from period to
period, such as utility reimbursements, telephone income, merchant association
dues, lease termination fees, 