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Saul Centers is a self-managed, self-administered
equity REIT headquartered in Bethesda, Maryland.
Saul Centers currently operates and manages a real
estate portfolio comprised of 60 properties which
includes (a) 56 community and neighborhood
shopping centers and mixed-use properties

with approximately 9.3 million square feet

of leasable area and (b) four land and
development properties. Over 85% of the
Company'’s property operating income is
generated from properties in the metropolitan
Washington, DC/Baltimore area.

TOTAL REVENUE

(In millions)

2018 | $228.2
VA YE
2016 | $217.1
2015 | $209.1
2014 | $207.1

NET INCOME
Available to Common Stockholders
(In millions)

2018 | $36.0
2017 | $35.9
2016 | $32.9
2015 | $30.1
2014 | $32.1

FUNDS FROM OPERATIONS
Available to Common Shareholders*
(In millions)

2018 | $93.8

2017 | $93.9

2016 | $87.7

2015 | $83.8

2014 | $78.3

*
g
S
&
o
IS}
3
o

s}
Q
Q
=
S
S
1%}
=
3
S
>
Q
>
IS}
3
£
]

=
S
S
S
Q.
2

measure. The term Common Shareholders means common
stockholders and holders of noncontrolling interests. See
page 27 for a definition of FFO and reconciliation from
Net Income.



Portfolio Composition Based on 2018 Property Operating Income?

75.6%

Shopping Centers

24.4%

Mixed-Use

85.3%

Metropolitan
Washington, DC/
Baltimore area

14.7%

Rest of U.S.

) Property Operating Income equals total property revenue less the sum of property operating expenses, provision for credit losses and real estate taxes.

Year ended December 31,

2018 2017 2016 2015 2014
Summary Financial Data
Total Revenue $ 228,176,000 $ 227,285,000 217,070,000 $ 209,077,000 § 207,092,000
Net Income Available to
Common Stockholders $ 35964,000 $ 35,882,000 32,904,000 § 30,093,000 $ 32,102,000
FFO Available to Common
Shareholders $ 93,821,000 $ 93,987,000 87,749,000 S 83,815000 $ 78,281,000
Weighted Average Common
Stock Outstanding (Diluted) 22,425,000 22,008,000 21,615,000 21,196,000 20,821,000
Weighted Average Common Stock
and Units Outstanding 30,156,000 29,511,000 28,990,000 28,449,000 27,977,000
Net Income Per Share Available to
Common Stockholders (Diluted) S 160 S 1.63 152 § 142 S 1.54
FFO Per Share Available to Common
Shareholders (Diluted) S 311§ 3.18 3.03 9§ 295 9§ 2.80
Common Dividend as a Percentage
of FFO 66% 64% 61% 57% 56%
Interest Expense Coverage? 3.53x 3.35x 3.29x 3.24x 3.15x
Property Data
Number of Operating Properties® 56 55 55 56 56
Total Portfolio Square Feet 9,300,000 9,230,000 9,362,000 9,350,000 9,339,000
Shopping Center Square Feet 7,750,000 7,750,000 7,882,000 7,897,000 7,886,000
Mixed-Use Square Feet 1,550,000 1,480,000 1,480,000 1,453,000 1,453,000
Average Percentage Leased 95% 95% 95% 95% 94%

@ Interest expense coverage equals (i) operating income before the sum of interest expense and amortization of deferred debt costs,
predevelopment expenses, acquisition related costs, and depreciation and amortization of deferred leasing costs divided by (ii)

interest expense.

® Excludes land and development parcels (Ashland Square Phase I, New Market and Park Van Ness in 2014 and 2015, and Ashland
Square Phase Il, New Market and N. Glebe Road in 2016, 2017 and 2018). Burtonsville Town Square was acquired in January 2017, and
7316 Wisconsin Avenue was acquired September 2018. Crosstown Business Center was sold in December 2016, and Great Eastern was
sold in September 2017. Crosstown Business Center was sold in December 2016, and Great Eastern was sold in September 2017.

© Average percentage leased includes commercial space only.
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BROADLANDS VILLAGE, ASHBURN, VA

In 2018, operating fundamentals remained solid at Saul Centers’ properties. We successfully
re-tenanted our two anchor grocery vacancies, and achieved a five-year high leasing rate of
92.8% in small shop retail spaces. As a result, we ended 2018 with an overall commercial
portfolio leasing rate of 95.5%. In addition, on a same-space basis, minimum rents
were 1.3% higher on all new and renewed leases within our retail and office portfolios.
Likewise, our residential portfolio was strong, at over 98% leased. Nevertheless, during
2018, global economic and political uncertainty contributed to volatility in interest rates
and equity markets, culminating with a decline in many of the major equity indices. The
price of Saul Centers’ common stock followed general market trends and, like other REIT

stocks, fell at year end.

Capital Markets Accomplishments
During the first quarter of 2018, we increased
our bank financing commitments to $400 million
from $275 million. The new facility includes a
$75 million term loan and a $325 million revolving
credit line. We also expanded our banking group
to six from four national and regional banks.

Also during the first quarter, we replaced 42%
of our 67/8% Series C preferred stock with a
new issuance of 6'/8% Series D preferred stock,
reducing our annual preferred dividend obligation
by $560,000 per year.

Laterin 2018, we closed $54.9 million of mortgages
in order to pay notes scheduled to mature
either during 2018 or 2019. These mortgage
refinancings, combined with the preferred stock
transaction, reduced our weighted average cost
of mortgage debt and preferred equity capital
to 5.41% at year-end 2018 from 5.52% at
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year-end 2017, representing a $1.2 million annual
reduction in combined interest payments and
preferred stock dividends. Availability under our
revolving credit line was more than $190 million
at year-end 2018, after funding over $55 million
of construction costs at our 750 N. Glebe Road
development, and acquiring our 7316 Wisconsin
Avenue development site in Bethesda, Maryland
for $40.7 million.

Developments and Acquisitions

The liquidity created through our 2018 capital
markets initiatives allows wus to continue
supplementing our core operating performance
with developments, expansions, and acquisitions,
as opportunities are identified. During 2018, we
substantially completed the shell construction
of a 16,000 square foot small shop expansion
of our Giant Food anchored Burtonsville Town
Square shopping center in Montgomery County,
Maryland. Construction of interior improvements
in the expansion building is currently underway.
We have executed leases for 55% of the space
and we have prospects for an additional 3,900
square feet. Initial tenant openings are scheduled
to occur during the first quarter of 2019. In
addition, we have recently executed a lease with
Taco Bell, who will construct a free-standing
building on a pad site.

In November 2018, we commenced site work
construction on the 88,000 square foot Ashbrook
Marketplace, a neighborhood shopping center
in Ashburn, Virginia, which is scheduled to open
in early 2020. We have executed a lease for a

- et

CONSTRUCTION IN PROGRESS

29,000 square foot Lidl grocery store to anchor
the center. We have also executed a gas station
pad lease and various shop space leases bringing
our overall pre-leasing totals to 44% of the
planned space. Lease negotiations are in progress
for an additional 12,000 square feet of space.

In late March 2019, we plan to commence
development of a pad site expansion on vacant
land owned at our Lansdowne Town Center in
Ashburn, Virginia. A ground lease with Chick-fil-A
has been executed for one pad with the building
to be constructed by the tenant. We have also
executed a lease with Starbucks for another pad,
on which we will construct their base building.
Both tenants are projected to be operational by
early 2020.

750 N. Glebe Road, our largest mixed-use
development to date, is under construction within
two blocks of the Ballston Metro Station in
Arlington, Virginia. The concrete structure is
complete and pre-cast concrete panels, masonry
and windows are being installed. Interior framing,
electrical, plumbing, life safety systems, and HVAC
work are also well underway. The development
is scheduled for substantial completion in early
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2020. Upon completion, the buildings will feature
four distinct architectural facade designs, complete
with three residential lobbies, an expansive state
of the art courtyard with outdoor seating and
cooking facilities, a fitness center, community
rooms, and a rooftop swimming pool. Retail
leases have been executed for a 41,500 square
foot Target store and 9,000 square feet of shop
space, resulting in 84% of the retail space being
pre-leased. With its 490 apartment units and
60,000 square feet street-level retail space, 750
N. Glebe Road will be a significant addition to our
mixed-use portfolio.

Late in 2018, we purchased 7316 Wisconsin
Avenue and an interest in an adjacent parcel
located at 4800 Hampden Lane in Bethesda,
Maryland. The site is well located at the future
Maryland Transit Administration Purple Line
Station and the Metro Red Line Station extension,
both currently under construction. The combined
properties have mixed-use development potential
of up to 365 apartment units and 10,000 square
feet of street level retail pursuant to the approved
Bethesda Downtown Plan. We have engaged
architects and engineers, and have commenced
design review hearings and sketch plan filings with
Montgomery County as required in the site plan
and building permit process.

Including two assemblages of land totaling 17.9
acres at the White Flint and Twinbrook Red Line
Metro Stations in Montgomery County, Maryland,
our development pipeline currently includes up
to 2,450 apartments and 630,000 square feet of
commercial office and retail space, all in various
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7316 WISCONSIN AVENUE, BETHESDA, MD (ARTIST’'S RENDERING)

planning stages. We will continue to move
through the pre-development community approval
processes while concurrently evaluating the supply
and demand metrics of each sub-market before
selecting our next mixed-use construction start,
following 750 N. Glebe Road and 7316 Wisconsin
Avenue.

2018 Financial Results

Total revenue increased to $228.2 million, a $0.9
million increase over the prior year. Operating
income was $62.6 million compared to $60.6
million a year earlier and net income available to
common stockholders was $36.0 million, compared
to $35.9 million in 2017. The public real estate
industry’s key performance measure, Funds From
Operations (FFO) available to common stockholders
and non-controlling interests, decreased 0.2% to
$93.8 million (§3.11 per diluted share) in 2018
from $94.0 million (§3.18 per diluted share) in
2017. The 2018 FFO decrease was primarily due
to a) the net impact of 2017 anchor tenant lease
terminations at Broadlands Village and Kentlands
Square Il shopping centers ($3.5 million) and b) the
extinguishment of issuance costs upon redemption
of preferred shares ($2.3 million) partially offset
by ¢ higher base rent ($3.6 million) and d)
lower interest and amortization of debt expense
($2.2 million). Same property operating income
decreased 0.4% in 2018 as compared to 2017.
Shopping center same property operating income
decreased $1.5 million, primarily due to a) the
$3.5 million net impact of the 2017 anchor lease
terminations and b) $0.6 million of higher property
operating expenses and real estate taxes, net of
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SOUTHDALE, GLEN BURNIE, MD

tenant recoveries, partially offset by c) higher base
rent of $2.8 million. Mixed-use same property
operating income increased by 1.9% primarily due
to solid residential results.

Shopping Center Performance

With 76% of our shopping center property
operating income derived from grocery-anchored
centers, neighborhood and community shopping
center operations remains our core business.

While the uses and sizes of retail tenants continue
to change in response to the continued expansion
of internet competition, our overall shopping
center leasing rate at year end was a healthy 96%.
The intensity of competition amongst grocery
stores continued throughout 2018. New market
entries such as Lidl, the increased presence of
Target and Walmart in the grocery business, and
pricing pressure from on-line grocery shopping
options continue to drive increased competition.
Despite these forces, our same store anchor
grocery sales decreased by only 0.9% during
2018, evidencing the importance of strong grocery
anchors within neighborhood and community
shopping centers to support continued healthy
traffic to their tenants.

Our centers anchored by market leaders such as
Giant, Publix, Kroger and Harris Teeter provide
47% of our shopping center property operating
income. With twenty-six of our centers anchored
by a national grocer reporting an average sales
volume of over $500 per square foot, our shopping
center portfolio results rely heavily on the traffic
generated from our grocery anchors.

Primarily fueling our property operating income
growth in 2018 was an improved overall leasing
rate to 96.0% at year-end 2018 from 94.3% at
year-end 2017. The leasing rate in small shop
space, defined as spaces that are less than 10,000
square feet, rose to 92.8% at year-end 2018, from
91.2% the prior year. Small shops comprise only
31.4% of shopping center square footage, but
they produce 49% of annualized shopping center
minimum rent. The 92.8% small shop leasing
rate marked the highest year-end rate since
pre-recession totals in 2007. Also contributing
to this growth was a strong 78% renewal
rate, as measured by expiring annualized
minimum rent.  The renewal rate of 78%
exceeded our five year average of 76%. Growth
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in shopping center net operating income was also
a result of same space rental rate increases of
2.6% over expiring or previous rents on 1.4 million
square feet of space, representing $24.5 million
of annualized minimum rents. Following the
decline in rents during the recession years (2009
through 2011), rents began to increase in 2012.
Rent growth has averaged 2.7% since then.

The majority of our $1.5 million decline in 2018 in
shopping center same property operating income
was caused by the $3.5 million net impact that
resulted from our 2017 anchor tenant lease
terminations at Kentlands Square II (K-Mart) and
Broadlands Village (Safeway). Adjusting for that
impact, shopping center same property operating
income grew by $2.0 million. The full positive
revenue impact of our re-tenanting of K-Mart to
At Home and Safeway to Aldi and LA Fitness will
begin to be recognized when LA Fitness begins
operations, projected to occur during the fourth
quarter 2019.

Another driver of shopping center property
operating income growth is pad site development.
We had one new pad commence rent in 2018
and we have executed a total of five additional
pad leases, with aggregate annualized rents of
$675,000, which are projected to commence
during 2019 and 2020. With capital costs
expected to total $4.5 million, these expansions
are expected to yield an attractive 15% cash-on-
cash return on investment.

—

BURTONSVILLE TOWN SQUARE, BURTONSVILLE, MD

Mixed-Use Portfolio Results

After averaging 91.1% for the five-year period
prior to 2017, our commercial leasing rate on a
same property basis in our mixed-use portfolio
ended 2018 at approximately 94% for the
second straight year. Mixed-Use same property
net operating income increased by $800,000 or
1.9%, in 2018 compared to 2017. This increase,
primarily due to a full year of stabilized operations
of Park Van Ness and a strong 2018 leasing rate
for both of our apartment projects as of December
31, 2018, was 98.2%.

Residential rents were unchanged over expiring
rents for new leases signed in 2018, after
decreasing 0.8% during 2017. Office sub-markets
in the Washington, DC metropolitan area continue
to be challenging, with high rent concession
packages and pressure on rental rates. Same
space office rents decreased by 8.0% compared
to expiring rents for the 99,000 square feet of
office leases executed in 2018, the tenth straight
year of rent declines. During 2019, only 12 office
leases comprising 75,000 square feet of space are
scheduled to expire, representing $2.6 million of
annualized base rent, thus minimizing continued
rental rate declines into the near future.
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PALM SPRINGS CENTER, ALTAMONTE SPRINGS, FL

Capital Structure

We completed three 15-year mortgage
refinancings over the past six months totaling $77
million, at a weighted average interest rate of
4.56%. After paying off a total of $12.7 million of
maturing notes in January 2019, $12.2 million of
debt now matures in 2019. In total, over the next
five years, $131 million of our mortgage debt will
mature, which has a weighted average interest
rate of 5.75%. Our year-end 2018 leverage ratio
was 38.8%, based on debt to total capitalization.
As of February 28, 2019, we have $192 million
available to draw under our revolving credit
line, and equity raised through our dividend
reinvestment plan has averaged $16 million
per year over the past three years. We believe
availability under our credit facility, proceeds from
our dividend reinvestment plan and our operating
cash flow will provide adequate liquidity to fund
our proposed development pipeline over the
coming years.

Our compounded annual total return to
shareholders over the more than 25 years since
our 1993 initial public offering totaled 9.8% per
year at December 31, 2018, including the general
decline in REIT share prices in late 2018. This
return is approximately 70 basis points more than
the 9.1% annual return of the S&P 500 over the
same period.

Looking ahead, we anticipate the successful
completion of construction of 750 N. Glebe Road
during the next 12 months. This development will
increase our transit-oriented luxury apartment
inventory to over 1,000 units. Additionally, we will
deploy smaller amounts of capital into selective
grocery anchored shopping center construction
and small shop and pad site expansion of existing
shopping centers, while continuing to develop
urban transit-centric, mixed-use projects as
opportunities arise.

On behalf of our Board, we continue to
acknowledge the dedication, loyalty and hard
work of our professional staff which produced
the results that have allowed our shareholders
an opportunity to participate in a long-term
successful real estate investment. And we thank
our shareholders for your confidence and support.

For

W S

B. Francis Saul I
March 12, 2019

SAUL CENTERS, INC. 2018 ANNUAL REPORT | WWW.SAULCENTERS.COM

mm>'0‘

~N



Portfolio Properties %

As of December 31, 2018, Saul Centers’
portfolio properties were located in Virginia,
Maryland, Washington, DC, North Carolina,
Delaware, Florida, Georgia, New Jersey and
Oklahoma. Properties in the metropolitan

Washington, DC/ Baltimore area represent over

81% of the portfolio’s gross leasable area.

GROSS LEASABLE GROSS LEASABLE
PROPERTY/LOCATION SQUARE FEET PROPERTY/LOCATION SQUARE FEET
Shopping Centers Olney, Olney, MD 53,765
Ashburn Village, Ashburn, VA 221,596 Orchard Park, Dunwoody, GA 87,365
Ashland Square Phase I, Dumfries, VA 23,120 Palm Springs Center, Altamonte Springs, FL 126,446
Beacon Center, Alexandria, VA 356,971 Ravenwood, Baltimore, MD 93,328
BJ's Wholesale Club, Alexandria, VA 115,660 11503 Rockville Pk / 5541 Nicholson Ln, Rockville, MD 40,249
Boca Valley Plaza, Boca Raton, FL 121,269 1500/1580/1582/1584 Rockville Pike, Rockville, MD 110,128
__ Boulevard, Fairfax, VA 49,140 Seabreeze Plaza, Palm Harbor, FL 146,673
Z Briggs Chaney MarketPlace, Silver Spring, MD 194,258 Marketplace at Sea Colony, Bethany Beach, DE 21,677
G Broadlands Village, Ashburn, VA 174,438 Seven Corners, Falls Church, VA 573,481
E Burtonsville Town Square, Burtonsville, MD 122,052 Severna Park Marketplace, Severna Park, MD 254,011
g  Countryside Marketplace, Sterling, VA 138,804 Shops at Fairfax, Fairfax, VA 68,762
~ Cranberry Square, Westminster, MD 141,450 Smallwood Village Center, Waldorf, MD 173,341
Cruse MarketPlace, Cumming, GA 78,686 Southdale, Glen Burnie, MD 485,628
Flagship Center, Rockville, MD 21,500 Southside Plaza, Richmond, VA 371,761
French Market, Oklahoma City, OK 246,148 South Dekalb Plaza, Atlanta, GA 163,418
Germantown, Germantown, MD 18,982 Thruway, Winston-Salem, NC 366,693
The Glen, Woodbridge, VA 136,440 Village Center, Centreville, VA 145,651
Great Falls Center, Great Falls, VA 91,666 Westview Village, Frederick, MD 97,858
Hampshire Langley, Takoma Park, MD 131,700 White Oak, Silver Spring, MD 480,676
Hunt Club Corners, Apopka, FL 107,103 TOTAL SHOPPING CENTERS 7,750,271
Jamestown Place, Altamonte Springs, FL 96,201 . .
Kentlands Square I, Gaithersburg, MD 114,381 Mixed-Use Properties
Kentlands Square Il, Gaithersburg, MD 246,965 Avenel Business Park, Gaithersburg, MD 390,683
Kentlands Place, Gaithersburg, MD 40,697 Clarendon Center — North, Arlington, VA 108,386
Lansdowne Town Center, Leesburg, VA 189422 Clarendon Center — South, Arlington, VA 293,565
Leesburg Pike Plaza, Baileys Crossroads, VA 97,752 (includes 244 apartments comprising 188,671 square feet)
Lumberton Plaza, Lumberton, NJ 192,718 Park Van Ness, Washington, DC 223,447
. ) (includes 271 apartments comprising 214,600 square feet)
Metro Pike Center, Rockville, MD 67,488 ) ]
. 601 Pennsylvania Ave., Washington, DC 227,651
Shops at Monocacy, Frederick, MD 109,144 ) .
Northrock, Warrenton, VA 100,032 Washington Square, Alexandria, VA 236,376
Olde Forte Village, Ft. Washington, MD 143,577 7316 Wisconsin Avenue, Bethesda, MD 69,601
TOTAL MIXED-USE PROPERTIES 1,549,709

TOTAL PORTFOLIO 9,299,980
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Selected Financial Data

(In thousands, except per share data)

Years Ended December 31,

2018 2017 2016 2015 2014
Operating Data:
Total property revenue S 227904 § 227,205 § 217,019 § 209,026 § 207,017
Total property expenses 56,263 55,592 53,701 51,143 49,513
Property operating income 171,641 171,613 163,318 157,883 157,504
Other revenue 272 80 51 51 75
Total other expenses (109,360) (111,095) (107,656) (105,004) (105,650)
Operating income 62,553 60,598 55,713 52,930 51,929
Non-operating income:
Change in fair value of derivatives (3) 70 (6) (10) (10)
Gains on sales of properties 509 — 1,013 11 6,069
Net income 63,059 60,668 56,720 52,931 57,988
Income attributable to noncontrolling interests (12,505) (12,411) (11,447) (10,463) (11,045)
Net income attributable to Saul Centers, Inc. 50,554 48,257 45,279 42,468 46,943
Preferred stock redemption (2,328) — — — (1,480)
Preferred dividends (12,262) (12,375) (12,375) (12,375) (13,361)
Net income available to common stockholders S 35964 S 35882 S 32,904 § 30,093 S 32,102
Per Share Data (diluted):
Net income available to common stockholders S 160 S 163§ 152§ 142§ 1.54
Basic and Diluted Shares Outstanding:
Weighted average common shares - basic 22,383 21,901 21,505 21,127 20,772
Effect of dilutive options 42 107 110 69 49
Weighted average common shares - diluted 22,425 22,008 21,615 21,196 20,821
Weighted average convertible limited partnership units 7,731 7,503 7,375 7,253 7,156
Weighted average common shares and fully converted
limited partnership units - diluted 30,156 29,511 28,990 28,449 27,977
Dividends Paid:
Cash dividends to common stockholders S 46,306 S 44576 S 39,472 S 35,645 S 32,346
Cash dividends per share S 208 $ 204 S 1.84 S 169 $ 1.56
Balance Sheet Data:
Real estate investments (net of accumulated depreciation) 'S 1,422,647 S 1,315,034 S 1,242,534 S 1,197,340 $ 1,163,542
Total assets 1,527,489 1,422,452 1,343,025 1,295,408 1,257,113
Total debt, including accrued interest 1,026,932 962,162 903,709 869,652 850,727
Preferred stock 180,000 180,000 180,000 180,000 180,000
Total equity 425,220 393,103 373,249 353,727 339,257
Cash flow provided by (used in):
Operating activities $ 110339 $§ 103450 § 89,000 S 88,896 § 86,568
Investing activities S (128,650) S (113,306) S (86,274) S (69,587) S (83,589)
Financing activities S 21,981 S 12,442 S 4,497) S (21,434) S (8,148)
Funds from operations ?:
Net income S 63,059 S 60,668 S 56,720 $ 52,931 S 57,988
Real property depreciation and amortization 45,861 45,694 44,417 43,270 41,203
Gain on property dispositions and casualty settlements (509) — (1,013) (11) (6,069)
Funds from operations S 108411 S 106362 $ 100,124 S 96,190 §$ 93,122
Extinguishment of issuance costs upon redemption of
preferred shares (2,328) — — — (1,480)
Preferred dividends (12,262) (12,375) (12,375) (12,375) (13,361)
Funds from operations available to common stockholders
and noncontrolling interests S 93,821 S 93,987 S 87,749 § 83,815 § 78,281

(

respectively, in newly issued common stock through the Company’s dividend reinvestment plan.
@ Funds from operations (FFO) is a non-GAAP financial measure and is defined in “Item 7. Management’s Discussion and Analysis of Financial
Condlition and Results of Operations-Funds From Operations.”
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Management's Discussion and Analysis of Financial Con-
dition and Results of Operations (MD&A) begins with the
Company'’s primary business strategy to give the reader an
overview of the goals of the Company’s business. This is
followed by a discussion of the critical accounting policies
that the Company believes are important to understanding
the assumptions and judgments incorporated in the Compa-
ny’s reported financial results. The next section, beginning
on page 15, discusses the Company’s results of operations
for the past two years. Beginning on page 19, the Company
provides an analysis of its liquidity and capital resources,
including discussions of its cash flows, debt arrangements,
sources of capital and financial commitments. Finally, on
page 27, the Company discusses funds from operations, or
FFO, which is a non-GAAP financial measure of performance
of an equity REIT used by the REIT industry.

The MD&A should be read in conjunction with the other
sections of this Annual Report, including the consolidated
financial statements and notes thereto beginning on
page 36. Historical results set forth in Selected Financial
Information, the Consolidated Financial Statements and
Supplemental Data should not be taken as indicative of the
Company'’s future operations.

OVERVIEW

The Company's principal business activity is the ownership,
management and development of income-producing prop-
erties. The Company'’s long-term objectives are to increase
cash flow from operations and to maximize capital appreci-
ation of its real estate investments.

The Company’s primary operating strategy is to focus on
its community and neighborhood Shopping Center busi-
ness and its transit-centric, primarily residential mixed-use
properties to achieve both cash flow growth and capital
appreciation. Management believes there is potential for
long term growth in cash flow as existing leases for space in
the Shopping Center and Mixed-Use Properties expire and
are renewed, or newly available or vacant space is leased.
The Company intends to renegotiate leases where possible
and seek new tenants for available space in order to op-
timize the mix of uses to improve foot traffic through the
Shopping Centers. As leases expire, management expects to
revise rental rates, lease terms and conditions, relocate ex-
isting tenants, reconfigure tenant spaces and introduce new
tenants with the goals of increasing occupancy, improving
overall retail sales, and ultimately increasing cash flow as
economic conditions improve. In those circumstances in
which leases are not otherwise expiring, management se-
lectively attempts to increase cash flow through a variety
of means, or in connection with renovations or relocations,
recapturing leases with below market rents and re-leasing
at market rates, as well as replacing financially troubled
tenants. When possible, management also will seek to
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include scheduled increases in base rent, as well as percent-
age rental provisions, in its leases.

The Company’s redevelopment and renovation objective is
to selectively and opportunistically redevelop and renovate
its properties, by replacing below-market-rent leases with
strong, traffic-generating anchor stores such as supermar-
kets and drug stores, as well as other desirable local, regional
and national tenants. The Company’s strategy remains fo-
cused on continuing the operating performance and internal
growth of its existing Shopping Centers, while enhancing
this growth with selective acquisitions, redevelopments and
renovations.

In 2016, the Company completed development of Park
Van Ness, a 271-unit residential project with approximately
9,000 square feet of street-level retail, below street-level
structured parking, and amenities including a community
room, landscaped courtyards, a fitness room, a wi-fi lounge/
business center, and a rooftop pool and deck. The struc-
ture comprises 11 levels, five of which on the east side are
below street level. Because of the change in grade from the
street eastward to Rock Creek Park, apartments on all 11
levels have park or city views. The street level retail space
is 100% leased to a grocery/gourmet food market and an
upscale Italian restaurant. As of December 31, 2018, 263
apartments (97.0%) were leased. The total cost of the proj-
ect, excluding predevelopment expense and land, which
the Company has owned, was approximately $93.0 mil-
lion, a portion of which was financed with a $71.6 million
construction-to-permanent loan.

In 2014, in separate transactions, the Company purchased
three properties, with approximately 57,400 square feet of
retail space, for an aggregate $25.2 million. The three prop-
erties are adjacent to an existing property on the east side of
Rockville Pike near the Twinbrook Metro station. Combined,
the four properties total 10.3 acres and are zoned for up to
1.2 million square feet of rentable mixed-use space. The
Company is actively engaged in a plan for redevelopment
but has not committed to any timetable for commencement
of construction.

The Company owns properties on the east and west sides
of Rockville Pike near the White Flint Metro station which
combined total 7.6 acres which are zoned for a develop-
ment potential of up to 1.6 million square feet of mixed-use
space. The Company is actively engaged in a plan for re-
development but has not committed to any timetable for
commencement of construction.

In January 2016, the Company terminated a 16,500 square
foot lease at 11503 Rockville Pike and received a $3.0 mil-
lion lease termination fee which was recognized as revenue
in the first quarter. The space was previously occupied by
an office supply store that had vacated in mid 2014 and
the lease was scheduled to expire in 2019. The termination
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fee revenue was partially offset by the loss of approximately
$1.1 million in rental revenue over the remainder of 2016.
The Company executed leases with two replacement ten-
ants, whose occupancy and rent commencement occurred
in 2017. While the Company continues to plan for a mixed-
use development at this site and its neighboring Metro Pike
Center, the initial phases of this development are expected
to be on the west side of Rockville Pike at Metro Pike Cen-
ter. The Company has not committed to any timetable for
commencement of construction.

From 2014 through 2016, in separate transactions, the
Company purchased four adjacent properties on North
Glebe Road in Arlington, Virginia, for an aggregate $54.0
million. The Company is developing approximately 490 res-
idential units and 60,000 square feet of retail space, on 2.8
acres of land. Concrete work is substantially complete and
pre-cast facade panels, masonry and windows are being
installed. Interior framing, electrical, plumbing and HVAC
work have commenced. The development is scheduled
for substantial completion in early 2020. The total cost of
the project, including acquisition of land, is expected to be
approximately $275.0 million, a portion of which is being fi-
nanced by a $157.0 million construction-to-permanent loan.
Leases have been executed for a 41,500 square foot Target
and 9,000 square feet of retail shop space, resulting in ap-
proximately 84% of the retail space being leased.

Albertson’s/Safeway, currently a tenant at seven of the
Company’s shopping centers (two stores of which are op-
erated by subtenants), closed two Safeway stores located
at the Company’s properties during the June 2016 quarter.
The stores that closed were located in Broadlands Village,
Loudoun County, Virginia and Briggs Chaney Plaza, Mont-
gomery County, Maryland. The lease at Briggs Chaney
remains in full force and effect and Albertson’s/Safeway
has executed a sublease with a replacement grocer, Global
Food, for that space, which commenced operations in March
2017. The Company terminated the lease with Albertson’s/
Safeway at Broadlands and executed a lease with Aldi Food
Market for 20,000 square feet of this space, which opened
in November 2017, and has executed a lease with LA Fit-
ness for substantially all of the remaining space. The fitness
center is projected to open for business during the fourth
quarter of 2019. In August 2018, Safeway closed its store
at Palm Springs Center in Florida. The lease was purchased
by Publix, and the store re-opened in November 2018.

In January 2017, the Company purchased for $76.4 mil-
lion, including acquisition costs, Burtonsville Town Square, a
121,000 square foot shopping center located in Burtonsville,
Maryland. Burtonsville Town Square is 100% leased and
anchored by Giant Food and CVS Pharmacy. The purchase
was funded with a new $40.0 million mortgage loan and
through the Company'’s credit line facility. The Company has

substantially completed construction of the shell of a 16,000
square foot small shop expansion and construction of inte-
rior improvements is underway. Delivery of the first leased
tenant spaces occurred in late 2018, with initial tenant
openings scheduled for the first quarter of 2019. The total
development cost is expected to be approximately $5.7 mil-
lion. Leases have been executed for approximately 55% of
the space and the Company has prospects for an additional
3,900 square feet. In addition, a lease has been executed
with Taco Bell who will construct a free-standing building on
a pad site within the property.

During the three months ended June 30, 2017, the Company
executed a termination agreement with Kmart at Kentlands
Square II. Kmart closed its 104,000 square foot store at
Kentlands in September 2017, and the Company gained
possession on October 31, 2017. As a result of the ter-
mination, the mortgage loan agreement requires that Saul
Centers guarantee approximately $9.2 million of that loan
effective October 31, 2017 (the termination date), which
will be reduced upon satisfaction of conditions stated in the
loan documents. Annual revenue to the Company under the
Kmart lease totaled approximately $1.3 million. In Septem-
ber 2018, the Company executed a lease with At Home for
all of the space, which opened for business in January 2019.

In May 2018, the Company acquired from the Saul Trust,
in exchange for 176,680 limited partnership units, ap-
proximately 13.7 acres of land located at the intersection
of Ashburn Village Boulevard and Russell Branch Parkway
in Ashburn, Virginia. The Company has received site plan
approval and building permits for an approximately 88,000
square foot neighborhood shopping center. A 29,000
square foot anchor grocery store lease has been executed
with Lidl and, including an executed gas station pad lease and
shop space leases, overall pre-leasing totals approximately
44% of the planned space. In addition, lease negotiations
are in progress for approximately 12,000 square feet of
the planned pad building and small shop space. Site work
commenced in November 2018, the grocer is scheduled to
begin construction in the second quarter of 2019, and the
shopping center is scheduled to open in early 2020. After
construction of the shopping center and upon stabilization,
the Company may be obligated to issue additional limited
partnership units to the Saul Trust.

In September 2018, the Company purchased for $35.5
million, plus $0.7 million of acquisition costs, an office build-
ing and the underlying ground located at 7316 Wisconsin
Avenue in Bethesda, Maryland. This site has mixed-use
development potential of up to 325 apartment units and ap-
proximately 10,000 square feet of street level retail pursuant
to the approved Bethesda Downtown Plan. In December
2018, the Company purchased for $4.5 million, including
acquisition costs, an interest in an adjacent parcel of land
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and retail building. The Company is evaluating concept
plans for the combined property in order to increase the
mixed-use development potential by up to 40 additional
apartment units. The purchase price was funded through
the Company's credit facility.

In March 2019, the Company plans to commence de-
velopment of a pad site expansion on land owned at its
Lansdowne Town Center property in Ashburn, Virginia.
Total development costs are expected to be approximately
$4.0 million. A ground lease with Chick-fil-A has been ex-
ecuted for one pad with the building to be constructed by
the tenant. A lease with Starbucks has been executed for
another pad and the Company will construct the building
shell. Both buildings are projected to be completed and
occupied by early 2020.

In light of the limited amount of quality properties for sale
and the escalated pricing of properties that the Company
has been presented with or has inquired about over the
past year, management believes acquisition opportunities
for investment in existing and new Shopping Center and
Mixed-Use Properties in the near future is uncertain. Because
of its conservative capital structure, including its cash and
capacity under its revolving credit facility, management be-
lieves that the Company is positioned to take advantage of
additional investment opportunities as attractive properties
are identified and market conditions improve. (See “ltem 1.
Business - Capital Policies”). It is management'’s view that
several of the sub-markets in which the Company operates
have, or are expected to have in the future, attractive supply/
demand characteristics. The Company will continue to evalu-
ate acquisition, development and redevelopment as integral
parts of its overall business plan.

The recent period of economic expansion has now run in
excess of five years. While economic conditions within the
local Washington, DC metropolitan area have remained rela-
tively stable, issues facing the Federal government relating to
taxation, spending and interest rate policy will likely impact
the office, retail and residential real estate markets over the
coming years. Because the majority of the Company’s prop-
erty operating income is produced by our shopping centers,
we continually monitor the implications of government pol-
icy changes, as well as shifts in consumer demand between
on-line and in-store shopping, on future shopping center
construction and retailer store expansion plans. Based on
our observations, we continue to adapt our marketing and
merchandising strategies in a way to maximize our future
performance. The Company’s commercial leasing percent-
age, on a comparable property basis, which excludes the
impact of properties not in operation for the entirety of the
comparable periods, increased to 95.7% at December 31,
2018, from 94.3% at December 31, 2017.

Management's Discussion and Analysis

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The Company maintains a ratio of total debt to total asset
value of under 50%, which allows the Company to obtain
additional secured borrowings if necessary. As of Decem-
ber 31, 2018, amortizing fixed-rate mortgage debt with
staggered maturities from 2019 to 2035 represented ap-
proximately 88.2% of the Company’s notes payable, thus
minimizing refinancing risk. The Company’s variable-rate
debt consists of $122.0 million outstanding under the credit
facility. As of December 31, 2018, the Company has loan
availability of approximately $190.7 million under its $325.0
million revolving credit facility.

On January 4, 2019, the Company repaid in full the remain-
ing balance of the mortgage loan secured by Countryside
Marketplace, which was scheduled to mature in July 2019.

On January 10, 2019, the Company closed on a 15-year,
non-recourse $22.1 million mortgage loan secured by Olde
Forte Village. The loan matures in 2034, bears interest at
a fixed-rate of 4.65%, requires monthly principal and inter-
est payments of $124,700 based on a 25-year amortization
schedule and requires a final payment of $12.1 million.
Proceeds were partially used to repay in full the existing
mortgage secured by Olde Forte Village, which was sched-
uled to mature in May 2019.

The Operating Partnership entered into a Credit Agree-
ment dated January 26, 2018, by and among the Operating
Partnership, as Borrower, Wells Fargo Bank, National As-
sociation, as Administrative Agent, Capital One, National
Association, as Syndication Agent, Wells Fargo Securities,
LLC and Capital One, National Association, as Joint Lead Ar-
rangers, Wells Fargo Securities, LLC, as Sole Bookrunner and
Wells Fargo Bank, National Association, Capital One, N.A.,
U.S. Bank National Association, TD Bank, N.A., Regions Bank
and Associated Bank, National Association, as Lenders (the
“New Credit Agreement”).

The New Credit Agreement consists of a $400.0 million
credit facility, of which $325.0 million is a revolving credit
facility and $75.0 million is a term loan. The revolving credit
facility matures on January 26, 2022, and may be extended
by the Company for one additional year, subject to satisfac-
tion of certain conditions. The term loan matures on January
26, 2023, and may not be extended.

In general, loan availability under the New Facility is primarily
determined by operating income from the Company’s exist-
ing unencumbered properties. Interest accrues at a rate of
LIBOR plus a spread of 135 basis points to 195 basis points
under the revolving credit facility, and 130 basis points to 190
basis points under the term loan, each as determined by cer-
tain leverage tests. As of December 31, 2018, the applicable
spread for borrowings is 135 basis points under the revolving
credit facility and 130 basis points under the term loan.
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The Company and certain subsidiaries of the Operating
Partnership and the Company have guaranteed the payment
obligations of the Partnership under the new facility.

Although it is management’s present intention to con-
centrate future acquisition and development activities on
community and neighborhood shopping centers and office
properties in the Washington, D.C. metropolitan area, the
Company may, in the future, also acquire other types of real
estate in other areas of the country as opportunities pres-
ent themselves. While the Company may diversify in terms
of property locations, size and market, the Company does
not set any limit on the amount or percentage of Company
assets that may be invested in any one property or any one
geographic area.

CRITICAL ACCOUNTING POLICIES

The Company'’s consolidated financial statements are pre-
pared in accordance with accounting principles generally
accepted in the United States (“GAAP”), which requires
management to make certain estimates and assumptions
that affect the reporting of financial position and results
of operations. See Note 2 to the Consolidated Financial
Statements in this report. The Company has identified the
following policies that, due to estimates and assumptions
inherent in those policies, involve a relatively high degree of
judgment and complexity.

Real Estate Investments

Real estate investment properties are stated at historic cost
less depreciation. Although the Company intends to own
its real estate investment properties over a long term, from
time to time it will evaluate its market position, market
conditions, and other factors and may elect to sell properties
that do not conform to the Company’s investment profile.
Management believes that the Company’s real estate assets
have generally appreciated in value since their acquisition or
development and, accordingly, the aggregate current value
exceeds their aggregate net book value and also exceeds the
value of the Company’s liabilities as reported in the financial
statements. Because the financial statements are prepared in
conformity with GAAP, they do not report the current value
of the Company’s real estate investment properties.

The Company purchases real estate investment properties
from time to time and records assets acquired and liabilities
assumed, including land, buildings, and intangibles related
to in-place leases and customer relationships based on their
relative fair values. The fair value of buildings generally is
determined as if the buildings were vacant upon acquisition
and subsequently leased at market rental rates and considers
the present value of all cash flows expected to be generated
by the property including an initial lease up period. The
Company determines the fair value of above and below

market intangibles associated with in-place leases by assess-
ing the net effective rent and remaining term of the in-place
lease relative to market terms for similar leases at acquisition
taking into consideration the remaining contractual lease
period, renewal periods, and the likelihood of the tenant
exercising its renewal options. The fair value of a below
market lease component is recorded as deferred income and
accreted as additional lease revenue over the remaining con-
tractual lease period. If the fair value of the below market
lease intangible includes fair value associated with a renewal
option, such amounts are not accreted until the renewal
option is exercised. If the renewal option is not exercised
the value is recognized at that time. The fair value of above
market lease intangibles is recorded as a deferred asset and
is amortized as a reduction of lease revenue over the remain-
ing contractual lease term. The Company determines the
fair value of at-market in-place leases considering the cost of
acquiring similar leases, the foregone rents associated with
the lease-up period and carrying costs associated with the
lease-up period. Intangible assets associated with at-market
in-place leases are amortized as additional expense over the
remaining contractual lease term. To the extent customer
relationship intangibles are present in an acquisition, the
fair value of the intangibles are amortized over the life of
the customer relationship. From time to time the Company
may purchase a property for future development purposes.
The property may be improved with an existing structure
that would be demolished as part of the development. In
such cases, the fair value of the building may be determined
based only on existing leases and not include estimated cash
flows related to future leases. Acquisition-related transac-
tion costs are either (a) expensed as incurred when related
to business combinations or (b) capitalized to land and/or
building when related to asset acquisitions.

If there is an event or change in circumstance that indi-
cates a potential impairment in the value of a real estate
investment property, the Company prepares an analysis
to determine whether the carrying value of the real es-
tate investment property exceeds its estimated fair value.
The Company considers both quantitative and qualitative
factors in identifying impairment indicators including recur-
ring operating losses, significant decreases in occupancy,
and significant adverse changes in market conditions, legal
factors and business climate. If impairment indicators are
present, the Company compares the projected cash flows
of the property over its remaining useful life, on an undis-
counted basis, to the carrying value of that property. The
Company assesses its undiscounted projected cash flows
based upon estimated capitalization rates, historic operating
results and market conditions that may affect the prop-
erty. If the carrying value is greater than the undiscounted
projected cash flows, the Company would recognize an im-
pairment loss equivalent to an amount required to adjust
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the carrying amount to its then estimated fair value. The fair
value of any property is sensitive to the actual results of any
of the aforementioned estimated factors, either individually
or taken as a whole. Should the actual results differ from
management’s projections, the valuation could be nega-
tively or positively affected.

When incurred, the Company capitalizes the cost of im-
provements that extend the useful life of property and
equipment. All repair and maintenance expenditures are
expensed when incurred. Leasehold improvements expendi-
tures are capitalized when certain criteria are met, including
when we supervise construction and will own the improve-
ment. Tenant improvements we own are depreciated over
the life of the respective lease or the estimated useful life of
the improvements, whichever is shorter.

Interest, real estate taxes, development-related salary
costs and other carrying costs are capitalized on projects
under construction. Upon substantial completion of con-
struction, the assets are placed in service, rental income,
direct operating expenses, and depreciation associated with
such properties are included in current operations. Com-
mercial development projects are substantially complete
and available for occupancy upon completion of tenant

Management's Discussion and Analysis

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

improvements, but no later than one year from the cessation
of major construction activity. Residential development proj-
ects are considered substantially complete and available for
occupancy upon receipt of the certificate of occupancy from
the appropriate licensing authority. Substantially completed
portions of a project are accounted for as separate projects.
Depreciation is calculated using the straight-line method and
estimated useful lives of generally between 35 and 50 years
for base buildings, or a shorter period if management deter-
mines that the building has a shorter useful life, and up to 20
years for certain other improvements.

Legal Contingencies

The Company is subject to various legal proceedings and
claims that arise in the ordinary course of business, which are
generally covered by insurance. While the resolution of these
matters cannot be predicted with certainty, the Company
believes the final outcome of current matters will not have a
material adverse effect on its financial position or the results
of operations. Upon determination that a loss is probable to
occur, the estimated amount of the loss is recorded in the
financial statements. Both the amount of the loss and the
point at which its occurrence is considered probable can be
difficult to determine.

RESULTS OF OPERATIONS

The following is a discussion of the components of revenue and expense for the entire Company.
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Revenue

Year ended December 31, Percentage Change

(Dollars in thousands) 2018 2017 2016 2018 from 2017 2017 from 2016
Base rent S 184,684 S 181,141 S 172,381 20 % 5.1 %
Expense recoveries 35,537 35,347 34,269 0.5 % 3.1 %
Percentage rent 994 1,458 1,379 (31.8) % 57 %
Other property revenue 6,689 9,259 8,990 (27.8) % 3.0 %
Other revenue 272 80 51 240.0 % 56.9 %
Total revenue S 228,176 S 227,285 $ 217,070 0.4 % 4.7 %

Base rent includes $(0.9) million, $0.5 million and $1.8 million, for the years 2018, 2017, and 2016, respectively, to recognize
base rent on a straight-line basis. In addition, base rent includes $1.5 million, $1.7 million and $1.8 million, for the years 2018,
2017, and 2016, respectively, to recognize income from the amortization of in-place leases.
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Total revenue increased 0.4% in 2018 compared to 2017
primarily due to (a) a $0.64 per square foot increase in base
rent ($5.5 million), exclusive of the net impact of 2017 lease
terminations at Broadlands and Kentlands Square II, (b)
higher residential base rent ($1.0 million), (c) higher other
property revenue (1.0 million), exclusive of the termination
fee at Broadlands and (d) higher expense recoveries (50.2
million), partially offset by (e) the net impact of 2017 lease
terminations at Broadlands and Kentlands Square 1l ($3.5
million), (f) a 142,665 square foot decrease in leased space
(52.8 million), exclusive of the net impact of a 2017 lease
termination at Broadlands and Kentlands Square I, and
(9) lower percentage rent (50.5 million). Total revenue in-
creased 4.7% in 2017 compared to 2016 primarily due to
(a) a $0.76 per square foot increase in base rent ($6.6 mil-
lion), (b) higher residential base rent (54.8 million), and (c)
higher expense recoveries ($1.1 million) partially offset by
(d) a 135,477 square foot decrease in leased space ($2.5
million). A discussion of the components of revenue follows.

Base rent

The $3.5 million increase in base rent in 2018 compared to
2017 was attributable to (a) a $0.64 per square foot increase
in base rent ($5.5 million) and (b) higher residential base
rent ($1.0 million) partially offset by (c) a 142,665 square
foot decrease in leased space (52.8 million). The $8.8 mil-
lion increase in base rent in 2017 compared to 2016 was
attributable to (a) a $0.76 per square foot increase in base
rent (56.6 million) and (b) higher residential base rent (54.8
million) partially offset by (c) a 135,477 square foot decrease
in leased space ($2.5 million).

Expense recoveries

Expense recovery income increased $0.2 million in 2018
compared to 2017. Expense recovery income increased
$1.1 million in 2017 compared to 2016 primarily due to
higher real estate tax expense.

Other revenue

Other property revenue decreased $2.6 million in 2018 com-
pared to 2017 primarily due to the collection in 2017 of a
termination fee at Broadlands ($3.6 million) partially offset
by termination fees collected in 2018 (5§0.7 million). Other
property revenue increased $0.3 million in 2017 compared
to 2016.

Operating Expenses

Year ended December 31,

Percentage Change

(Dollars in thousands) 2018 2017 2016 2018 from 2017 2017 from 2016
Property operating expenses 28,202 $§ 27,689 S 27,527 1.9 % 0.6 %
Provision for credit losses 685 906 1,494 (24.4) % (39.4) %
Real estate taxes 27,376 26,997 24,680 1.4 % 9.4 %
Interest expense and amortization

of deferred debt costs 45,040 47,225 45,683 (4.6) % 34 %
Depreciation and amortization of

deferred leasing costs 45,861 45,694 44,417 0.4 % 2.9 %
General and administrative 18,459 18,176 17,496 1.6 % 3.9 %
Acquisition related costs = — 60 = (100.0) %
Total expenses S 165,623 S 166,687 S 161,357 (0.6) % 33 %

Total operating expenses decreased 0.6% in 2018 compared to 2017. Total operating expenses increased 3.3% in 2017

compared to 2016.
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Property operating expenses

Property operating expenses increased $0.5 million in 2018
compared to 2017. Property operating expenses increased
$0.2 million in 2017 compared to 2016.

Provision for credit losses

The provision for credit losses represents the Company'’s
estimate of amounts owed by tenants that may not be
collectible and was 0.30%, 0.40%, and 0.69% for 2018,
2017, and 2016, respectively.

Real estate taxes

Real estate taxes increased $0.4 million in 2018 compared
to 2017. Real estate taxes increased $2.3 million in 2017
compared to 2016 primarily due to (a) Park Van Ness (50.7
million), (b) Burtonsville Town Square (50.4 million) and (c)
small increases throughout the remainder of the portfolio.

Interest expense and amortization

of deferred debt costs

Interest expense and amortization of deferred debt costs de-
creased by $2.2 million in 2018 compared to 2017 primarily
due to higher capitalized interest (52.7 million). Interest
expense and amortization of deferred debt costs increased
by $1.5 million in 2017 compared to 2016 primarily due
to (a) Burtonsville Town Square (2.2 million) and (b) Park
Van Ness (50.7 million) partially offset by (c) higher capital-
ized interest (51.0 million) and (d) lower average balances
of mortgage debt throughout the portfolio (50.4 million).

Depreciation and amortization

Depreciation and amortization of deferred leasing costs
increased by $0.2 million in 2018 compared to 2017. Depre-
ciation and amortization of deferred leasing costs increased
$1.3 million in 2017 compared to 2016 primarily due to
(a) Burtonsville Town Square ($1.4 million) and (b) Park Van
Ness ($1.2 million) partially offset by (c) lower expense at
North Glebe Road (50.9 million) and (d) lower expense at
1500 Rockville Pike ($0.3 million).

General and administrative

General and administrative costs increased $0.3 million in
2018 compared to 2017 primarily due to increased unused
line of credit fees (50.2 million). General and administrative
costs increased $0.7 million in 2017 compared to 2016 primar-
ily due to increased salary and benefit expense (50.6 million).

Acquisition related costs

Acquisition related costs in 2016 totaling approximately $0.1
million relate to the purchase of a retail pad site adjacent to
the Company’s existing Thruway Shopping Center.

Management's Discussion and Analysis

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

GAIN ON SALES OF PROPERTIES

Gain on sale of property in 2018 resulted from the recogni-
tion of the gain deferred in connection with the September
2017 sale of Great Eastern. Gain on sale of property in
2016 resulted from the December 2016 sale of Crosstown
Business Center.

SAME PROPERTY REVENUE AND
SAME PROPERTY OPERATING INCOME

Same property revenue and same property operating in-
come are non-GAAP financial measures of performance and
improve the comparability of these measures by excluding
the results of properties which were not in operation for the
entirety of the comparable reporting periods.

We define same property revenue as property revenue minus
the revenue of properties not in operation for the entirety
of the comparable reporting periods, and we define same
property operating income as property operating income
minus the results of properties which were not in operation
for the entirety of the comparable periods.

Other REITs may use different methodologies for calculating
same property revenue and same property operating income.
Accordingly, our same property revenue and same property
operating income may not be comparable to those of other
REITs.

Same property revenue and same property operating income
are used by management to evaluate and compare the oper-
ating performance of our properties, and to determine trends
in earnings, because these measures are not affected by the
cost of our funding, the impact of depreciation and amorti-
zation expenses, gains or losses from the acquisition and sale
of operating real estate assets, general and administrative ex-
penses or other gains and losses that relate to ownership of
our properties. We believe the exclusion of these items from
revenue and operating income is useful because the resulting
measures capture the actual revenue generated and actual
expenses incurred by operating our properties.

Same property revenue and same property operating income
are measures of the operating performance of our proper-
ties but do not measure our performance as a whole. Such
measures are therefore not substitutes for total revenue, net
income or operating income as computed in accordance
with GAAP.
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The tables below provide reconciliations of property revenue and property operating income under GAAP to same property
revenue and same property operating income for the indicated periods. The same property results include 48 Shopping Centers
and six Mixed-Use properties for each period.

Same Property Revenue
Year ended December 31,

(in thousands) 2018 2017
Total property revenue S 227,904 S 227,205
Less: Acquisitions, dispositions and development properties (5,839) (5,460)
Total same property revenue S 222,065 S 221,745
Shopping centers S 159,806 S 160,393
Mixed-Use properties 62,259 61,352
Total same property revenue S 222,065 S 221,745
Total shopping center revenue S 164,671 S 165,853
Less: Shopping Center acquisitions, dispositions and development properties (4,865) (5,460)
Total same shopping center property revenue S 159,806 S 160,393
Total mixed-use property revenue S 63,233 S 61,352
Less: Mixed-Use acquisitions, dispositions and development properties (974) —
Total same Mixed-Use revenue S 62,259 S 61,352

The $0.3 million increase in same property revenue for 2018 compared to 2017 was primarily due to (a) a $0.48 per square
foot increase in base rent (§4.0 million), exclusive of the net impact of 2017 lease terminations at Broadlands and Kentlands
Square I, (b) higher other property revenue (50.6 million), exclusive of the termination fee at Broadlands and (c) increased
expense recovery income ($0.3 million), partially offset by (d) the net impact of 2017 lease terminations at Broadlands and
Kentlands Square Il (3.5 million) and (e) a 67,786 square foot decrease in leased space ($1.3 million), exclusive of the net
impact of 2017 lease terminations at Broadlands and Kentlands Square II.

Same Property Operating Income

Year ended December 31,

(in thousands) 2018 2017
Property operating income S 171,641 S 171,613
Less: Acquisitions, dispositions and development properties (4,787) (4,083)
Total same property operating income S 166,854 S 167,530
Shopping centers S 125,641 S 127,095
Mixed-Use properties 41,213 40,435
Total same property operating income S 166,854 S 167,530
Shopping Center operating income S 129,701 S 131,178
Less: Shopping Center acquisitions, dispositions and development properties (4,060) (4,083)
Total same Shopping Center operating income S 125,641 S 127,095
Mixed-Use property operating income S 41,940 S 40,435
Less: Mixed-Use acquisitions, dispositions and development properties (727) —
Total same Mixed-Use property operating income S 41,213 S 40,435
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Same property operating income decreased $0.7 million for
2018 compared to 2017 due primarily to (a) the net impact of
2017 lease terminations at Broadlands and Kentlands Il ($3.5
million), (b) a 67,786 square foot decrease in leased space
($1.3 million), (c) lower percentage rent ($0.5 million) and (d)
higher commercial property operating expenses net of expense
recoveries (50.5 million), partially offset by (e) a $0.48 per
square foot increase in base rent (54.0 million), exclusive of
the net impact of 2017 lease terminations at Broadlands and
Kentlands Square Il, (f) higher residential operating income
(50.8 million) and (g) higher other property revenue (50.6 mil-
lion), exclusive of the termination fee at Broadlands.

IMPACT OF INFLATION

Inflation has remained relatively low during 2018 and 2017.
The impact of rising operating expenses due to inflation
on the operating performance of the Company’s portfolio
would have been mitigated by terms in substantially all of
the Company’s leases which contain provisions designed to
increase revenues to offset the adverse impact of inflation
on the Company’s results of operations. These provisions
include upward periodic adjustments in base rent due from
tenants, usually based on a stipulated increase and to a
lesser extent on a factor of the change in the consumer price
index, commonly referred to as the CPI.

In addition, substantially all of the Company’s properties
are leased to tenants under long-term leases, which provide
for reimbursement of operating expenses by tenants. These
leases tend to reduce the Company’s exposure to rising
property expenses due to inflation. Inflation and increased
costs may have an adverse impact on the Company’s tenants
if increases in their operating expenses exceed increases in
their revenue.

LIQUIDITY AND CAPITAL RESOURCES
Cash and cash equivalents were $14.6 million and $10.9 mil-
lion at December 31, 2018 and 2017, respectively. The
changes in cash and cash equivalents during the years ended
December 31, 2018 and 2017 were attributable to operat-
ing, investing and financing activities, as described below.

Year Ended December 31,

(in thousands) 2018 2017
Net cash provided by

operating activities $ 110,339 S 103,450
Net cash used in

investing activities (128,650) (113,306)
Net cash provided in

financing activities 21,981 12,442
Increase in cash equivalents 'S 3,670 S 2,586

Management's Discussion and Analysis

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Operating Activities

Net cash provided by operating activities increased $6.8
million to $110.3 million for the year ended December 31,
2018 compared to $103.5 million for the year ended De-
cember 31, 2017. Net cash provided by operating activities
represents, in each year, cash received primarily from rental
income, plus other income, less property operating expenses,
normal recurring general and administrative expenses and in-
terest payments on debt outstanding.

Investing Activities

Net cash used in investing activities increased $15.4 million
to $128.7 million for the year ended December 31, 2018
from $113.3 million for the year ended December 31,
2017. Investing activities in 2018 primarily reflect tenant
improvements and capital expenditures (512.9 million), the
Company'’s development activities ($76.3 million) and the
acquisition of various retail real estate assets (540.8 million).
Net cash used in investing activities increased $27.0 million
to $113.3 million for the year ended December 31, 2017
from $86.3 million for the year ended December 31, 2016.
Investing activities in 2017 primarily reflect (a) tenant im-
provements and capital expenditures (517.7 million), (b) the
Company's development activities ($22.8 million) and (c) the
acquisition of various retail real estate assets (579.5 million).

Financing Activities
Net cash provided by financing activities was $22.0 million
and $12.4 million for the years ended December 31, 2018
and 2017, respectively. Net cash used in financing activities
in 2018 primarily reflects:

« proceeds of $54.9 million from mortgage notes payable;

« proceeds of $75.0 million from the term loan facility;

+ net proceeds of $72.4 million from the issuance of Series
D preferred stock;

« proceeds of $102.0 million received from revolving credit
facility draws;

« proceeds of $5.4 million from the issuance of limited
partnership units in the Operating Partnership under the
dividend reinvestment program;

« proceeds of $30.5 million from the issuance of common
stock under the dividend reinvestment program, directors
deferred plan and from the exercise of stock options; and

» proceeds of $23.3 million received from construction loan
draws.
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Management's Discussion and Analysis

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

which was partially offset by:

« the partial redemption of Series C preferred stock totaling
$75.0 million;

- the repayment of mortgage notes payable totaling
$72.6 million;

+ the repayment of amounts borrowed under the revolving

credit facility totaling $116.0 million;

distributions to common stockholders totaling $46.3 million;

distributions to holders of convertible limited partnership

units in the Operating Partnership totaling $16.0 million;

distributions made to preferred stockholders totaling

$12.4 million; and

payments of $3.2 million for financing costs of mortgage

notes payable;

Net cash provided by financing activities for the year ended

December 31, 2017 primarily reflects:

« proceeds of $100.0 million from mortgage notes payable;

« proceeds of $63.0 million received from revolving credit
facility;

« proceeds of $6.7 million from the issuance of limited
partnership units in the Operating Partnership under the
dividend reinvestment program;

« proceeds of $22.8 million received from the issuance of
common stock under the dividend reinvestment program
and from the exercise of stock options; and

« proceeds of $1.4 million from construction loan draws.

which was partially offset by:

« repayments of $51.0 million on the revolving credit facility;
+ the repayment of mortgage notes payable totaling $55.7
million;

distributions to common stockholders totaling $44.6
million;

distributions to holders of convertible limited partnership
units in the Operating Partnership totaling $15.3 million;
distributions made to preferred stockholders totaling $12.4
million; and

payments of $2.6 million for financing costs of new
mortgage loans;

LIQUIDITY REQUIREMENTS

Short-term liquidity requirements consist primarily of nor-
mal recurring operating expenses and capital expenditures,
debt service requirements (including debt service relating
to additional and replacement debt), distributions to com-
mon and preferred stockholders, distributions to unit holders
and amounts required for expansion and renovation of the
Current Portfolio Properties and selective acquisition and
development of additional properties. In order to qualify as
a REIT for federal income tax purposes, the Company must
distribute to its stockholders at least 90% of its “real estate in-
vestment trust taxable income,” as defined in the Code. The
Company expects to meet these short-term liquidity require-
ments (other than amounts required for additional property
acquisitions and developments) through cash provided from
operations, available cash and its existing line of credit.

Long-term liquidity requirements consist primarily of ob-
ligations under our long-term debt and dividends paid to
our preferred shareholders. We anticipate that long-term
liquidity requirements will also include amounts required for
property acquisitions and developments. The Company is
developing a primarily residential project with street-level
retail at 750 N. Glebe Road in Arlington, Virginia. The
total cost of the project, including acquisition of land, is ex-
pected to be approximately $275.0 million. The Company
had invested $162.2 million as of December 31, 2018, and
expects to invest approximately $73.4 million during 2019.
The 2019 cost and the remaining cost will be funded by a
$157.0 million construction-to-permanent loan. The Com-
pany may also redevelop certain of the Current Portfolio
Properties and may develop additional freestanding outpar-
cels or expansions within certain of the Shopping Centers.

Acquisition and development of properties are undertaken
only after careful analysis and review, and management’s
determination that such properties are expected to pro-
vide long-term earnings and cash flow growth. During the
coming year, developments, expansions or acquisitions are
expected to be funded with available cash, bank borrowings
from the Company’s credit line, construction and permanent
financing, proceeds from the operation of the Company's
dividend reinvestment plan or other external debt or eg-
uity capital resources available to the Company. Any future
borrowings may be at the Saul Centers, Operating Partner-
ship or Subsidiary Partnership level, and securities offerings
may include (subject to certain limitations) the issuance of
additional limited partnership interests in the Operating Part-
nership which can be converted into shares of Saul Centers
common stock. The availability and terms of any such financ-
ing will depend upon market and other conditions.
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Contractual Payment Obligations

Management's Discussion and Analysis

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

As of December 31, 2018, the Company had unfunded contractual payment obligations of approximately $209.7 million,
excluding operating obligations, due within the next 12 months. The table below shows the total contractual payment obli-

gations as of December 31, 2018.

Contractual Payment Obligations

(Dollars in thousands)

Payments Due By Period

More than 1 More than 3
One Year and up to and up to
or Less 3 Years 5 Years After 5 Years Total

Notes Payable:

Interest $ 45632 $ 78901 S 67,200 S 131,888 S 323,621
Scheduled Principal 2,257 55,857 57,125 136,122 251,361
Balloon Payments 60,794 72,175 167,727 480,132 780,828

Subtotal 108,683 206,933 292,052 748,142 1,355,810

Corporate Headquarters Lease 787 1,646 140 _ 2573

Development Obligations 80908 13,449 _ _ 94 357

Tenant Improvements 19 352 931 _ _ 20283

Total Contractual Obligations $ 209,730 $ 222,959 s 292,1 92 S 748, 142 s 1’4731023

@ See Note 7 to Consolidated Financial Statements. Corporate Headquarters Lease amounts represent an allocation to the Company
based upon employees’ time dedicated to the Company’s business as specified in the Shared Services Agreement. Future amounts
are subject to change as the number of employees employed by each of the parties to the lease fluctuates.

Management believes that the Company’s cash flow from
operations and its capital resources, which at December 31,
2018, included cash balances of $14.6 million and borrow-
ing availability of approximately $190.7 million under its
revolving credit facility, will be sufficient to meet its contrac-
tual obligations for the foreseeable future.

Preferred Stock Issues

On January 23, 2018, Saul Centers sold, in an underwritten
public offering, 3.0 million depositary shares, each repre-
senting 1/100th of a share of 6.125% Series D Cumulative
Redeemable Preferred Stock, providing net cash proceeds of
approximately $72.6 million. The depositary shares may be
redeemed at the Company’s option, in whole or in part, on
or after January 23, 2023, at the $25.00 liquidation prefer-
ence, plus accumulated dividends to but not including the
redemption date. The depositary shares pay an annual div-
idend of $1.53125 per share, equivalent to 6.125% of the
$25.00 liquidation preference. The Series D preferred stock
has no stated maturity, is not subject to any sinking fund or
mandatory redemption and is not convertible into any other
securities of the Company except in connection with certain
changes in control or delisting events. Investors in the de-
positary shares generally have no voting rights, but will have
limited voting rights if the Company fails to pay dividends for

six or more quarters (whether or not declared or consecu-
tive) and in certain other events. On February 22, 2018, the
proceeds from the offering, together with cash on hand,
were used to redeem 3.0 million depositary shares, each
representing 1/100th of a share of the Company’s 6.875%
Series C Cumulative Redeemable Preferred Stock.

At December 31, 2018, the Company had outstanding, 4.2
million depositary shares, each representing 1/100th of a
share of 6.875% Series C Cumulative Redeemable Preferred
Stock (“Series C Stock”). The depositary shares are redeem-
able at the Company'’s option, in whole or in part, at the
$25.00 liquidation preference plus accrued but unpaid div-
idends. The depositary shares pay an annual dividend of
$1.71875 per share, equivalent to 6.875% of the $25.00
liguidation preference. The Series C Stock has no stated
maturity, is not subject to any sinking fund or mandatory
redemption and is not convertible into any other securities
of the Company except in connection with certain changes
of control or delisting events. Investors in the depositary
shares generally have no voting rights, but will have limited
voting rights if the Company fails to pay dividends for six or
more quarters (whether or not declared or consecutive) and
in certain other events.
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Management's Discussion and Analysis

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Dividend Reinvestments

In December 1995, the Company established a Dividend
Reinvestment Plan (the “Plan”) to allow its common stock-
holders and holders of limited partnership interests an
opportunity to buy additional shares of common stock by
reinvesting all or a portion of their dividends or distribu-
tions. The Plan provides for investing in newly issued shares
of common stock at a 3% discount from market price
without payment of any brokerage commissions, service
charges or other expenses. All expenses of the Plan are
paid by the Company. The Company issued 566,435 and
258,759 shares under the Plan at a weighted average dis-
counted price of $50.31 and $59.20 per share during the
years ended December 31, 2018 and 2017, respectively.
The Company issued 107,433 and 111,351 limited part-
nership units under the Plan at a weighted average price
of $50.56 and $60.48 per unit during the years ended De-
cember 31, 2018 and 2017, respectively. The Company
also credited 6,493 and 7,252 shares to directors pursuant
to the reinvestment of dividends specified by the Directors’
Deferred Compensation Plan at a weighted average dis-
counted price of $50.28 and $59.70 per share, during the
years ended December 31, 2018 and 2017, respectively.

Capital Strategy and Financing Activity

As a general policy, the Company intends to maintain a
ratio of its total debt to total asset value of 50% or less
and to actively manage the Company’s leverage and debt
expense on an ongoing basis in order to maintain prudent
coverage of fixed charges. Asset value is the aggregate fair
market value of the Current Portfolio Properties and any
subsequently acquired properties as reasonably determined
by management by reference to the properties’ aggregate
cash flow. Given the Company’s current debt level, it is
management’s belief that the ratio of the Company’s debt
to total asset value was below 50% as of December 31,
2018.

The organizational documents of the Company do not limit
the absolute amount or percentage of indebtedness that it
may incur. The Board of Directors may, from time to time,
reevaluate the Company’s debt capitalization policy in light
of current economic conditions, relative costs of capital,
market values of the Company property portfolio, opportu-
nities for acquisition, development or expansion, and such
other factors as the Board of Directors then deems relevant.
The Board of Directors may modify the Company’s debt
capitalization policy based on such a reevaluation without
shareholder approval and consequently, may increase or
decrease the Company’s debt to total asset ratio above or
below 50% or may waive the policy for certain periods of
time. The Company selectively continues to refinance or
renegotiate the terms of its outstanding debt in order to
achieve longer maturities, and obtain generally more fa-
vorable loan terms, whenever management determines the
financing environment is favorable.
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The following is a summary of notes payable as of December 31, 2018 and 2017.

Notes Payable

Year Ended December 31, Interest Scheduled

(Dollars in thousands) 2018 2017 Rate* Maturity*

Fixed rate mortgages: S — (a) S 30,201 5.88% Jan-2019

9,159 (b) 9,783 5.76% May-2019

12,676 (0 13,529 5.62% Jul-2019

12,714 (d) 13,543 5.79% Sep-2019

11,295 (e) 12,029 5.22% Jan-2020

9,601 (f) 9,948 5.60% May-2020

7,766 (9) 8,244 5.30% Jun-2020

36,711 (h) 37,998 5.83% Jul-2020

6,943 (i) 7,325 5.81% Feb-2021

5,480 (j) 5,649 6.01% Aug-2021

31,723 (k) 32,673 5.62% Jun-2022

9,728 () 9,999 6.08% Sep-2022

10,609 (m) 10,877 6.43% Apr-2023

11,702 (n) 12,577 6.28% Feb-2024

14,952 (o) 15,452 7.35% Jun-2024

13,013 (p) 13,438 7.60% Jun-2024

23,198 (q9) 23,873 7.02% Jul-2024

27,222 (n) 28,115 7.45