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PART 1

nn nan

Except as the context otherwise requires, all references to "we," "our," "us" and the "Company" in this report
collectively refer to Associated Estates Realty Corporation ("AERC") and its consolidated subsidiaries.

Item 1. Business
GENERAL DEVELOPMENT OF BUSINESS

We are a self-administered and self-managed equity real estate investment trust ("REIT"). We are publicly traded on
the New York Stock Exchange ("NYSE") and the Nasdaq Global Market ("NASDAQ") under the ticker symbol
"AEC." Our headquarters is located at 1 AEC Parkway in Richmond Heights, Ohio. The headquarters is comprised
of one office building of approximately 42,000 square feet and two adjacent parcels of land containing approximately
1.1 and 3.0 acres, respectively, all of which are suitable for further development or expansion and all of which we own
under a long-term lease.

We are a fully integrated multifamily real estate company engaged in property acquisition, advisory, development,
construction, management, disposition, operation and ownership activities. We own two taxable REIT subsidiaries
that provide management and other services to us and to third parties (collectively the "Service Companies"). As of
December 31, 2009, our owned and non-owned property portfolio consisted of: (i) 48 owned apartment communities
containing 12,108 units in seven states, (ii) one apartment community that we manage for a third party owner
consisting of 258 units; and (iii) a 186-unit apartment community and a commercial property containing
approximately 145,000 square feet that we asset manage. See Item 2 for a state-by-state listing of our portfolio. Our
consolidated financial statements include the accounts of all subsidiaries and qualified REIT subsidiaries, the Service
Companies, each of which is taxed as a Taxable REIT Subsidiary ("TRS") under the REIT Modernization Act
("RMA") implemented in 1999, and an Operating Partnership structured as a DownREIT, of which we own 97.4%.

BUSINESS SEGMENTS

All of our properties are multifamily communities that have similar economic characteristics. Management evaluates
the performance of our properties on an individual basis. Our multifamily properties provided approximately 98.1%
of our consolidated revenue for 2009. Consequently, we have only one reportable segment, which is multifamily
properties.

OPERATING STRATEGY AND BUSINESS OBJECTIVES

See Part II, Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations" of this
report on Form 10-K for additional discussion of our 2010 outlook and strategy.

Acquisition/Disposition. Our acquisition/disposition strategy has been to buy properties outside of the Midwest and
sell older, low margin legacy properties located in the Midwest. While most of our property sales have been
comprised of Midwest and single property locations, we continually monitor the profitability of all of our properties
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and we will consider opportunistic sales of properties in any market, including our targeted growth markets, if we
determine that the proceeds from such sales would provide a greater return on equity and increased cash flow when
invested in other properties or used to reduce debt.
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Since 2005, we have sold 31 properties containing a total of 6,923 units including our 12 Affordable Housing
properties, 14 Ohio non-core properties and one property in Florida that we sold at the height of the condo conversion
boom. In addition, we exited markets in Arizona, Pennsylvania, Texas and North Carolina, where we had owned a
single property in each of those states. Consistent with our strategy to diversify outside the Midwest, since 2005 we
acquired six properties consisting of 2,131 units in Florida, Georgia and Virginia.

Property Operations. We operate in many different markets and submarkets. Each of these markets may have
economic characteristics that differ from other markets, and, as a result, the degree to which we can increase rents
varies between markets. However, our goal is to maximize property net operating income in all of our markets
through a combination of increasing net collected rents and by continual efforts to contain controllable operating
expenses. Strategies to increase rents include constant monitoring of our markets, providing superior resident service
and desirable communities in which to live, leveraging the power of the internet through enhanced property websites,
resident portals and the implementation of programs such as utility and refuse reimbursements. Our AEC Academy
for Career Development provides training and support for our employees, which helps us to provide better trained,
quality personnel at our communities as well as minimizing or reducing employee turnover. We attempt to control
operating expenses through strategies such as utilizing centralized purchasing contracts benefiting multiple properties
and through diligent upkeep and regular maintenance at our apartment communities.

Financing and Capital. Proceeds received from new debt, debt refinancing, property sales or equity issuances are
invested based upon the expected return and the impact on our balance sheet. Reducing overall interest costs and
increasing the number of unencumbered assets have been two of our principal objectives. During 2007, 2008, and
2009, we continued to focus on lowering our cost of debt by financing, refinancing and defeasing/prepaying debt. Our
weighted average interest rate on our total debt declined 100 basis points from 7.2% at the end of 2006 to 6.2% at
December 31, 2009. Our interest coverage ratio and fixed charge coverage ratio were 1.72:1 and 1.53:1, respectively,
at December 31, 2009, up from 1.54:1 and 1.38:1, respectively, at December 31, 2006.

During 2008, we increased our $100.0 million unsecured revolving credit facility, or revolver, to $150.0 million. This
facility provides financial flexibility and the opportunity to capitalize on strategic acquisitions without the delays
associated with financing contingencies. As of December 31, 2009, we had $137.5 million of availability under our
unsecured revolving credit facility. In addition, in December 2009 we entered into a credit facility agreement with
Wells Fargo Multifamily Capital, on behalf of the Federal Home Loan Mortgage Corporation, or Freddie Mac.
Pursuant to the terms of the facility, we have the potential to borrow up to $100.0 million over a two-year period with
obligations being secured by project specific, nonrecourse, non cross-collateralized fixed or variable rate mortgages
having terms of five, seven or ten years.

In January 2010, we sold 5,175,000 of our common shares in a public offering at a price of $11.10 per share,
which resulted in total net proceeds of approximately $54.7 million. These proceeds were used to repay the $12.5
million borrowings on our unsecured revolver and to prepay a $42.0 million mortgage loan that was to mature in June
2010.

General Contractor/Construction. Our subsidiary, Merit Enterprises, Inc., is a general contractor and construction
manager that will act as our in-house construction division as well as provide general contracting and construction
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management services to third parties. Merit intends to concentrate its efforts on rehabilitation and ground-up
construction projects.

INCOME TAXES

See Note 1 of the Notes to the Consolidated Financial Statements presented in Part II, Item 8 of this report on Form
10-K.
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COMPETITIVE CONDITIONS

See Part II, Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations" of this
report on Form 10-K.

CUSTOMERS
Our business, taken as a whole, is not dependent upon any single customer or a few customers.
EMPLOYEES

On February 11, 2010, we employed approximately 360 people. Satisfactory relations have generally prevailed
between our employees and us.

AVAILABLE INFORMATION

Shareholders may obtain, free of charge from our Internet site at http://www.AssociatedEstates.com, a copy of our
annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those
reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act of 1934, as amended, as soon as
reasonably practicable after we file such material electronically with, or furnish it to, the Securities and Exchange
Commission ("SEC").

REPORTS TO SECURITY HOLDERS

We issue annual reports to our security holders that contain financial statements.

Item 1A. Risk Factors

We are subject to certain risks and uncertainties as described below. These risks and uncertainties are not the only
ones we face and there may be additional risks that we do not presently know of or that we currently consider
immaterial. All of these risks could adversely affect our business, financial condition, results of operations and cash

flows. Our ability to pay dividends on, and the market price of, our equity securities may be adversely affected if any
of such risks are realized.
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We are subject to risks inherent in the real estate business and operation of a REIT. We own and
manage multifamily apartment communities that are subject to varying degrees of risk generally incident to the
ownership of real estate. Our financial condition, the value of our properties and our ability to make distributions to
our shareholders will be dependent upon our continued access to the debt and equity markets and our ability to operate
our properties in a manner sufficient to generate income in excess of operating expenses and debt service charges,
which may be affected by the following risks, some of which are discussed in more detail below:

changes in the economic climate in the markets in which we own and manage properties,

including interest rates, the overall level of economic activity, the availability of consumer credit

and mortgage financing, unemployment rates and other factors;

our ability to refinance debt on favorable terms at maturity;

risks of a lessening of demand for the multifamily units that we own or manage;

competition from other available multifamily units and changes in market rental rates;

increases in property and liability insurance costs;

unanticipated increases in real estate taxes and other operating expenses;

weather conditions that adversely affect operating expenses;

expenditures that cannot be anticipated such as utility rate and usage increases, unanticipated

repairs and real estate tax valuation reassessments or millage rate increases;

inability to control operating expenses or achieve increases in revenue;

ownership limitations on our common and preferred shares that may discourage a takeover

otherwise considered favorably by shareholders;

the results of litigation filed or to be filed against us;

changes in tax legislation;

risks of personal injury claims and property damage related to mold claims because of diminished

insurance coverage;

catastrophic property damage losses that are not covered by our insurance;

our ability to acquire properties at prices consistent with our investment criteria;

risks associated with property acquisitions such as environmental liabilities, among others;

changes in or termination of contracts relating to third party management and advisory business;

risks related to the perception of residents and prospective residents as to the attractiveness,

convenience and safety of our properties or the neighborhoods in which they are located; and

construction business risks.
We are dependent on rental income from our multifamily apartment communities. If we are unable to attract
and retain residents or if our residents are unable to pay their rental obligations, our financial condition and funds
available for distribution to our shareholders may be adversely affected.

Our multifamily apartment communities are subject to competition. Our apartment communities are located in
developed areas that include other apartment communities and compete with other housing alternatives, such as
condominiums, single and multifamily rental homes and owner occupied single and multifamily homes. In certain
markets, such as Florida, failed condominium conversions or properties originally developed as condominiums are
reverting to apartment rentals, creating increasing competition in those markets. Moreover, rentals resulting from
bank foreclosures may create additional competition in certain of our markets. Such competition may affect our

10
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ability to attract and retain residents and to increase or maintain rental rates.

The properties we own are concentrated in Ohio, Michigan, Georgia, Florida, Indiana, Virginia and
Maryland. As of December 31, 2009, approximately 32%, 24%, 14%, 10%, 7%, 7% and 6% of the units in
properties we own were located in Ohio, Michigan, Georgia, Florida, Indiana, Virginia and Maryland, respectively.
Our performance, therefore, is linked to economic conditions and the market for available rental housing in the
sub-markets in which we operate. Deteriorating economic conditions such as continued high unemployment and
competition from unsold or foreclosed homes or condominiums in the various sub-markets in Ohio and Michigan,
where 56% of our units are located, or to a lesser extent the sub-markets in the other states, may adversely affect our
financial condition, results of operations and ability to make distributions to our shareholders.

6
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Our insurance may not be adequate to cover certain risks. There are certain types of risks, generally of a
catastrophic nature, such as earthquakes, floods, windstorms, acts of war and terrorist attacks that may be uninsurable,
are not economically insurable, or are not fully covered by insurance. Moreover, certain risks, such as mold and
environmental exposures, generally are not covered by our insurance. Other risks are subject to various limits,
sublimits, deductibles and self insurance retentions, which help to control insurance costs, but which may result in
increased exposures to uninsured loss. Any such uninsured loss could have a material adverse effect on our business,
financial condition and results of operations.

Secured debt financing could adversely affect our performance. At December 31, 2009, thirty-one of our 48
properties were encumbered by project specific, non-recourse, and except for five properties, non-cross-collateralized
mortgage debt. There is a risk that these properties may not have sufficient cash flow from operations to pay required
principal and interest. We may not be able to refinance these loans at an amount equal to the loan balance and the
terms of any refinancing may not be as favorable as the terms of existing indebtedness. If we are unable to make
required payments on indebtedness that is secured by a mortgage, the property securing the mortgage may be
foreclosed with a consequent loss of income and value to us. Although Fannie Mae and Freddie Mac continue to
provide needed financing to qualified borrowers, such as ourselves, there is no assurance that those alternatives will
remain available.

Real estate investments are generally illiquid, and we may not be able to sell our properties when it is
economically or strategically advantageous to do so. Real estate investments generally cannot be sold quickly, and
our ability to sell properties may be affected by market conditions. We may not be able to further diversify or vary
our portfolio in accordance with our strategies or in response to economic or other conditions. In addition, provisions
of the Internal Revenue Code of 1986, as amended (the "Code"), limit the ability of a REIT to sell its properties in
some situations when it may be economically advantageous to do so, thereby potentially adversely affecting our
ability to make distributions to our shareholders.

Our access to corporate public bond markets is limited. Substantially all of our current debt either is secured
property specific mortgages or bank debt under our unsecured revolving credit facility. In order to access the
corporate public bond markets we would need major modifications to the shelf registration debt covenants contained
in the indenture currently in place.

Litigation may result in unfavorable outcomes. Like many real estate operators, we are frequently involved in
lawsuits involving premises liability claims, housing discrimination claims and alleged violations of landlord-tenant
laws, which may give rise to class action litigation or governmental investigations. Any material litigation not
covered by insurance, such as a class action, could result in substantial costs being incurred.

The costs of complying with laws and regulations could adversely affect our cash flow. Our properties must
comply with Title III of the Americans with Disabilities Act (the "ADA") to the extent that they are "public
accommodations" or "commercial facilities" as defined in the ADA. The ADA does not consider apartment
communities to be public accommodations or commercial facilities, except for portions of such communities that are
open to the public. In addition, the Fair Housing Amendments Act of 1988 (the "FHAA") requires apartment
communities first occupied after March 13, 1990 to be accessible to the handicapped. Other laws also require

12
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apartment communities to be handicap accessible. Noncompliance with these laws could result in the imposition of
fines or an award of damages to private litigants. We have been subject to lawsuits alleging violations of handicap
design laws in connection with certain of our developments.

7
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Under various federal, state and local laws, an owner or operator of real estate may be liable for the costs of removal
or remediation of certain hazardous or toxic substances on, under or in the property. This liability may be imposed
without regard to whether the owner or operator knew of, or was responsible for, the presence of the substances.

Other laws impose on owners and operators certain requirements regarding conditions and activities that may affect
human health or the environment. Failure to comply with applicable requirements could complicate our ability to
lease or sell an affected property and could subject us to monetary penalties, costs required to achieve compliance and
potential liability to third parties. We are not aware of any material noncompliance, liability or claim relating to
hazardous or toxic substances or other environmental matters in connection with any of our properties. Nonetheless, it
is possible that material environmental contamination or conditions exist, or could arise in the future in the apartment
communities or on the land upon which they are located.

We are subject to risks associated with development, acquisition and expansion of multifamily apartment
communities. Development projects, acquisitions and expansions of apartment communities are subject to a number
of risks, including:

availability of acceptable financing;

competition with other entities for investment opportunities;

failure by our properties to achieve anticipated operating results;

construction costs of a property exceeding original estimates;

delays in construction; and

expenditure of funds on, and the devotion of management time to, transactions that may not
come to fruition.

We impose stock ownership limitations that may discourage a takeover otherwise considered favorable
by shareholders. With certain limited exceptions, our Second Amended and Restated Articles of Incorporation, as
amended and supplemented to date, prohibit the ownership of more than 4.0% of our outstanding common shares and
more than 9.8% of the shares of any series of any class of our preferred shares by any person, unless we grant a
waiver. Absent such a waiver, any shares owned in excess of such ownership limit are subject to repurchase by us and
to other consequences as set forth in our Second Amended and Restated Articles of Incorporation. All shares of stock
issued by our company are subject to the following restrictions, whether such shares are in certificated or
uncertificated form:

"The Common Shares represented by this certificate are subject to restrictions on transfer for the purpose of
preserving the Corporation s status as a Real Estate Investment Trust under the Internal Revenue Code of 1986, as
amended. Subject to certain provisions of the Corporation s Amended and Restated Articles of Incorporation, no
Person may Beneficially Own Common Shares in excess of 4.0% of the outstanding Common Shares of the
Corporation (unless such Person is an Existing Holder) and no Person (other than an Existing Holder who
Constructively Owns in excess of 9.8% of the Common Shares immediately following the consummation of the Initial
Public Offering) may Constructively Own Common Shares in excess of 9.8% of the outstanding Common Shares of
the Corporation. Any Person who attempts to Beneficially Own or Constructively Own Common Shares in excess of
the above limitations must immediately notify the Corporation. All capitalized terms in this legend have the meanings
defined in the Corporation s Second Amended and Restated Articles of Incorporation, a copy of which, including the
restrictions of transfer, will be sent without charge to each shareholder who so requests. If the restrictions on transfer

14
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are violated, certain of the Common Shares represented may be subject to repurchase by the Corporation on the terms
and conditions set forth in the Corporation s Second Amended and Restated Articles of Incorporation."

8
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We have a shareholders rights plan which would delay or prevent a change in control. We also have a
shareholders rights plan, which may be triggered if any person or group becomes the beneficial owner of, or
announces an offer to acquire 15.0% or more of our common shares. We are domiciled in the State of Ohio, where
various state statutes place certain restrictions on takeover activity. Our shareholders rights plan and these restrictions
are likely to have the effect of precluding acquisition of control of us without our consent even if a change in control
is in the interests of shareholders. All shares of stock issued by our company include the following reference to such
shareholders rights agreement whether such shares are in certificated or uncertificated form:

"This certificate also evidences and entitles the holder hereof to certain Rights as set forth in a Second
Amended and Restated Shareholder Rights Agreement between Associated Estates Realty Corporation, an Ohio
corporation (the "Company"), and Wells Fargo Shareowner Services, a division of Wells Fargo Bank, N.A. as rights
agent (the "Rights Agent"), dated as of December 30, 2008 (as amended, supplemented or otherwise modified from
time to time, the "Rights Agreement"), the terms of which are incorporated by reference herein and a copy of which is
on file at the principal offices of the Company and the stock transfer administration office of the Rights Agent. The
Company will mail a copy of the Rights Agreement without charge to the holder of this certificate within five days
after the receipt of a written request therefore. Under certain circumstances, as set forth in the Rights Agreement, the
Rights will be evidenced by separate certificates and will no longer be evidenced by this certificate. The Company
may redeem the Rights at a redemption price of $0.01 per Right, subject to adjustment, under the terms of the Rights
Agreement. Under certain circumstances, Rights issued to or held by Acquiring Persons or by any Affiliates or
Associates thereof (as defined in the Rights Agreement), and any subsequent holder of such Rights, may become null
and void. The Rights are not exercisable, and are void so long as held, by a holder in any jurisdiction where the
requisite qualification to the issuance to such holder, or the exercise by such holder, of the Rights in such jurisdiction
has not been obtained."

We may fail to qualify as a REIT and our shareholders may incur tax liability as a result. Commencing
with our taxable year ending December 31, 1993, we have operated in a manner so as to permit us to qualify as a
REIT under the Code, and we intend to continue to operate in such a manner. Although we believe that we will
continue to operate as a REIT, no assurance can be given that we will remain qualified as a REIT. If we were to fail
to qualify as a REIT in any taxable year, we would not be allowed a deduction for distributions to our shareholders in
computing our taxable income and would be subject to federal income tax (including any applicable alternative
minimum tax) on our taxable income at regular corporate rates. Unless we are entitled to relief under certain Code
provisions, we also would be disqualified from treatment as a REIT for the four taxable years following the year
during which REIT qualification was lost. As a result, the cash available for distribution to our shareholders could be
reduced or eliminated for each of the years involved.

We are subject to control by our directors and officers. Our directors and executive officers and some
members of their respective families owned approximately 15.0% of our outstanding common shares as of December
31, 2009. Accordingly, those persons have substantial influence over us and the outcome of matters submitted to our
shareholders for approval.

We depend on our key personnel. Our success depends to a significant degree upon the continued
contribution of key members of our management team, who may be difficult to replace. The loss of services of these
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executives could have a material adverse effect on us. There can be no assurance that the services of such personnel
will continue to be available to us. Our Chairman of the Board, President and Chief Executive Officer, Mr. Jeffrey 1.
Friedman, is a party to an employment agreement with us. Other than Mr. Friedman, we do not have employment
agreements with key personnel. We do not hold key-man life insurance on any of our key personnel.

9
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We may be exposed to construction business risk. Our subsidiary, Merit Enterprises, Inc., is engaged in the
construction business as a general contractor. Inherent risks of those operations include the following:

Fixed price contracts can be adversely affected by a number of factors that cause actual results
to exceed the cost estimates at the time of original bid, resulting in increased project costs and
possible losses;

penalties for late completion;

adverse weather conditions;

continuing difficulties in the development and construction industries;

continuing difficulties in obtaining financing for development and construction;

failure of subcontractors to perform as anticipated; and

bonding indemnification obligations for which the parent company is responsible.

Item 1B. Unresolved Staff Comments

None.

10
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Item 2. Properties

Our Portfolio. The following table represents our portfolio as of December 31, 2009, which consists of
properties we owned, directly or indirectly, and properties we manage.

Total Number Total Number

of Properties of Units
Wholly Owned Properties:
Baltimore/Washington 3 667
Florida 4 1,272
Georgia 4 1,717
Indiana 3 836
Michigan 11 2,888
Ohio 20 3,924
Virginia 3 804
Total wholly owned properties 48 12,108
Managed for Pension Fund Clients:
Colorado 1 258
Total Portfolio 49 12,366
Other Properties: Units/Sq. Ft.
Asset Managed for Pension Fund Clients:
Multifamily:
Texas 1 186
Commercial:
California 1 145,000
2

11
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Total Number Age of Owned
of Units Properties)
Wholly Owned Properties:
Baltimore/Washington
Annen Woods 131 22
Hampton Point 352 23
Reflections 184 24
667
Florida
Courtney Chase 288 6
Cypress Shores 300 18
Vista Lago 316 6
Windsor Pines 368 11
1,272
Georgia
Cambridge at Buckhead 168 14
The Falls 520 23
Idlewylde 843 8
Morgan Place 186 20
1,717
Indiana
Residence at White River 228 18
Steeplechase 264 11
Waterstone Apartments 344 12
836
Michigan
Arbor Landings 328 10
Aspen Lakes Apartments 144 28
Central Park Place 216 21
Country Place Apartments 144 20
Clinton Place Apartments 202 21
Georgetown Park Apartments 480 10
Oaks at Hampton 544 21
The Landings at the Preserve 190 18
Spring Brook Apartments 168 21
Spring Valley Apartments 224 22
Summer Ridge 248 18
2,888
Ohio
St. Andrews at Little Turtle 102 22
Barrington 288 10
Bedford Commons 112 22
Bradford at Easton 324 13
Heathermoor 280 20
Kensington Grove 76 14
Lake Forest 192 15

(1) Age of property is determined by subtracting from 2009 the year construction of the property was
completed or, if applicable, the year the property was substantially rehabilitated.
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Total Number Age of Owned
of Units Properties)
Ohio (Continued)
Mallard's Crossing 192 19
Muirwood Village at Bennell 164 21
Perimeter Lakes 189 17
Remington Place 234 19
Residence at Christopher Wren 264 16
Residence at Turnberry 216 18
Saw Mill Village 340 22
Sterling Park 128 15
Village at Avon 312 8
Westchester Townhomes 136 20
Western Reserve 108 11
Westlake Townhomes 7 24
Williamsburg Townhomes 260 19
3,924
Virginia
The Alexander at Ghent 268 3
The Belvedere 296 4
River Forest 240 3
804
Total wholly owned properties 12,108 15
Anticipated
Location Acres Completion
Undeveloped Land Parcels:
Aspen Lakes Grand Rapids, MI 19.5 On Hold
Landings at the Preserve Battle Creek, MI 4.3 On Hold
River Forest Richmond, VA 5.9 2010
Westlake Westlake, OH 39.0 On Hold
Wyndemere Franklin, OH 10.0 On Hold
Total undeveloped land parcels 78.7

(1) Age of property is determined by subtracting from 2009 the year construction of the property was
completed or, if applicable, the year the property was substantially rehabilitated.

Indebtedness Encumbering the Properties. We have financed, and in many cases refinanced, the acquisition,
development and rehabilitation of our properties with a variety of sources of mortgage indebtedness. At December
31, 2009, 17 of the 48 wholly owned properties were unencumbered, 24 properties were encumbered by conventional
mortgages, five properties were encumbered by cross-collateralized, cross-defaulted mortgage loans, and two
properties were encumbered by federally insured mortgages.
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Item 3. Legal Proceedings

For information concerning current legal proceedings, see Note 8 of the Notes to Consolidated Financial
Statements presented in Part II, Item 8 of this report on Form 10-K.

Item 4. Submission of Matters to a Vote of Security Holders

No matter was submitted to a vote of security holders during the fourth quarter of the fiscal year covered by
this report.

Executive Officers of the Registrant and Other Key Employees

The following information regarding our executive officers is provided pursuant to Instruction 3 to Item 401(b)
of Regulation S-K.

Name Age Position with the Company

Jeffrey 1. Friedman 58 Chairman of the Board, President and Chief Executive Officer
Lou Fatica 43 Vice President, Treasurer and Chief Financial Officer

Martin A. Fishman 68 Vice President, General Counsel and Secretary

John T. Shannon 48 Senior Vice President, Operations

Jeffrey 1. Friedman has served as our Chairman of the Board and Chief Executive Officer since the Company
was organized in 1993 and served as our President from the Company's organization until February 24, 2000. In
August 2002, Mr. Friedman reassumed the role of President. Mr. Friedman joined the Company's predecessor,
Associated Estates Group, ("AEG"), in 1974 and later became Chief Executive Officer and President of Associated
Estates Corporation, a company in the AEG group.

Lou Fatica joined the Company in 1999 as Controller, and was promoted to Vice President-Controller during
2000. On March 15, 2001, Mr. Fatica became Vice President, Treasurer and Chief Financial Officer of the Company.
Mr. Fatica is a Certified Public Accountant (CPA), a member of the American Institute of Certified Public
Accountants (AICPA) and the Ohio Society of CPA's.

Martin A. Fishman has been our Vice President, General Counsel and Secretary since the Company's
organization. Mr. Fishman joined AEG in 1986 as Vice President - General Counsel of Associated Estates

Corporation, a position he held until the formation of the Company.

John T. Shannon joined the Company in 2004 as Senior Vice President, Operations. Mr. Shannon had previously held
the position of Vice President of Operations at The Shelter Group. He has a degree in Business Administration with
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concentration in real estate finance and construction management from the University of Denver. Mr. Shannon has 20
years of property management experience.
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In addition to the officers named in the table above, the following persons have been appointed as officers of
the Company and hold positions in senior management as indicated:

Michelle B. Creger joined the Company in 2009 as Vice President, Associate General Counsel. Ms. Creger
was previously the Vice President of Human Resources at U-Store-It Trust, and has also worked for American
Greetings Corporation and McDonald Hopkins, a major Cleveland law firm. She earned her law degree from Case
Western Reserve University School of Law and a Bachelor's degree in Economics from Creighton University. Ms.
Creger has over 27 years of legal experience and is 54 years old.

Patrick Duffy joined the Company in 2005 as Vice President of Strategic Marketing. Mr. Duffy plays a key
role in our diversification plan by assisting in identifying markets for asset acquisitions and dispositions. In addition,
he is responsible for developing property-specific marketing plans and strategies to assist in maximizing top line
revenue growth for our properties, while also assisting with pricing and positioning strategies. Mr. Duffy previously
held the position of Senior Vice President of Marketing at The Shelter Group. He graduated from Loyola College and
holds a Master's Degree in Administrative Sciences from Johns Hopkins University. Mr. Duffy has over 23 years of
experience in the real estate industry and is 48 years old.

Jason A. Friedman joined the Company in 2009 as Vice President, Construction and Development and as
President of Merit Enterprises, Inc. He previously was the President of JAS Construction, Inc., a general contractor
specializing in multifamily renovations. During his tenure at JAS, he was involved in approximately $100 million of
multifamily renovation projects in various states. Mr. Friedman has also worked for PricewaterhouseCoopers where
he provided valuation and advisory services to real estate clients. He graduated from Auburn University with a major
in Communications and Business. Mr. Friedman is a member of the Urban Land Institute. Mr. Friedman has over 10
years of real estate experience and is 35 years old.

Daniel E. Gold joined the Company in 2009 as Vice President of Human Resources. Mr. Gold previously
served as the Director of Corporate Human Resources for Falcon Transport and has also worked for Rockwell
Automation, Cap Gemini and Bailey Controls. Mr. Gold is responsible for the oversight of all Human Resource
functions, including employee development, compensation, benefits, recruiting and payroll. Mr. Gold has a
Bachelor's of Science degree in Communications from Ohio University, and is a member of both the Ohio Human
Resource Planning Society and the Society for Human Resource Management. Mr. Gold has over 16 years of Human
Resources experience and is 41 years old.

Miria C. Rabideau joined the Company in 1994 as a Property Manager, and was promoted to Regional
Manager in 2003. During 2006, she was promoted to Regional Vice President and during 2009 she was promoted to
Vice President of Operations. Ms. Rabideau is responsible for properties in Colorado, Indiana, Michigan and
Northeast Ohio. Ms. Rabideau has 17 years of asset and property management experience. She has a Bachelor's
degree from Michigan State University and is 40 years old.

Beth L. Stoll joined the Company in 2004 as a Regional Vice President, and was promoted to Vice President
of Operations during 2006. She is responsible for properties in Georgia, Maryland, Florida, Virginia and Central

Ohio. Ms. Stoll is also responsible for the AEC Academy for Career Development, which provides training and
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support for our employees. Ms. Stoll previously held the position of Regional Vice President at The Shelter Group.
Ms. Stoll has over 22 years of property management experience and is 54 years old.
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PART II

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

Our common shares are traded on the NYSE and NASDAQ under the trading symbol "AEC." The following
table sets forth for the periods indicated the high and low closing sale prices per common share as reported on the
NYSE (composite tape) and the dividends declared per common share.

Dividends Declared

Price Range Per Share

2009 2008 2009 2008

High Low High Low
First Quarter $ 8.75 $ 4.87 $ 12.16 $ 8.30 $ 0.17 $ 0.17
Second Quarter 6.71 5.08 13.47 10.71 0.17 0.17
Third Quarter 10.21 5.16 14.88 10.97 0.17 0.17
Fourth Quarter 11.27 8.98 13.06 6.35 0.17 0.17

$ 0.68 $ 0.68
During the year ended December 31, 2009, net income attributable to AERC was less than the total dividends
declared on our common shares. However, cash flow from operations was sufficient to pay cash dividends. For a
discussion of liquidity and capital resources, see Part II, Item 7 of this report on Form 10-K.

On February 11, 2010, there were approximately 800 holders of record and approximately 7,610 beneficial
owners of our common shares. For information concerning security ownership of certain beneficial owners and
management and related shareholder matters, see Part III, Item 12 of this report on Form 10-K.

We maintain a dividend reinvestment plan under which shareholders may elect to reinvest their dividends
automatically in our common shares. Under the plan, the administrator of the plan will purchase shares directly from
us (either treasury shares or newly-issued common shares), in the open market, or in privately negotiated transactions
with third parties on behalf of participating shareholders.

There is a total of $26.3 million remaining on our Board of Director authorizations to repurchase our common
and/or preferred shares. Additionally, we have a policy which allows employees to pay their portion of the income
taxes related to restricted share vesting by surrendering a number of shares to us equal in value on the day of vesting
to the amount of taxes due up to the minimum statutory withholding amount. The following table sets forth our
repurchase activities for the fourth quarter of 2009.

Issuer Purchases of Equity Securities for the Three Months Ended December 31, 2009

Approximate Dollar
Total Number of Value of Shares
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Period

October 1 through
October 31
November 1 through
November 30
December 1 through
December 31

Total
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Total Number
of Shares
Purchased

113

113

Average
Price Paid
Per Share
$ -

9.72

$ 9.72

Shares Purchased
As Part of

Publicly Announced
Plans or Programs

16

That May Yet Be
Purchased Under the
Plans or Programs
(in thousands)

$ 26,288

26,288

26,288
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In January 2010, we sold 5,175,000 of our common shares in a public offering at a price of $11.10 per share,

which resulted in total net proceeds of approximately $54.7 million.

Item 6. Selected Financial Data

The following tables set forth selected financial and other data for us on a consolidated basis. The historical

financial information contained in the tables has been derived from and should be read in conjunction with (i) our
Consolidated Financial Statements and Notes thereto and (ii) Management's Discussion and Analysis of Financial
Condition and Results of Operations both included elsewhere herein.

(In thousands, except per share, unit count and net collected rent amounts)

Operating Data:

Revenue

Property revenue

Management and service operations:
Fees, reimbursements and other
Construction and other services
Total revenue

Total expenses

Interest income
Interest expense

(Loss) income before gain on disposition of investment, gain on
insurance recoveries, equity in net income (loss) of joint ventures,
and income from discontinued operations

Gain on disposition of investment

Gain on insurance recoveries

Equity in net income (loss) of joint ventures

(Loss) income from continuing operations

Income from discontinued operations:

Operating income (loss)

Gain on disposition of properties

Income from discontinued operations

Net income

Net income attributable to noncontrolling redeemable interest
Net income attributable to AERC

Preferred share dividends

Preferred share repurchase costs

Discount/(premium) on preferred share repurchase

Year Ended December 31,

2009

$127,972 $127,848 $113,772

1,287
1,160
130,419

(106,615)

46
(34,220)

(10,370)

665
(9,705)

568
15,400
15,968
6,263
(53)
6,210
(4,199)

2008

1,784
1,010
130,642

(106,705)

132
(35,660)

(11,591)

1,502
(10,089)

(433)
45,202
44,769
34,680
(53)
34,627
(4,655)
(143)
2,289

2007

10,990
2,218
126,980

(104,562)

429
(38,798)

(15,951)

(258)
(16,209)

5,563
20,864
26,427
10,218
(53)
10,165
(4,924)
(58)
(114)

2006

$102,771

11,689
1,078
115,538

(96,068)

650
(45,660)

(25,540)

(462)
(26,002)

(1,009)
54,093
53,084
27,082
(61)

27,021
(5,046)
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Allocation to participating securities (423) (730) (338)
Net income applicable to common shares $1,588 $31,388  $4,731

Earnings per common share - Basic and Diluted:
(Loss) income from continuing operations

applicable to common shares $(0.85) $(0.78) $(1.27)

Income from discontinued operations 0.95 2.71 1.55

Net income applicable to common shares $0.10 $1.93 $0.28

Weighted average number of common shares outstanding 16,516 16,262 16,871

Dividends declared per common share $0.68 $0.68 $0.68
17

(770)
$21,205

$(1.83)
3.07
$1.24
17,023

$0.68
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2009 2008 2007 2006
Cash flow data:
Cash flow provided by operations $31,300 $24,665 $28,962 $17,912
Cash flow provided by (used for) investing activity 16,450 41,051 (38,610) 73,935
Cash flow used for financing activity 47,701) (63,714) (18,813) (101,570)
Balance Sheet Data at December 31:
Real estate assets, net $638,535 $673,848 $659,586 $591,520
Total assets 662,505 699,896 686,796 648,829
Total debt 525,836 557,481 556,695 498,634
Total shareholders' equity 99,440 105,621 89,786 112,051
Other Data:
Net operating income () ) $72,765 $73,619 $62,033  $55,321
Funds from operations (@) (©) $19,836  $21,893 $17.659 $930
Funds from operations as adjusted ) (©) $19,273  $21,706 $22,055 $16,453
Total properties (at end of period) - includes joint ventures 48 50 64 66
Total multifamily units (at end of period) - includes joint ventures 12,108 12,672 14,450 15,355
Average monthly net collected rent per unit $852 $858 $815 $750
Physical occupancy ) 93.9% 93.0% 94.1% 94.5%
(1) We consider net operating income ("NOI") to be an important indicator of our overall performance

(@)

3)

because it reflects the operating performance of our real estate portfolio and management and service
companies at the property and management and service company level and is used to assess regional
property and management and service company level performance. NOI is determined by deducting
property operating and maintenance expenses, direct property management and service company
expenses and construction and other services expense from total revenue. NOI should not be considered
(1) as an alternative to net income determined in accordance with accounting principles generally
accepted in the United States ("GAAP"), (ii) as an indicator of financial performance, (iii) as cash flow
from operating activities (determined in accordance with GAAP) or (iv) as a measure of liquidity; nor is
it necessarily indicative of sufficient cash flow to fund all of our needs. Other real estate companies may
define NOI in a different manner.

We calculate funds from operations ("FFO") in accordance with the definition adopted by the Board of
Governors of the National Association of Real Estate Investment Trusts ("NAREIT"). This definition
includes all operating results, both recurring and non-recurring, except those results defined as
"extraordinary items" under GAAP, adjusted for depreciation on real estate assets and amortization of
intangible assets, gains on insurance recoveries, and gains and losses from the disposition of properties
and land. We calculate FFO per share using the weighted average shares outstanding amounts used in the
calculation of basic and diluted earnings per share in accordance with GAAP. FFO does not represent
cash generated from operating activities in accordance with GAAP and is not necessarily indicative of
cash available to fund cash needs and should not be considered an alternative to net income as an
indicator of our operating performance or as an alternative to cash flow as a measure of liquidity. FFO is
used in the real estate industry as a supplemental measure of the operating performance of real estate
companies because it excludes charges such as real estate depreciation that are generally considered not
to be reflective of the actual value of real estate assets over time. Other real estate companies may define
FFO in a different manner.

Funds from operations ("FFO") as adjusted is FFO, as defined above, adjusted for certain corporate
transactions to provide an amount that is more representative of the operations of our real estate
portfolio. We consider FFO as adjusted to be a more appropriate measure of comparing the operating

2005

$24,376
4,421
(50,798)

$645,937
719,242
573,570
108,980

$51,831
$15,217
$17,380
74
17,395
$689
92.9%
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performance of our real estate portfolio between periods as well as to that of other real estate companies.
Other real estate companies may define FFO as adjusted in a different manner.

(4) Physical occupancy represents the actual number of units leased divided by the total number of units
available at the end of the period.

18
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(5) Reconciliation of NOI to net income attributable to AERC:

Year Ended December 31,
(In thousands) 2009 2008 2007 2006 2005
Net operating income $72,765 $73,619 $62,033 $55,321 $51,831
Depreciation and amortization (34,937) (35,913) (29,288) (26,011) (25,928)
General and administrative expense (14,024) (13,769) (10,327) (9,840) (7,999)
Interest income 46 132 429 650 627
Interest expense (34,220) (35,660) (38,798) (45,660) (34,111)
Gain on disposition of investment - - - - 150
Gain on insurance recoveries 665 - - - -
Equity in net income (loss) of joint ventures - 1,502 (258) (462) (644)
Income from discontinued operations:
Operating income (loss) 568 (433) 5,563 (1,009) 3,807
Gain on disposition of properties 15,400 45,202 20,864 54,093 48,536
Income from discontinued operations 15,968 44,769 26,427 53,084 52,343
Net income 6,263 34,680 10,218 27,082 36,269
Net income attributable to noncontrolling redeemable interest (53) (53) (53) 61) (63)
Net income attributable to AERC $6,210 $34,627 $10,165 $27,021 $36,206
(6) Reconciliation of NOI to net income attributable to AERC: to FFO and FFO as adjusted:

Year Ended December 31,

(In thousands, except per share amounts) 2009 2008 2007 2006 2005
Net income attributable to AERC $6,210 $34,627 $10,165 $27,021 $36,20¢
Depreciation - real estate assets 32,822 32,560 31,363 31,205 32,355
Depreciation - real estate assets - joint ventures - 91 529 962 959
Amortization of joint venture deferred costs - - 17 34 34
Amortization of intangible assets 1,068 3,929 1,545 847 1,492
Preferred share dividends (4,199) (4,655) (4,924) (5,046) (5,130)
Preferred share repurchase costs - (143) (58) - (2,163)
Preferred share repurchase discount/(premium) - 2,289 (114) - -
Gain on disposition of joint venture property - (1,603) - - -
Gain on disposition of properties/gain on insurance recoveries (16,065) (45,202) (20,864) (54,093) (48,536)
Funds from operations 19,836 21,893 17,659 930 15,217
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Defeasance and other prepayment costs

Preferred stock repurchase costs

Preferred stock repurchase discount

Refund of defeasance costs for previously defeased loans
Funds from operations as adjusted

Funds from operations per common share - basic and diluted
Funds from operations as adjusted per common share - basic and diluted

Weighted average shares outstanding - basic and diluted

19

(563)
$19,273

$1.20
$1.17

16,516

1,959 4,224 15,523 -
143 58 - 2,163
(2,289) 114 - -

$21,706 $22,055 $16,453 $17,38(

$1.35 $1.05 $0.06 $0.79
$1.33 $1.31 $0.97 $0.91

16,262 16,871 17,023 19,162
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with the consolidated financial statements and notes
thereto included in Part II, Item 8 of this report on Form 10-K. This discussion may contain forward-looking
statements based on current judgments and current knowledge of management, which are subject to certain risks,
trends and uncertainties that could cause actual results to vary from those projected, including but not limited to,
expectations regarding our 2010 performance that are based on certain assumptions. Accordingly, readers are
cautioned not to place undue reliance on forward-looking statements which speak only as of the date of the document.
These forward-looking statements are intended to be covered by the safe harbor provisions of the Private Securities
Litigation Reform Act of 1995. The words "expects," "projects," "believes," "plans," "anticipates" and similar
expressions are intended to identify forward-looking statements. Investors are cautioned that these forward-looking
statements involve risks and uncertainty that could cause actual results to differ from estimates or projections
contained in these forward-looking statements. For a discussion of these risks and uncertainties, see "Risk Factors" in
Item 1A of this report on Form 10-K.

nn nn

Overview. We are engaged primarily in the ownership and operation of multifamily residential units. We also
provide asset and property management services to third party owners of multifamily residential units for which we
are paid fees. Our primary source of cash and revenue from operations is rents from the leasing of owned apartment
units, which represented 98.1% of our consolidated revenue for the year ended December 31, 2009.

The operating performance of our properties is affected by general economic trends including, but not limited
to, factors such as household formation, job growth, unemployment rates, population growth, immigration, the supply
of new multifamily rental communities and in certain markets the supply of other housing alternatives, such as
condominiums, single and multifamily rental homes and owner occupied single and multifamily homes. Additionally,
our performance may be affected by the access to and cost of debt and equity.

Rental revenue collections are a combination of rental rates, occupancy levels and rent concessions. We
attempt to adjust these factors to adapt to changing market conditions, thus allowing us to maximize rental revenue.
Indicators that we use in measuring these factors include physical occupancy and net collected rent per unit. These
indicators are more fully described in the Results of Operations comparison. Additionally, we consider property NOI
and FFO to be important indicators of our overall performance. Property NOI (property operating revenue less
property operating and maintenance expenses) is a measure of the profitability of our properties and has the largest
impact on our financial condition and operating results. FFO is used in the real estate industry as a supplemental
measure of the operating performance of real estate companies because it excludes charges such as real estate
depreciation that are generally considered not to be reflective of the actual value of real estate assets over time.

Additionally, gains and losses from the sale of most real estate assets and certain other items are also excluded from
FFO. See Selected Financial Data presented in Part II, Item 6 of this report on Form 10-K for reconciliations of NOI
and FFO to consolidated net income attributable to AERC in accordance with accounting principles generally
accepted in the United States ("GAAP").
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Our Same Community portfolio for the years 2008 and 2009 consists of 46 properties containing 11,572 units
and accounted for 93.1% of total revenue in 2009 and 94.0% of our property NOI. Same Community NOI decreased
2.4% in 2009 compared to 2008 primarily as a result of a $2.7 million or 13.6% reduction in NOI from our Southeast
portfolio. Our Midwest portfolio, however, increased NOI $931,000 or 2.3% while our Mid-Atlantic portfolio
remained relatively flat in 2009. The following table presents NOI results for 2009 and 2008:

Year Ended December 31,

2009 2008
(In thousands) NOI NOI
Same Community Properties:
Midwest $ 41,901 $ 40,970
Mid-Atlantic 9,563 9,498
Southeast 17,302 20,020
Total Same Community 68,766 70,488
Acquired Properties 4,404 3,299
Total Property NOI $ 73,170 $ 73,787
Service Company NOI 180 160
Construction and Other Services NOI (585) (328)
Total NOI $ 72,765 $ 73,619

Our 2010 earnings guidance does not include any acquisitions or dispositions. However, we intend to continue
to evaluate potential property acquisitions when our investment criteria warrant an acquisition. Moreover, we will
consider land development opportunities now that we again have the in-house construction expertise available through
Merit Enterprises, our wholly owned subsidiary. We also may sell properties where market conditions are such that
the reinvestment of cash proceeds derived from a sale are expected to provide over time a significantly greater return
on equity, an increase in cash flow or further enhance our strategic objectives.

We are also focused on reducing the ratio of our total debt to gross real estate assets and the overall interest
charges on our borrowings, which at December 31, 2009, had a weighted average rate of 6.2%. In January 2010, we
raised approximately $54.7 million in a public offering of 5.2 million common shares. These proceeds were used to
repay the $12.5 million borrowings on our revolver and to prepay a $42.0 million mortgage loan that was to mature in
June 2010.

In order to maximize property NOI, we plan to continue to focus our efforts on improving revenue,
controlling costs and realizing operational efficiencies at the property level, both regionally and portfolio-wide. In
2010, at the midpoint of our guidance, we expect Same Community NOI to decrease 3.25% and we expect property
revenue to decrease 0.5% while property operating expenses increase 3.25% compared to 2009. However, the
uncertainties caused by current economic conditions and the unprecedented financial crisis complicate our ability to
forecast future performance. We believe that the apartment industry is better situated to weather the recession than
other real estate sectors because people will normally choose shelter over discretionary spending such as going to the
mall or hotel stays and because government sponsored agencies such as Fannie Mae and Freddie Mac continue to
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provide attractive apartment financing, which may be unavailable to other commercial real estate sectors. However,
our 2010 expectations may be adversely impacted if recessionary forces accelerate or Congress curtails Fannie Mae or
Freddie Mac financing support to the apartment industry.

Federal Income Taxes. We have elected to be taxed as a Real Estate Investment Trust ("REIT") under
Sections 856 through 860 of the Internal Revenue Code of 1986, as amended, commencing with our taxable year
ending December 31, 1993. REITs are subject to a number of organizational and operational requirements including a
requirement that 90.0% of the income that would otherwise be considered as taxable income be distributed to
shareholders. Providing we continue to qualify as a REIT, we will generally not be subject to federal income tax on
net income. However, our Service Companies are subject to federal income tax.
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A REIT is precluded from owning more than 10.0% of the outstanding voting securities of any one issuer,
other than a wholly owned subsidiary or another REIT, and more than 10.0% of the value of all securities of any one
issuer. As an exception to this prohibition, a REIT is allowed to own up to 100% of the securities of a TRS that can
provide non-customary services to REIT tenants and others without disqualifying the rents that a REIT receives from
its tenants. However, no more than 25.0% of the value of a REIT's total assets can be represented by securities of one
or more TRS's. The amount of intercompany interest and other expenses between a TRS and a REIT are subject to
arms length allocations. We have elected TRS status for all of our Service Companies.

LIQUIDITY AND CAPITAL RESOURCES

Cash Flows and Liquidity. Significant sources and uses of cash in the past three years are summarized as
follows:

Significant Cash Sources (Uses):

Year Ended December 31,
(In thousands) 2009 2008 2007
Net cash provided by operations $31,300 $24,665 $28,962
Fixed assets:
Property/land acquisitions and development expenditures, net (4,526) (34,604) (70,547)
Net property/land disposition proceeds 32,7746 88,347 46,478

Recurring, revenue enhancing and non-recurring capital expenditures (12,629) (12,692) (12,300)
Debt:

Decrease in mortgage notes (22,645) (45,716) (3,939)
(Decrease) increase in revolving credit facility borrowings (9,000) 1,500 20,000
Cash dividends and operating partnership distributions paid (15,529) (15,813) (16,554)
Purchase of preferred and/or treasury shares (179) (4,882) (16,861)

Our primary sources of liquidity are cash flow provided by operations, short-term borrowings on the unsecured
revolver, our secured credit facility or project specific loans. We believe that we are well positioned to weather the
recent turmoil in the financial markets. Our debt repayment obligations are relatively modest. Six mortgage loans
totaling approximately $78.3 million were scheduled to mature in 2010. We have already repaid $42.0 million of
those debt obligations and we expect to repay the $36.3 million balance with proceeds from our unsecured revolver or
with proceeds from other secured loans.

In December 2009, we entered into a credit facility agreement with Wells Fargo Multifamily Corporation on
behalf of Freddie Mac. Pursuant to the terms of the facility, we have the potential to borrow up to $100.0 million over
a two-year period with obligations being secured by nonrecourse, non cross-collateralized fixed or variable rate
mortgages having terms of five, seven or ten years. Our $150.0 million unsecured revolver, which matures March 20,
2011, provides us additional financial flexibility.
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Our ability to reenter the capital markets affords us additional liquidity as demonstrated by our recent
successful sale to the public markets of 5,175,000 of our common shares resulting in net proceeds of approximately
$54.7 million.

Cash flow provided by operations increased during 2009 compared to 2008 primarily due to changes in
accounts payable and accrued expenses. These changes were primarily the result of an increase in the fair value of
deferred compensation, the payment of real estate taxes in 2008 related to the sale of 15 properties and the payment of
other liabilities in 2008 related to funds held for managed properties and our exit from the affordable housing
management business.

22

42



Edgar Filing: ASSOCIATED ESTATES REALTY CORP - Form 10-K

Cash flow provided by operations decreased in 2008 compared to 2007 primarily due to the payment of real
estate taxes in 2008 related to the sale of 15 properties and the payment of other liabilities in 2008 related to funds
held for managed properties and our exit from the affordable housing management business. This decrease was
partially offset by increased cash flow from property operations in 2008 when compared to 2007.

Shelf Availability. We have a shelf registration statement that became effective in May 2009. This
registration statement relates to possible offerings, from time to time, of debt securities, preferred shares, depositary
shares, common shares and common share warrants. This registration statement will expire in May 2012. In January
2010, we issued $57.4 million of new common shares under this registration statement. Securities offerings up to
$157.2 million are available under this shelf registration statement, after giving effect to the January 2010 common
share offering. However, before any debt securities could be issued under this shelf registration, major modifications
to the debt covenants contained in the indenture currently in place would be necessary.

Liquidity: Normal Business Operations. We anticipate that we will meet our normal business operations and
liquidity requirements for the upcoming year generally through net cash provided by operations. We believe that if
net cash provided by operations is below projections, other sources, such as the unsecured revolver, secured and
unsecured borrowings are or can be made available and should be sufficient to meet our normal business operations
and liquidity requirements.

Liquidity: Non-Operational Activities. Sources of cash available for repayment of debt, completing our
60-unit expansion project at our River Forest property, any property acquisitions and funding other capital
expenditures are expected to be provided primarily by proceeds from the refinancing of debt borrowings, our
unsecured revolver and possibly the sale of common shares.

Long-Term Contractual Obligations. The following table summarizes our long-term contractual obligations at
December 31, 2009, as defined by Item 303(a) 5 of Regulation S-K of the Securities and Exchange Act of 1934.

Payments Due In

(In thousands) 2015 and
Contractual Obligations  Total 2010 2011-2012  2013-2014  Later Years
Debt payable - principal ~ $ 525,836  § 81,374 $ 149,142 $ 179,454  $ 115,866
Debt payable - interest 191,068 30,317 45,604 23,975 91,172
Operating leases 303 157 119 13 14
Purchase obligations 15,713 13,844 1,831 38 -

Total $ 732920 $ 125,692  $ 196,696 $ 203480 $ 207,052

Debt Payable - Principal. Debt payable - principal includes principal payments on all property specific mortgages,
the unsecured revolving credit facility and unsecured debt based on amounts and terms of debt in existence at
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December 31, 2009. For detailed information about our debt, see Note 5 of the Notes to Consolidated Financial
Statements presented in Part II, Item 8 of this report on Form 10-K.

Debt Payable - Interest. Debt payable - interest includes accrued interest at December 31, 2009 and interest
payments as required based upon the terms of the debt in existence at December 31, 2009. Interest related to floating
rate debt is calculated based on applicable rates as of December 31, 2009.

Operating Leases. We lease certain equipment and facilities under operating leases. For detailed information
about our lease obligations, see Note 8 of the Notes to Consolidated Financial Statements presented in Part II, Item 8

of this report on Form 10-K.
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Purchase Obligations. Purchase obligations represent agreements to purchase goods or services and contracts
for the acquisition of properties that are legally binding and enforceable and that specify all significant terms of the
agreement. Our purchase obligations include, but are not limited to, obligations under construction contracts for labor
and materials as well as vendor contracts for property operations entered into in the normal course of operations, such
as for landscaping, snow removal, elevator maintenance, security, trash removal and electronically generated services.
Obligations included in the above table represent agreements dated December 31, 2009, or earlier.

Dividends. On December 9, 2009, we declared a dividend of $0.17 per common share, which was paid on
February 1, 2010, to shareholders of record on January 15, 2010. We anticipate that we will continue paying quarterly
regular dividends in cash. Additionally, on January 28, 2010, we declared a quarterly dividend of $0.54375 per
Depositary Share on our Class B Cumulative Redeemable Preferred Shares, which will be paid on March 15, 2010, to
shareholders of record on February 26, 2010.

Capital Expenditures. We anticipate incurring approximately $15.9 million in capital expendi-tures for 2010. This
includes replacement of worn carpet and appliances, parking lots and similar items in accordance with our current
property expenditure plan, as well as commitments for investment/revenue enhancing and non-recurring
expenditures. These commitments are expected to be funded with cash provided by operating activities and
borrowings on our unsecured revolver.

Financing and Other Commitments. The following table identifies our total debt outstanding as of December
31, 2009 (dollar amounts in thousands):

Balance Percentage Weighted
Outstanding of Average
December 31, 2009 Total Debt Interest Rate
FIXED RATE DEBT
Mortgages payable - CMBS $ 115,464 22.0% 7.7%
Mortgages payable - other (1) 337,241 64.1% 5.8%
Unsecured debt 25,780 4.9% 7.9%
Total fixed rate debt 478,485 91.0% 6.4%
VARIABLE RATE DEBT
Mortgages payable 34,851 6.6% 4.7%
Unsecured revolving credit facility 12,500 2.4% 2.6%
Total variable rate debt 47,351 9.0% 4.1%
TOTAL DEBT $ 525,836 100.0% 6.2%

(1) Includes $63.0 million of variable rate debt swapped to fixed.

45



Edgar Filing: ASSOCIATED ESTATES REALTY CORP - Form 10-K
24

46



Edgar Filing: ASSOCIATED ESTATES REALTY CORP - Form 10-K

The following table provides information on loans repaid at par as well as loans obtained during 2009:

(Dollar amounts in thousands) ~ Loans Repaid Loans Obtained

Property Amount Rate Amount Rate Maturity
Saw Mill Village $ 11,119 7.5% $ 17,220 6.0% April 2016
Georgetown Park 16,000 1.6% 1)y - N/A N/A
Chestnut Ridge 19,000 14% 1)y - N/A N/A

Oaks at Hampton 25,977 7.5% - N/A N/A
Steeplechase - N/A 13,790 4.7% 1) March 2016

N/A 21,440 4.7% (1) March 2016

Courtney Chase -
$ 72,006 4.6% @ $ 52450 5.1%

(1) Denotes variable rate loans. Rates shown on loans obtained are as of December 31, 2009.
(2) Represents weighted average interest rate for the loans listed.

At December 31, 2009, we had 17 unencumbered properties. These properties had net income of $7.8 million
for the year ended December 31, 2009, and a net book value of $151.8 million at December 31, 2009.

We lease certain equipment and facilities under operating leases. Future minimum lease payments under all
noncancellable-operating leases in which we are the lessee, are included in the previous table of contractual
obligations.

Operating Partnership. As provided in the AERC HP Investors Limited Partnership Agreement
("DownREIT Partnership"), we, as general partner, have guaranteed the obligation of the DownREIT Partnership to
redeem OP units held by the limited partners. The DownREIT Partnership was formed in 1998. Under the terms of
the DownREIT Partnership Agreement, the DownREIT Partnership is obligated to redeem OP units for our common
shares or cash, at our discretion, at a price per OP unit equal to the 20 day trailing price of our common shares for the
immediate 20 day period preceding a limited partner's redemption notice. As of December 31, 2009 there were
78,335 OP units remaining having a carrying value of $1.8 million, and 443,697 of the original 522,032 OP units had
been redeemed. These transactions had the effect of increasing our interest in the DownREIT Partnership from 85.0%
to 97.4%. For additional information regarding the OP units, see Note 1 of the Notes to the Consolidated Financial
Statements presented in Part II, Item 8 of this report on Form 10-K.

Acquisitions and Development. On April 21, 2008, we acquired two apartment communities located in the
Richmond, Virginia metropolitan area totaling 536 units for a purchase price of $75.0 million and additional closing
costs of $540,000. The acquisition also included a 5.9 acre land parcel adjacent to one of the properties on which we
are constructing an additional 60 units. We expect to complete this construction during 2010.
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We intend to continue to evaluate land and property acquisitions. Any future acquisitions or developments
would be financed with the most appropriate sources of capital, which may include the assumption of mortgage
indebtedness, bank and other institutional borrowings, the exchange of properties, undistributed earnings, secured or
unsecured debt financings, or the issuance of shares or units exchangeable into common shares.

Dispositions. During 2009, we sold two properties for net cash proceeds of $32.7 million. The operating
results of these properties, along with the gains of $15.4 million that we recognized, are included in "Income from

discontinued operations."
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Management and Service Operations. Revenues from our management and service operations were
significantly reduced in 2008 and 2009 as a result of our exit from the Affordable Housing business at the end of
2007. As of December 31, 2009 we managed one property and asset managed one residential property and one
commercial property for third party owners.

General Contractor/Construction. Our subsidiary, Merit Enterprises, Inc., is engaged as a general contractor and
construction manager that will act as our in-house construction division as well as provide general contracting and
construction management services to third parties. Merit intends to concentrate its efforts on rehabilitation and
ground-up construction projects.

RESULTS OF OPERATIONS FOR 2009 COMPARED WITH 2008 AND 2008 COMPARED WITH 2007

In the following discussion of the comparison of the year ended December 31, 2009 to the year ended
December 31, 2008 and the year ended December 31, 2008 to the year ended December 31, 2007, Same Community
properties represent 44 wholly owned properties that were owned during all of 2007, 2008 and 2009. Acquired
properties represent two properties acquired in April 2008 and two properties acquired in June 2007.

The net loss from continuing operations decreased $384,000 during 2009 compared to 2008 primarily as a
result of a decrease of $1.4 million in interest expense and a gain on insurance recoveries of $665,000 during 2009.
Offsetting these items was the fact that 2008 included net income from joint ventures of $1.5 million due to the sale of
our last joint venture property. The net loss from continuing operations decreased $6.1 million in 2008 compared to
2007 primarily as a result of a $3.1 million decrease in interest expense, which was primarily due to decreased debt
defeasance/prepayment costs, and an increase in equity in net income (loss) of joint ventures of $1.8 million primarily
resulting from the above referenced sale of our last joint venture property in 2008.

The following chart is intended to reflect the amount and percentage change in line items that are relevant to
the changes in overall operating performance:

Increase (decrease) when comparing
the years ended December 31,

(In thousands) 2009 to 2008 2008 to 2007
Property revenue $ 124 0.1% $ 14,076 12.4%
Fees, reimbursements and other 497 27.9% (9,206) (83.8)%
Property operating and maintenance expense items:

Personnel 284 1.9% 1,326 10.0%
Real estate taxes and insurance 351 2.0% 1,052 6.4%
Utilities 313 4.6% 992 17.1%
Depreciation and amortization 976) 2.71H% 6,625 22.6%
Direct property management and service company expenses (517) (31.8)% (11,239) (87.4)%
General and administrative 255 1.9% 3,442 33.3%
Interest expense (1,440) 4.00% (3,138) (8.1D)%
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Gain on insurance recoveries

Equity in net income (loss) of joint ventures
(Loss) income from continuing operations
Income from discontinued operations
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665 N/A
(1,502) (100.0)%
(384) 3.8%
(28,801)64.3)%

1,760
(6,120)
18,342

N/A
N/A
37.8%
69.4%
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Property Revenue. Property revenue is impacted by a combination of rental rates, rent concessions and
occupancy levels, i.e., net collected rent per unit. Physical occupancy at the end of each period and net collected rent
per unit are presented in the following tables:

Physical Occupancy

For the year ended December 31,

2009 2008 2007
Same Community Properties:
Midwest 94.9% 94.8% 94.9%
Mid-Atlantic 95.2% 92.2% 95.1%
Southeast 91.8% 88.8% 93.4%
Total Same Community 94.3% 93.4% 94.6%
Acquired Properties 91.6% 90.5% 90.5%

Average Monthly Net Collected

Rent Per Unit

For the year ended December 31,

2009 2008 2007
Same Community Properties:
Midwest $ 783 $ 778 $ 744
Mid-Atlantic $ 1,241 $ 1,222 $ 1,185
Southeast $ 952 $ 1,001 $ 1,019
Total Same Community $ 847 $ 852 $ 828
Acquired Properties $ 884 $ 939 $ 899

Property revenue increased in 2009 compared to 2008 primarily as a result of an increase of $730,000
contributed by the acquired properties. Property revenue for the Same Community properties decreased $610,000
primarily due to reductions in net rent (potential rent less concessions) and increases in the amount of vacancy losses
in the Southeast portfolio. Property revenues increased in 2008 compared to 2007 primarily as a result of $10.9
million contributed by the acquired properties and an increase of $3.2 million in the Same Community properties
which was primarily due to stable occupancy throughout the majorit