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The information in this preliminary prospectus supplement is not complete and may be changed. This preliminary
prospectus supplement and the accompanying prospectus are not an offer to sell these securities and we are not
soliciting offers to buy these securities in any jurisdiction where the offer or sale is not permitted.

Filed Pursuant to Rule 424(b)(5)
Registration No. 333-155699

SUBJECT TO COMPLETION, DATED JANUARY 11, 2010

PRELIMINARY PROSPECTUS SUPPLEMENT
(To Prospectus dated May 29, 2009)

4,500,000 Shares
Associated Estates Realty Corporation
Common Shares
$ pershare

We are offering 4,500,000 of our common shares, without par value. We have granted the underwriters an option to
purchase up to 675,000 additional common shares to cover over-allotments.

Our common shares are listed on the New York Stock Exchange and the Nasdaq Global Market under the symbol
AEC. On January 8, 2010, the last reported sale price of our common shares on the New York Stock Exchange was
$11.93 per share and on the Nasdaq Global Market, $11.94 per share.

Subject to certain exceptions, our Second Amended and Restated Articles of Incorporation restrict ownership of more
than 4% of our common shares in order to protect our status as a real estate investment trust, or REIT, for federal
income tax purposes. See Description of Common Shares Restrictions on Ownership in the accompanying
prospectus.

Investing in our common shares involves certain risks. See Risk Factors beginning on page S-5 of this
prospectus supplement and in the reports we file with the Securities and Exchange Commission pursuant to the
Securities Exchange Act of 1934, incorporated by reference in this prospectus supplement and the
accompanying prospectus, to read about factors you should consider before buying our common shares.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of

these securities or determined if this prospectus supplement or the accompanying prospectus is truthful or complete.
Any representation to the contrary is a criminal offense.
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Per Share Total

Public Offering Price $
Underwriting Discount $
Proceeds, Before Expenses, to Us $

&L PH P

The underwriters expect that the common shares will be ready for delivery on or about January , 2010.

Joint Book-Running Managers
Citi Raymond James

January , 2010
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You should rely only on the information contained in or incorporated by reference in this prospectus
supplement, the accompanying prospectus and any related free writing prospectus required to be filed with the
Securities and Exchange Commission, or the SEC. We have not, and the underwriters have not, authorized
anyone to provide you with different information. If anyone provides you with different or inconsistent
information, you should not rely on it. We are not, and the underwriters are not, making an offer to sell these
securities in any jurisdiction where the offer or sale is not permitted. You should assume that the information
appearing in this prospectus supplement, the accompanying prospectus, any such free writing prospectus and
the documents incorporated by reference is accurate only as of their respective dates. Our business, financial
condition, results of operations and prospects may have changed since those dates.
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ABOUT THIS PROSPECTUS SUPPLEMENT

This document is in two parts. The first part is this prospectus supplement, which describes the terms of this offering
and also adds to or updates the information contained in the accompanying prospectus and the documents
incorporated by reference into this prospectus supplement and the accompanying prospectus. The second part is the
accompanying prospectus, which provides more general information about our common shares and other securities
that do not pertain to this offering of common shares. To the extent that the information contained in this prospectus
supplement conflicts with any information in the accompanying prospectus or any document incorporated by
reference, the information in this prospectus supplement shall control. The information in this prospectus supplement
may not contain all of the information that is important to you. You should read this entire prospectus supplement, the
accompanying prospectus and the documents incorporated by reference carefully before deciding whether to invest in
our common shares.

Referencesto we, us, our and our company in this prospectus supplement and the accompanying prospectus are to
Associated Estates Realty Corporation and its consolidated subsidiaries, unless the context otherwise requires.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This prospectus supplement and the accompanying prospectus contain or incorporate by reference forward-looking

statements within the meaning of Section 27A of the Securities Act of 1933, or the Securities Act, and Section 21E of

the Securities Exchange Act of 1934, or the Exchange Act. We intend such forward-looking statements to be covered

by the safe harbor provisions for forward-looking statements contained in the Private Securities Litigation Reform Act

of 1995. You can identify forward-looking statements by the use of forward-looking words, such as expects,  projects,
believes, plans, anticipates, estimates, may, will or intends or the negative of those words or similar words

Forward-looking statements involve inherent risks and uncertainties regarding events, conditions and financial trends

that may affect our future plans of operation, business strategy, results of operations and financial position. For a

discussion of factors that could cause actual results to differ from those contemplated in the forward-looking

statements, please see the discussion under Risk Factors contained in this prospectus supplement and in the reports we

file under the Exchange Act, incorporated by reference in this prospectus supplement and the accompanying

prospectus. We do not undertake any responsibility to update any of these factors or to announce publicly any

revisions to forward-looking statements, whether as a result of new information, future events or otherwise.

S-iii
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SUMMARY

The following summary may not contain all of the information that is important to you. You should read this entire
prospectus supplement, the accompanying prospectus and the documents incorporated by reference carefully before
deciding whether to invest in our common shares. In this prospectus supplement, when we refer to our same
community portfolio for any particular year, we mean the portfolio of properties that we own during such year that
are stabilized (i.e., properties that we have owned for at least one year and that have achieved 93% physical
occupancy, but excluding Affordable Housing properties and properties that are held for sale). References to our

same community portfolio with regard to different years should not be interpreted to mean a comparison of the
same group of properties during such different years, but rather a comparison of the group of properties in our
portfolio that were stabilized in one year compared to the group of properties in our portfolio that were stabilized in
such other year. Other real estate companies may define same community portfolio in a different manner.

The Company

We are a fully-integrated, self-administered and self-managed REIT focused primarily on the ownership, operation,
management, acquisition and disposition of apartment communities. As of September 30, 2009, our owned and
non-owned portfolio consisted of 49 apartment communities containing 12,366 units located in the Midwest,
Mid-Atlantic and Southeast. We operate as a REIT for federal income tax purposes and own two taxable REIT
subsidiaries that provide asset management and construction services to us and to third parties.

As of September 30, 2009, our portfolio consisted of: (i) 48 apartment communities containing 12,108 units in seven
states that are wholly owned, either directly or indirectly through subsidiaries; (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 for a government sponsored pension
fund.

Our corporate headquarters is located at 1 AEC Parkway, Richmond Heights, Ohio 44143 and our telephone number
is (216) 261-5000.

Our Competitive Strengths

Quality Portfolio of Assets in Attractive Markets. We own a quality portfolio primarily located in attractive
submarkets in major metropolitan areas in the Midwest, Mid-Atlantic and Southeast. Many of our apartment
communities are located in close proximity to major employment centers and strong school systems. As of
September 30, 2009, our wholly owned apartment communities had an average age of 15 years. A key focus of our
acquisition/disposition strategy has been to maintain a younger portfolio, which generally results in assets requiring
less capital maintenance.

Positive Trends in Operating Performance. From 2005 to September 2009, our same community portfolio (as defined
above) has averaged 93.9% physical occupancy and generated 4.8% average annual net collected rent growth. Despite
the protracted financial crisis, our physical occupancy remained strong as of September 30, 2009 at 94.6%.

Since 2005, we have executed on our strategic plan to dispose of low margin, legacy assets and pursued what we
believed to be a disciplined approach to capital allocation. We used a good portion of those sale proceeds to acquire
assets in the Mid-Atlantic and Southeast markets and to repay in excess of $200.0 million of high coupon commercial
mortgage backed securities, or CMBS, debt. As of September 30, 2009, 17 of our properties, with a gross book value
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before depreciation of approximately $241.0 million, are unencumbered by mortgages. Those unencumbered
properties generated 24.5% of our property net operating income for the three months ended September 30, 2009.

Multifamily Operating Platform Focused on Value Creation. We have developed a leasing and management platform
that is focused on the support of property level operations and maximizing property net operating income at each of

our apartment communities. Resident-centric programs include customized, user-
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friendly property web pages and portals, credit approval, rent payment, and utility connection set-up and a 24/7 call
center for leasing and property information. Management systems include web-based property management software
that provides live financial, unit availability, leasing, procurement and expense data and a utility management program
that bills residents for trash and water/sewer reimbursements, monitors rates and tariffs, and serves as a centralized
utility payment processing center.

We believe our operating platform and extensive infrastructure of personnel, policies and procedures and corporate
resources all focused on site level operations will allow us to efficiently manage a larger portfolio as we grow.

Experienced Management Team with Aligned Interests. Our senior management team has over 160 years of collective
multifamily experience and an average of nearly ten years with our company. We believe that our senior management
team s extensive knowledge of multifamily operations provides us with a key competitive advantage. As of
September 30, 2009, our senior management team, directors and some members of their respective families
collectively owned approximately 15% of our common shares outstanding, which we believe better aligns
management s interest with those of our shareholders.

Operating Strategy and Business Objectives

Acquisition/Disposition. Our acquisition/disposition strategy has been to systematically migrate portions of our
Midwest portfolio to what we had considered to be higher growth markets in Florida, Atlanta and the
Baltimore/Washington, DC/Virginia corridor, and to reduce the number of markets in which we operate. 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 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 or repurchase our shares.

Since 2005, we have sold 31 properties containing a total of 6,923 units. We exited markets in Arizona, Pennsylvania,
Texas and North Carolina and sold our 12 Affordable Housing properties, 14 non-core market rate properties in Ohio
and one property in Florida at the height of the condo conversion boom. Consistent with our strategy to expand in
attractive submarkets outside the Midwest, we acquired six properties consisting of 2,131 units in Florida, Georgia
and Virginia over this same time period.

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 minimizes or reduces 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 are 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
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September 30, 2009. Our interest coverage ratio and fixed charge coverage ratio were 1.74:1 and 1.55:1, respectively,
at September 30, 2009, up from 1.54:1 and 1.38:1, respectively, at December 31, 2006.
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During 2008, we increased our $100.0 million unsecured revolving credit facility to $150.0 million. This facility
provides financial flexibility in a tightening credit market and the opportunity to capitalize on strategic acquisitions
without the delays associated with financing contingencies. As of September 30, 2009, approximately $12.0 million
was outstanding under our unsecured revolving credit facility, leaving approximately $138.0 million of availability
under this facility. In addition, we announced on December 22, 2009 that we had 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 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. Borrowings under this facility would be in conjunction with a refinancing of an
encumbered asset or new indebtedness that would be placed on an unencumbered property.

General Contractor/Construction. Our subsidiary, Merit Enterprises, Inc., which formerly operated primarily as a
painting/drywall and kitchen/bathroom rehabilitation subcontractor, has discontinued that business and is now
engaged in the construction business as a general contractor that intends to rehabilitate and construct multifamily
apartment communities for third parties. We believe that this new business will generate additional income for our
company and enable us to better monitor industry construction costs.

Our Portfolio

The following table presents property operating data for our portfolio by market and region as of and for the three
months ended September 30, 2009:

No. of Average Physical Property
Units Agel! Occupancy? Revenue
Midwest Properties
Indiana 836 13 97.5% $ 2,143
Michigan 2,888 18 95.7% 6,573
Ohio Central Ohio 2,621 18 96.0% 6,390
Ohio Northeastern Ohio 1,303 14 95.7% 3,754
Total Midwest Properties 7,648 17 96.0% 18,860
Mid-Atlantic Properties
Baltimore/Washington 667 23 95.2% 2,574
Virginia 804 3 93.0% 2,714
Total Mid-Atlantic Properties 1,471 11 94.0% 5,288
Southeast Properties
Florida 1,272 10 93.7% 4,357
Georgia 1,717 14 89.5% 3,750
Total Southeast Properties 2,989 13 91.3% 8,107
Total/Average Same
Community 12,108 15 94.6% $ 327255
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I Weighted average age shown in years.
2 Weighted average physical occupancy is as of September 30, 2009.
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The Offering
Issuer Associated Estates Realty Corporation
Common shares offered by us 4,500,000 common shares, without par value (5,175,000 if the

underwriters over-allotment option is exercised in full)

Common shares to be outstanding after 21,175,826 common shares (21,850,826 common shares if the
this offering underwriters over-allotment option is exercised in full)

Use of proceeds We expect that the net proceeds from this offering will be approximately
$  million after deducting the underwriting discount and our estimated
expenses (or approximately $  million if the underwriters
over-allotment option is exercised in full). We intend to use the net
proceeds from this offering to repay borrowings under our unsecured
revolving credit facility, to repay other indebtedness and for general
corporate purposes.

Ownership limit Subject to certain exceptions, our Second Amended and Restated Articles
of Incorporation restrict ownership of more than 4% of our common
shares in order to protect our status as a REIT for federal income tax
purposes. See Description of Common Shares Restrictions on Ownership
in the accompanying prospectus.

Listing Our common shares are listed on the New York Stock Exchange and the
Nasdaq Global Market under the symbol AEC.

Risk factors An investment in our common shares involves risks, and prospective
investors should carefully consider the matters discussed under Risk
Factors beginning on page S-5 of this prospectus supplement and in the
reports we file with the SEC pursuant to the Exchange Act, incorporated
by reference in this prospectus supplement and the accompanying
prospectus, before making an investment in our common shares.

I The number of common shares to be outstanding after this offering is based on 16,675,826 common shares
outstanding as of January 8, 2010 and excludes 1,365,364 common shares issuable upon the exercise of
outstanding options.

S-4
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RISK FACTORS

You should carefully consider the risks described below and in the reports we file with the SEC pursuant to the
Exchange Act, incorporated by reference herein, before making an investment in our common shares. The risks and
uncertainties described below are not the only ones facing our company 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. As a result, our ability to pay dividends on, and the market
price of, our common shares may be adversely affected if any of such risks are realized.
Risks Related to This Offering
The market price of our common shares may fluctuate or decline significantly. The market price of our common
shares may fluctuate or decline significantly in response to many factors, including those set forth under Cautionary
Statement Regarding Forward-Looking Statements as well as:

actual or anticipated changes in operating results or business prospects;

changes in earnings estimates by securities analysts;

an inability to meet or exceed securities analysts estimates or expectations;

difficulties or inability to access capital or extend or refinance existing debt;

decreasing (or uncertainty in) real estate valuations;

publication of research reports about us or the real estate industry;

changes in analyst ratings or our credit ratings;

conditions or trends in our industry or sector;

the performance of other multifamily residential REITs and related market valuations;

announcements by us or our competitors of significant acquisitions, strategic partnerships, divestitures, joint
ventures or other strategic initiatives;

ownership limitations on our common and preferred shares that may discourage a takeover otherwise
considered favorable by shareholders;

hedging or arbitrage trading activity in our common shares;
actions by institutional shareholders;
changes in interest rates;

capital commitments;
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additions or departures of key personnel;

future sales of our common shares or securities convertible into, or exchangeable or exercisable for, our
common shares;

the realization of any of the other risk factors included or incorporated by reference in this prospectus
supplement and the accompanying prospectus; and

general market and economic conditions.

This offering may have a dilutive effect on our earnings per share and our funds from operations per share. The
dilutive effect of the issuance of common shares in this offering may negatively impact our 2010 earnings per share
and our funds from operations, as adjusted, per share and could cause the market price of our common shares to
decline significantly.

S-5
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There may be future dilution of our common shares. Our board of directors is authorized under our Second
Amended and Restated Articles of Incorporation to, among other things, authorize the issuance of additional common
or preferred shares or securities convertible or exchangeable into equity securities, without shareholder approval. We
may issue such additional equity or convertible securities to raise additional capital. Holders of our common shares
have no preemptive rights that entitle them to purchase their pro rata share of any offering of shares of any class or
series and, therefore, such sales or offerings could result in increased dilution to our shareholders. We cannot predict
the size of future issuances or sales of our common shares or other related equity securities into the public market or
the effect, if any, that such issuances or sales may have on the market price of our common shares.

We may issue debt and equity securities or securities convertible into equity securities, any of which may be senior
to our common shares as to distribution and in liquidation. In the future, we may issue additional debt or equity
securities or securities convertible into or exchangeable for equity securities, or we may enter into debt-like financing
that is unsecured or secured by up to all of our multifamily apartment communities. Such securities may be senior to
our common shares as to distributions. In addition, in the event of our liquidation, our lenders and holders of our debt
and preferred securities would receive distribution of our available assets before distributions to the holders of our
common shares.
Risks Related to Our Business
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 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;

our ability to defease or prepay debt pursuant to our current plan;

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;

our inability to control operating expenses or achieve increases in revenue;
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ownership limitations on our common and preferred shares that may discourage a takeover otherwise
considered favorable 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;

S-6
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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
home bank foreclosures may create additional competition in certain of our markets. Such competition may affect our
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 September 30, 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. The decline in the market for apartment housing 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.

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. Thirty-one of our 48 properties are 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 and refinancing credit
facilities to qualified borrowers, such as ourselves, there is no assurance that those facilities will remain available.
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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.
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Our access to corporate public bond markets is limited. Substantially all of our current debt either is secured or bank
debt under our 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 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.

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 share 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% of our outstanding common shares and
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to other consequences as set forth in our Second Amended and Restated
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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 Second Amended and Restated Articles of Incorporation, no Person
may Beneficially Own Common Shares in excess of 4% 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 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.

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% 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 an 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 therefor. 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
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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% of our outstanding common shares as of September 30, 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 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.

We may be exposed to construction business risks. Our subsidiary, Merit Enterprises, Inc., which formerly operated
primarily as a painting/drywall and kitchen/bathroom rehabilitation subcontractor, has discontinued that business and
is now engaged in the construction business as a general contractor that intends to rehabilitate and construct
multifamily apartment communities for third parties. 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.

S-10
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USE OF PROCEEDS

We expect that the net proceeds from this offering will be approximately $  million after deducting the underwriting
discount and our estimated expenses (or approximately $  million if the underwriters over-allotment option is
exercised in full). We intend to use the net proceeds from this offering to repay borrowings under our unsecured
revolving credit facility, to repay other indebtedness and for general corporate purposes. Our unsecured revolving
credit facility has a current interest rate of 2.6% and matures in 1.2 years. The weighted average interest rate and
maturity on the other indebtedness we may repay is 6.6% and 0.4 years, respectively.

An affiliate of Raymond James & Associates, Inc. is one of several lenders under our unsecured revolving credit
facility, and will receive a pro rata portion of the net proceeds from this offering used to repay amounts drawn on the

facility. See Underwriting.
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CAPITALIZATION

The following table sets forth our capitalization (a) as of September 30, 2009, and (b) as of September 30, 2009, as
adjusted to reflect the sale of the 4,500,000 common shares offered hereby (assuming the underwriters over-allotment
option in not exercised) and the application of the net proceeds from this offering as described in Use of Proceeds.

As of September 30, 2009
Historical As Adjusted
(in thousands, except share

amounts and share

numbers)
unaudited

Debt:

Mortgage notes payable $ 488,369 $ 1

Unsecured revolving credit facility 12,000 1

Unsecured debt 25,780

Total debt 526,149

Shareholders equity:

Preferred shares, without par value; 9,000,000 shares authorized; 8.7% Class B

Series IT cumulative redeemable, $250 per share liquidation preference, 232,000

issued and 193,050 outstanding, historical 48,263

Common shares, without par value, $.10 stated value; 41,000,000 authorized;

22,995,763 issued and 16,704,871 outstanding, historical 2,300

Paid-in capital 282,897

Accumulated distributions in excess of accumulated net income (162,405)

Accumulated other comprehensive loss (1,965)

Less: Treasury shares, at cost, 6,290,892 shares (64,324)

Total shareholders equity 104,766

Total capitalization $ 630,915 $

I We intend to use the net proceeds from this offering to repay borrowings under our unsecured revolving credit
facility, to repay other indebtedness and for other general corporate purposes. For purposes of this presentation, we
have assumed that the net proceeds from this offering are used to repay the outstanding balance on our unsecured
revolving credit facility, to repay maturing CMBS debt at par on March 10, 2010 and to partially repay other debt
maturing on June 1, 2010.
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CERTAIN FEDERAL INCOME TAX CONSIDERATIONS

The following is a general summary of material federal income tax considerations regarding our company and the

securities we are registering. This summary is based on current law, is for general information only and is not tax

advice. The tax treatment to holders of our securities will vary depending on a holder s particular situation, and this
discussion does not purport to deal with all aspects of taxation that may be relevant to a holder of securities in light of

his or her personal investments or tax circumstances, or to certain types of holders subject to special treatment under

the federal income tax laws except to the extent discussed under the subheadings  Taxation of Tax-Exempt

Shareholders and Taxation of Non-U.S. Shareholders. In addition, the summary below does not consider the effect of
any foreign, state, local or other tax laws that may be applicable to holders of our securities.

The information in this section is based on the Code, current, temporary and proposed Treasury Regulations
promulgated under the Code, the legislative history of the Code, current administrative interpretations and practices of
the Internal Revenue Service, or the IRS (including its practices and policies as expressed in certain private letter
rulings which are not binding on the IRS except with respect to the particular taxpayers who requested and received
such rulings), and court decisions, all as of the date of this prospectus supplement. Future legislation, Treasury
Regulations, administrative interpretations and practices and court decisions may adversely affect, perhaps
retroactively, the tax considerations described herein. We have not requested, and do not plan to request, any rulings
from the IRS concerning our tax treatment and the statements in this prospectus supplement are not binding on the
IRS or any court. Thus, we can provide no assurance that these statements will not be challenged by the IRS or
sustained by a court if challenged by the IRS.

You are advised to consult your tax advisor regarding the specific tax consequences to you of the acquisition,
ownership and sale of our securities, including the federal, state, local, foreign and other tax consequences of
such acquisition, ownership and sale and of potential changes in applicable tax laws.

Taxation of Our Company

General. We elected to be taxed as a REIT under Sections 856 through 860 of the Code, commencing with our
taxable year ended December 31, 1993. We believe we have been organized and have operated in a manner which
allows us to qualify for taxation as a REIT under the Code commencing with our taxable year ending December 31,
1993. We intend to continue to operate in this manner.

The law firm of Baker & Hostetler LLP has acted as our tax counsel in connection with our election to be taxed as a
REIT. It is the opinion of Baker & Hostetler LLP that we have qualified as a REIT under the Code for our taxable
years ended December 31, 1993 through December 31, 2009, we are organized in conformity with the requirements
for qualification as a REIT, and our current and proposed method of operation will enable us to meet the requirements
for qualification and taxation as a REIT under the Code for our taxable year ending December 31, 2010 and for future
taxable years. It must be emphasized that the opinion of Baker & Hostetler LLP is based upon certain assumptions and
representations as to factual matters made by us, including representations made by us in a representation letter and
certificate provided by one of our officers and our factual representations set forth herein and in registration
statements previously filed with the SEC. Any variation from the factual statements set forth herein, in registration
statements previously filed with the SEC, or in the representation letter and certificate we have provided to Baker &
Hostetler LLP may affect the conclusions upon which its opinion is based.

The opinion of Baker & Hostetler LLP is based on existing law as contained in the Code and Treasury Regulations
promulgated thereunder, in effect on the date of the opinion, and the interpretations of such provisions and Treasury
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Regulations by the IRS and the courts having jurisdiction over such matters, all of which are subject to change either
prospectively or retroactively, and to possibly different interpretations. Baker & Hostetler LLP will have no obligation
to advise us or the holders of our securities of any subsequent change in the matters stated, represented or assumed, or
of any subsequent change in the applicable law. You should be aware that the opinion represents Baker & Hostetler
LLP s best judgment of how a court would decide if presented with the issues addressed therein but, because opinions
of counsel are not binding upon the
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IRS or any court, there can be no assurance that contrary positions may not successfully be asserted by the IRS.
Moreover, our qualification and taxation as a REIT depends upon our ability, through actual annual operating results
and methods of operation, to satisfy various qualification tests imposed under the Code, such as distributions to
shareholders, asset composition levels, gross income tests and diversity of stock ownership, the actual results of which
are not reviewed by Baker & Hostetler LLP. In addition, our ability to qualify as a REIT also depends in part upon the
operating results, organizational structure and entity classification for federal income tax purposes of certain affiliated
entities, the status of which may not have been reviewed by Baker & Hostetler LLP. Our ability to qualify as a REIT
also requires that we satisfy certain asset tests, some of which depend upon the fair market values of assets directly or
indirectly owned by us. Such values may not be susceptible to a precise determination. Accordingly, no assurance can
be given that the actual results of our operations for any particular taxable year will satisfy the requirements for
qualification and taxation as a REIT.

If we qualify for taxation as a REIT, we generally will not be subject to federal corporate income taxes on our taxable
income that is distributed currently to our shareholders. This treatment substantially eliminates the double taxation
(once at the corporate level when earned and once again at the shareholder level when distributed) that generally
results from investment in a C corporation. However, we will be subject to federal income tax as follows:

First, we will be taxed at regular corporate rates on any undistributed REIT taxable income, including undistributed
net capital gains.

Second, we may be subject to the alternative minimum tax on our items of tax preference under certain circumstances.

Third, if we have (a) net income from the sale or other disposition of foreclosure property (defined generally as
property we acquired through foreclosure or after a default on a loan secured by the property or a lease of the property,
and which includes certain foreign currency gains and deductions recognized after July 30, 2008) which is held
primarily for sale to customers in the ordinary course of business or (b) other nonqualifying income from foreclosure
property, we will be subject to tax at the highest U.S. federal corporate income tax rate on this income.

Fourth, we will be subject to a 100% tax on any net income from prohibited transactions (which are, in general,
certain sales or other dispositions of property (other than foreclosure property) held primarily for sale to customers in
the ordinary course of business).

Fifth, if we fail to satisfy the 75% or 95% gross income tests (as described below) due to reasonable cause and not
due to willful neglect, but have maintained our qualification as a REIT because we satisfied certain other
requirements, we will be subject to a 100% tax on an amount equal to (a) the gross income attributable to the greater
of the amounts by which we fail the 75% or 95% gross income tests multiplied by (b) a fraction intended to reflect our
profitability.

Sixth, if we fail to distribute during each calendar year at least the sum of (a) 85% of our REIT ordinary income for
the year, (b) 95% of our REIT capital gain net income for the year (other than certain long-term capital gains for
which we make a Capital Gains Designation (defined below) and on which we pay the tax), and (c) any undistributed
taxable income from prior periods, we would be subject to a 4% excise tax on the excess of the required distribution
over the amounts actually distributed.

Seventh, if we acquire any asset from a corporation which is or has been a C corporation in a transaction in which the
basis of the asset in our hands is determined by reference to the basis of the asset in the hands of the C corporation,
and we subsequently recognize gain on the disposition of the asset during the ten-year period beginning on the date on
which we acquired the asset, then we will be subject to tax at the highest regular corporate tax rate on the excess of
(a) the fair market value of the asset over (b) our adjusted basis in the asset, in each case determined as of the date we
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Eighth, we will be required to pay a 100% tax on any redetermined rents, redetermined deductions or excess interest.
In general, redetermined rents are rents from real property that are overstated as a result of services furnished to any of

our tenants by a taxable REIT subsidiary of ours. Redetermined deductions and excess interest generally represent
amounts that are deducted by a taxable REIT subsidiary of ours for amounts paid to us that are in excess of the

amounts that would have been deducted based on arm s length negotiations.

Ninth, if we fail to satisfy any of the REIT asset tests, as described below, by more than a de minimis amount, due to
reasonable cause and not due to willful neglect and we nonetheless maintain our REIT qualification because of
specified cure provisions, we will be required to pay a tax equal to the greater of $50,000 or the highest corporate tax
rate multiplied by the net income generated by the nonqualifying assets that caused us to fail such test.

Tenth, if we fail to satisfy any provision of the Code that would result in our failure to qualify as a REIT (other than a
violation of the REIT gross income tests or certain violations of the asset tests described below) and the violation is
due to reasonable cause, we may retain our REIT qualification but we will be required to pay a penalty of $50,000 for
each such failure.

We may elect to retain and pay income tax on our net long-term capital gain. In that case, a U.S. shareholder would be
taxed on its proportionate share of our undistributed long-term capital gain (to the extent that we make a timely
designation of such gain to the shareholder) and would receive a credit or refund for its proportionate share of the tax
we paid.

Requirements for Qualification as a REIT. The Code defines a REIT as a corporation, trust or association:

(1) that is managed by one or more trustees or directors;

(2) that issues transferable shares or transferable certificates to evidence its beneficial ownership;

(3) that would be taxable as a domestic corporation, but for Sections 856 through 860 of the Code;

(4) that is not a financial institution or an insurance company within the meaning of certain provisions of the Code;

(5) that is beneficially owned by 100 or more persons;

(6) not more than 50% in value of the outstanding stock of which is owned, actually or constructively, by five or
fewer individuals (as defined in the Code to include certain entities) during the last half of each taxable year;

(7) that meets certain other tests, described below, regarding the nature of its income and assets and the amount of its
distributions;

(8) that elects to be a REIT, or has made such election for a previous year, and satisfies the applicable filing and
administrative requirements to maintain qualification as a REIT; and

(9) that adopts a calendar year accounting period.

The Code provides that conditions (1) to (4), inclusive, must be met during the entire taxable year and that condition
(5) must be met during at least 335 days of a taxable year of 12 months, or during a proportionate part of a taxable
year of less than 12 months. Conditions (5) and (6) do not apply until after the first taxable year for which an election
is made to be taxed as a REIT. For purposes of condition (6), pension funds and certain other tax-exempt entities are
treated as individuals, subject to a look-through exception with respect to pension funds.
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We believe that we have satisfied each of the above conditions. In addition, our Second Amended and Restated
Articles of Incorporation and code of regulations provide for restrictions regarding ownership and transfer of shares.
These restrictions are intended to assist us in continuing to satisfy the share ownership requirements described in

(5) and (6) above. These restrictions, however, may not ensure that we will, in all
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cases, be able to satisfy the share ownership requirements described in (5) and (6) above. In general, if we fail to
satisfy these share ownership requirements, our status as a REIT will terminate. However, if we comply with the rules
in applicable Treasury Regulations that require us to ascertain the actual ownership of our shares, and we do not
know, or would not have known through the exercise of reasonable diligence, that we failed to meet the requirement
described in condition (6) above, we will be treated as having met this requirement.

Ownership of Interests in Partnerships, Limited Liability Companies and Qualified REIT Subsidiaries and Taxable
REIT Subsidiaries. In the case of a REIT which is a partner in a partnership, or a member in a limited liability
company treated as a partnership for federal income tax purposes, Treasury Regulations provide that the REIT will be
deemed to own its proportionate share of the assets of the partnership or limited liability company, based on its
interest in partnership capital, subject to special rules relating to the 10% REIT asset test described below. Also, the
REIT will be deemed to be entitled to its proportionate share of the income of that entity. The assets and items of
gross income of the partnership or limited liability company retain the same character in the hands of the REIT for
purposes of Section 856 of the Code, including satisfying the gross income tests and the asset tests. Thus, our
proportionate share of the assets and items of income of partnerships and limited liability companies taxed as
partnerships, in which we are, directly or indirectly through other partnerships or limited liability companies taxed as
partnerships, a partner or member, are treated as our assets and items of income for purposes of applying the REIT
qualification requirements described in this prospectus supplement (including the income and asset tests described
below).

A corporation qualifies as a qualified REIT subsidiary, or a QRS, if 100% of its outstanding stock is held by us, and
we do not elect to treat the corporation as a taxable REIT subsidiary, as described below. A QRS is not treated as a
separate corporation, and all assets, liabilities and items of income, deduction and credit of a QRS are treated as our
assets, liabilities and items of income, deduction and credit for all purposes of the Code, including the REIT
qualification tests. For this reason, references to our income and assets include the income and assets of any QRS. A
QRS is not subject to federal income tax, and our ownership of the voting stock of a QRS is ignored for purposes of
determining our compliance with the ownership limits described below under ~ Asset Tests.

A taxable REIT subsidiary, or a TRS, is a corporation other than a REIT in which a REIT directly or indirectly holds
stock, and that has made a joint election with the REIT to be treated as a TRS. A TRS also includes any corporation
other than a REIT with respect to which a TRS owns securities possessing more than 35% of the total voting power or
value of the outstanding securities of such corporation. Other than some activities relating to lodging and health care
facilities, a TRS may generally engage in any business, including the provision of customary or non-customary

services to tenants of its parent REIT. A TRS is subject to income tax as a regular C corporation. In addition, a TRS
may be prevented from deducting interest on debt funded directly or indirectly by its parent REIT if certain tests
regarding the taxable REIT subsidiary s debt to equity ratio and interest expense are not satisfied. A REIT s ownership
of securities of a TRS will not be subject to the 10% or 5% asset tests described below, and its operations will be
subject to the provisions described above.

Income Tests. We must satisfy two gross income requirements annually to maintain our qualification as a REIT.
First, in each taxable year at least 75% of our gross income (excluding gross income from prohibited transactions)
must be derived directly or indirectly from investments relating to real property or mortgages secured by real property,
including rents from real property and, in certain circumstances, interest, or certain types of temporary investment
income. Second, in each taxable year at least 95% of our gross income (excluding gross income from prohibited
transactions and certain real estate liability hedges) must be derived directly or indirectly from income from the real
property investments described above or dividends, interest and gain from the sale or disposition of stock or securities
(or from any combination of the foregoing).
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Rents from Real Property. Rents we receive will qualify as rents from real property for purposes of satisfying the
gross income tests for a REIT described above only if all of the following conditions are met:

The amount of rent must not be based in any way on the income or profits of any person, although rents
generally will not be excluded solely because they are based on a fixed percentage or percentages of gross
receipts or gross sales.

We, or an actual or constructive owner of 10% or more of our capital stock, must not actually or

constructively own 10% or more of the interests in the tenant, or, if the tenant is a corporation, 10% or more

of the voting power or value of all classes of stock of the tenant. Rents received from such tenant that is our
TRS, however, will not be excluded from the definition of rents from real property as a result of this condition
if either at least 90% of the space at the property to which the rents relate is leased to third parties, and the

rents paid by the TRS are comparable to rents paid by our other tenants for comparable space. Whether rents
paid by a TRS are substantially comparable to rents paid by other tenants is determined at the time the lease
with the TRS is entered into, extended, and modified, if such modification increases the rents due under such
lease. Notwithstanding the foregoing, however, if a lease with a controlled taxable REIT subsidiary is
modified and such modification results in an increase in the rents payable by such TRS, any such increase will
not qualify as rents from real property. For purposes of this rule, a controlled taxable REIT subsidiary is a
TRS in which we own stock possessing more than 50% of the voting power or more than 50% of the total
value of outstanding stock of such TRS.

Rent attributable to personal property, leased in connection with a lease of real property, is not greater than
15% of the total rent received under the lease. If this condition is not met, then the portion of the rent
attributable to personal property will not qualify as rents from real property.

For rents received to qualify as rents from real property, the REIT generally must not operate or manage the
property or furnish or render services to the tenants of the property (subject to a 1% de minimis exception),
other than through an independent contractor from whom the REIT derives no revenue or through a TRS. The
REIT may, however, directly perform certain services that are usually or customarily rendered in connection
with the rental of space for occupancy only and are not otherwise considered rendered to the occupant of the
property. Any amounts we receive from a TRS with respect to the TRS s provision of non-customary services
will, however, be nonqualifying income under the 75% gross income test and, except to the extent received
through the payment of dividends, the 95% gross income test.

We do not intend to charge rent for any property that is based in whole or in part on the net income or profits of any
person (except by reason of being based on a percentage of gross receipts or sales, as heretofore described), and we do
not intend to rent any personal property (other than in connection with a lease of real property where less than 15% of
the total rent is attributable to personal property). We directly perform services under certain of our leases, but such
services are not rendered to the occupant of the property. Furthermore, these services are usual and customary
management services provided by landlords renting space for occupancy in the geographic areas in which we own
property. To the extent that the performance of any services provided by us would cause amounts received from our
tenants to be excluded from rents from real property, we intend to hire a TRS, or an independent contractor from
whom we derive no revenue, to perform such services.

Interest. The term interest generally does not include any amount received or accrued (directly or indirectly) if the
determination of some or all of the amount depends in any way on the income or profits of any person. However, an
amount received or accrued generally will not be excluded from the term interest solely by reason of being based on a
fixed percentage or percentages of receipts or sales.
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liabilities. Our hedging activities may include entering into interest rate swaps, caps, and floors, options to purchase
such items, and futures and forward contracts.
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Commencing with our 2005 taxable year, income and gain from hedging transactions will be excluded from gross
income for purposes of the 95% gross income test, but not the 75% gross income test. For hedging transactions
entered into after July 30, 2008, income and gain from hedging transactions will be excluded from gross income for
purposes of both the 75% and 95% gross income tests. A hedging transaction means either (1) any transaction entered
into in the normal course of our trade or business primarily to manage the risk of interest rate, price changes, or
currency fluctuations with respect to borrowings made or to be made, or ordinary obligations incurred or to be
incurred, to acquire or carry real estate assets or (2) for transactions entered into after July 30, 2008, any transaction
entered into primarily to manage the risk of currency fluctuations with respect to any item of income or gain that
would be qualifying income under the 75% or 95% gross income test (or any property which generates such income or
gain). We will be required to clearly identify any such hedging transaction before the close of the day on which it was
acquired, originated, or entered into and to satisfy other identification requirements. We intend to structure any
hedging or similar transactions so as not to jeopardize our status as a REIT.

Prohibited Transactions Income. A REIT will incur a 100% tax on the net income derived from any sale or other
disposition of property, other than foreclosure property, that the REIT holds primarily for sale to customers in the
ordinary course of a trade or business. We believe that none of our assets are held primarily for sale to customers and
that a sale of any of our assets will not be in the ordinary course of our business. Whether a REIT holds an asset

primarily for sale to customers in the ordinary course of a trade or business depends, however, on the facts and
circumstances in effect from time to time, including those related to a particular asset. A safe harbor to the
characterization of the sale of property by a REIT as a prohibited transaction and the 100% prohibited transaction tax
is available if the following requirements are met:

the REIT has held the property for not less than four years (or, for sales made after July 30, 2008, two years);

the aggregate expenditures made by the REIT, or any partner of the REIT, during the four-year period (or, for
sales made after July 30, 2008, two-year period) preceding the date of the sale that are includable in the basis
of the property do not exceed 30% of the selling price of the property;

either (1) during the year in question, the REIT did not make more than seven sales of property other than
foreclosure property or sales to which Code Section 1033 applies, (2) the aggregate adjusted bases of all such
properties sold by the REIT during the year did not exceed 10% of the aggregate bases of all of the assets of
the REIT at the beginning of the year or (3) for sales made after July 30, 2008, the aggregate fair market value
of all such properties sold by the REIT during the year did not exceed 10% of the aggregate fair market value
of all of the assets of the REIT at the beginning of the year;

in the case of property not acquired through foreclosure or lease termination, the REIT has held the property
for at least four years (or, for sales made after July 30, 2008, two years) for the production of rental
income; and

if the REIT has made more than seven sales of non-foreclosure property during the taxable year, substantially
all of the marketing and development expenditures with respect to the property were made through an
independent contractor from whom the REIT derives no income.

We will attempt to comply with the terms of the safe-harbor provision in the federal income tax laws prescribing when
an asset sale will not be characterized as a prohibited transaction. We cannot assure you, however, that we can comply
with the safe-harbor provisions or that we will avoid owning property that may be characterized as property held

primarily for sale to customers in the ordinary course of a trade or business. We may, however, form or acquire a
taxable REIT subsidiary to hold and dispose of those properties we conclude may not fall within the safe-harbor
provisions.
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currency gain attributable to any item of income or gain that is qualifying
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income for purposes of the 75% gross income test, foreign currency gain attributable to the acquisition or ownership
of (or becoming or being the obligor under) obligations secured by mortgages on real property or on interests in real
property and certain foreign currency gain attributable to certain qualified business units of a REIT. Passive foreign
exchange gain will be excluded from gross income for purposes of the 95% gross income test. Passive foreign
exchange gain generally includes real estate foreign exchange gain as described above, and also includes foreign
currency gain attributable to any item of income or gain that is qualifying income for purposes of the 95% gross
income test and foreign currency gain attributable to the acquisition or ownership of (or becoming or being the obligor
under) obligations secured by mortgages on real property or on interests in real property. Because passive foreign
exchange gain includes real estate foreign exchange gain, real estate foreign exchange gain is excluded from gross
income for purposes of both the 75% and 95% gross income test. These exclusions for real estate foreign exchange
gain and passive foreign exchange gain do not apply to any foreign currency gain derived from dealing, or engaging in
substantial and regular trading, in securities. Such gain is treated as nonqualifying income for purposes of both the
75% and 95% gross income tests.

Failure to Satisfy Income Tests. If we fail to satisfy one or both of the 75% or 95% gross income tests for any
taxable year, we may nevertheless qualify as a REIT for the year if we are entitled to relief under certain provisions of
the Code. We generally may make use of the relief provisions if:

(i) following our identification of the failure to meet the 75% or 95% gross income tests for any taxable year, we file
a schedule with the IRS setting forth each item of our gross income for purposes of the 75% or 95% gross income
tests for such taxable year in accordance with Treasury Regulations to be issued; and

(i1) our failure to meet these tests was due to reasonable cause and not due to willful neglect.

It is not possible, however, to state whether in all circumstances we would be entitled to the benefit of these relief
provisions. For example, if we fail to satisfy the gross income tests because nonqualifying income that we
intentionally accrue or receive exceeds the limits on nonqualifying income, the IRS could conclude that our failure to
satisfy the tests was not due to reasonable cause. If these relief provisions do not apply to a particular set of
circumstances, we will not qualify as a REIT. As discussed above, even if these relief provisions apply, and we retain
our status as a REIT, a tax would be imposed with respect to our nonqualifying income. We may not always be able to
comply with the gross income tests for REIT qualification despite periodic monitoring of our income.

Penalty Tax. Any redetermined rents, redetermined deductions or excess interest we generate will be subject to a
100% penalty tax. In general, redetermined rents are rents from real property that are overstated as a result of any
services furnished to any of our tenants by one of our TRSs, and redetermined deductions and excess interest represent
any amounts that are deducted by a TRS for amounts paid to us that are in excess of the amounts that would have been
deducted based on arm s-length negotiations. Rents we receive will not constitute redetermined rents if they qualify for
certain safe harbor provisions contained in the Code. These determinations are inherently factual, and the IRS has
broad discretion to assert that amounts paid between related parties should be reallocated to clearly reflect their
respective incomes. If the IRS successfully made such an assertion, we would be required to pay a 100% penalty tax

on the excess of an arm s-length fee for tenant services over the amount actually paid.

Asset Tests. At the close of each quarter of each taxable year, we also must satisfy four tests relating to the nature and
composition of our assets. First, at least 75% of the value of our total assets must be represented by real estate assets,
cash, cash items and government securities. For purposes of this test, real estate assets include real property (including
interests in real property and interests in mortgages on real property) and shares (or transferable certificates of
beneficial interest) in other REITs, as well as any stock or debt instruments that are purchased with the proceeds of a
stock offering or public offering of debt having a maturity of at least five years, but only for the one-year period
beginning on the date we receive such proceeds. Second, not more than 25% of our total assets may be represented by
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exceed 5% of the value of our total assets, and we may not own more than 10% of the total vote or value of the
outstanding securities of any one issuer except, in the case of the 10% value test, securities satisfying the straight debt
safe-harbor. Certain types of securities we may own are disregarded as securities solely for purposes of the 10% value
test, including, but not limited to, any loan to an individual or an estate, any obligation to pay rents from real property
and any security issued by a REIT. In addition, solely for purposes of the 10% value test, the determination of our
interest in the assets of a partnership or limited liability company in which we own an interest will be based on our
proportionate interest in any securities issued by the partnership or limited liability company, excluding for this
purpose certain securities described in the Code. Fourth, no more than 25% of the value of our assets (20% for taxable
years beginning before January 1, 2009) may be comprised of securities of one or more TRSs.

After initially meeting the asset tests at the close of any quarter, we will not lose our status as a REIT for failure to
satisfy the asset tests at the end of a later quarter solely by reason of changes in asset values. If we fail to satisfy an
asset test because we acquire securities or other property during a quarter, we can cure this failure by disposing of
sufficient nonqualifying assets within 30 days after the close of that quarter. We believe we have maintained and
intend to continue to maintain adequate records of the value of our assets to ensure compliance with the asset tests. If
we failed to cure any noncompliance with the asset tests within the 30 day cure period, we would cease to qualify as a
REIT unless we are eligible for certain relief provisions discussed below.

Certain relief provisions may be available to us if we fail to satisfy the asset tests described above after the 30 day
cure period. Under these provisions, we will be deemed to have met the 5% and 10% REIT asset tests if the value of
our nonqualifying assets (i) does not exceed the lesser of (a) 1% of the total value of our assets at the end of the
applicable quarter or (b) $10,000,000, and (ii) we dispose of the nonqualifying assets or otherwise satisfy such tests
within six months after the last day of the quarter in which the failure to satisfy the asset tests is discovered. For
violations due to reasonable cause and not willful neglect that are in excess of the de minimis exception described
above, we may avoid disqualification as a REIT under any of the asset tests, after the 30 day cure period, by taking
steps including (i) the disposition of sufficient nonqualifying assets, or the taking of other actions, which allow us to
meet the asset test within six months after the last day of the quarter in which the failure to satisfy the asset tests is
discovered, (ii) paying a tax equal to the greater of (a) $50,000 or (b) the highest corporate tax rate multiplied by the
net income generated by the nonqualifying assets and (iii) disclosing certain information to the IRS. Although we
expect to satisfy the asset tests described above and plan to take steps to ensure that we satisfy such tests for any
quarter with respect to which retesting is to occur, there can be no assurance we will always be successful. If we fail to
cure any noncompliance with the asset tests in a timely manner, and the relief provisions described above are not
available, we would cease to qualify as a REIT.

Annual Distribution Requirements. To maintain our qualification as a REIT, we are required to distribute dividends
(other than capital gain dividends) to our shareholders in an amount at least equal to the sum of 90% of our REIT
taxable income (computed without regard to the dividends paid deduction and our net capital gain) and 90% of our net
income (after tax), if any, from foreclosure property; minus the excess of the sum of certain items of noncash income
(i.e., income attributable to leveled stepped rents, original issue discount on purchase money debt, or a like-kind
exchange that is later determined to be taxable) over 5% of REIT taxable income as described above.

In addition, if we dispose of any asset we acquired from a corporation which is or has been a C corporation in a
transaction in which our basis in the asset is determined by reference to the basis of the asset in the hands of that C
corporation, within the ten-year period following our acquisition of such asset, we would be required to distribute at
least 90% of the after-tax gain, if any, we recognized on the disposition of the asset, to the extent that gain does not
exceed the excess of (a) the fair market value of the asset on the date we acquired the asset over (b) our adjusted basis
in the asset on the date we acquired the asset.
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the distributions on or before the first regular dividend payment after such declaration or (2) declare the distributions
in October, November or December of the taxable year to which they relate, payable to the shareholders of record on a
specified date in such month and pay the distributions in January of the following taxable year. The distributions
described in (1) are taxable to our shareholders (other than, in certain circumstances, tax-exempt entities) in the
taxable year in which they are paid, even though the distributions relate to the prior taxable year for purposes of our
90% distribution requirement. The distributions described in (2), however, are taxable to our shareholders (other than,
in certain circumstances, tax-exempt entities) in the taxable year in which they are declared. The amount distributed
must not be preferential i.e., every shareholder of the class of stock to which a distribution is made must be treated the
same as every other shareholder of that class, and no class of stock may be treated otherwise than in accordance with
its dividend rights as a class. To the extent that we do not distribute all of our net capital gain or distribute at least
90%, but less than 100%, of our REIT taxable income, as adjusted, we will be subject to tax thereon at regular
ordinary and capital gain corporate tax rates. We believe we have made and intend to continue to make timely
distributions sufficient to satisfy these annual distribution requirements.

We generally expect that our REIT taxable income will be less than our cash flow because of the allowance of
depreciation and other non-cash charges in computing REIT taxable income. Accordingly, we anticipate that we will
generally have sufficient cash or liquid assets to enable us to satisfy the distribution requirements described above.
However, from time to time, we may not have sufficient cash or other liquid assets to meet these distribution
requirements because of timing differences between the actual receipt of income and actual payment of deductible
expenses, and the inclusion of income and deduction of expenses in arriving at our taxable income. If these timing
differences occur, in order to meet the distribution requirements, we may need to arrange for short-term, or possibly
long-term, borrowings or need to pay dividends in the form of taxable share dividends.

Under certain circumstances, we may be able to rectify a failure to meet the 90% distribution requirement for a year

by paying deficiency dividends to shareholders in a later year, which may be included in our deduction for dividends
paid for the earlier year. Thus, we may be able to avoid being taxed on amounts distributed as deficiency dividends.
However, we will be required to pay interest to the IRS based on the amount of any deduction taken for deficiency
dividends.

In addition, we would be subject to a 4% excise tax to the extent we fail to distribute during each calendar year (or in
the case of distributions with declaration and record dates falling in the last three months of the calendar year, by the
end of January immediately following such year) at least the sum of 85% of our REIT ordinary income for such year,
95% of our REIT capital gain income for the year (other than certain long-term capital gains for which we make a
Capital Gains Designation (as discussed below) and on which we pay the tax), and any undistributed taxable income
from prior periods. Any REIT taxable income and net capital gain on which this excise tax is imposed for any year is
treated as an amount distributed during that year for purposes of calculating such tax.

Earnings and Profits Distribution Requirement. In order to qualify as a REIT, we cannot have at the end of any

taxable year any undistributed earnings and profits that are attributable toa C corporation taxable year (i.e., a year in
which a corporation is neither a REIT nor an S corporation).

We intend to make timely distributions to satisfy the annual distribution requirements.

Failure to Qualify

Specified cure provisions may be available to us in the event that we violate a provision of the Code that would result

in our failure to qualify as a REIT. These cure provisions would reduce the instances that could lead to our

disqualification as a REIT for violations due to reasonable cause and would instead generally require the payment of a
monetary penalty. If we fail to qualify for taxation as a REIT in any taxable year, and the relief provisions do not
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corporate rates. Distributions to shareholders in any year in which we fail to qualify will not be deductible by us, and
we will not be required to distribute any amounts to our shareholders. As a result, our failure to qualify as a REIT
would reduce the cash available for distribution by
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us to our shareholders. In addition, if we fail to qualify as a REIT, all distributions to shareholders will be taxable as
ordinary income to the extent of our current and accumulated earnings and profits, and, subject to certain limitations
of the Code, corporate distributees may be eligible for the dividends received deduction. Unless entitled to relief under
specific statutory provisions, we would also be disqualified from taxation as a REIT for the four taxable years
following the year during which we lost our qualification. It is not possible to state whether in all circumstances we
would be entitled to this statutory relief.

Taxation of Taxable U.S. Shareholders

The following summary describes certain federal income tax consequences to U.S. shareholders with respect to an
investment in our shares. This discussion does not address the tax consequences to persons who receive special
treatment under the federal income tax law. Shareholders subject to special treatment include, without limitation,
insurance companies, financial institutions or broker-dealers, tax-exempt organizations, shareholders holding
securities as part of a conversion transaction, or a hedge or hedging transaction or as a position in a straddle for tax
purposes, foreign corporations or partnerships and persons who are not citizens or residents of the United States.

As used herein, the term U.S. Shareholder means a holder of shares who, for United States federal income tax
purposes:

(1) is a citizen or resident of the United States;

(i1) is a corporation or other entity classified as a corporation for United States federal income tax purposes, created or
organized in or under the laws of the United States or of any state thereof or in the District of Columbia;

(iii) is an estate the income of which is subject to United States federal income taxation regardless of its source; or

(iv) is a trust whose administration is subject to the primary supervision of a United States court and which has one or
more United States persons who have the authority to control all substantial decisions of the trust. Notwithstanding the
preceding sentence, to the extent provided in Treasury Regulations, certain trusts in existence on August 20, 1996, and
treated as United States persons prior to this date that elect to continue to be treated as United States persons, shall
also be considered U.S. Shareholders.

If a partnership is a beneficial owner of our shares, the tax treatment of a partner in the partnership will generally
depend upon the status of the partner and the activities of the partnership. A beneficial owner that is a partnership and
partners in such a partnership are encouraged to consult their tax advisors about the U.S. federal income tax
consequences of the purchase, ownership and disposition of our shares.

Distributions Generally. As long as we qualify as a REIT, distributions out of our current or accumulated earnings
and profits, other than capital gain dividends discussed below, generally will constitute dividends taxable to our
taxable U.S. Shareholders as ordinary income. For purposes of determining whether distributions to holders of shares
are out of current or accumulated earnings and profits, our earnings and profits will be allocated first to our
outstanding preferred shares and then to our common shares. These distributions will not be eligible for the
dividends-received deduction in the case of U.S. Shareholders that are corporations.

Because we generally are not subject to federal income tax on the portion of our REIT taxable income distributed to
our shareholders, our ordinary dividends generally are not eligible for the reduced 15% rate available to most
non-corporate taxpayers through 2010, and will continue to be taxed at the higher tax rates applicable to ordinary
income. However, the reduced 15% rate does apply to our distributions:

Table of Contents 45



Edgar Filing: ASSOCIATED ESTATES REALTY CORP - Form 424B5

(i) designated as long-term capital gain dividends (except to the extent attributable to real estate depreciation, in
which case such distributions continue to be subject to tax at a 25% rate);

S-22

Table of Contents

46



Edgar Filing: ASSOCIATED ESTATES REALTY CORP - Form 424B5

Table of Contents

(i1) to the extent attributable to dividends received by us from non-REIT corporations or other taxable REIT
subsidiaries; and

(iii) to the extent attributable to income upon which we have paid corporate income tax (for example, if we distribute
taxable income that we retained and paid tax on in the prior year).

To the extent that we make distributions in excess of our current and accumulated earnings and profits, these
distributions will be treated first as a tax-free return of capital to each U.S. Shareholder. This treatment will reduce the
adjusted basis which each U.S. Shareholder has in his shares of stock for tax purposes by the amount of the
distribution (but not below zero). Distributions in excess of a U.S. Shareholder s adjusted basis in his shares will be
taxable as capital gains (provided that the shares have been held as a capital asset) and will be taxable as long-term
capital gain if the shares have been held for more than one year. Dividends we declare in October, November, or
December of any year and payable to a shareholder of record on a specified date in any of these months shall be
treated as both paid by us and received by the shareholder on December 31 of that year, provided we actually pay the
dividend on or before January 31 of the following calendar year. Shareholders may not include in their own income
tax returns any of our net operating losses or capital losses.

Stock Dividends. The IRS recently issued a revenue procedure regarding the tax treatment of stock distributions paid
by a REIT. Under that guidance, which applies to distributions declared on or before December 31, 2012 with respect
to taxable years ending on or before December 31, 2011, a REIT may pay up to 90% of a distribution in common
stock. No determination has been made as to whether we will make future distributions in a combination of cash and
common shares that meet the IRS requirements. Paying all or a portion of our dividend in a combination of cash and
common shares would allow us to satisfy our REIT taxable income distribution requirement, while enhancing our
financial flexibility and balance sheet strength.

If we make a dividend distribution in a combination of cash and common shares that satisfies the revenue procedure, a
U.S. Shareholder generally would include the sum of the value of the common shares and the amount of cash received
in its gross income as dividend income to the extent that such U.S. Shareholder s share of the distribution is made out
of its share of the portion of our current and accumulated earnings and profits allocable to such distribution. The value
of any common shares received as part of a distribution generally is equal to the amount of cash that could have been
received instead of the common shares. Depending on the circumstances of the U.S. Shareholder, the tax on the
distribution may exceed the amount of the distribution received in cash, in which case such U.S. Shareholder would
have to pay the tax using cash from other sources. A U.S. Shareholder that receives common shares pursuant to a
distribution generally has a tax basis in such common shares equal to the amount of cash that could have been
received instead of such common shares as described above, and a holding period in such common shares that begins
on the day following the payment date for the distribution.

Capital Gain Distributions. Distributions that we properly designate as capital gain dividends (and undistributed
amounts for which we properly make a capital gains designation) will be taxable to U.S. Shareholders as gains (to the
extent that they do not exceed our actual net capital gain for the taxable year) from the sale or disposition of a capital
asset. Depending on the period of time we have held the assets which produced these gains, and on certain
designations, if any, which we may make, these gains may be taxable to non-corporate U.S. Shareholders at either a
15% or a 25% rate, depending on the nature of the asset giving rise to the gain. Corporate U.S. Shareholders may,
however, be required to treat up to 20% of certain capital gain dividends as ordinary income.

Passive Activity Losses and Investment Interest Limitations. Distributions we make and gain arising from the sale or
exchange by a U.S. Shareholder of our shares will be treated as portfolio income. As a result, U.S. Shareholders
generally will not be able to apply any passive losses against this income or gain. A U.S. Shareholder may elect to
treat capital gain dividends, capital gains from the disposition of stock and qualified dividend income as investment
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ordinary income rates on such amount. Other distributions we make (to the extent they do not constitute a return of
capital) generally will be treated as investment income for purposes of computing the investment interest limitation.
Gain arising from the sale or other disposition of our shares, however, will not be treated as investment income under
certain circumstances.
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Retention of Net Long-Term Capital Gains. We may elect to retain, rather than distribute as a capital gain dividend,
our net long-term capital gains. If we make this election, on a Capital Gains Designation , we would pay tax on our
retained net long-term capital gains. In addition, to the extent we make a Capital Gains Designation, a

U.S. Shareholder generally would:

(1) include its proportionate share of our undistributed long-term capital gains in computing its long-term capital gains
in its return for its taxable year in which the last day of our taxable year falls (subject to certain limitations as to the
amount that is includable);

(i1) be deemed to have paid the capital gains tax imposed on us on the designated amounts included in the
U.S. Shareholder s long-term capital gains;

(iii) receive a credit or refund for the amount of tax deemed paid by it;

(iv) increase the adjusted basis of its shares by the difference between the amount of includable gains and the tax
deemed to have been paid by it; and

(v) in the case of a U.S. Shareholder that is a corporation, appropriately adjust its earnings and profits for the retained
capital gains in accordance with Treasury Regulations to be promulgated.

Dispositions of Shares

Generally, if you are a U.S. Shareholder and you sell or dispose of your shares, you will recognize gain or loss for
federal income tax purposes in an amount equal to the difference between the amount of cash and the fair market
value of any property you receive on the sale or other disposition and your adjusted basis in the shares for tax
purposes. This gain or loss will be capital if you have held the shares as a capital asset and will be long-term capital
gain or loss if you have held the shares for more than one year. However, if you are a U.S. Shareholder and you
recognize loss upon the sale or other disposition of shares that you have held for six months or less (after applying
certain holding period rules), the loss you recognize will be treated as a long-term capital loss, to the extent you
received distributions from us which were required to be treated as long-term capital gains. All or a portion of any loss
a U.S. Shareholder realizes upon a taxable disposition of our shares may be disallowed if the U.S. Shareholder
purchases substantially identical stock within the 61-day period beginning 30 days before and ending 30 days after the
disposition.

The maximum tax rate for individual taxpayers on net long-term capital gains (i.e., the excess of net long-term capital
gain over net short-term capital loss) is 15% for most assets. In the case of individuals whose ordinary income is taxed
at a 10% or 15% rate, the 15% rate is reduced to 5%. Absent future legislation, the maximum tax rate on long-term
capital gains will return to 20% for tax years beginning after December 31, 2010.

Information Reporting and Backup Withholding

We report to our U.S. Shareholders and the IRS the amount of dividends paid during each calendar year, and the
amount of any tax withheld. Under the backup withholding rules, a shareholder may be subject to backup withholding
with respect to dividends paid unless the holder is a corporation or comes within certain other exempt categories and,
when required, demonstrates this fact, or provides a taxpayer identification number, certifies as to no loss of
exemption from backup withholding, and otherwise complies with applicable requirements of the backup withholding
rules. A U.S. Shareholder that does not provide us with its correct taxpayer identification number may also be subject
to penalties imposed by the IRS. Backup withholding is not an additional tax. Any amount paid as backup withholding
will be creditable against the shareholder s income tax liability. In addition, we may be required to withhold a portion
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of capital gain distributions to any shareholders who fail to certify their non-foreign status. See ~ Taxation of
Non-U.S. Shareholders.

Taxation of Tax-Exempt Shareholders

The IRS has ruled that amounts distributed as dividends by a qualified REIT do not constitute unrelated business
taxable income, or UBTI, when received by a tax-exempt entity. Based on that ruling, dividend
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income from us will not be UBTI to a tax-exempt shareholder so long as the tax-exempt shareholder (except certain
tax-exempt shareholders described below) has not held its shares as debt financed property within the meaning of the
Code (generally, shares, the acquisition of which was financed through a borrowing by the tax exempt shareholder)

and the shares are not otherwise used in a trade or business. Similarly, income from the sale of shares will not
constitute UBTI unless a tax-exempt shareholder has held its shares as debt financed property within the meaning of
the Code or has used the shares in its trade or business.

For tax-exempt shareholders which are social clubs, voluntary employee benefit associations, supplemental
unemployment benefit trusts and qualified group legal services plans exempt from federal income taxation under Code
Sections 501(c)(7), (c)(9), (c)(17) and (c)(20), respectively, income from an investment in our shares will constitute
UBTI unless the organization is able to properly deduct amounts set aside or placed in reserve for certain purposes so
as to offset the income generated by its investment in our shares. These prospective investors should consult their own
tax advisors concerning these set aside and reserve requirements.

Notwithstanding the above, however, a portion of the dividends paid by a pension held REIT may be treated as UBTI
as to certain types of trusts that hold more than 10% (by value) of the interests in the REIT.

A REIT will notbe a pension held REIT if it is able to satisfy the not closely held requirement without relying upon
the look-through exception with respect to certain trusts. We do not expect to be classified as a pension held REIT, but
because our shares are publicly traded, we cannot guarantee this will always be the case.

Tax-exempt shareholders are encouraged to consult their own tax advisors concerning the U.S. federal, state, local and
foreign tax consequences of an investment in our shares.

Taxation of Non-U.S. Shareholders

The rules governing U.S. federal income taxation of non-U.S. Shareholders (defined below) are complex. This section
is only a summary of such rules. We urge non-U.S. Shareholders to consult their own tax advisors to determine the
impact of foreign, federal, state, and local income tax laws on ownership of shares, including any reporting
requirements. As used herein, the term non-U.S. Shareholder means any taxable beneficial owner of our shares (other
than a partnership or entity that is treated as a partnership for U.S. federal income tax purposes) that is not a taxable

U.S. Shareholder.

Ordinary Dividends. A non-U.S. Shareholder that receives a distribution that is not attributable to gain from our sale
or exchange of U.S. real property interests (as defined below) and that we do not designate as a capital gain dividend
or retained capital gain will recognize ordinary income to the extent that we pay such distribution out of our current or
accumulated earnings and profits. A withholding tax equal to 30% of the gross amount of the distribution ordinarily
will apply to such distribution unless an applicable income tax treaty reduces or eliminates the tax. Under some
treaties, however, rates below 30% that are applicable to ordinary income dividends from U.S. corporations may not
apply to ordinary income dividends from a REIT or may apply only if the REIT meets certain additional conditions. If
a distribution is treated as effectively connected with the non-U.S. Shareholder s conduct of a U.S. trade or business,
however, the non-U.S. Shareholder generally will be subject to the federal income tax and the federal alternative
minimum tax (subject to a special adjustment for non-resident alien individuals) on the distribution, in the same
manner as taxable U.S. Shareholders are taxed with respect to such distributions (and also may be subject to the 30%
branch profits tax in the case of a non-U.S. Shareholder that is a non-U.S. corporation unless the rate is reduced or
eliminated by an applicable income tax treaty).

Return of Capital. A non-U.S. Shareholder will not incur tax on a distribution to the extent it exceeds our current and
accumulated earnings and profits if such distribution does not exceed the adjusted basis of its shares. Instead, such
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distribution in excess of earnings and profits will reduce the adjusted basis of such shares. A non-U.S. Shareholder
will be subject to tax to the extent a distribution exceeds both our current and accumulated earnings and profits and
the adjusted basis of its shares, if the non-U.S. Shareholder otherwise would be subject to tax on gain from the sale or
disposition of its shares, as described below. Because we
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generally cannot determine at the time we make a distribution whether or not the distribution will exceed our current
and accumulated earnings and profits, we normally will withhold tax on the entire amount of any distribution just as
we would withhold on a dividend. However, a non-U.S. Shareholder may obtain a refund of amounts that we withhold
if we later determine that a distribution in fact exceeded our current and accumulated earnings and profits.

Capital Gain Dividends. Provided that a particular class of our shares is regularly traded on an established securities
market in the United States, and the non-U.S. Shareholder does not own more than 5% of the shares of such class at
any time during the one-year period preceding the distribution, then amounts distributed with respect to those shares
that are designated as capital gains from our sale or exchange of U.S. real property interests are treated as ordinary
dividends taxable as described above under  Ordinary Dividends.

If the foregoing exceptions do not apply, for example, because the non-U.S. Shareholder owns more than 5% of our
shares, the non-U.S. Shareholder will incur tax on distributions that are attributable to gain from our sale or exchange
of U.S. real property interests under the provisions of the Foreign Investment in Real Property Tax Act of 1980, or
FIRPTA. The term U.S. real property interests includes certain interests in real property and shares in corporations at
least 50% of whose assets consists of interests in real property, but excludes mortgage loans and mortgage-backed
securities. Under FIRPTA, a non-U.S. Shareholder is taxed on distributions attributable to gain from sales of U.S. real
property interests as if such gain were effectively connected with a U.S. business of the non-U.S. Shareholder. A
non-U.S. Shareholder thus would be taxed on such a distribution at the normal capital gain rates applicable to taxable
U.S. Shareholders (subject to applicable alternative minimum tax and a special alternative minimum tax in the case of
a nonresident alien individual). A corporate non-U.S. Shareholder not entitled to treaty relief or exemption also may
be subject to the 30% branch profits tax on distributions subject to FIRPTA. We must withhold 35% of any
distribution that we could designate as a capital gain dividend. However, if we make a distribution and later designate
it as a capital gain dividend, then (although such distribution may be taxable to a non-U.S. Shareholder) it is not
subject to withholding under FIRPTA. Instead, we must make up the 35% FIRPTA withholding from distributions
made after the designation, until the amount of distributions withheld at 35% equals the amount of the distribution
designated as a capital gain dividend. A non-U.S. Shareholder may receive a credit against its FIRPTA tax liability for
the amount we withhold.

Distributions to a non-U.S. Shareholder that we designate at the time of distribution as capital gain dividends which
are not attributable to or treated as attributable to our disposition of a U.S. real property interest generally will not be
subject to U.S. federal income taxation, except as described below under ~ Sale of Stock.

Stock Dividends. The IRS recently issued a revenue procedure regarding the tax treatment of stock distributions paid
by a REIT. Under that guidance, which applies to distributions declared on or before December 31, 2012 with respect
to taxable years ending on or before December 31, 2011, a REIT may pay up to 90% of a distribution in common
stock. No determination has been made as to whether we will make future distributions in a combination of cash and
common shares that meet the IRS requirements. Such distributions would, however, be subject to withholding tax in
the same manner as described herein under ~ Ordinary Dividends and  Capital Gain Dividends.

Sale of Stock. A non-U.S. Shareholder generally will not incur tax under FIRPTA on gain from the sale of its shares
as long as we are a domestically controlled REIT. A domestically controlled REIT is a REIT in which at all times
during a specified testing period non-U.S. persons hold, directly or indirectly, less than 50% in value of the shares. We
believe that we are currently a domestically controlled REIT. Because our common shares are publicly traded,
however, we cannot guarantee that we are or will continue to be a domestically controlled REIT. In addition, a
non-U.S. Shareholder that owns, actually or constructively, 5% or less of a class of our outstanding shares at all times
during a specified testing period will not incur tax under FIRPTA on a sale of such shares if the shares are regularly
traded on an established securities market.
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case a non-U.S. Shareholder would be required to file a U.S. federal income tax return and
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would be taxed in the same manner as taxable U.S. Shareholders with respect to such gain (that is, the

non-U.S. Shareholder generally would be subject to the federal income tax and the federal alternative minimum tax
(subject to a special adjustment for non-resident alien individuals) on the sale), and, if the sold shares were not
regularly traded on an established securities market or we were not a domestically-controlled REIT, the purchaser of
the shares may be required to withhold and remit to the IRS 10% of the purchase price. Additionally, a corporate
non-U.S. Shareholder may also be subject to the 30% branch profits tax on gains from the sale of shares taxed under
FIRPTA.

A non-U.S. Shareholder will incur tax on gain not subject to FIRPTA if (1) the gain is effectively connected with the
non-U.S. Shareholder s U.S. trade or business, in which case the non-U.S. Shareholder will be subject to the same
treatment as taxable U.S. Shareholders with respect to such gain, or (2) the non-U.S. Shareholder is a nonresident
alien individual who was present in the U.S. for 183 days or more during the taxable year, in which case the

non-U.S. Shareholder will incur a 30% tax on his capital gains. Capital gains dividends not subject to FIRPTA will be
subject to similar rules. A non-U.S. Shareholder that is treated as a corporation for U.S. federal income tax purposes
and has effectively connected income (as described in the first point above) may also, under certain circumstances, be
subject to an additional branch profits tax, which is generally imposed on a foreign corporation on the deemed
repatriation from the United States of effectively connected earnings and profits, at a 30% rate, unless the rate is
reduced or eliminated by an applicable income tax treaty.

Information Reporting and Backup Withholding. We must report annually to the IRS and to each

non-U.S. Shareholder the amount of distributions paid to such holder and the tax withheld with respect to such
distributions, regardless of whether withholding was required. Copies of the information returns reporting such
distributions and withholding may also be made available to the tax authorities in the country in which the
non-U.S. Shareholder resides under the provisions of an applicable income tax treaty.

Backup withholding and additional information reporting will generally not apply to distributions to a

non-U.S. Shareholder provided that the non-U.S. Shareholder certifies under penalty of perjury that the Shareholder is
a non-U.S. Shareholder, or otherwise establishes an exemption. Backup withholding is not an additional tax and may
be credited against a non-U.S. Shareholder s U.S. federal income tax liability or refunded to the extent excess amounts
are withheld, provided that the required information is timely supplied to the IRS.

State and Local Tax Consequences

We may be subject to state or local taxation or withholding in various state or local jurisdictions, including those in
which we transact business and our shareholders may be subject to state or local taxation or withholding in various
state or local jurisdictions, including those in which they reside. Our state and local tax treatment may not conform to
the federal income tax treatment discussed above. In addition, your state and local tax treatment may not conform to
the federal income tax treatment discussed above. You are encouraged to consult your own tax advisors regarding the
effect of state and local tax laws on an investment in our shares.
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UNDERWRITING

Citigroup Global Markets Inc. and Raymond James & Associates, Inc. are acting as joint book-running managers and
as the representatives of the underwriters named below. Subject to the terms and conditions stated in the underwriting
agreement dated the date of this prospectus supplement, each underwriter named below has severally agreed to
purchase, and we have agreed to sell to that underwriter, the number of common shares set forth opposite the
underwriter s name.

Number
Underwriter of Shares
Citigroup Global Markets Inc.
Raymond James & Associates, Inc.
Total 4,500,000

The underwriting agreement provides that the obligations of the underwriters to purchase the common shares included
in this offering are subject to approval of legal matters by counsel and to other conditions. The underwriters are
obligated to purchase all the common shares (other than those covered by the over-allotment option described below)
if they purchase any of the common shares.

Common shares sold by the underwriters to the public will initially be offered at the initial public offering price set
forth on the cover of this prospectus supplement. Any common shares sold by the underwriters to securities dealers
may be sold at a discount from the initial public offering price not to exceed $  per share. Any such securities
dealers may resell any common shares purchased from the underwriters to certain other brokers or dealers at a
discount from the initial public offering price not to exceed $  per share. If all the common shares are not sold at the
initial offering price, the underwriters may change the offering price and the other selling terms.

If the underwriters sell more common shares than the total number set forth in the table above, we have granted to the
underwriters an option, exercisable for 30 days from the date of this prospectus supplement, to purchase up to 675,000
additional common shares at the public offering price less the underwriting discount. The underwriters may exercise
the option solely for the purpose of covering over-allotments, if any, in connection with this offering. To the extent the
option is exercised, each underwriter must purchase a number of additional common shares approximately
proportionate to that underwriter s initial purchase commitment. Any common shares issued or sold under the option
will be issued and sold on the same terms and conditions as the other common shares that are the subject of this
offering.
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We and our officers and directors have agreed, subject to certain exceptions, that, for a period of 90 days from the date
of this prospectus supplement, we and they will not, without the prior written consent of Citigroup Global Markets
Inc., dispose of or hedge any common shares or any securities convertible into or exchangeable for our common
shares. Citigroup Global Markets Inc. in its sole discretion may release any of the securities subject to these lock-up
agreements at any time without notice. Notwithstanding the foregoing, if (i) during the last 17 days of the restricted
period, we issue an earnings release or material news or a material event relating to our company occurs; or (ii) prior
to the expiration of the restricted period, we announce that we will release earnings results during the 16-day period
beginning on the last day of the restricted period, the restrictions described above shall continue to apply until the
expiration of the 18-day period beginning on the issuance of the earnings release or the occurrence of the material
news or material event.

The common shares are listed on the New York Stock Exchange and the Nasdaq Global Market under the symbol
AEC.
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The following table shows the underwriting discount that we are to pay to the underwriters in connection with this

offering. These amounts are shown assuming both no exercise and full exercise of the underwriters over-allotment
option.

Paid by Us
No
Exercise Full Exercise
Per share $ $
Total $ $

We estimate that our expenses in connection with the sale of the common shares, other than the underwriting discount,
will be $

In connection with the offering, the underwriters may purchase and sell common shares in the open market. Purchases
and sales in the open market may include short sales, purchases to cover short positions, which may include purchases
pursuant to the over-allotment option, and stabilizing purchases.

Short sales involve secondary market sales by the underwriters of a greater number of common shares than
they are required to purchase in the offering.

Covered short sales are sales of common shares in an amount up to the number of common shares
represented by the underwriters over-allotment option.

Naked short sales are sales of common shares in an amount in excess of the number of common shares
represented by the underwriters over-allotment option.

Covering transactions involve purchases of common shares either pursuant to the over-allotment option or in
the open market after the distribution has been completed in order to cover short positions.

To close a naked short position, the underwriters must purchase common shares in the open market after
the distribution has been completed. A naked short position is more likely to be created if the
underwriters are concerned that there may be downward pressure on the price of the common shares in
the open market after pricing that could adversely affect investors who purchase in the offering.

To close a covered short position, the underwriters must purchase common shares in the open market
after the distribution has been completed or must exercise the over-allotment option. In determining the
source of common shares to close the covered short position, the underwriters will consider, among
othe