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PART I
Item 1. Business

General

non non
)

When used in this report, the terms "we," "our," "us" and "our company" refer to Spirit Finance Corporation, a Maryland corporation, and
our subsidiaries, unless the context indicates otherwise. We are a self-managed and self-advised real estate investment trust ("REIT") for federal
income tax purposes. We were formed primarily to acquire single tenant, operationally essential real estate to be leased on a long-term, triple-net
basis to retail, distribution and service-oriented companies. Single tenant, operationally essential real estate consists of properties that are
free-standing real estate facilities that contain our customers' retail, distribution or service activities that are vital to the generation of their sales
and profits. We target real estate of established companies in various industries located throughout the United States. Examples of the types of
companies that own real estate in our target market include:

Automotive dealers
Automotive parts and service
Beverage distributors
Bookstores

Computer and software stores
Department stores

Discount retailers

Drugstores

Educational facilities
Electronics retailers
Furniture stores

Hardware or home improvement stores

Health clubs or gyms

Interstate travel plazas or truck stops
Movie theaters

Office supplies retailers

Photocopy or printing stores
Plumbing supply distributors

Rental centers

Restaurants

Retail petroleum or convenience stores
Specialty retailers

Supermarkets

Warehouses or wholesale clubs

We believe that efficient real estate capitalization can lower our customers' cost of capital and is a meaningful source of shareholder wealth
creation. We believe that globalization and increased competition are negatively impacting our customers' ability to raise prices, thereby causing
margin compression. With resulting attention focused on corporate efficiencies, we believe capital efficiency to be a significant frontier in the
creation of incremental shareholder wealth. In this light, we believe that sale-leaseback transactions are an important treasury tool to reduce
corporate costs of capital and improve equity returns for our customers through their expansion or recapitalization strategies. In a sale-leaseback
transaction, we acquire the property and lease the property back to the seller under a triple-net lease where the tenant is responsible for all
property operating expenses, including insurance, real estate taxes and repairs and maintenance.

In addition to providing sale-leaseback alternatives, we may also selectively originate and acquire long-term commercial mortgage loans
that are integral to our strategy of providing a complete solution of financing products to our customers. We may also make a limited amount of
unsecured corporate loans or provide construction or equipment financing to customers.

Formation

We were formed in August 2003 by Morton H. Fleischer, our Chairman of the Board and Chief Executive Officer, and Christopher H.
Volk, our President and Chief Operating Officer. In December 2003, we completed the sale of 30,000,000 shares of our common stock in a
private offering with an offering price of $10.00 per share and sold an additional 6,000,000 shares of our common stock with an offering price of

$10.00 per share in January 2004 in connection with the exercise of the
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underwriter's over-allotment option. The private offering resulted in aggregate proceeds to us of $333.2 million, after deducting the underwriter's
discount and offering expenses.

On December 21, 2004, we sold 26,086,957 shares of our common stock in our initial public offering at $11.00 per share. On January 7,
2005, we sold an additional 3,913,043 shares of our common stock at $11.00 per share in connection with the exercise of the over-allotment
option granted to the underwriters. In connection with this initial public offering, we received aggregate proceeds of $305.2 million, after
deducting underwriters' discounts and offering expenses.

We have elected to be taxed as a REIT. Generally, as a REIT, we do not have to pay federal corporate income tax on our REIT taxable
income to the extent distributed to our stockholders. In order to be taxed as a REIT, we are required to distribute a minimum of 90% of our REIT
taxable income to our stockholders. We are also required to meet asset and income tests that are consistent with our investment objectives and
the requirements for REITs under the Internal Revenue Code.

Business Developments

Since inception in August 2003, we have accomplished the following:

We raised $690 million in gross equity proceeds through our initial public offering and our December 2003 private offering.

We have accumulated a diversified real estate investment portfolio totaling $668 million at December 31, 2004, representing
374 properties in 38 states, operated by 49 customers in various industries. Our real estate investment portfolio provides
stable cash flows through mortgage loans and long-term operating leases, with an average lease term of 15 years and limited
lease rollovers in the next ten years.

We obtained a $250 million short-term secured credit facility.

Our team at Spirit grew to 27 employees who throughout 2004 developed the infrastructure, leveraged through the use of
outsourcing arrangements, to support our expected growth and to execute our strategic initiatives in 2005.

We generated net income of $9 million and declared dividends of $0.44 per share during 2004.

We developed a $2 billion pipeline of targeted potential investment opportunities.

We launched our initial public offering and listed our common stock on the New York Stock Exchange (the "NYSE") under
the symbol "SFC."

The funds from our initial public offering and borrowing capacity from our credit facility provide us with a solid foundation to continue our
growth in 2005.

Real Estate Investment Portfolio

We invested $596 million during 2004 and $78 million during 2003 in single tenant, operationally essential real estate. As of December 31,
2004, our portfolio of real estate and mortgage loans totaled $668 million and represented 374 properties geographically diversified in 38 states.
Only two states, Texas (11.7%) and Georgia (10.5%), accounted for 10% or more of the total dollar value of our real estate and mortgage loan
portfolio. Of our portfolio of real estate investments as of December 31, 2004, $627 million, or 94%, represented the gross cost of real estate and
related lease intangibles we own and $41 million, or 6%, represented first priority mortgage loans secured by single tenant, operationally
essential real estate. Our properties are leased or financed to 49 customers operating in eight industries. Our three largest property types at the
end of 2004 were restaurants (41%), movie theaters (17%) and specialty retailer properties (13%). In addition, we had real estate investments in
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various other industries at December 31, 2004, including distribution facilities, educational facilities, drugstores, interstate travel plazas and
automotive parts and services facilities.

Our customers are generally established companies. Our ten largest real estate investments as a percentage of our total portfolio at
December 31, 2004 were leased to Carmike Cinemas, Inc., Gander Mountain Company, AMC Entertainment, Inc., Rite Aid Corporation,
Hughes Supply, Inc., Flying J Inc., Fuddruckers, Inc., Grand Canyon University, Dickinson Theaters, Inc. and RTM Restaurant Group (an
operator of Arby's Restaurants). These customers accounted for 55% of our total investment portfolio at December 31, 2004, with no individual
credit exposure greater than 6.5% of the total portfolio. As of December 31, 2004, all of our properties were occupied, and rental and mortgage
payments were current.

Our real estate properties are leased to customers under long-term operating leases that typically include one or more renewal options. The
weighted average remaining noncancelable lease term at December 31, 2004 is approximately 15 years. The leases are generally triple-net,
which provides that the lessee is responsible for the payment of all property operating expenses, including insurance, real estate taxes and repairs
and maintenance; therefore, we are generally not responsible for repairs or required to make other significant capital expenditures on the
properties.

We generated total revenue of $26.2 million in 2004 and $0.3 million in 2003. Revenue was comprised of the following:

Date of Inception
(August 14, 2003)

Year Ended to December 31,
December 31, 2004 2003
Rental revenue $ 20,510,787 $ 95,576
Interest income on mortgage loans receivable 3,775,507 89,187
Other interest income 1,941,993 101,713
Total revenues $ 26,228287  $ 286,476

Approximately 14% of our 2004 total revenue and 33% of our 2003 total revenue was derived under a single master lease agreement with
Flying J Inc., an operator of interstate travel plazas. As a result of the growth in our portfolio due to the acquisition of properties during the year,
rental revenue generated from this customer represented less than 10% of total revenues in the fourth quarter of 2004.

Competitive Advantages

We believe that we have the following competitive advantages:

Experienced Management: Our senior management team, comprised of Morton H. Fleischer, Chairman and Chief Executive
Officer; Christopher H. Volk, President and Chief Operating Officer; Catherine Long, Chief Financial Officer; Jeffrey M.
Fleischer, Senior Vice President Acquisitions; and Gregg A. Seibert, Senior Vice President Underwriting, has over 100 years
of combined experience in the real estate investment and finance business. Our senior management team's strategy for
successful investments relies on extensive relationships, research, underwriting and continuous portfolio management. Our
senior management team has an extensive track record in the origination and management of single tenant real estate assets,
having invested approximately $6.7 billion in this asset type since 1980. In addition, our management has developed an
expertise and the ability to specifically tailor real estate investments to respond to client needs.

Flexibility: Owners of single tenant, operationally essential real estate require flexibility that permits them to efficiently
operate their businesses over a long period of time. We offer our
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customers lease terms that provide operating flexibility and the potential for lease modifications. This operating flexibility
might include the ability to substitute real estate locations in the event a business is sold or a tenant determines that a
location is no longer strategic. It might also include the ability to sell, sublease or improve a property at a later date with
financing provided by us. As a result of this flexibility, our customers will be able to execute their respective business
strategies more effectively.

Financing Options: We provide our clients with the convenience of having a "one-stop shop" for real estate financing
needs, by offering sale-leaseback transactions and mortgage loans, and, where appropriate, unsecured corporate loans and
construction and equipment financing.

Capacity to Fund Large Transactions: We seek larger real estate investment opportunities for individual companies, which
are those transactions in excess of $25 million. We currently believe that financial institutions are not fully serving this
financing need. While there are numerous lenders and several sale-leaseback companies providing real estate capital in
smaller dollar amounts, we believe that there are limited providers of long-term real estate capital for businesses operating
multiple locations.

Strong Industry Relationships: Our senior management's extensive industry and financial institution relationships provide us
with a substantial ability to source and selectively choose real estate investment opportunities. A majority of our investments
are sourced by our internal sales staff. We also have sourcing relationships with financial institutions and other real estate
industry participants. We believe these arrangements will assist us, from time to time, in originating real estate investment
opportunities.

Capital Structure: As a REIT, we were formed to be a long-term investor in real estate assets. As a result, we are able to
structure flexible lease arrangements, thereby imposing fewer constraints on the ways our customers operate their
businesses.

Business and Investment Strategy

General. Our business strategy is to build value for our stockholders through growth in our real estate investment portfolio. We seek to
enhance our performance and financial position by controlling expenses through economies of scale and through outsourcing selective company
operations to businesses located in the United States to improve our efficiency. Our investment strategy is designed to take advantage of current
market conditions and adjust to changes in market conditions over time by providing our customers with specifically tailored real estate
financing solutions such as sale-leaseback transactions, mortgage loans, unsecured corporate loans, construction financing and equipment
financing. We continue to diversify our portfolio as we acquire additional properties.

We generally seek to acquire and hold fee simple title to the land, buildings and other assets comprising the real estate. We seek to
selectively invest in real estate with strong unit-level economics, meaning profitable retail, distribution or service operations with the least
likelihood of default, while increasing rental and mortgage revenues through scheduled rent escalations or escalations based on increases in the
Consumer Price Index. We do not believe our business is seasonal; however, we expect the timing of our acquisitions to vary from quarter to
quarter.

We intend to provide long-term, triple-net leases or loans that offer favorable and attractive terms to us and our customers. We generally
use leases with contractual lease escalations and make sustained new real estate acquisitions in an effort to achieve our targeted equity returns. If
our cost of capital increases due to rising interest rates, we plan to increase tenant lease rates or increase tenant lease escalations on new leases in
order to achieve our targeted equity returns. In addition to responding to varying interest rate environments in the origination of new real estate
investments, we employ customary derivative strategies designed to hedge the long-term financing costs on our portfolio.
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Financing. In order to finance the acquisition of our properties, we primarily use equity proceeds from investors and secured financing
through banks and financial institutions. In the future, we may access various sources of capital, including banks, financial institutions and
institutional investors through lines of credit, bridge loans, structured financings and other arrangements. In August 2004, we established a
$250 million revolving secured credit facility with Bank of America Mortgage Capital Corporation, a wholly owned subsidiary of Bank of
America. We use the funds borrowed under this facility primarily to fund real estate acquisitions. We are currently in active discussions with a
major financial institution regarding a $125 million short-term secured credit facility, and we expect to close a long-term structured finance
transaction during 2005.

Underwriting. Our real estate investment decisions are made by our investment committee which is comprised of the members of our
senior management: Morton H. Fleischer, Christopher H. Volk, Catherine Long, Jeffrey M. Fleischer and Gregg A. Seibert. We are authorized
by our board of directors to follow broad investment guidelines. We have substantial discretion within our investment guidelines in determining
the types of assets we may decide are proper investments for us. Our investment committee has the authority to make real estate investments up
to $100 million in any single credit risk or group of related credit risks and additional real estate investments of $20 million in that credit
exposure each subsequent year without the approval of our board of directors. We evaluate potential investments in real estate and attempt to
mitigate overall investment risk through strict adherence to (1) real estate investment underwriting and documentation criteria that our senior
management has developed over the past 20 years, (2) portfolio composition, and (3) portfolio management that emphasizes tenant and borrower
covenant compliance and ongoing performance reviews of their business.

Product Lines

We operate in one industry segment: investment in single tenant, operationally essential real estate properties. As of December 31, 2004,
94% of our real estate investment portfolio was in real estate we own and lease to our customers and 6% was in mortgage loans. Our financing
products include:

Sale-Leaseback Transactions. 'The majority of our real estate investments are in sale-leaseback transactions. In a sale-leaseback
transaction, we acquire properties and lease the properties back to the seller under a triple-net lease. Under a triple-net lease, the tenant is
responsible for all improvements and is contractually obligated to pay all property operating expenses, including insurance, real estate taxes and
repairs and maintenance. The leases generally have a primary term of 15 to 20 years, with renewal options for one or more additional periods.
We also employ fixed or variable rent increases on a scheduled basis. In 2004, our properties generated $20.5 million in rental revenue.

Mortgages. Although we focus on sale-leaseback transactions, we may make an investment in a particular property structured as a
mortgage loan secured by the property in situations where a customary net lease transaction would have an adverse impact on the seller of a
property or would otherwise be inappropriate for us. Our lending transactions are loans generally secured by commercial property. In 2004, we
received approximately $3.8 million in interest income on mortgage loans receivable.

Other Financing Products. We may also offer other financing products where we can improve our returns or competitiveness. These
financing products may include unsecured corporate loans, construction financing and equipment financing.

Competition

We compete in acquiring properties with financial institutions, institutional pension funds, real estate developers, other REITs, other public
and private real estate companies and private real estate
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investors. The commercial lending market is a multi-billion dollar market including competitors with greater economies of scale, many of which
are larger, have access to more resources and have greater name recognition than we do. The current environment for net lease real estate
acquisitions is competitive, with individual and institutional investors exhibiting a strong demand for these investments. This demand may affect
the purchase price of real estate we acquire and the rents we are able to obtain on the properties. We may delay or decline opportunities if we
feel the rewards do not warrant the capital risk. As a result, the highly competitive triple-net lease environment could limit both the number of
properties we acquire and the yield on those acquisitions.

Regulation

Companies owning real estate are subject to various laws, ordinances, zoning and other regulations. In particular, our real estate
investments are subject to compliance with the Americans With Disabilities Act of 1990 (the "ADA") and various federal, state and local
environmental laws and regulations.

Compliance With the Americans With Disabilities Act of 1990. Our properties are required to meet federal requirements related to
access and use by disabled persons as a result of the ADA. Noncompliance with these laws or regulations could result in the imposition of fines
or an award of damages to private litigants. Although our tenants are responsible for all maintenance and repairs of the property, including
compliance with the ADA, we could be held liable as the owner of the property for a failure of one of our tenants to comply with the ADA.

Environmental Matters. Under various federal, state and local environmental laws and regulations, a current or previous owner, operator
or tenant of real estate may be required to investigate and clean up hazardous or toxic substances, hazardous wastes or petroleum product
releases or threats of releases at the property, and may be held liable to a government entity or to third parties for property damage and for
investigation, clean-up and monitoring costs incurred by those parties in connection with the actual or threatened contamination. These laws
typically impose clean-up responsibility and liability without regard to fault, or whether or not the owner, operator or tenant knew of or caused
the presence of the contamination. The costs of investigation, clean-up and monitoring may be substantial, and can exceed the value of the
property. The presence of contamination, or the failure to properly remediate contamination, on a property may adversely affect the ability of the
owner, operator or tenant to sell or rent that property or to borrow using the property as collateral, and may adversely impact our investment in
that property.

Federal regulations require building owners and those exercising control over a building's management to identify and warn, through signs
and labels, of potential hazards posed by workplace exposure to installed asbestos containing materials and potentially asbestos containing
materials in their building. The regulations also have employee training, record keeping and due diligence requirements pertaining to asbestos
containing materials and potentially asbestos containing materials. Significant fines can be assessed for violation of these regulations. As a result
of these regulations, building owners and those exercising control over a building's management may be subject to an increased risk of personal
injury lawsuits by workers and others exposed to asbestos containing materials and potentially asbestos containing materials. The regulations
may affect the value of a building containing asbestos containing materials and potentially asbestos containing materials in which we have
invested. Federal, state and local laws and regulations also govern the removal, encapsulation, disturbance, handling and/or disposal of asbestos
containing materials and potentially asbestos containing materials when those materials are in poor condition or in the event of construction,
remodeling, renovation or demolition of a building. These laws may impose liability for improper handling or a release into the environment of
asbestos containing materials and potentially asbestos containing materials and may provide for fines to, and for third parties to seek recovery
from, owners or operators of real properties
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for personal injury or improper work exposure associated with asbestos containing materials and potentially asbestos containing materials.

Before completing any property acquisition, we generally obtain environmental assessments in a manner we believe prudent in order to
attempt to identify potential environmental concerns at the property. These assessments are carried out in accordance with an appropriate level
of due diligence and generally include a physical site inspection, a review of relevant federal, state and local environmental and health agency
database records, one or more interviews with appropriate site-related personnel, review of the property's chain of title and review of historical
aerial photographs and other information on past uses of the property. We may also conduct limited subsurface investigations and test for
substances of concern where the results of the first phase of the environmental assessments or other information indicate possible contamination
or where our consultants recommend we perform the additional procedures. For some properties, we may not obtain environmental assessments.

Generally, our leases provide that the lessee will indemnify us for any loss or expense we incur as a result of the presence, use or release of
hazardous materials on our property. If an environmental occurrence affects one of our properties, our lessee may not have the financial
capability to honor its indemnification obligations to us. We may obtain environmental insurance policies to insure against these losses. We
determine whether to obtain environmental insurance on a case by case basis depending on the type of property, the availability and cost of the
insurance and various other factors we deem relevant. Our ultimate liability for environmental conditions may exceed the policy limits on any
environmental insurance policies we obtain, if any. If we are unable to enforce the indemnification obligations of our lessees or if the amount of
environmental insurance we carry is inadequate, our financial condition and results of operations could be adversely affected.

Employees

In order to efficiently manage our operations, we outsource certain due diligence, legal and portfolio servicing functions to businesses
located in the United States. As a result, we expect our operations to require a lower number of full-time employees than a company that
performs all of its operating functions internally. As of March 14, 2005, we had 27 full-time employees.

Facilities

Our principal offices are located at 14631 N. Scottsdale Road, Suite 200, Scottsdale, Arizona 85254. We currently occupy approximately
9,700 square feet of space leased from an unaffiliated third party. We believe that our facilities are adequate for our present operations and that
adequate additional space will be available as needed in the future.

Website Access to Reports and Other Documents

We maintain a website at www.spiritfinance.com. We will make available, free of charge, our Annual Proxy Statement, Annual Reports on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and any amendments to those reports filed or furnished in
accordance with Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as soon as reasonably practicable after we electronically file that
material with, or furnish it to, the Securities and Exchange Commission (the "SEC"). Our corporate governance guidelines, code of business
conduct and ethics and the charters of our audit committee, compensation committee and nominating and governance committee are also
available on our website.
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Factors Affecting our Operating Results

In addition to factors discussed elsewhere in this report, the following are important factors which could cause actual results or events to
differ materially from those contained in any forward-looking statements made by or on behalf of the Company.

Factors Related to Our Business

We rely on key personnel with long-standing business relationships, the loss of whom could materially impair our ability to operate
successfully. Our future success depends, to a significant extent, on the continued services of Morton H. Fleischer, our Chairman of the Board
and Chief Executive Officer, and Christopher H. Volk, our President and Chief Operating Officer. In particular, the extent and nature of the
relationships that these individuals have developed with financial institutions and existing and prospective customers is critically important to
the success of our business. Although we have employment agreements with Mr. Fleischer and Mr. Volk, these agreements cannot guarantee
that Mr. Fleischer and Mr. Volk will remain employed by us. The loss of services of one or more members of our corporate management team
would harm our business and our prospects.

Our investments are currently concentrated in a relatively small number of customers and we may be unable to adequately continue to
diversify our real estate portfolio, which may result in increased risk due to industry, borrower or tenant concentration. Because we make
relatively large investments in each property or group of properties operated by a single tenant, our assets may be concentrated with a limited
number of customers and we may not have sufficient capital to continue to diversify our portfolio of real estate. As of December 31, 2004, our
investment portfolio totaled $668 million, representing 374 properties operated by 49 customers in eight different industries. If we do not
continue to diversify our real estate portfolio, our performance will be closely tied to the performance of each of our customers and the industry
in which it operates. This increases the chance that a default by any single customer will significantly and adversely affect our results of
operations and the amounts available to pay distributions.

If we are unable to continue to diversify our portfolio, we will also be affected by changing conditions in the industries in which our
customers operate. Our exposure to this risk is further increased because as of December 31, 2004, approximately 41% of our total real estate
investments were concentrated in the restaurant industry and 17% in the movie theater industry. Some of the factors that affect the restaurant
industry include the demand for convenience, the levels of household incomes and the costs of restaurant labor. Some of the factors that affect
the movie theater industry include the quality, quantity and availability of motion pictures, the number and quality of competing theater locations
and the popularity and affordability of other forms of entertainment such as concerts or professional sporting events. Changes in these factors
could adversely affect the financial performance of our tenants and their ability to make payments to us. Without industry diversification, or
diversification across different parts of an industry, the chance that a downturn in a particular industry or part of an industry will adversely affect
us increases significantly. In addition, if we are unable to continue to diversify our portfolio, our properties may be concentrated geographically.
As of December 31, 2004, approximately 12% of our properties were located in Texas and approximately 11% were located in Georgia. The
inability to geographically diversify our portfolio increases the chance that a decline or adverse economic or other event in one region or in a
particular real estate market will adversely affect the results of our operations.

Our use of debt to finance acquisitions could restrict our operations, inhibit our ability to grow our business and our revenues, and
adversely affect our cash flow. Some of our property acquisitions were made, and may be made in the future, by borrowing a portion of the
purchase price of our properties and securing the loan with a mortgage on the property. In addition, we intend to obtain debt financing by placing
secured mortgage loans on properties that we initially acquire for cash. We may acquire
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properties for the purpose of securitization or use similar structured finance alternatives. If we are unable to make our debt payments as required,
a lender could foreclose on the property or properties securing its debt. This could cause us to lose part or all of our investment, which in turn
could cause the value of our shares and distributions to our stockholders to be reduced. We have a target maximum overall leverage ratio not to
exceed 65%, but there is no limitation on the amount we can borrow on a single property or the aggregate amount of our borrowings and we can
change this policy at any time without stockholder approval.

We may not be able to obtain debt financing at favorable rates. In addition, if interest rates increase, any variable rate borrowings we have
would result in our expenses increasing. Many of our borrowings may be interest-only borrowings that require the payment of the principal
amount in a balloon payment at maturity. We may not have sufficient funds available to make all of our balloon payments at maturity, which
would require us to refinance that debt at maturity. If we have to refinance our debt as it matures in a rising interest rate environment, our
expenses will increase. An increase in our expenses would reduce the funds we have available to pay distributions.

To the extent the agreements governing our borrowings contain financial and other covenants that we are required to comply with, our
operating flexibility may be limited. We have established a credit facility with Bank of America for $250 million, which will be secured by
mortgages on our properties pledged as collateral under the facility. Borrowings under the facility are subject to various covenants, including a
maximum leverage ratio, minimum liquidity amount, minimum tangible net worth and other financial ratio calculations. These covenants, as
well as any additional covenants we may be subject to in the future on additional borrowings, could cause us to have to forego investment
opportunities, or may cause us to have to finance investments in a less efficient manner than if we were not subject to the covenants. In addition,
the agreements governing our borrowing may have cross default provisions, such that a default on one of our borrowings would lead to a default
on all of our borrowings.

These risks of using debt to finance acquisitions are further increased for us because we intend to mortgage a substantial portion of the
properties we acquire and use the proceeds to acquire additional properties, consistent with our overall leveraging strategy.

Failure to hedge effectively against interest rate changes may adversely affect our results of operations. We attempt to mitigate our
exposure to interest rate volatility by using interest rate hedging arrangements that involve risk; however, these arrangements may not be
effective in reducing our exposure to interest rate changes. In addition, the counterparties to our hedging arrangements may not honor their
obligations. Failure to hedge effectively against changes in interest rates relating to the future interest expense of our borrowings may have a
material adverse effect on our operating results and financial condition.

We compete for customers and the acquisition or refinancing of properties which could reduce the yields we are able to negotiate on our
investments. We compete for the acquisition or financing of properties with financial institutions, real estate funds and investment companies,
pension funds, private individuals and other REITs. We also face competition from institutions that provide or arrange for other types of
commercial financing through private or public offerings of equity or debt or traditional bank financings. Many of our competitors have greater
name recognition, resources and access to capital than we have. In particular, larger REITs may enjoy significant competitive advantages that
result from a lower cost of capital and enhanced operating efficiencies. Because the real estate financing market is highly competitive,
competitors are quick to adopt new financing products. To the extent we offer unique financing terms in the future, our competitors could also
begin offering similar terms, which would decrease our ability to develop a competitive advantage. We have recently experienced increased
competitive conditions caused by larger amounts of investor capital seeking quality income-producing investments, which has caused us to lose
bids or turn down various transactions where competition has reduced yields to the point that we concluded the transaction did
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not provide us a sufficient return. We may have to increase our purchase price of properties, reduce the rent we require a tenant to pay or reduce
the interest rates on loans we make in order to secure customers or remain competitive. If this happens, our returns to stockholders may be
adversely affected.

We may not have adequate access to funding to successfully execute our growth strategy. Our business strategy principally depends on
our ability to grow the size of our real estate portfolio. Our business plan requires significant funds for property acquisition, loan origination,
working capital, minimum REIT distributions and other needs. This strategy depends, in part, on our ability to access the debt and equity capital
markets to finance our cash requirements. Except for our credit facility with Bank of America, we currently have limited external sources of
financing. In addition, our credit facility has a maturity date of September 14, 2005, unless extended. We will need to access long-term debt
financing facilities or other permanent debt strategies in order to successfully execute our business plan. We will need access to significant
additional funding to adequately diversify our portfolio and successfully execute our business strategy. An inability to effectively access these
markets would have an adverse effect on our ability to make new investments and could adversely affect our ability to pay distributions.

We may not be able to effectively manage a rapidly growing portfolio which could lead to losses. The successful implementation of our
growth strategy depends, in part, on our ability to effectively manage rapid growth in our portfolio. Our ability to effectively manage rapid
growth in our portfolio depends on our ability to successfully attract and retain additional qualified personnel. An inability to attract the
necessary qualified personnel to properly manage and grow our portfolio could have an adverse effect on our business.

The loss of a tenant or the failure of a tenant to pay rent, or our inability to re-lease a property, will reduce our revenues, which could
lead to losses on our investments and reduced returns to our stockholders. Generally, each of our properties is operated and occupied by a
single tenant; therefore, the success of our investments is materially dependent on the financial stability of each tenant. Leasing activity
represents approximately 80% of our total revenues for the fiscal year ended December 31, 2004. The success of our tenants is dependent on
each of their individual businesses and their industries, which could be adversely affected by economic conditions in general, changes in
consumer trends and preferences and other factors over which neither they nor we have control. We acquire properties from single tenants that
operate multiple locations, which means we own numerous properties operated by the same tenant. To the extent we finance numerous
properties operated by one company, the general failure of that single tenant or a loss or significant decline in its business would have an adverse
effect on us.

A default of a tenant on its lease payments to us that would cause us to lose the revenue from the property would have an adverse effect on
our operating results and financial condition and/or could cause us to reduce the amount of distributions we pay to stockholders. In the event of a
default, we may incur substantial costs in protecting our investment and re-leasing our property. In addition, if a lease is terminated or not
renewed, we may not be able to re-lease the property on favorable terms or sell the property without incurring a loss.

Our loss of a tenant may further reduce our revenues because the net leases we may enter into or acquire may be for properties that are
specially suited to the particular business of our tenants. With these types of properties, if the current lease is terminated or not renewed, we may
be required to renovate the property at substantial costs, decrease the rent we charge or provide other concessions in order to lease the property
to another tenant. In addition, in the event we are required to sell the property, we may have difficulty selling it to a party other than the tenant
due to the special purpose for which the property may have been designed. This potential illiquidity may limit our ability to quickly modify our
portfolio in response to changes in economic or other conditions. These and other
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limitations may negatively affect our cash flow from operations or the proceeds from disposition of any such properties and adversely affect
returns to our stockholders.

The loss of a borrower or the failure of a borrower to make loan payments on a timely basis will reduce our revenues, which could lead
to losses on our investments and reduced returns to our stockholders. Currently, we have two borrowers that each account for approximately
half of our total mortgage loan portfolio; therefore, the success of our mortgage loan investments is materially dependent on the financial
stability of each of these two borrowers. The success of our borrowers is dependent on each of their individual businesses and their industries,
which could be affected by economic conditions in general, changes in consumer trends and preferences and other factors over which neither
they nor we have control. A default of a borrower on its loan payments to us that would prevent us from earning interest or receiving a return of
the principal of our loan would have an adverse effect on our operating results and financial condition and could cause us to reduce the amount
of dividends we pay to stockholders. In the event of a default, we may also experience delays in enforcing our rights as lender and may incur
substantial costs in collecting the amounts owed to us and in liquidating any real estate collateral.

Foreclosure and other similar proceedings used to enforce payment of real estate loans are generally subject to principles of equity, which
are designed to relieve the indebted party from the legal effect of that party's default. Foreclosure and other similar laws may limit our right to
obtain a deficiency judgment against the defaulting party after a foreclosure or sale. The application of any of these principles may lead to a loss
or delay in the payment on loans we hold, which in turn could reduce the amounts we have available to pay distributions. Further, in the event
we have to foreclose on a property, the amount we receive from the foreclosure sale of the property may be inadequate to fully pay the amounts
owed to us by the borrower and our costs incurred to foreclose, repossess and sell the property which could adversely impact our results of
operations.

The risk of default on our real estate investment portfolio may be higher because, as of December 31, 2004, 94% of our properties were
operated by non-investment grade companies. As of December 31, 2004, 94% of our properties were operated by customers that do not have
an investment grade rating from at least one of the nationally recognized rating agencies. Investment grade means companies which have
unsecured corporate debt ratings equal to or greater than BBB- by Standard & Poor's (a division of The McGraw Hill Companies, Inc.), Baa3 by
Moody's Investment Services, Inc. (a subsidiary of Moody's Corporation) and NAIC-2 by the National Association of Insurance Commissioners.
We also may have customers who are highly leveraged. Customers who are highly leveraged or do not have recognized credit ratings may be
more likely to default or file for bankruptcy.

Any bankruptcy filings by or relating to one of our customers could prevent us from collecting pre-bankruptcy debts from that customer or
their property, unless we receive an order permitting us to do so from the bankruptcy court. A customer bankruptcy could delay our efforts to
collect past due balances under the subject leases or loans, and could ultimately prevent full collection of these sums. If a lease were rejected by
a tenant in bankruptcy, we would have only a general unsecured claim for damages. Any unsecured claim we hold against a bankrupt entity may
be paid only to the extent that funds are available and only in the same percentage as is paid to all other holders of unsecured claims.
Additionally, we may not be able to terminate the subject lease and seek new tenants. We may recover substantially less than the full value of
any unsecured claims, if anything, which would harm our financial condition.

We will be investing in real estate in industries in which we have limited investment and underwriting experience, which could adversely
affect our results of operations. Our current strategy is to acquire real estate assets across a variety of industries in a variety of geographic
locations. We have limited experience investing in real estate operated by some of the industries we are targeting. Accordingly, we will be
required to develop expertise, relationships and market knowledge across a broad range of
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industries and will be subject to the market conditions affecting each industry operating our properties, including such factors as the economic
climate, business layoffs, industry slowdowns, changing demographics and supply and demand issues. This multi-industry approach could
require more management time, support staff and expense than a company whose focus is dedicated to a greater extent on a single property type.
If we are not able to efficiently and effectively manage a diverse multi-industry portfolio of real estate properties and loans, our results of
operations and returns to our stockholders will be adversely impacted.

Insurance on our real estate collateral may not adequately cover all losses which could reduce stockholder returns if a material
uninsured loss occurs. Our customers are required to maintain insurance coverage for the properties they operate. There are various types of
losses, generally of a catastrophic nature, such as earthquakes, floods, hurricanes, terrorism or acts of war that may be uninsurable or not
economically insurable. Should an uninsured loss occur, we could lose our capital investment and/or anticipated profits and cash flow from one
or more properties. Inflation, changes in building codes and ordinances, environmental considerations and other factors, including terrorism or
acts of war, also might make the insurance proceeds insufficient to repair or replace a property if it is damaged or destroyed. In that case, the
insurance proceeds received might not be adequate to restore our economic position with respect to the affected real property. If this happens, it
could reduce the amounts we have available to pay dividends to stockholders.

The costs of compliance with or liabilities under environmental laws may harm our operating results. The properties we acquire may
be subject to known and unknown environmental liabilities. This risk is further increased because as of December 31, 2004, approximately 5%
of our total assets were invested in interstate travel plazas that sell petroleum products. An owner of real property can face liability for
environmental contamination created by the presence or discharge of hazardous substances on the property. We may face liability regardless of:

our knowledge of the contamination;
the timing of the contamination;
the cause of the contamination; or

the party responsible for the contamination of the property.

There may be environmental problems associated with our properties of which we are unaware. We generally obtain or update Phase I
environmental surveys on the properties we finance or acquire. The environmental surveys may not reveal all environmental conditions affecting
a property; therefore, there could be undiscovered environmental liabilities on the properties we own. Some of our properties use, or may have
used in the past, underground tanks for the storage of petroleum-based products or waste products that could create a potential for release of
hazardous substances. Some properties may contain asbestos containing materials. If environmental contamination exists on our properties, we
could be subject to strict, joint and/or several liability for the contamination by virtue of our ownership interest.

The presence of hazardous substances on a property may adversely affect our ability to sell the property and we may incur substantial
remediation costs. In addition, although our leases generally require our tenants to operate in compliance with all applicable laws and to
indemnify us against any environmental liabilities arising from a tenant's activities on the property, we could be subject to strict liability by
virtue of our ownership interest, and we cannot be sure that our tenants will, or will be able to, satisfy their indemnification obligations under our
lease, if any. The discovery of environmental liabilities attached to our properties could adversely affect a customer's ability to make payments
to us or otherwise affect our results of operations and financial condition and our ability to pay distributions to stockholders.
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Our environmental liability may include property damage, personal injury, investigation and clean-up costs. These costs could be
substantial. We generally only obtain environmental insurance on properties we own at which petroleum products are sold. Although we may
obtain insurance for environmental liability for these types of properties, our insurance may be insufficient to address any particular
environmental situation and we may be unable to continue to obtain insurance for environmental matters, at a reasonable cost or at all, in the
future. If our environmental liability insurance is inadequate, we may become subject to material losses for environmental liabilities. Our ability
to receive the benefits of any environmental liability insurance policy will depend on the financial ability of our insurance company and the
position it takes with respect to our insurance policies. If we ever become subject to significant environmental liabilities, our business, financial
condition, liquidity and results of operations would be materially and adversely affected.

Most of the environmental risks discussed above refer to properties that we own or may acquire in the future; however, each of the risks
identified also applies to the owners (and potentially, the lessees) of the properties that secure each of our loans and any loans we may acquire or
make in the future. Therefore, the existence of environmental conditions could diminish the value of each of the loans and the abilities of the
borrowers to repay the loans, as well as adversely affect our results of operations and financial condition and our ability to pay distributions to
stockholders.

Our properties may contain or develop harmful mold, which could lead to liability for adverse health effects and costs of remediation of
the problem. When excessive moisture accumulates in buildings or on building materials, mold growth may occur, particularly if the moisture
problem remains undiscovered or is not addressed over a period of time. Some molds may produce airborne toxins or irritants. Concern about
indoor exposure to mold has been increasing along with awareness that exposure to mold may cause a variety of adverse health effects and
symptoms, including allergic or other reactions. As a result, the presence of significant mold at any of our properties could require us to
undertake a costly remediation program to contain or remove the mold from the affected properties. In addition, the presence of significant mold
could expose us to liability from our tenants, employees of our tenants and others if property damage or health concerns arise. If we ever become
subject to significant mold-related liabilities, our business, financial condition, liquidity, results of operations and ability to pay dividends could
be materially and adversely affected.

Compliance with the Americans With Disabilities Act and fire, safety and other regulations may require us to make unintended
expenditures that adversely impact our ability to pay dividends to stockholders. All of our properties are required to comply with the ADA.
The ADA has separate compliance requirements for "public accommodations" and "commercial facilities," but generally requires that the
buildings be made accessible to people with disabilities. Compliance with the ADA requirements could require removal of access barriers and
non-compliance could result in imposition of fines by the U.S. government or an award of damages to private litigants, or both. While our
tenants are obligated by law to comply with the ADA provisions, and typically under our leases and financing agreements are obligated to cover
costs associated with compliance, if required changes involve greater expenditures than anticipated, or if the changes must be made on a more
accelerated basis than anticipated, the ability of these tenants to cover costs could be adversely affected and we could be required to expend our
own funds to comply with the provisions of the ADA, which could adversely affect our results of operations and financial condition and our
ability to pay dividends to stockholders.

In addition, we are required to operate our properties in compliance with fire and safety regulations, building codes and other land use
regulations, as they may be adopted by governmental agencies and bodies and become applicable to our properties. We may be required to make
substantial capital expenditures to comply with those requirements and these expenditures could have an adverse effect on our ability to pay
distributions. Additionally, failure to comply with any of these requirements could result in the imposition of fines by governmental authorities
or awards of damages to private litigants. While we intend to only acquire properties that we believe are currently in substantial
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compliance with all regulatory requirements, these requirements could be changed or new requirements could be imposed which would require
significant unanticipated expenditures by us and could have an adverse effect on our cash flow and distributions paid.

Construction loans are riskier than loans on developed properties because the underlying property may not generate income and could
encounter problems associated with construction. We may make loans to finance the development of new properties. These loans are
generally made to fund the construction of one or more buildings on real property. These loans are riskier than loans secured by income
producing properties because of increased risks during construction, and the fact that the property does not generate income until construction is
completed, which reduces the funds the borrower has available to make payments on the loan. We may also be required to expend funds to
complete construction of the property if the borrower defaults and does not complete construction.

We may make loans that are not secured by any assets, which could lead to losses if borrowers default on those loans. In connection
with a real estate financing, we may make general business loans that are not secured by real estate or any other assets. In these cases, we will
not have a security interest in a specific asset, but will rely instead on a promise to pay from the borrower. If the borrower does not keep its
promise to pay and defaults, we will not have the benefit of a lien on any specific asset on which to foreclose to collect the loan. If we do not
have any collateral to repossess through foreclosure and sell, we may lose our entire investment on that loan.

Factors Related to Our REIT Status

Failure to qualify as a REIT would adversely affect our operations and ability to make distributions. If we fail to qualify as a REIT in
any taxable year, we would be subject to federal income tax on our taxable income at regular corporate rates. In addition, we would generally be
disqualified from treatment as a REIT for the four taxable years following the year we lost our REIT status. Failing to obtain, or losing our REIT
status, would reduce our net earnings available for investment or distribution to stockholders because of the additional tax liability, and we
would no longer be required to make distributions. We might be required to borrow funds or liquidate some investments in order to pay the
applicable tax.

Qualification as a REIT is subject to the satisfaction of tax requirements and various factual matters and circumstances which are not
entirely within our control and which will be evaluated in light of our future operations. New legislation, regulations, administrative
interpretations or court decisions could change the tax laws with respect to qualification as a REIT or the federal income tax consequences of
being a REIT. In addition, future tax laws related to other entities could reduce our tax-advantaged status relative to those entities, which could
cause a reduction in the market price of our shares. Further, our future operations may, contrary to expectation, prohibit us from satisfying one or
more conditions to qualifying as a REIT.

Complying with REIT requirements may cause us to forego otherwise attractive opportunities. In order to qualify as a REIT for U.S.
federal income tax purposes, we must continually satisfy tests concerning our sources of income, the nature and diversification of our assets, the
amounts we distribute to our stockholders and the ownership of our stock. We may also be required to make distributions to our stockholders at
disadvantageous times or when we do not have funds readily available for distribution. Thus, compliance with REIT requirements may hinder
our ability to operate solely with the goal of maximizing profits.

In addition, the REIT provisions of the Internal Revenue Code impose a 100% tax on income from "prohibited transactions." Prohibited
transactions generally include sales of assets that constitute inventory or other property held for sale to customers in the ordinary course of a
business, other than foreclosure property. This 100% tax could impact our desire to sell properties at otherwise opportune times if we believe
those sales could result in us being treated as engaging in a prohibited transaction.
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Complying with REIT requirements may force us to borrow funds or sell properties on disadvantageous terms in order to make
distributions to our stockholders and those distributions may represent a return of capital to investors. As a REIT, we must distribute 90%
of our REIT taxable income to our stockholders each year. REIT taxable income is determined without regard to the deduction for dividends
paid and by excluding net capital gains. We are also required to pay tax at regular corporate rates to the extent that we distribute less than 100%
of our taxable income (including net capital gains) each year. In addition, we are required to pay a 4% nondeductible excise tax on the amount, if
any, by which specified distributions we pay, or are deemed to pay, with respect to any calendar year are less than the sum of 85% of our
ordinary income for that calendar year, 95% of our capital gain net income for the calendar year and any amount of our income that was not
distributed in prior years. From time to time, we may generate taxable income greater than our net income for financial reporting purposes from
amortization of capitalized purchase premiums, or our taxable income may be greater than our cash flow available for distribution to our
stockholders. If we do not have other funds available in these situations, we may be unable to distribute 90% of our taxable income as required
by the REIT rules or an amount sufficient to avoid federal income tax and the nondeductible excise tax. Thus, we could be required to borrow
funds, sell a portion of our properties at disadvantageous times or prices or find another alternative source of funds. These distributions could
also represent a return of capital to investors. These alternatives could increase our costs or reduce our equity and reduce amounts we have
available to invest.

The IRS may treat sale-leaseback transactions as loans, which could jeopardize our REIT status. The Internal Revenue Service may
take the position that specific sale-leaseback transactions we will treat as true leases are not true leases for federal income tax purposes but are,
instead, financing arrangements or loans. If a sale-leaseback transaction were so re-characterized, we might fail to satisfy the REIT asset tests,
the income tests or distribution requirements and consequently lose our REIT status effective with the year of re-characterization. The primary
risk relates to our loss of previously incurred depreciation expenses, which could affect the calculation of our REIT taxable income, which could
cause us to fail the REIT distribution test that requires a REIT to distribute at least 90% of our REIT taxable income.

Forward-Looking Statements

Some of the statements in this report constitute forward-looking statements. Forward-looking statements relate to expectations, beliefs,
projections, future plans and strategies, anticipated events or trends and similar expressions concerning matters that are not historical facts. In
some cases, forward-looking statements can be identified by terms such as "anticipate," "believe," "could," "estimate,
"may," "plan," "potential," "should," "will" and "would" or the negative of these terms or other similar terminology.

non non "o

expect," "intend,"

non

The forward-looking statements are based on our beliefs, assumptions and expectations of our future performance, taking into account all
information currently available to us. These beliefs, assumptions and expectations can change as a result of many possible events or factors, not
all of which are known to us or are within our control. If a change occurs, our business, financial condition, liquidity and results of operations
may vary materially from those expressed in our forward-looking statements. The following are some of the factors that could cause actual
results to vary from our forward-looking statements:

changes in our industry, interest rates or general economic conditions;

general volatility of the capital markets and the market price of our common stock;

changes in our business strategy or development plans;

availability, terms and effective development of capital;
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availability of suitable properties to acquire and our ability to rent those properties at favorable rates;

availability of qualified personnel and our ability to retain our key management personnel;

changes in, or the failure or inability to comply with, government regulation;

the degree and nature of our competition; and

n

other factors referenced in this report, including those set forth under the captions " Factors Affecting Our Operating Results"
above and "Management's Discussion and Analysis of Financial Condition and Results of Operations."

These forward-looking statements speak only as of the date of this report. We expressly disclaim any obligation or undertaking to
disseminate any updates or revisions to any forward-looking statement contained in this report to reflect any change in our expectations with
regard to the statements or any change in events, conditions or circumstances on which any such statement is based.

Item 2. Properties
Our Current Real Estate Investment Portfolio

As of December 31, 2004, our real estate investment portfolio represented 374 properties geographically diversified across 38 states. Of our
portfolio of real estate investments, $627.1 million (including related lease intangibles of $11.0 million), or 94%, represented real estate we own,
and $40.9 million, or 6%, represented mortgage loans receivable we hold. For the properties we own, we generally own fee simple title to the
real estate. The properties are generally leased to a single tenant under a long-term, triple-net lease where the tenant is responsible for paying all
property operating expenses, including insurance, real estate taxes and repairs and maintenance. Our mortgage loans receivable are generally
secured by a first priority lien on the real estate property. We believe that, through our customers' obligations to carry insurance, all of our
properties are adequately covered by insurance. Substantially all of our properties and all of our mortgage loans were pledged as collateral under
our secured debt obligations as of December 31, 2004.

Investment Diversification

Diversification by Property Type. The following table shows information regarding the diversification of our real state investment
portfolio among different property types.

Real Estate Investments as of December 31, 2004

Dollar Amount of Percent of Total
Number of Square Real Estate Real Estate
Property Type Properties Footage Investments(a) Investments
Chain restaurants 241 963,326 $ 272,232,835 41%
Movie theaters 11 642,309 116,831,203 17
Specialty retailers 17 832,290 86,231,673 13
Distribution facilities 50 903,119 50,531,076 7
Educational facilities 4 562,607 44,486,899 7
Drugstores 14 197,186 38,328,429 6
Interstate travel plazas 4 65,811 37,535,469 6
Automotive parts and service facilities 33 235,491 21,748,965 3
Total Real Estate Investments 374 4,402,139 $ 667,926,549 100%

(a)
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Dollar amount of real estate investments includes the gross cost of real estate investments, related lease intangibles and the carrying
amount of our mortgage loans receivable.
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Geographic Diversification. The following table shows the geographic distribution of our real estate investment portfolio across the
United States. We do not own any real estate outside of the United States.

Real Estate Investments by State as of December 31, 2004

Dollar Amount of Percent of Total
Number of Real Estate Real Estate

Location Properties Investments(a) Investments
Texas 62 $ 78,427,540 12%
Georgia 37 70,026,312 10%
Florida 49 62,410,823 9%
Arizona 9 55,673,326 8%
California 7 52,505,121 8%
Ohio 20 38,514,201 6%
Missouri 7 22,949,361 3%
New York 6 22,208,544 3%
Louisiana 21 21,676,870 3%
Oklahoma 16 20,929,729 3%
Indiana 8 20,523,689 3%
Iowa 3 19,857,968 3%
North Carolina 10 19,375,457 3%
Kentucky 10 16,898,358 3%
Tennessee 20 14,058,164 2%
Michigan 4 13,131,019 2%
Mississippi 14 11,527,208 2%
Minnesota 6 11,369,243 2%
Pennsylvania 6 11,314,796 2%
Wisconsin 1 11,072,806 2%
Alabama 13 10,660,643 2%
Montana 2 9,813,573 1%
New Mexico 5 9,180,999 1%
North Dakota 1 8,536,575 1%
Virginia 7 5,611,770 1%
South Carolina 8 4,378,098 1%
Kansas 2 4,329,671 1%
Illinois 5 4,300,570 1%
Utah 3 3,960,031 1%
Idaho 3 3,864,065 1%
Colorado 1 1,711,495 *
West Virginia 2 1,697,533 *
Vermont 1 1,654,856 *
Oregon 1 1,217,706 *
Massachusetts 1 802,698 &
Washington 1 730,686 *
New Jersey 1 716,176 o
Arkansas 1 308,869 *

Total Real Estate Investments 374 $ 667,926,549 100%

Less than 1%.
(@)

Dollar amount of real estate investments includes the gross cost of real estate investments, related lease intangibles and the carrying
amount of our mortgage loans receivable.
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Lease Expirations

The weighted average remaining noncancelable lease term of our real estate investments at December 31, 2004 was 15 years. The following
table shows a summary of the lease expirations. Our leases generally provide for one or more renewal options ranging from five to 20 years. The
table assumes that the tenants do not exercise any renewal options.

Lease Expirations as of December 31, 2004

Dollar Amount of Percent of Total
Number of Real Estate Real Estate
Properties Investments(a) Investments
2006 - 2012 30 $ 18,546,887 3%
2013 - 2015 74 64,934,457 10%
2016 29 33,256,074 5%

2017
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