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The information in this preliminary prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This preliminary prospectus is not an offer to sell
these securities and it is not soliciting an offer to buy these securities in any jurisdiction where the offer or sale is not permitted.

PROSPECTUS (Subject to Completion)

Issued ,2012

Shares

Spirit Finance Corporation

Common Stock

Spirit Finance Corporation is a self-administered and self-managed real estate company. We invest in single-tenant, operationally essential real
estate throughout the United States that is leased on a long-term, triple-net basis primarily to tenants engaged in retail, service and distribution
industries.

We are selling shares of our common stock. This is our initial public offering and no public market currently exists for our common
stock. We currently expect the initial public offering price of our common stock to be between $ and $ per share.

We intend to apply to have our common stock listed on the New York Stock Exchange under the symbol

As described herein, concurrently with the completion of this offering, we will issue additional shares of our common stock to certain of our
existing lenders in exchange for the extinguishment of $330 million of our outstanding term loan debt. We will use a portion of the net proceeds
from this offering to repay an additional $399 million of our outstanding term loan debt.

We have elected to be taxed as a real estate investment trust, or REIT, for federal income tax purposes commencing with our taxable year ended
December 31, 2003. To assist us in complying with certain federal income tax requirements applicable to REITSs, our charter contains certain
restrictions relating to the ownership and transfer of our capital stock, including an ownership limit of 9.8% of our outstanding common stock.

See Description of Our Capital Stock Restrictions on Ownership and Transfer for a detailed description of the ownership and transfer restrictions
applicable to our common stock.

Investing in our common stock involves risks. See _Risk Factors beginning on page 15.

PRICE $ PER SHARE

Table of Contents 4



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Underwriting
Discounts Proceeds, before
and Expenses, to
Price to Public Commissions Us
Per Share $ $ $
Total $ $ $
We have granted the underwriters an option to purchase up to additional shares of our common stock from us, at the initial public

offering price, less underwriting discounts and commissions, within 30 days from the date of this prospectus to cover over-allotments, if any.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The underwriters expect to deliver the shares of our common stock to purchasers on , 2012.

Morgan Stanley

, 2012
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Through and including , 2012 (the 25th day after the date of this prospectus), all dealers that buy, sell or trade the common

stock may be required to deliver a prospectus, regardless of whether they are participating in this offering. This is in addition to a
dealer s obligation to deliver a prospectus when acting as an underwriter and with respect to an unsold allotment or subscription.

You should rely only on the information contained in this prospectus, or in any free writing prospectus prepared by us. 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 and any free writing prospectus prepared
by us is accurate only as of their respective dates or on the date or dates which are specified in these documents. Our business, financial
condition, liquidity, results of operations and prospects may have changed since those dates.

We use market data and industry forecasts and projections throughout this prospectus, and in particular in the sections entitled Prospectus

Summary, Market Opportunity and Business and Properties. We have obtained substantially all of this information from a market study prepared
for us in connection with this offering by Rosen Consulting Group, or RCG, a nationally recognized real estate consulting firm. We have paid

RCG a fee of $45,000 for that market study. Such information is included in this prospectus in reliance on RCG s
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authority as an expert on such matters. Any forecasts prepared by RCG are based on data (including third party data), models and experience of
various professionals, and are based on various assumptions, all of which are subject to change without notice. See Experts. In addition, we have
obtained certain market and industry data from publicly available industry publications. These sources generally state that the information they
provide has been obtained from sources believed to be reliable, but that the accuracy and completeness of the information are not guaranteed.

The forecasts and projections are based on industry surveys and the preparers experience in the industry, and there is no assurance that any of the
projected amounts will be achieved. We believe that the surveys and market research others have performed are reliable, but we have not
independently verified this information.

Certain Terms Used in This Prospectus

Unless the context suggests otherwise, references in this prospectus to we, our, us and our company are to Spirit Finance Corporation, a
Maryland corporation, together with its consolidated subsidiaries, including Spirit Realty Finance, L.P., which we refer to as our operating
partnership.

In this prospectus, we refer to our lessees as tenants and our mortgage and equipment loan obligors as borrowers.
As used in this prospectus, annual rent equals rental revenue for the quarter ended September 30, 2011 multiplied by four.

The term original gross investment means our (and for periods prior to our July 31, 2007 privatization, our predecessor s) initial purchase price
for investments, without giving effect to any adjustment to the book basis of our investments arising from our privatization or accumulated
depreciation.
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The following summary highlights information contained elsewhere in this prospectus. This summary is not complete and does not contain all of
the information that you should consider before investing in our common stock. You should read the entire prospectus carefully, including the
section entitled Risk Factors, as well as the financial statements and related notes included elsewhere in this prospectus, before making an
investment decision. Unless otherwise indicated, the information contained in this prospectus assumes (1) that the underwriters over-allotment
option is not exercised, (2) that the common stock to be sold in this offering is sold at $ per share, which is the mid-point of the price range
set forth on the front cover of this prospectus, and (3) the issuance of shares of our common stock to certain lenders in exchange for the
extinguishment of $330 million of our outstanding term loan debt. The actual number of shares of our common stock issued to certain of our
lenders will vary as described herein. See Pricing Sensitivity Analysis.

Spirit Finance Corporation
Overview

We invest in single-tenant, operationally essential real estate throughout the United States that is leased on a long-term, triple-net basis primarily
to tenants engaged in retail, service and distribution industries. Single-tenant, operationally essential real estate consists of properties that are
generally free-standing, commercial real estate facilities where our tenants conduct retail, service or distribution activities that are essential to the
generation of their sales and profits. Under a triple-net lease, the tenant is typically responsible for all improvements and is contractually
obligated to pay all property operating expenses, such as real estate taxes, insurance premiums and repair and maintenance costs. In support of
our primary business of owning and leasing real estate, we have also strategically originated or acquired long-term, commercial mortgage and
equipment loans.

We generate our revenue primarily by leasing our properties to our tenants. As of September 30, 2011, our undepreciated gross investment in
real estate and loans totaled approximately $3.6 billion, representing investment in 1,134 properties, including properties securing our mortgage
loans. Of this amount, 98.1% consisted of our gross investment in real estate, representing ownership of 1,044 properties, and the remaining
1.9% consisted of commercial mortgage and equipment loans receivable secured by 90 properties or related assets. As of September 30, 2011,
our owned properties were approximately 97.8% occupied (based on number of properties), and our leases had a weighted-average
non-cancelable remaining lease term (based on annual rent) of approximately 12.0 years. Our leases are generally long-term, with
non-cancelable initial terms typically of 15 to 20 years and tenant renewal options for additional terms. As of September 30, 2011,
approximately 96% of our leases (based on annual rent) provided for increases in future annual base rent.
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Our portfolio of 1,044 owned properties was leased to approximately 160 tenants as of September 30, 2011. Of our approximately 160 tenants,
no tenant, other than Shopko Stores Operating Co., LLC, or Shopko, contributed more than 7% of our annual rent. Our tenants operate in

18 different industries, including: general, specialty and discount retail; restaurants; movie theaters; automotive dealers; educational and
recreational facilities; and supermarkets. Our properties are geographically diversified across 46 states, with only 4 states contributing more than
5.0% of our annual rent.

The diversity of our portfolio has contributed to its stable occupancy. As of September 30, 2011 and December 31, 2010, 2009, 2008, 2007 and
2006, our occupancy rate (based on number of properties) was 97.8%, 96.3%, 99.4%, 99.0%, 100% and 100%, respectively. We believe that the
occupancy of our portfolio, particularly during the economic downturn of 2008 through 2010, reflects its strength. As illustrated in the chart
below, since inception in 2003 our occupancy has never been below 96.1% (based on number of properties).
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As of September 30, 2011, one of our tenants, Shopko, contributed approximately 26.8% of our annual rent, with 112 properties leased pursuant
to a master lease with an initial term that expires in June 2026 and two properties leased under individual leases. Based on financial information
supplied to us by Shopko, the 112 properties that we lease to Shopko pursuant to a master lease had a property-level rent coverage ratio well in
excess of our target underwriting standard of 2.0x for the fiscal year ended January 29, 2011. For a discussion of how we calculate
property-level rent coverage, see Business and Properties Risk Management Tenant Financial Distress Risk Early Lease Termination

Risk Measurement. Additionally, at the corporate level, Specialty Retail Shops Holding Corp., the guarantor of the Shopko leases, had
corporate-level EBITDAR of $154.4 million for the fiscal year ended January 29, 2011 and a ratio of corporate-level EBITDAR to net interest
and rent expense of 1.57x for that period. EBITDAR represents net income before net interest expense, depreciation and amortization, income
tax expense (benefit) and rent. Shopko s operating performance has improved in recent years in a very competitive environment, and its shadow
rating, as generated by a product licensed by us from Moody s Analytics, Inc., or Moody s Analytics, exceeds the targeted average for our
portfolio. See Business and Properties Our Real Estate Investment Portfolio Investment Diversification Diversification by Tenant for a
reconciliation of Specialty Retail Shops Holding Corp. s corporate-level EBITDAR to its net income.

As we look to selectively grow our portfolio, we will seek to leverage the experience of our senior management team and our existing
underwriting, leasing, asset management and reporting infrastructure. We believe the acquisition of additional operationally essential retail,
service and distribution properties, coupled with our $3.6 billion seasoned investment portfolio, will provide the opportunity to achieve superior
risk-adjusted returns. We intend to continue to actively manage our existing portfolio and invest in real estate that produces stable rental revenue
that increases over time pursuant to contractually specified rent increases.

Qur History

We were formed in 2003 and became a public company in December 2004. We were subsequently taken private by a consortium of private
investors in August 2007 in a transaction that we refer to as our privatization. Following our privatization, we initially continued to execute our
business plan and grow our portfolio. However, during 2008, in response to deteriorating economic conditions, we shifted our focus to reducing
our indebtedness and managing our portfolio. From January 1, 2008 to December 31, 2010, we reduced our indebtedness by $519.1 million. The
vast majority of the owned properties in our portfolio as of September 30, 2011 were acquired prior to our privatization. We have recently
augmented our senior management team through the addition of executives with significant real estate, capital markets and net lease industry
experience. Thomas H. Nolan, Jr., our new Chief Executive Officer, has been active in the real estate industry for over 25 years, holding
numerous leadership positions in private and public real estate companies. Peter M. Mavoides, our new President and Chief Operating Officer,
has been active in the single-tenant, net lease industry for over 13 years, holding leadership positions for the past 8 years. Under our new
leadership, we have begun to pursue acquisition opportunities and have completed $29.0 million of acquisitions since September 2011.

We have elected to be taxed as a REIT for federal income tax purposes commencing with our taxable year ended December 31, 2003. We
believe that we have been organized and have operated in a manner that has allowed us to qualify as a REIT for federal income tax purposes
commencing with such taxable year, and we intend to continue operating in such a manner.

Competitive Strengths

We believe the following competitive strengths contribute to the stability of our rental revenues and distinguish us from our competitors:

Large Scale and Diversified Portfolio. As of September 30, 2011, our portfolio consisted of 1,044 owned properties, with
approximately 160 tenants operating in 46 states and diversified across 18 different industries, including: general, specialty and
discount retail; restaurants; movie theaters;
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automotive dealers; educational and recreational facilities; and supermarkets. We believe it would be difficult for a new competitor
to replicate such a diversified portfolio on a comparable scale. The diversity of our portfolio reduces the risks associated with adverse
events affecting a particular tenant or an economic decline in any particular state or industry. Additionally, the scale of our portfolio
allows us to make acquisitions without introducing additional concentration risks. In addition, our operating platform is scalable and
will allow us to make new investments without the need for significant additional administrative or management costs.

Long-Term Triple-Net Leases. As of September 30, 2011, our owned properties were approximately 97.8% occupied (based on
number of properties), with a weighted average non-cancelable remaining lease term (based on annual rent) of approximately 12.0
years. Due to the triple-net structure of over 95% of our leases (based on annual rent) as of September 30, 2011, we do not expect to
incur significant capital expenditures, and the potential impact of inflation on our operating expenses is minimal. Additionally, as of
September 30, 2011, approximately 96% of our leases (based on annual rent) provided for increases in future annual base rent.

Established Company with Proven Performance. Our company has been actively investing in triple-net leased real estate since
2003, is well-known within the industry and benefits from an established infrastructure supporting our underwriting, leasing, asset
management and reporting functions. From our inception in 2003 through September 30, 2011, we have made gross investments in
excess of $4.05 billion in properties and loans receivable. The vast majority of our owned properties as of September 30, 2011 were
acquired prior to our privatization. Since our inception, our occupancy has never been below 96.1% (based on number of properties),
despite the economic downturn of 2008 through 2010. We believe that our experience, in-depth knowledge of the triple-net lease
market and extensive network of long-standing relationships in the real estate industry will contribute to the stability of our rental
revenues and also provide us access to a pipeline of attractive investment opportunities to allow us to expand our revenue base.

Disciplined Underwriting and Risk Management Expertise. Our developed underwriting and risk management expertise enhances
our ability to identify and structure investments that provide superior risk-adjusted returns, due to specific investment risks that we
believe can be identified and mitigated through intensive credit and real estate analysis, tailored lease structures (such as master
leases) and ongoing tenant monitoring. When underwriting new acquisitions we generally target property-level rent coverage ratios
in excess of 2.0x. Since our inception in 2003 through November 30, 2011, our estimated cumulative loss resulting from properties
and loans receivable experiencing financial distress, which we define as tenant bankruptcy or tenant non-performance resulting in
our possession of the properties, was $128.7 million (of which we have realized $102.6 million of losses), or 3.2% of our original
gross investment since inception. Our recovery rate on properties and loans receivable experiencing financial distress (including an
estimate for properties in distress that have not yet been resolved) during that period is 69.8%. We believe our developed
underwriting and risk management expertise has contributed to identifying and mitigating risk and our recovery rate. For a
discussion of how we calculated estimated cumulative loss and our recovery rate, see Business and Properties Risk

Management Tenant Financial Distress Risk Historical Summary of Tenant Financial Distress Portfolio.

Experienced Management Team. Our senior management has significant experience in the real estate industry and in managing
public companies. Our Chairman and Chief Executive Officer, Thomas H. Nolan, Jr., has been active in the real estate industry for
over 25 years, holding numerous leadership positions in private and public real estate companies. Our President and Chief Operating
Officer, Peter M. Mavoides, has been active in the single-tenant, net lease industry for over 13 years, holding leadership positions for
the past 8 years. Our Chief Financial Officer, Michael Bender, has held leadership positions for over 20 years in finance and real
estate. Our Senior Vice President, Gregg
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Seibert, who has been with us since our inception, has over 20 years of experience in real estate finance, including over 15 years of
leadership responsibilities in credit, acquisitions and portfolio management in the sale-leaseback sector. Excluding these individuals,
our asset management and leasing staff have worked at our company for an average of 6 years and have a high level of familiarity
with our portfolio and tenants.

Attractive In-Place Long-Term Indebtedness. Upon the completion of this offering on a pro forma basis, we expect to have
approximately $2.0 billion of outstanding non-recourse mortgage indebtedness, which had a weighted average maturity of 7.1 years
as of September 30, 2011 and an average annual interest rate of approximately 6.12% for the nine months ended September 30, 2011
(excluding non-cash interest expense attributable to the amortization of deferred financing costs and debt discounts). Prior to
January 1, 2016, we only have $138.8 million of balloon payments due at maturity. Approximately $1.7 billion of our pro forma
indebtedness is partially amortizing, providing for an ongoing reduction in principal prior to maturity. In addition, we expect to have
a$ million revolving credit facility in place upon the completion of this offering to help fund future acquisitions and for general
corporate purposes.

Business and Growth Strategies

Our objective is to maximize stockholder value by seeking superior risk-adjusted returns, with an emphasis on stable rental revenue, by investing
primarily in single-tenant, operationally essential real estate leased on a long-term, triple-net basis. Single-tenant, operationally essential real
estate consists of properties that are generally free-standing, commercial real estate facilities where our tenants conduct retail, service or
distribution activities that are essential to the generation of their sales and profits. As of September 30, 2011, we considered 99.5% of our
occupied properties to be operationally essential. We intend to pursue our objective through the following business and growth strategies.

Focus on Small and Middle Market Companies. We primarily focus on investing in properties that we net lease to unrated small

and middle market companies that we determine have attractive credit characteristics and stable operating histories. Properties leased

to small and middle market companies may offer us the opportunity to achieve superior risk-adjusted returns, as a result of our
intensive credit and real estate analysis, lease structuring and portfolio construction. Small and middle market companies are often
willing to enter into leases with structures and terms that we consider attractive (such as master leases and leases that require ongoing
tenant financial reporting) and that we believe increase the security of rental payments. For example, by acquiring multiple properties
from a small or middle market company and leasing them back to the seller under a master lease, the leased properties may represent

a meaningful percentage of the tenant s overall operations and increase the importance of the lease to the tenant s business. In addition
to small and middle market companies, we selectively acquire properties leased to large companies where we believe that we can
achieve superior risk-adjusted returns.
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The following chart highlights the tenants that we target based on company size and corporate credit equivalent:

Use Our Developed Underwriting and Risk Management Processes to Structure and Manage Our Portfolio. We seek to maintain
the stability of our rental revenue and the long-term return on our investments by using our developed underwriting and risk
management processes to structure and manage our portfolio. We believe the efficacy of our underwriting and risk management
processes is illustrated by the historical performance of our portfolio. In particular, our underwriting and risk management processes
emphasize the following:

i Leases for Operationally Essential Real Estate with Relatively Long-Terms. We seek to own properties that are operationally
essential to our tenants, thereby reducing the risk that the tenant would choose not to renew an expiring lease or reject a lease
in bankruptcy. In addition, we seek to enter into leases with relatively long-terms, typically with non-cancelable initial terms
of 15 to 20 years and tenant renewal options for additional terms with attractive rent escalation provisions.

i Use of the Master Lease Structure. Where appropriate, we seek to enter into master leases, pursuant to which we lease
multiple properties to a single tenant on an all or none basis. In a master lease structure, a tenant is responsible for a single
lease payment relating to the entire portfolio of leased properties, as opposed to multiple lease payments relating to
individually leased properties. The master lease structure prevents a tenant from cherry picking locations, where it unilaterally
gives up underperforming properties while maintaining its leasehold interest in well-performing properties. As of
September 30, 2011, we had 53 master leases that had an average non-cancellable remaining lease term (based on annual
rent) of 13.5 years and contributed approximately 65.0% of our annual rent. Our largest master lease, consisting of 112
properties, contributed 26.7% of our annual rent, and our smallest master lease, consisting of two properties, contributed less
than 1% of our annual rent. The average number of properties included under our master leases as of September 30, 2011 was
12.0.

i Active Management and Monitoring of Risks Related to Our Investments. When monitoring existing investments or
evaluating new investments, we typically consider two broad categories of risk: (1) tenant financial distress risk; and (2) lease
renewal risk. See Business and Properties Risk Management. We seek to measure these risks through various processes,
including the use of a credit modeling product that we license from Moody s Analytics, estimates of the performance of the
leased properties relative to rental payments due under the leases and review of current market data and our historical
recovery rates on re-leased properties and property dispositions. Our underwriting and risk management processes are
designed to structure new investments and manage existing investments to address and mitigate each of the above risks and
preserve the long-term return on our invested capital.
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i Portfolio Diversification. We monitor and manage the diversification of our real estate investment portfolio in order reduce
the risks associated with adverse developments affecting a particular tenant, property, industry or region. Our strategy
emphasizes a portfolio that (1) derives no more than 10% of its annual rent from any single tenant or more than 2.5% of its
annual rent from any single property, (2) is leased to tenants operating in various industries and (3) is located across the
United States without significant geographic concentration. While we consider the foregoing when making investments, we
have opportunistically made investments in the past that do not meet one or more of these criteria, and we may make
additional investments that do not meet one or more of these criteria if we believe the opportunity is sufficiently attractive. As
of September 30, 2011, one tenant, Shopko at 26.8%, contributed more than 10% of our annual rent, and no one property
contributed more than 2.1% of our annual rent.

Enhance Our Portfolio through Contractual Growth. Approximately 96% of our leases (based on annual rent) contain contractual
provisions that increase the rental revenue over the term of the lease. Of these leases, 24% contain fixed contractual rental increases,
and the remaining 76% contain increases based on the lesser of a fixed contractual percentage increase or the increase in the
consumer price index, or CPI. Assuming the same CPI growth experienced during the 12 months ended September 30, 2011, our
contractual rent growth for the 12 months ending September 30, 2012 would be $5.3 million. Approximately $2.7 million of this
amount is attributable to an increase in rent under our master lease with Shopko in June 2011. The rents under our master lease with
Shopko adjust every three years.

Selectively Grow Our Portfolio through Acquisitions. We plan to selectively make acquisitions that contribute to our portfolio s
tenant, industry and geographic diversification. According to RCG, through September 2011 the 12-month trailing investment
volume in single-tenant properties was $23.6 billion. Given this volume of transactions in the single-tenant market, we believe there
will be ample acquisition opportunities fitting our acquisition criteria.
Since September 2011, we have completed $29.0 million of acquisitions consistent with our underwriting criteria. We believe our experience,
in-depth market knowledge and extensive network of long-standing relationships in the real estate industry will provide us access to an ongoing
pipeline of attractive investment opportunities.

Continue to Deleverage Our Portfolio. Upon the completion of this offering on a pro forma basis, we will have approximately $2.0
billion of non-recourse mortgage indebtedness (this represents a decrease of approximately $1.4 billion of indebtedness since
January 1, 2008). Additionally, most of our remaining debt will be partially amortizing, and its principal amount will be reduced
prior to the balloon payments due at maturity. Contractual amortization payments are scheduled to reduce our outstanding principal
amount of indebtedness by $184.7 million prior to January 1, 2016. We also may use any cash from operations in excess of the
distributions that we expect to pay to selectively reduce our indebtedness.

We believe contractual rent growth, selective growth through acquisitions and the ongoing deleveraging of our portfolio will contribute to our

cash available for distributions.

Financing Strategy

Our long-term financing strategy is to maintain a leverage profile that creates operational flexibility and generates superior risk-adjusted returns
for our stockholders. It is our intention to pursue a long-term capital strategy that brings our leverage profile in line with that of our peers over
time. Although we are not required to maintain a particular leverage ratio, we intend to employ prudent amounts of debt financing as a means of
providing additional funds for the acquisition of assets, to refinance existing debt or for general corporate purposes.

We anticipate using a number of different sources to finance our acquisitions and operations going forward, including cash from operations,
issuance of debt securities, private financings (such as bank credit facilities,
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which may or may not be secured by our assets), property-level mortgage debt, common or preferred equity issuances or any combination of
these sources, to the extent available to us, or other sources that may become available from time to time. To the extent practicable, we expect to
maintain a debt profile with manageable near-term maturities.

Market Opportunity

According to a market study prepared for us in connection with this offering by Rosen Consulting Group, or RCG, a nationally recognized real
estate consulting firm, the current outlook for the net leased real estate market is positive for the following reasons:

the net lease market has historically provided investors with attractive returns across various economic cycles when compared to
other types of real estate investments;

increased single-tenant transaction volume reflects investors growing interest in single-tenant investment opportunities;

the market is well positioned to accommodate increased investment activity given the $1.5 trillion to more than $2.0
trillion of U.S. real estate estimated to be held by corporate owner-occupiers; and

strict lending guidelines, a reduced appetite for risk from both debt and equity investors and upcoming mortgage and corporate debt
maturities should yield attractive pricing for many single-tenant, net leased properties and increased opportunities for sale-leaseback
transactions.

Summary Risk Factors

You should carefully consider the matters discussed in the Risk Factors section beginning on page 15 of this prospectus prior to deciding
whether to invest in our common stock. Some of these risks include:

We are subject to risks related to commercial real estate ownership that could reduce the value of our properties.

Global market and economic conditions may materially and adversely affect us and our tenants.

Our business is dependent upon our tenants successfully operating their businesses and their failure to do so could materially and
adversely affect us.

A substantial number of our properties are leased to one tenant, which may result in increased risk due to tenant and industry
concentrations.

One tenant, operating in the building materials industry, leases a substantial number of our properties that contribute 6.8% of our
annual rent and has been adversely affected by the current economic environment, which may result in increased risk of tenant
default.

Loss of our key personnel with long-standing business relationships could materially impair our ability to operate successfully.
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We expect to have approximately $2.0 billion of indebtedness outstanding following this offering on a pro forma basis, which may
expose us to the risk of default under our debt obligations.

Current market conditions could adversely affect our ability to refinance existing indebtedness or obtain additional financing for
growth on acceptable terms or at all, which could materially and adversely affect us.

Failure to qualify as a REIT would materially and adversely affect us and the value of our common stock.

There can be no assurance that we will be able to make or maintain cash distributions, and certain agreements relating to our
indebtedness may, under certain circumstances, limit or eliminate our ability to make distributions to our common stockholders.
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Concurrent Debt Conversion

We currently have outstanding $729 million of term loan indebtedness, or the term loan, maturing in August 2013. The term loan is separated
into two tranches: term loan B, or TLB, with an outstanding principal balance of $399 million and term loan C, or TLC, with an outstanding
principal balance of $330 million. As described in further detail in Pricing Sensitivity Analysis, upon the completion of this offering, all $330
million of our currently outstanding TLC will be extinguished and converted into shares of our common stock. We refer to this transaction as the
debt conversion. The number of shares of our common stock to be issued to TLC lenders in the debt conversion depends, in part, on the initial
public offering price. See Pricing Sensitivity Analysis for a sensitivity analysis of the number of shares to be issued in the debt conversion.

Assuming an initial public offering price of $ per share, which is the mid-point of the price range set forth on the front cover of this
prospectus, we would issue shares of our common stock in the debt conversion.
Distribution Policy

We intend to pay cash distributions to our common stockholders out of assets legally available. We intend to make a pro rata distribution with
respect to the period commencing upon the completion of this offering and ending on , 2012 based on a distribution rate of $

per share of our common stock for a full quarter. On an annualized basis, this would be $ per share of our common stock, or an annual
distribution rate of approximately % based on the mid-point of the price range set forth on the front cover of this prospectus. We intend to
maintain our initial distribution rate for the 12 months following the completion of this offering unless our results of operations, funds from
operations, or FFO, liquidity, cash flows, financial condition, or prospects, economic conditions or other factors differ materially from the
assumptions used in projecting our initial distribution rate. We intend to make distributions that will enable us to meet the distribution
requirements applicable to REITs and to eliminate or minimize our obligation to pay corporate-level federal income and excise taxes. We may in
the future also choose to meet such distribution requirements by distributing cash and shares of our common stock. See Federal Income Tax
Considerations Taxation of Our Company Annual Distribution Requirements and Risk Factors Risks Related to Our Status as a REIT We may in
the future choose to make distributions in shares of our common stock, in which case you may be required to pay tax in excess of the cash you
receive. We do not intend to reduce the expected distribution per share if the underwriters over-allotment option is exercised.

Any distributions will be at the sole discretion of our board of directors, and their form, timing and amount, if any, will depend upon a number of
factors, including our actual and projected results of operations, FFO, liquidity, cash flows and financial condition, the revenue we actually
receive from our properties, our operating expenses, our debt service requirements, our capital expenditures, prohibitions and other limitations
under our financing arrangements, our REIT taxable income, the annual REIT distribution requirements, applicable law and such other factors as
our board of directors deems relevant.

Restrictions on Ownership and Transfer of Our Common Stock

Our charter, subject to certain exceptions, authorizes our directors to take such actions as are necessary or advisable to preserve our qualification
as a REIT. Furthermore, our charter prohibits any person from actually or constructively owning more than 9.8% in value or in number,
whichever is more restrictive, of the outstanding shares of our common stock or 9.8% in value of the aggregate of the outstanding shares of all
classes and series of our stock. Our board of directors, in its sole discretion, may exempt a proposed transferee from the ownership limits if
certain conditions are satisfied. However, our board of directors may not grant an exemption from the ownership limits to any proposed
transferee whose ownership, direct or indirect, of in excess of 9.8% of the value or number of outstanding shares of our common stock or 9.8%
in value of the aggregate of the outstanding shares of all classes or series of our stock, could jeopardize our status as a REIT. These restrictions
on transferability and ownership will not apply if our board of directors determines that it is no longer in our best interests to continue to qualify
asa
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REIT. The ownership limits may delay or impede a transaction or a change of control that might be in your best interest. See Description of Our
Capital Stock Restrictions on Ownership and Transfer.

Our Tax Status

We have elected to be taxed as a REIT for federal income tax purposes commencing with our taxable year ended December 31, 2003. We
believe that we have been organized and have operated in a manner that has allowed us to qualify as a REIT for federal income tax purposes
commencing with such taxable year, and we intend to continue operating in such a manner. To maintain REIT status, we must meet a number of
organizational and operational requirements, including a requirement that we annually distribute to our stockholders at least 90% of our REIT
taxable income, determined without regard to the dividends paid deduction and excluding any net capital gains. See Federal Income Tax
Considerations.

Corporate Information

We were formed in 2003 and became a public company in December 2004. We were subsequently taken private in August 2007. Our principal
executive office is located at 14631 North Scottsdale Road, Suite 200, Scottsdale, Arizona 85254. Our telephone number is (480) 606-0820.

10
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The Offering

Common stock offered by us shares (plus up to an additional shares of our common stock that we may

issue and sell upon the exercise of the underwriters over-allotment option in full).

Common stock to be outstanding after this offering shares®”

Use of proceeds We estimate that the net proceeds to us from this offering, after deducting underwriting

discounts and commissions and other estimated expenses payable by us, will be
approximately $ million, based on an assumed initial public offering price of $

per share, which is the mid-point of the price range set forth on the front cover of this
prospectus ($ million if the underwriters exercise their over-allotment option in full).
We intend to use $399 million of the net proceeds from this offering to repay our
outstanding TLB, $ million to pay expenses associated with securing lenders
consents to this offering and related transactions and the remainder for general business
and working capital purposes, including potential future acquisitions. See Use of
Proceeds.

Risk Factors Investing in our common stock involves risks. You should carefully read and consider the

information set forth under the heading Risk Factors beginning on page 15 and other
information included in this prospectus before investing in our common stock.

Proposed New York Stock Exchange symbol

ey

Includes (1) shares of our common stock held by continuing investors, (2) shares of our common stock that we will issue to
TLC lenders in the concurrent debt conversion, assuming an initial public offering price of $ per share, which is the mid-point of the
price range set forth on the front cover of this prospectus, and (3) to be granted to our directors, executive officers and
other employees pursuant to our equity incentive plan, or the Incentive Award Plan. See Pricing Sensitivity Analysis for a sensitivity
analysis of the number of shares to be issued in the debt conversion. Excludes (1) shares of our common stock issuable upon the
exercise of the underwriters over-allotment option in full and (2) shares of our common stock reserved for further issuance
under the Incentive Award Plan, as more fully described in Executive Compensation Incentive Award Plan.

11
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Summary Selected Financial Data

Our historical consolidated balance sheet data as of December 31, 2010 and 2009 and consolidated operating data for the years ended
December 31, 2010, 2009 and 2008 have been derived from our audited historical consolidated financial statements included elsewhere in this
prospectus. Our historical consolidated balance sheet data as of December 31, 2008 has been derived from our audited historical consolidated
financial statements not included in this prospectus. The below information also includes our unaudited consolidated balance sheet data as of
September 30, 2011 and our consolidated operating data for the nine months ended September 30, 2011 and September 30, 2010 which have
been derived from our historical unaudited consolidated financial statements included elsewhere in this prospectus. The unaudited consolidated
financial statements were prepared on a basis consistent with our audited financial statements and include, in the opinion of management, all
adjustments, consisting only of normal recurring adjustments, necessary for the fair statement of the financial information contained in those
statements. Our historical consolidated financial data included below and set forth elsewhere in this prospectus are not necessarily indicative of
our future performance.

Our unaudited summary selected pro forma consolidated financial and operating data as of and for the nine months ended September 30, 2011
and for the year ended December 31, 2010 assumes the completion of this offering, the debt conversion and related transactions as of the
beginning of the periods presented for the operating data and as of the stated date for the balance sheet data. Our pro forma financial information
is not necessarily indicative of what our actual financial position and results of operations would have been as of the date and for the periods
indicated, nor does it purport to represent our future financial position or results of operations.

You should read the following summary selected financial and other data together with Management s Discussion and Analysis of Financial
Condition and Results of Operations,  Business and Properties and our consolidated financial statements and related notes appearing elsewhere in
this prospectus.

12
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Operating Data:

Revenues:

Rentals

Interest income on loans receivable
Interest income and other

Total revenues

Expenses:

General and administrative
Litigation

Property costs

Interest

Depreciation and amortization
Impairments

Total expenses

Total other income (expense)

Income (loss) from continuing operations
before income tax expense

Income tax (benefit) expense

Income (loss) from continuing operations
Loss from discontinued operations
Net loss

Income (loss) per share of common stock
from continuing operations:
Basic

Diluted

Weighted average outstanding shares of
common stock:
Basic

Diluted

Table of Contents

Nine Months Ended September 30,
(in thousands, except per share data)

Pro forma
2011
(unaudited)

$201,134
5,120
704

206,958

14,000
151
4,368
97,767
83,290
5,409

204,985

1,973
@37

$ 2,010

Historical
2011
(unaudited)

$ 201,134
5,120
704

206,958

22,668
151
4,368
126,519
83,290
5,409

242,405

(35.447)
(37)

(35,410)
(10,145)

$ (45,555)

Historical
2010
(unaudited)

$ 202,446
7,237
9,512

219,195
15,982
7,306
2,126
130,059
83,881
15,113
254,467
9,480

(25,792)
118

(25,910)
(10,489)

$ (36,399)

Pro forma
2010
(unaudited)

$269,209
9,572
14,491

293,272

13,972
22,282
3,050
136,220
111,548
26,439

313,511

(9,855)

(30,094)
239

$ (30,333)

Historical
2008

$ 266,961
13,364
4,969

285,294

23,058
2,788
231,194
111,875
5,521

374,436

(89,142)
1,134

(90,276)

(64,243)

Year Ended December 31,
(in thousands, except per share data)
Historical Historical
2010 2009
$ 269,209 $ 266,072
9,572 10,098
14,491 6,477
293,272 282,647
19,631 19,864
22,282
3,050 3,011
173,054 208,538
111,548 112,344
26,439 7,715
356,004 351,472
(3,110) 6,810
(65,842) (62,015)
239 3,346
(66,081) (65,361)
(20,456) (57,322)
$ (86,537) $(122,683)

$(154,519)
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Nine Months Ended September 30, Year Ended December 31,
(dollars in thousands) (dollars in thousands)
Pro forma Historical Historical Pro forma Historical Historical Historical
2011 2011 2010 2010 2010 2009 2008

(unaudited) (unaudited) (unaudited) (unaudited) (unaudited)
Balance Sheet Data (end
of period):
Gross investments including
intangible lease assets $ 3,567,040 $ 3,567,040 $ 3,708,694 $3,610,834 $ 3,740,261 $3,997,614
Real estate, net 2,880,366 2,880,366 3,025,913 2,982,303 3,118,806 3,429,155
Cash and cash equivalents 99,431 53,414 61,475 88,341 65,072 76,634
Total assets 3,284,544 3,244,395 3,492,655 3,396,842 3,618,507 4,012,914
Debt obligations 1,898,328 2,621,614 2,773,238 2,730,994 2,866,923 3,089,248
Total liabilities 1,977,431 2,700,717 2,853,775 2,806,741 2,948,828 3,217,235
Stockholders equity 1,307,113 543,678 638,880 590,101 669,679 795,679
Other Data:
Cash NOI from continuing
operations before lease
termination fees" $ 200,863 $ 200,863 $ 206,314 $ 274,005 $ 274,005 $ 271,515 $ 279,951
FFO®M $ 52,091 $ 72,903 $ 70,563 $ 58,112 $ 57,741
FFO from continuing
operations, as adjusted” $ 89,747 $ 52,327 $ 70,281 $ 138,099 $ 95,606 $ 41,210 $ 25,593
EBITDA from continuing
operations™™ $ 183,030 $ 174,362 $ 188,148 $217,674 $ 218,760 $ 258,867 $ 253,927
EBITDA from continuing
operations, as adjusted” $ 188,590 $ 179,922 $ 201,087 $ 276,250 $ 270,591 $ 259,772 $ 259,448
Number of properties in
investment portfolio 1,134 1,134 1,155 1,161 1,161 1,157 1,291
Owned properties occupancy
at period end (based on
number of properties) 98% 98% 96% 96% 96% 99% 99%

(1) For definitions and reconciliations of Cash NOI from continuing operations before lease termination fees, FFO, FFO from continuing
operations, as adjusted, EBITDA from continuing operations and EBITDA from continuing operations, as adjusted, see Selected Financial
Data.
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RISK FACTORS

Investing in our common stock involves risks. Before you invest in our common stock, you should carefully consider the risk factors below
together with all of the other information included in this prospectus. The occurrence of any of the following risks could materially and
adversely affect our business, prospects, financial condition, liquidity, results of operations and our ability to service our debt and make or
sustain distributions to our stockholders, which could result in a partial or complete loss of your investment in our common stock. Some
statements in this prospectus, including statements in the following risk factors, constitute forward-looking statements. Please refer to the
section in this prospectus entitled Special Note Regarding Forward-Looking Statements.

Risks Related to Our Business and Properties
We are subject to risks related to commercial real estate ownership that could reduce the value of our properties.

Our core business is the ownership of real estate that is leased to retail, service and distribution companies on a triple-net basis. Accordingly, our
performance is subject to risks incident to the ownership of commercial real estate, including:

inability to collect rents from tenants due to financial hardship, including bankruptcy;

changes in local real estate conditions in the markets in which we operate, including the availability and demand for single-tenant
retail space;

changes in consumer trends and preferences that affect the demand for products and services offered by our tenants;

inability to lease or sell properties upon expiration or termination of existing leases;

environmental risks related to the presence of hazardous or toxic substances or materials on our properties;

the subjectivity of real estate valuations and changes in such valuations over time;

the illiquid nature of real estate compared to most other financial assets;

changes in laws and governmental regulations, including those governing real estate usage and zoning;

changes in interest rates and the availability of financing; and

changes in the general economic and business climate.
The occurrence of any of the risks described above may cause the value of our real estate to decline, which could materially and adversely affect
us.

Global market and economic conditions may materially and adversely affect us and our tenants.
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In the United States, market and economic conditions continue to be challenging as a result of the recent economic crisis, which resulted in
increased unemployment, large-scale business failures and tight credit markets. Our results of operations are sensitive to changes in the overall
economic conditions that impact our tenants financial condition and leasing practices. Adverse economic conditions such as high unemployment
levels, interest rates, tax rates and fuel and energy costs may have an impact on the results of operations and financial conditions of our tenants.
During periods of economic slowdown, rising interest rates and declining demand for real estate may result in a general decline in rents or an
increased incidence of defaults under existing leases. Rental rates and valuations for retail space, which have decreased over the past few years,
have not fully recovered to pre-recession levels and we are unable to predict when they may do so. Continued volatility in the
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United States and global markets makes it difficult to determine the breadth and duration of the impact of the recent economic and financial
market crises and the ways in which our tenants and our business may be affected. A continuation of the recent lack of demand for rental space
could adversely affect our ability to maintain our current tenants and gain new tenants, which may affect our growth and profitability.
Accordingly, the prolonged continuation or further worsening of recent financial conditions could materially and adversely affect us.

Our business is dependent upon our tenants successfully operating their businesses and their failure to do so could materially and adversely
affect us.

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 our tenants. The success of any one of our tenants is dependent on its individual business and its industry, 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. Our portfolio consists primarily of properties leased to single tenants that operate in 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 could materially and adversely affect us.

At any given time, any tenant may experience a downturn in its business that may weaken its operating results or the overall financial condition
of individual properties or its business as whole. As a result, a tenant may delay lease commencement, fail to make rental payments when due,
decline to extend a lease upon its expiration, become insolvent or declare bankruptcy. We depend on our tenants to operate the properties we

own in a manner which generates revenues sufficient to allow them to meet their obligations to us, including their obligations to pay rent,
maintain certain insurance coverage, pay real estate taxes and maintain the properties in a manner so as not to jeopardize their operating licenses
or regulatory status. The ability of our tenants to fulfill their obligations under our leases may depend, in part, upon the overall profitability of
their operations. Cash flow generated by certain tenant businesses may not be sufficient for a tenant to meet its obligations to us. Although we
consider 99.5% of our occupied properties to be operationally essential to our tenants, meaning the property is essential to the tenant s generation
of sales and profits, this does not guarantee that a tenant s operations at a particular property will be successful or that the tenant will meet all of
its obligations to us. We could be materially and adversely affected if a number of our tenants were unable to meet their obligations to us.

Single-tenant leases involve significant risks of tenant default.

Our strategy focuses primarily on investing in single-tenant triple-net leased properties throughout the United States. The financial failure of, or
default in payment by, a single tenant under its lease is likely to cause a significant or complete reduction in our rental revenue from that
property and a reduction in the value of the property. We may also experience difficulty or a significant delay in re-leasing or selling such
property. This risk is magnified in situations where we lease multiple properties to a single tenant under a master lease. A tenant failure or
default under a master lease could reduce or eliminate rental revenue from multiple properties and reduce the value of such properties. Although
the master lease structure may be beneficial to us because it restricts the ability of tenants to remove individual underperforming assets, there is
no guarantee that a tenant will not terminate its master lease in its entirety and vacate all of the properties it leases from us. The default of a
tenant that leases multiple properties from us could materially and adversely affect us.

A substantial number of our properties are leased to one tenant, which may result in increased risk due to tenant and industry
concentrations.

Approximately 26.8% of our annual rent was generated by properties leased to Shopko, which operates general merchandise retail locations
under the Shopko name. Currently, 114 properties are leased to Shopko pursuant to the terms of one master lease and two individual leases.
Because a significant portion of our revenues are derived from rental revenues received from Shopko, defaults, breaches or delay in payment of
rent by Shopko

16

Table of Contents 25



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

may materially and adversely affect us. Effective January 2009, we began deferring collection and recognition of a portion of Shopko s rent for a
two-year period totaling $3.0 million in the aggregate and postponed scheduled contingent rent increases during this time. In September 2010,
Shopko repaid, and we recognized, the total accumulated deferred amount ($2.6 million) plus interest before its contractual due dates. As agreed,
the scheduled contingent rent increase from Shopko was postponed from its originally scheduled date of June 2009 to June 2011, at which time
Shopko began to pay and we began to recognize the increased rent amount.

As a result of the significant number of properties leased to Shopko, our results of operations and financial condition will be closely tied to the
performance of the Shopko stores and the retail industry in which they operate. Shopko operates as a multi-department general merchandise
retailer and retail health services provider primarily in mid-size and larger communities in the Midwest, Pacific Northwest and Western
Mountain states. Shopko is subject to the following risks, as well as other risks that we are not currently aware of, that could adversely affect its
ability to pay rent to us:

The retail industry in which Shopko operates is highly competitive, which could limit growth opportunities and reduce profitability
for Shopko. Shopko competes with other discount retail merchants as well as mass merchants, catalog merchants, internet retailers

and other general merchandise, apparel and household merchandise retailers. Shopko faces strong competition from large national

discount retailers, such as Walmart, Kmart and Target, and mid-tier merchants such as Kohl s and JCPenney.

Shopko stores are geographically located in a limited number of regions, particularly in the Midwest, Pacific Northwest and Western
Mountain states. Adverse economic conditions in these regions may materially and adversely affect Shopko s results of operations,
retail sales and ability to make payments to us under its leases.

Fluctuations in quarterly performance and seasonality in retail operations may cause Shopko s results of operations to vary
considerably from quarter to quarter and could adversely affect Shopko s cash flows.

Shopko stores are dependent on the efficient functioning of their distribution networks. Problems that cause delays or interruptions in
the distribution networks could materially and adversely affect Shopko s results of operations.

Shopko stores depend on attracting and retaining quality employees. Many employees are entry level or part-time employees with
historically high rates of turnover.
If Shopko experiences declines in its business, financial condition or result of operations, it may request discounts or deferrals on the rents it
pays to us, seek to terminate its master lease with us or close certain of its stores, all of which could decrease the amount of revenue we receive
from Shopko. Decreases in the amount of revenue received from Shopko could materially and adversely affect us.

One tenant, operating in the building materials industry, leases a substantial number of our properties that contribute 6.8% of our annual
rent and has been adversely affected by the current economic environment, which may result in increased risk of tenant default.

Approximately $6.9 million of net annual cash flow, representing $18.4 million (6.8% of our annual rent) less non-cash revenue and
non-recourse CMBS debt service, was generated by 101 properties that we master lease to 84 Properties, LLC and its affiliates. 84 Properties,
LLC and its affiliates, which we collectively refer to as 84 Lumber, are privately held building materials and services suppliers to professional
contractors and build-it-yourselfers that operate more than 280 stores, component plants, door shops, installation centers and engineered wood
product shops in 33 states. Because a significant portion of our revenues is derived from rental revenues received from 84 Lumber, defaults,
breaches or delay in payment of rent by 84 Lumber may materially and adversely affect us.

84 Lumber is currently meeting its rent payment obligations to us and based upon financial information supplied to us (which we cannot
independently verify), the properties subject to the master lease generate
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sufficient EBITDAR to cover the rental payments due to us. However, 84 Lumber generated operating losses for the past three years and has
historically used cash generated from the sale of surplus properties and loans from shareholders to fund these operating deficits. There can be no
assurance that 84 Lumber will have the ability to continue to do this or that shareholders will continue to provide loans.

84 Lumber s operating losses have resulted in a triggering event under the loan agreement relating to our CMBS loan secured by the properties
leased to 84 Lumber, as 84 Lumber s EBITDAR ratio (based on the information given to us by 84 Lumber, which we cannot independently
verify) of 0.80 to 1 for the twelve months ended September 25, 2011 was less than 1.25 : 1.00. Accordingly, 84 Lumber is required to remit
monthly tax and insurance deposits along with its monthly rent directly to an account controlled by the lender, whereupon amounts in excess of
monthly tax and insurance costs are disbursed to us. If a monetary event of default were to occur under the 84 Lumber master lease or an event
of default under the loan relating to the CMBS debt, then all funds, including those in excess of monthly tax and insurance costs, would be
withheld by the lender. This would limit the amount of cash available for us to use in our business and could limit or eliminate our ability to
make distributions to our common stockholders. See  Management s Discussion and Analysis of Financial Condition and Results of
Operation Liquidity and Capital Resources Description of Certain Debt CMBS Loan Secured by 84 Lumber Properties.

As a result of the significant number of properties leased to 84 Lumber, our results of operations and financial condition will be impacted by the
performance of the 84 Lumber stores and the building materials supply industry in which they operate. 84 Lumber is subject to the following
risks, as well as other risks that we are not currently aware of, that could adversely affect its ability to pay rent to us:

84 Lumber s financial performance depends significantly on the stability of the housing, residential construction and home
improvement markets, as well as general economic conditions, including changes in gross domestic product. Adverse conditions in
or sustained uncertainty about these markets or the economy could adversely impact consumer confidence, causing 84 Lumber s
customers to delay purchasing or determine not to purchase home improvement products and services. Other factors (e.g., high levels
of unemployment and foreclosures, interest rate fluctuations, fuel and other energy costs, labor and healthcare costs, the availability
of financing, the state of the credit markets, including mortgages, home equity loans and consumer credit, weather, natural disasters
and other conditions beyond our control) could further adversely affect demand for 84 Lumber s products and services, its costs of
doing business and its ability to pay rent to us.

84 Lumber operates in markets that are highly competitive. In each market it serves, there are a number of other home improvement
stores, electrical, plumbing and building materials supply houses and lumber yards. With respect to some products and services, 84
Lumber also competes with specialty design stores, showrooms, discount stores, local, regional and national hardware stores, mail
order firms, warehouse clubs, independent building supply stores and other retailers, as well as with installers of home improvement
products. Intense competitive pressures from one or more competitors could affect prices or demand for 84 Lumber s products and
services and could adversely affect 84 Lumber and its ability to pay rent to us.

The vast majority of our properties are leased to unrated tenants, and the tools we use to measure credit quality may not be accurate.

The vast majority of our properties are leased to unrated tenants whom we determine, through our internal underwriting and credit analysis, to be
creditworthy. Substantially all of our tenants are required to provide corporate-level financial information, which includes balance sheet, income
statement and cash flow statement data on an annual basis, and approximately 80.3% of our leases require the tenant to provide property-level
performance information, which includes income statement data on an annual basis. To assist in our determination of a tenant s credit quality, we
license a product from Moody s Analytics that provides an estimated default frequency, or EDF, and a shadow rating, and we evaluate a lease s
property-level rent coverage ratio. An EDF is only an estimate of default probability based, in part, on assumptions incorporated into
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the product. A shadow rating does not constitute a published credit rating and lacks the extensive company participation that is typically
involved when a rating agency publishes a rating; accordingly, a shadow rating may not be as indicative of creditworthiness as a rating published
by Moody s Investment Services, Inc., or Moody s, Standard & Poor s, or S&P, or another nationally recognized statistical rating organization.
Our calculations of EDFs, shadow ratings and rent coverage ratios are based on financial information provided to us by our tenants and
prospective tenants without independent verification on our part, and we must assume the appropriateness of estimates and judgments that were
made by the party preparing the financial information. If our assessment of credit quality proves to be inaccurate, we may be subject to defaults,
and investors may view our cash flows as less stable. The ability of an unrated tenant to meet its obligations to us may not be considered as well
assured as that of rated tenant.

The decrease in demand for retail and restaurant space may materially and adversely affect us.

As of September 30, 2011, leases representing approximately 38.9% and 17.9% of our annual rent were with tenants in the retail and restaurant
industries, respectively. In the future we may acquire additional retail and restaurant properties. Accordingly, decreases in the demand for retail
and/or restaurant spaces may have a greater adverse effect on us than if we had fewer investments in these industries. The market for retail and
restaurant space has been, and could continue to be, adversely affected by weakness in the national, regional and local economies, the adverse
financial condition of some large retail and restaurant companies, the ongoing consolidation in the retail and restaurant industries, the excess
amount of retail and restaurant space in a number of markets and, in the case of the retail industry, increasing consumer purchases through
catalogues or the internet. To the extent that these conditions continue, they are likely to negatively affect market rents for retail and restaurant
space and could materially and adversely affect us.

We may be unable to renew leases, lease vacant space or re-lease space as leases expire on favorable terms or at all.

Our results of operations depend on our ability to continue to strategically lease space in our properties, including renewing expiring leases,
leasing vacant space and re-leasing space in properties where leases are expiring, optimizing our tenant mix or leasing properties on more
economically favorable terms. As of September 30, 2011, no leases were scheduled to expire during the remainder of 2011, and leases
representing 1.2% of our annual rent will expire during 2012. As of September 30, 2011, 23 of our properties, representing approximately 2.2%
of our total number of owned properties, were vacant. Current tenants may decline, or may not have the financial resources available, to renew
current leases and we cannot assure you that leases that are renewed will have terms that are as economically favorable to us as the expiring
lease terms. If tenants do not renew the leases as they expire, we will have to find new tenants to lease our properties and there is no guarantee
that we will be able to find new tenants or that our properties will be re-leased at rental rates equal to or above the current average rental rates or
that substantial rent abatements, tenant improvement allowances, early termination rights or below-market renewal options will not be offered to
attract new tenants. We may experience significant costs in connection with re-leasing a significant number of our properties, which could
materially and adversely affect us.

Our ability to realize future rent increases will vary depending on changes in the CPI.

Most of our leases contain rent escalators, or provisions that periodically increase the base rent payable by the tenant under the lease. Although
some of our rent escalators increase rent at a fixed amount on fixed dates, most of our rent escalators increase rent by the lesser of (1) 1 to 1.25
times any increase in the CPI over a specified period or (2) a fixed percentage. If the product of any increase in the CPI multiplied by the
applicable factor is less than the fixed percentage, the increased rent we are entitled to receive will be less than what we otherwise would have
been entitled to receive if the rent escalator was based solely on a fixed percentage. Therefore, during periods of low inflation or deflation, small
increases or decreases in the CPI will subject us to the risk of receiving lower rental revenue than we otherwise would have been entitled to
receive if our rent escalators were based solely on fixed percentages or amounts. Conversely, if the product of any increase in the

19

Table of Contents 28



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

CPI multiplied by the applicable factor is more than the fixed percentage, the increased rent we are entitled to receive will be less than what we
otherwise would have been entitled to receive if the rent escalator was based solely on an increase in CPI. Therefore, periods of high inflation
will subject us to the risk of receiving lower rental revenue than we otherwise would have been entitled to receive if our rent escalators were
based solely on CPI increases.

The bankruptcy or insolvency of any of our tenants could result in the termination of such tenant s lease and material losses to us.

The occurrence of a tenant bankruptcy or insolvency could diminish the income we receive from that tenant s lease or leases. If a tenant becomes
bankrupt or insolvent, federal law may prohibit us from evicting such tenant based solely upon such bankruptcy or insolvency. In addition, a
bankrupt or insolvent tenant may be authorized to reject and terminate its lease or leases with us. Any claims against such bankrupt tenant for
unpaid future rent would be subject to statutory limitations that would likely result in our receipt of rental revenues that are substantially less

than the contractually specified rent we are owed under the lease or leases. In addition, any claim we have for unpaid past rent, if any, may not

be paid in full. We may also be unable to re-lease a terminated or rejected space or to re-lease it on comparable or more favorable terms. As a
result, tenant bankruptcies may materially and adversely affect us.

Tenants who are considering filing for bankruptcy protection may request that we agree to amendments of their master leases to remove certain
of the properties they lease from us from such master leases. In 2010, two of the tenants with whom we have master leases filed for protection
under federal bankruptcy law. During such bankruptcy filings, we entered into amendments to the master leases with both tenants, pursuant to
which one tenant was permitted to remove from its master lease 15 of the 22 properties it leased from us in exchange for $6.25 million in
termination fees and the other tenant was permitted to remove from its master lease three of the nine properties it leased from us for $6.0 million
in termination fees. Although, as of November 30, 2011, we have sold or re-leased 13 of the 18 properties that were vacated in connection with
these amendments, we cannot guarantee that we will be able to sell or re-lease the remaining properties on terms that are favorable to us, or at
all. Currently, four of our properties with an original gross investment of $5.7 million are master leased to a tenant that has filed for bankruptcy
protection. This proceeding is ongoing and we cannot predict its outcome with certainty. We cannot guarantee that we will be able to sell or
re-lease properties that we agree to release from tenants leases in the future or that lease termination fees, if any, will be sufficient to make up for
the rental revenues lost as a result of lease amendments.

There can be no assurance that future recoveries relating to properties leased to tenants experiencing financial distress will meet our
historical recovery rate or that a larger percentage of our tenants will not experience financial distress.

Since our inception in 2003 through November 30, 2011, we have experienced or expect to experience $128.7 million of aggregate losses (of
which $26.1 million are estimated losses as of November 30, 2011) due to tenant financial distress, or 3.2% of our gross investment of
approximately $4.05 billion in properties and loans receivable. Included in our historical losses are estimated losses relating to 18 properties. See

Business and Properties Risk Management Tenant Financial Distress Risk Historical Summary of Tenant Financial Distress Portfolio for a
discussion of how we estimate losses based on our historical experience. Our actual losses on these properties could exceed our estimate by a
material amount. It is also possible that a larger percentage of our tenants could experience financial distress in the future and cause us to incur
significant additional losses. Furthermore, no assurance can be given that future recoveries relating to properties leased to tenants experiencing
financial distress will match our historical recovery rate.

Property vacancies could result in significant capital expenditures.

The loss of a tenant, either through lease expiration or tenant bankruptcy or insolvency, may require us to spend significant amounts of capital to
renovate the property before it is suitable for a new tenant and cause us to
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incur significant costs. Many of the leases we enter into or acquire are for properties that are specially suited to the particular business of our
tenants. Because these properties have been designed or physically modified for a particular tenant, 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 or modified. This potential illiquidity may limit
our ability to quickly modify our portfolio in response to changes in economic or other conditions, including tenant demand. These limitations
may materially and adversely affect us.

We may be unable to identify and complete acquisitions of suitable properties, which may impede our growth, and our future acquisitions
may not yield the returns we expect.

Our ability to expand through acquisitions requires us to identify and complete acquisitions or investment opportunities that are compatible with
our growth strategy and to successfully integrate newly acquired properties into our portfolio. We continually evaluate investment opportunities

and may acquire properties when strategic opportunities exist. Our ability to acquire properties on favorable terms and successfully operate them
may be constrained by the following significant risks:

we face competition from other real estate investors with significant capital, including REITs and institutional investment funds,
which may be able to accept more risk than we can prudently manage, including risks associated with paying higher acquisition
prices;

we face competition from other potential acquirers which may significantly increase the purchase price for a property we acquire,
which could reduce our growth prospects;

we may incur significant costs and divert management attention in connection with evaluating and negotiating potential acquisitions,
including ones that we are subsequently unable to complete;

we may acquire properties that are not accretive to our results upon acquisition, and we may be unsuccessful in managing and leasing
such properties in accordance with our expectations;

our cash flow from an acquired property may be insufficient to meet our required principal and interest payments with respect to debt
used to finance the acquisition of such property;

we may discover unexpected items, such as unknown liabilities, during our due diligence investigation of a potential acquisition or
other customary closing conditions may not be satisfied, causing us to abandon an acquisition opportunity after incurring expenses
related thereto;

we may fail to obtain financing for an acquisition on favorable terms or at all;

we may spend more than budgeted amounts to make necessary improvements or renovations to acquired properties;

market conditions may result in higher than expected vacancy rates and lower than expected rental rates; or
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we may acquire properties subject to liabilities and without any recourse, or with only limited recourse, with respect to unknown
liabilities such as liabilities for clean-up of undisclosed environmental contamination, claims by tenants, vendors or other persons
dealing with the former owners of the properties, liabilities incurred in the ordinary course of business and claims for indemnification
by general partners, directors, officers and others indemnified by the former owners of the properties.

If any of these risks are realized, we may be materially and adversely affected.

Hlliquidity of real estate investments could significantly impede our ability to respond to adverse changes in the performance of our
properties and harm our financial condition.

The real estate investments made, and expected to be made, by us are relatively difficult to sell quickly. As a result, our ability to promptly sell
one or more properties in our portfolio in response to changing economic,
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financial or investment conditions is limited. Return of capital and realization of gains, if any, from an investment generally will occur upon
disposition or refinancing of the underlying property. We may be unable to realize our investment objective by sale, other disposition or
refinancing at attractive prices within any given period of time or may otherwise be unable to complete any exit strategy. In particular, these
risks could arise from weakness in or even the lack of an established market for a property, changes in the financial condition or prospects of
prospective purchasers, changes in national or international economic conditions, such as the economic downturn of 2008 through 2010, and
changes in laws, regulations or fiscal policies of the jurisdiction in which the property is located.

In addition, the Internal Revenue Code of 1986, as amended, or the Code, imposes restrictions on a REIT s ability to dispose of properties that
are not applicable to other types of real estate companies. In particular, the tax laws applicable to REITs effectively require that we hold our
properties for investment, rather than primarily for sale in the ordinary course of business, which may cause us to forgo or defer sales of
properties that otherwise would be in our best interest. Therefore, we may not be able to vary our portfolio in response to economic or other
conditions promptly or on favorable terms, which may materially and adversely affect us.

We face significant competition for tenants, which may decrease or prevent increases of the occupancy and rental rates of our properties,
and competition for acquisitions may reduce the number of acquisitions we are able to complete and increase the costs of these acquisitions.

We compete with numerous developers, owners and operators of properties, many of which own properties similar to ours in the same markets
in which our properties are located. If our competitors offer space at rental rates below current market rates or below the rental rates we currently
charge our tenants, we may lose existing or potential tenants and we may be pressured to reduce our rental rates or to offer more substantial rent
abatements, tenant improvements, early termination rights or below-market renewal options in order to retain tenants when our leases expire.
Competition for tenants could decrease or prevent increases of the occupancy and rental rates of our properties, which could materially and
adversely affect us.

We also face competition for acquisitions of real property from investors, including traded and non-traded public REITs, private equity investors
and institutional investment funds, some of which have greater financial resources than we do, a greater ability to borrow funds to acquire
properties and the ability to accept more risk than we can prudently manage. This competition may increase the demand for the types of
properties in which we typically invest and, therefore, reduce the number of suitable acquisition opportunities available to us and increase the
prices paid for such acquisition properties. This competition will increase if investments in real estate become more attractive relative to other
types of investment. Accordingly, competition for the acquisition of real property could materially and adversely affect us.

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.

We have originated or acquired long-term, commercial mortgage and equipment loans. The success of our loan investments is materially
dependent on the financial stability of our 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 could materially and adversely affect us. 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 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
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in the payment on loans we hold, which in turn could reduce the amounts we have available to make 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 materially and adversely affect us.

If we invest in mortgage loans, these investments may be affected by unfavorable real estate market conditions, including interest rate
fluctuations, which could decrease the value of those loans.

If we invest in mortgage loans, we will be at risk of defaults by the borrowers and, in addition, will be subject to interest rate risks. To the extent
we incur delays in liquidating defaulted mortgage loans, we may not be able to obtain all amounts due to us under such loans. Further, we will
not know whether the values of the properties securing the mortgage loans will remain at the levels existing on the dates of origination of those
mortgage loans or the dates of our investment in the loans. If the values of the underlying properties decline, the value of the collateral securing
our mortgage loans will also decline and if we were to foreclose on any of the properties securing the mortgage loans, we may not be able to sell
or lease them for an amount equal to the unpaid amounts due to us under the mortgage loans. As a result, defaults on mortgage loans in which
we invest may materially and adversely affect us.

Inflation may materially and adversely affect us and our tenants.

Increased inflation could have a negative impact on variable rate debt we currently have or that we may incur in the future. During times when
inflation is greater than the increases in rent provided by many of our leases, rent increases will not keep up with the rate of inflation. Increased
costs may have an adverse impact on our tenants if increases in their operating expenses exceed increases in revenue, which may adversely
affect the tenants ability to pay rent owed to us.

Our growth depends on external sources of capital that are outside of our control and may not be available to us on commercially reasonable
terms or at all.

In order to maintain our qualification as a REIT, we are required under the Code, among other things, to distribute annually at least 90% of our
REIT taxable income, determined without regard to the dividends paid deduction and excluding any net capital gain. In addition, we will be
subject to income tax at regular corporate rates to the extent that we distribute less than 100% of our REIT taxable income, determined without
regard to the dividends paid deduction and including any net capital gain. Because of these distribution requirements, we may not be able to fund
future capital needs, including any necessary acquisition financing, from operating cash flow. Consequently, we may rely on third-party sources
to fund our capital needs. We may not be able to obtain the financing on favorable terms or at all. Any additional debt we incur will increase our
leverage and likelihood of default. Our access to third-party sources of capital depends, in part, on:

general market conditions;

the market s perception of our growth potential;

our current debt levels;

our current and expected future earnings;

our cash flow and cash distributions; and

the market price per share of our common stock.
Recently, the credit markets have been subject to significant disruptions. If we cannot obtain capital from third-party sources, we may not be
able to acquire properties when strategic opportunities exist, meet the capital and operating needs of our existing properties, satisfy our debt
service obligations or make the cash distributions to our stockholders necessary to maintain our qualification as a REIT.
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Failure to hedge effectively against interest rate changes may materially and adversely affect us.

We attempt to mitigate our exposure to interest rate volatility by using interest rate hedging arrangements. However, these arrangements involve
risks and 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 interest expense of our future borrowings
may materially and adversely affect us.

Loss of our key personnel with long-standing business relationships could materially impair our ability to operate successfully.

Our continued success and our ability to manage anticipated future growth depend, in large part, upon the efforts of key personnel, particularly
our Chief Executive Officer and Chairman of our board of directors, Thomas H. Nolan, Jr., and our President and Chief Operating Officer,
Peter M. Mavoides, who have extensive market knowledge and relationships and exercise substantial influence over our operational, financing,
acquisition and disposition activity. Among the reasons that they are important to our success is that each has a national or regional industry
reputation that attracts business and investment opportunities and assists us in negotiations with lenders, existing and potential tenants and
industry personnel.

Many of our other key executive personnel, particularly our senior managers, also have extensive experience and strong reputations in the real
estate industry and have been instrumental in setting our strategic direction, operating our business, identifying, recruiting and training key
personnel and arranging necessary financing. In particular, the extent and nature of the relationships that these individuals have developed with
financial institutions and existing and prospective tenants is critically important to the success of our business. The loss of services of one or
more members of our senior management team, or our inability to attract and retain highly qualified personnel, could adversely affect our
business, diminish our investment opportunities and weaken our relationships with lenders, business partners, existing and prospective tenants
and industry personnel, which could materially and adversely affect us.

We have a limited operating history as a public company and our past experience may not be sufficient to allow us to successfully operate as
a public company going forward.

We have a limited operating history as a publicly traded company, as we have not been publicly traded since 2007. We cannot assure you that
our past experience will be sufficient to successfully operate our company as a publicly traded company, including the requirements to timely
meet disclosure requirements of the Securities and Exchange Commission, or SEC, and comply with the Sarbanes-Oxley Act of 2002. Upon the
completion of this offering, we will be required to develop and implement control systems and procedures in order to satisfy our periodic and
current reporting requirements under applicable SEC regulations and comply with the New York Stock Exchange, or NYSE, listing standards,
and this transition could place a significant strain on our management systems, infrastructure and other resources. Failure to operate successfully
as a public company could materially and adversely affect us.

We may become subject to litigation, which could materially and adversely affect us.

In the future we may become subject to litigation, including claims relating to our operations, security offerings and otherwise in the ordinary
course of business. Some of these claims may result in significant defense costs and potentially significant judgments against us, some of which
are not, or cannot be, insured against. We generally intend to vigorously defend ourselves. However, we cannot be certain of the ultimate
outcomes of any claims that may arise in the future. Resolution of these types of matters against us may result in our having to pay significant
fines, judgments, or settlements, which, if uninsured, or if the fines, judgments, and settlements exceed insured levels, could adversely impact
our earnings and cash flows, thereby materially and adversely affecting us. Certain litigation or the resolution of certain litigation may affect the
availability or cost of some of our insurance coverage, which could materially and adversely impact us, expose us to increased risks that would
be uninsured, and materially and adversely impact our ability to attract directors and officers.
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If we fail to maintain an effective system of integrated internal controls, we may not be able to accurately report our financial results.

Effective internal and disclosure controls are necessary for us to provide reliable financial reports and effectively prevent fraud and to operate
successfully as a public company. If we cannot provide reliable financial reports or prevent fraud, our reputation and operating results would be
harmed. As part of our ongoing monitoring of internal controls, we may discover material weaknesses or significant deficiencies in our internal
controls. As a result of weaknesses that may be identified in our internal controls, we may also identify certain deficiencies in some of our
disclosure controls and procedures that we believe require remediation. If we discover weaknesses, we will make efforts to improve our internal
and disclosure controls. However, there is no assurance that we will be successful. Any failure to maintain effective controls or timely effect any
necessary improvement of our internal and disclosure controls could harm operating results or cause us to fail to meet our reporting obligations,
which could affect the listing of our common stock on the NYSE. Ineffective internal and disclosure controls could also cause investors to lose
confidence in our reported financial information, which would likely have a negative effect on the per share trading price of our common stock.

The costs of compliance with or liabilities related to environmental laws may materially and adversely affect us.

The properties we own or have owned in the past may subject us to known and unknown environmental liabilities. Under various federal, state
and local laws and regulations relating to the environment, as a current or former owner or operator of real property, we may be liable for costs
and damages resulting from the presence or discharge of hazardous or toxic substances, waste or petroleum products at, on, in, under or
migrating from such property, including costs to investigate, clean up such contamination and liability for harm to natural resources. 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 liabilities associated with our properties of which we are unaware. We obtain Phase I environmental site
assessments on all properties we finance or acquire. The Phase I environmental site assessments are limited in scope and therefore 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 or penalties if tanks do not comply with legal standards. 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. Some of our properties may contain asbestos-containing materials, or ACM. Strict environmental laws govern the presence,
maintenance and removal of ACM and such laws may impose fines and penalties for failure to comply with these requirements or expose us to
third-party liability (e.g., liability for personal injury associated with exposure to asbestos). Strict environmental laws also apply to other
activities that can occur on a property, such as air emissions and water discharges, and such laws may impose fines and penalties for violations.

The presence of hazardous substances on a property may adversely affect our ability to sell, lease or improve the property or to borrow using the
property as collateral. In addition, environmental laws may create liens on contaminated properties in favor of the government for damages and
costs it incurs to address such contamination. Moreover, if contamination is discovered on our properties, environmental laws may impose
restrictions on the manner in which they may be used or businesses may be operated, and these restrictions may require substantial expenditures.

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,
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we could be subject to strict liability by virtue of our ownership interest. We cannot be sure that our tenants will, or will be able to, satisfy their
indemnification obligations, if any, under our leases. Furthermore, the discovery of environmental liabilities on any of our properties could lead
to significant remediation costs or to other liabilities or obligations attributable to the tenant of that property, which may affect such tenant s
ability to make payments to us, including rental payments and, where applicable, indemnification payments.

Our environmental liabilities may include property damage, personal injury, investigation and clean-up costs. These costs could be substantial.
Although we may obtain insurance for environmental liability for certain properties that are deemed to warrant coverage, 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 stability
of our insurance company and the position it takes with respect to our insurance policies. If we were to become subject to significant
environmental liabilities, we could 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 the loans we have made 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 and could materially and adversely affect us and our ability to make distributions to you.

Our properties may contain or develop harmful mold, which could lead to liability for adverse health effects and costs of remediation.

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, as exposure to mold may cause a variety of adverse health effects and symptoms, including allergic or
other reactions. As a result, should our tenants or their employees or customers be exposed to mold at any of our properties we could be required
to undertake a costly remediation program to contain or remove the mold from the affected property. In addition, exposure to mold by our
tenants or others could subject us to liability if property damage or health concerns arise. If we were to become subject to significant
mold-related liabilities, we could be materially and adversely affected.

Insurance on our properties may not adequately cover all losses and uninsured losses could materially and adversely affect us.

Our tenants are required to maintain liability and property insurance coverage for the properties they lease from us pursuant to triple-net leases.
Pursuant to such leases, our tenants are required to name us (and any of our lenders that have a mortgage on the property leased by the tenant) as
additional insureds on their liability policies and additional named insured and/or loss payee (or mortgagee, in the case of our lenders) on their
property policies. All tenants are required to maintain casualty coverage and most carry limits at 100% of replacement cost. Depending on the
location of the property, losses of a catastrophic nature, such as those caused by earthquakes and floods, may be covered by insurance policies
that are held by our tenant with limitations such as large deductibles or co-payments that a tenant may not be able to meet. In addition, losses of
a catastrophic nature, such as those caused by wind/hail, hurricanes, terrorism or acts of war, may be uninsurable or not economically insurable.
In the event there is damage to our properties that is not covered by insurance and such properties are subject to recourse indebtedness, we will
continue to be liable for the indebtedness, even if these properties are irreparably damaged.
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Inflation, changes in building codes and ordinances, environmental considerations, and other factors, including terrorism or acts of war, may
make any insurance proceeds we receive insufficient to repair or replace a property if it is damaged or destroyed. In that situation, the insurance
proceeds received may not be adequate to restore our economic position with respect to the affected real property. Furthermore, in the event we
experience a substantial or comprehensive loss of one of our properties, we may not be able to rebuild such property to its existing specifications
without significant capital expenditures which may exceed any amounts received pursuant to insurance policies, as reconstruction or
improvement of such a property would likely require significant upgrades to meet zoning and building code requirements. The loss of our capital
investment in or anticipated future returns from our properties due to material uninsured losses could materially and adversely affect us.

Compliance with the Americans with Disabilities Act and fire, safety and other regulations may require us to make unanticipated
expenditures that materially and adversely affect us.

Our properties are subject to the Americans with Disabilities Act, or ADA. Under the ADA, all public accommodations must meet federal
requirements related to access and use by disabled persons. 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 and typically obligated under our leases and financing agreements 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 our tenants to cover costs could be adversely affected. We could be required to expend our own
funds to comply with the provisions of the ADA, which could materially and adversely affect us.

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 may be required to obtain approvals from various authorities with respect
to our properties, including prior to acquiring a property or when undertaking renovations of any of our existing properties. There can be no
assurance that existing laws and regulatory policies will not adversely affect us or the timing or cost of any future acquisitions or renovations, or
that additional regulations will not be adopted that increase such delays or result in additional costs. 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 compliance with all regulatory requirements, these requirements may
change and new requirements may be imposed which would require significant unanticipated expenditures by us and could materially and
adversely affect us.

As a result of acquiring C corporations in carry-over basis transactions, we may inherit material tax liabilities and other tax attributes from
such acquired corporations, and we may be required to distribute earnings and profits.

From time to time, we have and may continue to acquire C corporations in transactions in which the basis of the corporations assets in our hands
is determined by reference to the basis of the assets in the hands of the acquired corporations, or carry-over basis transactions. In June 2005, we
acquired Camelback Ski Corporation in a cash merger treated as a stock purchase followed by a liquidation of such corporation for federal
income tax purposes. In May 2006, we acquired Shopko Stores, Inc. in a stock purchase and immediately thereafter dissolved such corporation.
In December 2008, we revoked the election to treat Spirit Management Company, our former taxable REIT subsidiary, as a taxable REIT
subsidiary for federal income tax purposes. In each such transaction, we acquired the assets of such corporations in a carry-over basis transaction
for federal income tax purposes.

In connection with the completion of this offering, Redford Australian Investment Trust, or RAIT, an Australian investment trust through which
our non-U.S. investors have indirectly owned shares of our common stock, will transfer its assets (including shares of our common stock) and
liabilities to our company in exchange for newly issued shares of our common stock, and RAIT will then liquidate and distribute such shares to
its
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owners. RAIT is treated as a C corporation for federal income tax purposes, and such transactions are intended to qualify as a tax-free
reorganization for federal income tax purposes. We do not expect to acquire any earnings and profits of RAIT as a result of such transactions.

In the case of assets we acquire from a C corporation in a carry-over basis transaction, if we dispose of any such asset in a taxable transaction
(including by deed in lieu of foreclosure) during the ten-year period beginning on the date of the carry-over basis transaction, then we will be
required to pay tax at the highest regular corporate tax rate on the gain recognized to the extent of the excess of (1) the fair market value of the
asset over (2) our adjusted tax basis in the asset, in each case determined as of the date of the carry-over basis transaction. Any taxes we pay as a
result of such gain would reduce the amount available for distribution to our stockholders. The imposition of such tax may require us to forgo an
otherwise attractive disposition of any assets we acquire from a C corporation in a carry-over basis transaction, and as a result may reduce the
liquidity of our portfolio of investments. In addition, in such a carry-over basis transaction, we will succeed to any tax liabilities and earnings
and profits of the acquired C corporation. To qualify as a REIT, we must distribute any non-REIT earnings and profits by the close of the taxable
year in which such transaction occurs. Any adjustments to the acquired corporation s income for taxable years ending on or before the date of the
transaction, including as a result of an examination of the corporation s tax returns by the Internal Revenue Service, or the IRS, could affect the
calculation of the corporation s earnings and profits. If the IRS were to determine that we acquired non-REIT earnings and profits from a
corporation that we failed to distribute prior to the end of the taxable year in which the carry-over basis transaction occurred, we could avoid
disqualification as a REIT by paying a deficiency dividend. Under these procedures, we generally would be required to distribute any such
non-REIT earnings and profits to our stockholders within 90 days of the determination and pay a statutory interest charge at a specified rate to
the IRS. Such a distribution would be in addition to the distribution of REIT taxable income necessary to satisfy the REIT distribution
requirement and may require that we borrow funds to make the distribution even if the then-prevailing market conditions are not favorable for
borrowings. In addition, payment of the statutory interest charge could materially and adversely affect us.

Changes in accounting standards may materially and adversely affect us.

From time to time the Financial Accounting Standards Board, or FASB, and the SEC, who create and interpret appropriate accounting standards,
may change the financial accounting and reporting standards or their interpretation and application of these standards that will govern the
preparation of our financial statements. These changes could materially and adversely affect our reported financial condition and results of
operations. In some cases, we could be required to apply a new or revised standard retroactively, resulting in restating prior period financial
statements. Similarly, these changes could materially and adversely affect our tenants reported financial condition or results of operations and
affect their preferences regarding leasing real estate.

The SEC is currently considering whether issuers in the United States should be required to prepare financial statements in accordance with
International Financial Reporting Standards, or IFRS, instead of GAAP. IFRS is a comprehensive set of accounting standards promulgated by
the International Accounting Standards Board, or IASB, which are rapidly gaining worldwide acceptance. If the SEC decides to require IFRS, it
expects that U.S. issuers would first report under the new standards beginning as early as 2015 or 2016, although the timeframe has not been
finalized. If IFRS is adopted, the potential issues associated with lease accounting, along with other potential changes associated with the
adoption or convergence with IFRS, may materially and adversely affect us.

Additionally, the FASB is considering various changes to GAAP, some of which may be significant, as part of a joint effort with the IASB to
converge accounting standards. In particular, FASB has proposed accounting rules that would require companies to capitalize all leases on their
balance sheets by recognizing a lessee s rights and obligations. If the proposal is adopted in its current form, many companies that account for
certain leases on an off balance sheet basis would be required to account for such leases on balance sheet. This change would remove many of
the differences in the way companies account for owned property and leased property, and could have a material effect on various aspects of our
tenants businesses, including their credit quality and the factors
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they consider in deciding whether to own or lease properties. If the proposal is adopted in its current form, it could cause companies that lease
properties to prefer shorter lease terms, in an effort to reduce the leasing liability required to be recorded on the balance sheet. The proposal
could also make lease renewal options less attractive, as, under certain circumstances, the rule would require a tenant to assume that a renewal
right will be exercised and accrue a liability relating to the longer lease term.

In the future, we may choose to acquire properties or portfolios of properties through tax deferred contribution transactions, which could
result in stockholder dilution and limit our ability to sell such assets.

In the future we may acquire properties or portfolios of properties through tax deferred contribution transactions in exchange for partnership
interests in our operating partnership, which may result in stockholder dilution. This acquisition structure may have the effect of, among other
things, reducing the amount of tax depreciation we could deduct over the tax life of the acquired properties, and may require that we agree to
protect the contributors ability to defer recognition of taxable gain through restrictions on our ability to dispose of the acquired properties and/or
the allocation of partnership debt to the contributors to maintain their tax bases. These restrictions could limit our ability to sell an asset at a

time, or on terms, that would be favorable absent such restrictions.

Risks Related to Our Indebtedness

We expect to have approximately $2.0 billion of indebtedness outstanding following this offering on a pro forma basis, which may expose us
to the risk of default under our debt obligations.

Upon the completion of this offering, we anticipate that our total consolidated indebtedness will be approximately $2.0 billion on a pro forma
basis, of which $11.4 million (or approximately 0.6%) is variable rate debt, and we may incur significant additional debt to finance future
investment activities. In addition, upon the completion of this offering, we expect to enter into a revolving credit facility. Payments of principal
and interest on borrowings may leave us with insufficient cash resources to meet our cash needs or make the distributions to our common
stockholders currently contemplated or necessary to maintain our REIT qualification. Our level of debt and the limitations imposed on us by our
debt agreements could have significant adverse consequences, including the following:

our cash flow may be insufficient to meet our required principal and interest payments;

cash interest expense and financial covenants relating to our indebtedness may limit or eliminate our ability to make distributions to
our common stockholders;

we may be unable to borrow additional funds as needed or on favorable terms, which could, among other things, adversely affect our
ability to capitalize upon acquisition opportunities or meet operational needs;

we may be unable to refinance our indebtedness at maturity or the refinancing terms may be less favorable than the terms of our
original indebtedness;

because a portion of our debt bears interest at variable rates, increases in interest rates could increase our interest expense;

we may be unable to hedge floating rate debt, counterparties may fail to honor their obligations under any hedge agreements we enter
into, such agreements may not effectively hedge interest rate fluctuation risk, and, upon the expiration of any hedge agreements we
enter into, we would be exposed to then-existing market rates of interest and future interest rate volatility;

we may be forced to dispose of properties, possibly on unfavorable terms or in violation of certain covenants to which we may be
subject;
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we may be restricted from accessing some of our excess cash flow after debt service if certain of our tenants fail to meet certain
financial performance metric thresholds;

we may violate restrictive covenants in our loan documents, which would entitle the lenders to accelerate our debt obligations; and

our default under any loan with cross default provisions could result in a default on other indebtedness.
The occurrence of any of these events could materially and adversely affect us. Furthermore, foreclosures could create taxable income without
accompanying cash proceeds, which could hinder our ability to meet the REIT distribution requirements imposed by the Code.

Current market conditions could adversely affect our ability to refinance existing indebtedness or obtain additional financing for growth on
acceptable terms or at all, which could materially and adversely affect us.

Over the last few years, the credit markets have experienced significant price volatility, displacement and liquidity disruptions, including the
bankruptcy, insolvency or restructuring of certain financial institutions. These circumstances have materially impacted liquidity in the financial
markets, making financing terms for borrowers less attractive, and in certain cases, have resulted in the unavailability of various types of debt
financing. As a result, we may be unable to obtain debt financing on favorable terms or at all or fully refinance maturing indebtedness with new
indebtedness. Reductions in our available borrowing capacity or inability to obtain credit, including the proposed revolving credit facility that
we expect to establish upon the completion of this offering, when required or when business conditions warrant could materially and adversely
affect us.

Furthermore, if prevailing interest rates or other factors at the time of refinancing result in higher interest rates upon refinancing, then the interest
expense relating to that refinanced indebtedness would increase. Higher interest rates on newly incurred debt may negatively impact us as well.
If interest rates increase, our interest costs and overall costs of capital will increase, which could materially and adversely affect us and our
ability to make distributions to our stockholders.

Scheduled debt amortization payments for the three months ending December 31, 2011 total $9.8 million. Total debt payments for 2012 and
2013 are $48.1 million (including $40.4 million of scheduled amortization) and $47.5 million (including $42.7 million of scheduled
amortization), respectively. We expect to meet these repayment requirements primarily through net cash from operating activities.

Some of our financing arrangements involve balloon payment obligations, which may materially and adversely affect us.

Some of our financings require us to make a lump-sum or balloon payment at maturity. Our ability to make any balloon payment is uncertain
and may depend on our ability to obtain additional financing or our ability to sell our properties. At the time the balloon payment is due, we may
or may not be able to refinance the balloon payment on terms as favorable as the original loan or sell our properties at a price sufficient to make
the balloon payment, if at all. If the balloon payment is refinanced at a higher rate, it will reduce or eliminate any income from our properties.
Our inability to meet a balloon payment obligation, through refinancing or sale proceeds, or refinancing on less attractive terms could materially
and adversely affect us. We have balloon maturities of $565.1 million in 2016. If we are unable to refinance these maturities or otherwise retire
the indebtedness by that time, we could be materially adversely affected, and could be forced to relinquish the related collateral, consisting of
178 properties, including the 112 properties subject to our master lease with Shopko.

Our debt financing agreements, including the proposed revolving credit facility, contain or will contain restrictions and covenants which
may limit our ability to enter into or obtain funding for certain transactions, operate our business or make distributions to our common
stockholders.

The agreements governing our borrowings, including the proposed revolving credit facility that we expect to enter into upon the completion of
this offering, contain or will contain financial and other covenants with which
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we are or will be required to comply and that limit or will limit our ability to operate our business. These covenants, as well as any additional
covenants to which we may be subject in the future because of additional borrowings, could cause us to have to forego investment opportunities,
reduce or eliminate distributions to our common stockholders or obtain financing that is more expensive than financing we could obtain if we
were not subject to the covenants. In addition, the agreements governing our borrowing may have cross default provisions, which provide that a
default under one of our debt financing agreements would lead to a default on all of our debt financing agreements.

If an event of default occurs under certain of our CMBS loans, if the master tenants at the properties which secure the CMBS loans fail to
maintain certain EBITDAR ratios or if an uncured monetary default exists under the master leases, then a portion of or all of the cash which
would otherwise be distributed to us may be restricted by the lenders and unavailable to us. This would limit the amount of cash available to us
for use in our business and could limit or eliminate our ability to make distributions to our common stockholders.

The covenants and other restrictions under our debt agreements affect, among other things, our ability to:

incur indebtedness;

create liens on assets;

sell assets;

manage our cash flows; and

make distributions to equity holders, including our common stockholders.
Additionally, these restrictions may adversely affect our operating and financial flexibility and may limit our ability to respond to changes in our
business or competitive environment, all of which may materially and adversely affect us.

As of September 30, 2011, due to the occurrence of an 84 Lumber Triggering Event under the 84 Lumber CMBS loan and a related provision in
the 84 Lumber master lease, 84 Lumber is required to deposit its monthly tax and insurance payments (currently $0.2 million per month) into an
account rather than making such payments itself. The monthly tax and insurance payments are held by the CMBS lender in reserve to pay the
taxes and insurance as they come due. See Management s Discussion and Analysis of Financial Condition and Results of Operations Liquidity
and Capital Resources Description of Certain Debt CMBS Loan Secured by 84 Lumber Properties Cash Management.

Risks Related to Our Organizational Structure

Our charter and bylaws and Maryland law contain provisions that may delay, defer or prevent a change of control transaction, even if such a
change in control may be in your interest, and as a result may depress the market price of our common stock.

Our charter contains certain restrictions on ownership and transfer of our stock. Our charter contains various provisions that are intended to
preserve our qualification as a REIT and, subject to certain exceptions, authorize our directors to take such actions as are necessary or
appropriate to preserve our qualification as a REIT. For example, our charter prohibits the actual, beneficial or constructive ownership by any
person of more than 9.8% in value or number of shares, whichever is more restrictive, of the outstanding shares of our common stock or more
than 9.8% in value of the aggregate of the outstanding shares of all classes and series of our stock. Our board of directors, in its sole and absolute
discretion, may exempt a person, prospectively or retroactively, from these ownership limits if certain conditions are satisfied. The restrictions
on ownership and transfer of our stock may:

discourage a tender offer or other transactions or a change in management or of control that might involve a premium price for our
common stock or that our stockholders otherwise believe to be in their best interests; or
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result in the transfer of shares acquired in excess of the restrictions to a trust for the benefit of a charitable beneficiary and, as a

result, the forfeiture by the acquirer of the benefits of owning the additional shares.
We could increase the number of authorized shares of stock, classify and reclassify unissued stock and issue stock without stockholder approval.
Our board of directors, without stockholder approval, has the power under our charter to amend our charter to increase the aggregate number of
shares of stock or the number of shares of stock of any class or series that we are authorized to issue, to authorize us to issue authorized but
unissued shares of our common stock or preferred stock and to classify or reclassify any unissued shares of our common stock or preferred stock
into one or more classes or series of stock and to set the terms of such newly classified or reclassified shares. See Description of Our Capital
Stock Common Stock and  Preferred Stock. As a result, we may issue one or more series or classes of common stock or preferred stock with
preferences, dividends, powers and rights, voting or otherwise, that are senior to, or otherwise conflict with, the rights of our common
stockholders. Although our board of directors has no such intention at the present time, it could establish a class or series of common stock or
preferred stock that could, depending on the terms of such series, delay, defer or prevent a transaction or a change of control that might involve a
premium price for our common stock or otherwise be in the best interest of our stockholders.

Certain provisions of Maryland law could inhibit changes in control, which may discourage third parties from conducting a tender offer or
seeking other change of control transactions that could involve a premium price for our common stock or that our stockholders otherwise
believe to be in their best interest. Certain provisions of the Maryland General Corporation Law, or MGCL, may have the effect of inhibiting a
third party from making a proposal to acquire us or of impeding a change of control under circumstances that otherwise could provide our
common stockholders with the opportunity to realize a premium over the then-prevailing market price of such shares, including:

business combination provisions that, subject to certain limitations, prohibit certain business combinations between us and an

interested stockholder (defined generally as any person who beneficially owns 10% or more of the voting power of our shares or an
affiliate thereof or an affiliate or associate of ours who was the beneficial owner, directly or indirectly, of 10% or more of the voting
power of our then outstanding voting stock at anytime within a two-year period immediately prior to the date in question) or any
affiliate of an interested stockholder for five years after the most recent date on which the stockholder becomes an interested
stockholder, and thereafter impose fair price and/or supermajority and stockholder voting requirements on these combinations; and

control share provisions that provide that a holder of control shares of our company (defined as shares that, when aggregated with
other shares controlled by the stockholder, entitle the stockholder to exercise one of three increasing ranges of voting power in
electing directors) acquired in a control share acquisition (defined as the direct or indirect acquisition of ownership or control of
outstanding control shares ) has no voting rights with respect to those shares except to the extent approved by our stockholders by the
affirmative vote of at least two-thirds of all the votes entitled to be cast on the matter, excluding all interested shares.
As permitted by the MGCL, we have elected, by resolution of our board of directors, to opt out of the business combination provisions of the
MGCL and, pursuant to a provision in our bylaws, to exempt any acquisition of our stock from the control share provisions of the MGCL.
However, our board of directors may by resolution elect to repeal the exemption from the business combination provisions of the MGCL and
may by amendment to our bylaws opt into the control share provisions of the MGCL at any time in the future, whether before or after an
acquisition of control shares.

Certain provisions of the MGCL permit our board of directors, without stockholder approval and regardless of what is currently provided in our
charter or bylaws, to implement certain corporate governance provisions, some of which (for example, a classified board) are not currently
applicable to us. These provisions may have the
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effect of limiting or precluding a third party from making an unsolicited acquisition proposal for us or of delaying, deferring or preventing a
change in control of us under circumstances that otherwise could be in the best interests of our stockholders. Our charter contains a provision
whereby we elect, at such time as we become eligible to do so, to be subject to the provisions of Title 3, Subtitle 8 of the MGCL relating to the
filling of vacancies on our board of directors. See Certain Provisions of Maryland Law and of Our Charter and Bylaws.

Termination of the employment agreements with certain members of our senior management team could be costly and prevent a change in
control of our company.

The employment agreements with certain members of our senior management team provide that if their employment with us terminates under
certain circumstances (including in connection with a change in control of our company), we may be required to pay them significant amounts of
severance compensation, thereby making it costly to terminate their employment. Furthermore, these provisions could delay or prevent a
transaction or a change in control of our company that might involve a premium paid for shares of our common stock or otherwise be in the best
interests of our stockholders.

Our board of directors may change our investment and financing policies without stockholder approval and we may become more highly
leveraged, which may increase our risk of default under our debt obligations.

Our investment and financing policies are exclusively determined by our board of directors. Accordingly, our stockholders do not control these
policies. Further, our organizational documents do not limit the amount or percentage of indebtedness, funded or otherwise, that we may incur.
Our board of directors may alter or eliminate our current policy on borrowing at any time without stockholder approval. If this policy changed,
we could become more highly leveraged, which could result in an increase in our debt service. Higher leverage also increases the risk of default
on our obligations. In addition, a change in our investment policies, including the manner in which we allocate our resources across our portfolio
or the types of assets in which we seek to invest, may increase our exposure to interest rate risk, real estate market fluctuations and liquidity risk.
Changes to our policies with regards to the foregoing could materially and adversely affect us.

Our rights and the rights of our stockholders to take action against our directors and officers are limited.

Upon the completion of this offering, as permitted by Maryland law, our charter will limit the liability of our directors and officers to us and our
stockholders for money damages, except for liability resulting from:

actual receipt of an improper benefit or profit in money, property or services; or

active and deliberate dishonesty by the director or officer that was established by a final judgment as being material to the cause of
action adjudicated.
As a result, we and our stockholders may have more limited rights against our directors and officers than might otherwise exist. Accordingly, in
the event that actions taken in good faith by any of our directors or officers impede the performance of our company, your and our ability to
recover damages from such director or officer will be limited. In addition, our charter will authorize us to obligate our company, and our bylaws
will require us, to indemnify our directors and officers for actions taken by them in those and certain other capacities to the maximum extent
permitted by Maryland law.

Upon the completion of this offering, we will be a holding company with no direct operations and will rely on funds received from our
operating partnership to pay liabilities.

Upon the completion of this offering, we will be a holding company and will conduct substantially all of our operations through our operating
partnership. We will not have, apart from an interest in our operating partnership, any independent operations. As a result, we will rely on
distributions from our operating partnership to pay any dividends we might declare on shares of our common stock. We will also rely on
distributions from
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our operating partnership to meet any of our obligations, including any tax liability on taxable income allocated to us from our operating
partnership. In addition, because we will be a holding company, your claims as stockholders will be structurally subordinated to all existing and
future liabilities and obligations (whether or not for borrowed money) of our operating partnership and its subsidiaries. Therefore, in the event of
our bankruptcy, liquidation or reorganization, our assets and those of our operating partnership and its subsidiaries will be able to satisfy the
claims of our stockholders only after all of our and our operating partnership s and its subsidiaries liabilities and obligations have been paid in
full.

After giving effect to this offering, we will own directly or indirectly 100% of the interests in our operating partnership. However, in connection
with our future acquisition of properties or otherwise, we may issue units of our operating partnership to third parties. Such issuances would
reduce our ownership in our operating partnership. Because you will not directly own units of our operating partnership, you will not have any
voting rights with respect to any such issuances or other partnership level activities of our operating partnership.

Conflicts of interest could arise in the future between the interests of our stockholders and the interests of holders of units in our operating
partnership, which may impede business decisions that could benefit our stockholders.

Conflicts of interest could arise in the future as a result of the relationships between us and our affiliates, on the one hand, and our operating
partnership or any future partner thereof, on the other. Our directors and officers have duties to our company under applicable Maryland law in
connection with their management of our company. At the same time, one of our wholly-owned subsidiaries, Spirit General OP Holdings, LL.C,
as the general partner of our operating partnership, will have fiduciary duties and obligations to our operating partnership and its future limited
partners under Maryland law and the partnership agreement of our operating partnership in connection with the management of our operating
partnership. The fiduciary duties and obligations of Spirit General OP Holdings, LLC, as general partner of our operating partnership, and its
future partners may come into conflict with the duties of our directors and officers to our company.

Under the terms of the partnership agreement of our operating partnership, if there is a conflict between the interests of our stockholders on one
hand and any future limited partners on the other, we will endeavor in good faith to resolve the conflict in a manner not adverse to either our
stockholders or any future limited partners; provided, however, that for so long as we own a controlling interest in our operating partnership, any
conflict that cannot be resolved in a manner not adverse to either our stockholders or any future limited partners shall be resolved in favor of our
stockholders. The partnership agreement will provide that the general partner and its directors, officers and employees, will not be liable or
accountable to our operating partnership for losses sustained, liabilities incurred or benefits not derived if it, or such officer, director or employee
acted in good faith.

The partnership agreement will also provide that the general partner will not be liable to our operating partnership or any future partner for
monetary damages for losses sustained, liabilities incurred or benefits not derived by our operating partnership or any future limited partner,
except for liability for the general partner s intentional harm or gross negligence. Moreover, the partnership agreement will provide that our
operating partnership is required to indemnify the general partner and its directors, officers, employees, agents and designees from and against
any and all claims that relate to the operations of our operating partnership, except (1) if the act or omission of the person was material to the
matter giving rise to the action and either was committed in bad faith or was the result of active and deliberate dishonesty, (2) for any transaction
for which the indemnified party received an improper personal benefit, in money, property or services or otherwise in violation or breach of any
provision of the partnership agreement or (3) in the case of a criminal proceeding, if the indemnified person had reasonable cause to believe that
the act or omission was unlawful. No reported decision of a Maryland appellate court has interpreted provisions similar to the provisions of the
partnership agreement that modify and reduce the fiduciary duties or obligations of the general partner or reduce or eliminate the general
partner s liability for money damages to our operating partnership and its partners, and we have not

34

Table of Contents 47



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

obtained an opinion of counsel as to the enforceability of the provisions set forth in the partnership agreement that purport to modify or reduce
the fiduciary duties that would be in effect were it not for the partnership agreement.

Risks Related to Our Status as a REIT
Failure to qualify as a REIT would materially and adversely affect us and the value of our common stock.

We believe that we have been organized and have operated in a manner that has allowed us to qualify as a REIT for federal income tax purposes
commencing with our taxable year ended December 31, 2003, and we intend to continue operating in such a manner. We have not requested and
do not plan to request a ruling from the IRS that we qualify as a REIT, and the statements in this prospectus are not binding on the IRS or any
court. Therefore, we cannot assure you that we have qualified as a REIT, or that we will remain qualified as such in the future. If we lose our
REIT status, we will face significant tax consequences that would substantially reduce our cash available for distribution to you for each of the
years involved because:

we would not be allowed a deduction for distributions to stockholders in computing our taxable income and would be subject to
federal income tax at regular corporate rates;

we also could be subject to the federal alternative minimum tax and increased state and local taxes; and

unless we are entitled to relief under applicable statutory provisions, we could not elect to be taxed as a REIT for four taxable years
following the year during which we were disqualified.
Any such corporate tax liability could be substantial and would reduce our cash available for, among other things, our operations and
distributions to stockholders. In addition, if we fail to qualify as a REIT, we will not be required to make distributions to our stockholders. As a
result of all these factors, our failure to qualify as a REIT also could impair our ability to expand our business and raise capital, and could
materially and adversely affect the trading price of our common stock.

Qualification as a REIT involves the application of highly technical and complex Code provisions for which there are only limited judicial and
administrative interpretations. The determination of various factual matters and circumstances not entirely within our control may affect our
ability to qualify as a REIT. In order to qualify as a REIT, we must satisfy a number of requirements, including requirements regarding the
ownership of our stock, requirements regarding the composition of our assets and a requirement that at least 95% of our gross income in any
year must be derived from qualifying sources, such as rents from real property. Also, we must make distributions to stockholders aggregating
annually at least 90% of our REIT taxable income, determined without regard to the dividends paid deduction and excluding any net capital
gains. In addition, legislation, new regulations, administrative interpretations or court decisions may materially and adversely affect our
investors, our ability to qualify as a REIT for federal income tax purposes or the desirability of an investment in a REIT relative to other
investments.

Even if we qualify as a REIT for federal income tax purposes, we may be subject to some federal, state and local income, property and excise
taxes on our income or property and, in certain cases, a 100% penalty tax, in the event we sell property as a dealer. In addition, our taxable REIT
subsidiaries will be subject to tax as regular corporations in the jurisdictions in which they operate.

If our operating partnership fails to qualify as a disregarded entity or partnership for federal income tax purposes, we would cease to qualify
as a REIT and suffer other adverse consequences.

We believe that our operating partnership will be treated as a disregarded entity for federal income tax purposes. If a property contributor or
other third party is admitted to our operating partnership as a limited partner and, as a result, we cease to be the 100% owner (directly or
indirectly) of the interests in our operating partnership, our operating partnership would cease to be treated as a disregarded entity, and instead
would be
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treated as a partnership, for federal income tax purposes. As a disregarded entity or partnership, our operating partnership would not be subject
to federal income tax on its income. Instead, for federal income tax purposes, if our operating partnership is treated as a disregarded entity, we
would be treated as directly earning its income, or if our operating partnership is treated as a partnership, each of its partners, including us,
would be allocated, and may be required to pay tax with respect to, such partner s share of its income. We cannot assure you that the IRS will not
challenge the status of our operating partnership or any other subsidiary partnership in which we own an interest as a disregarded entity or
partnership for federal income tax purposes, or that a court would not sustain such a challenge. If the IRS were successful in treating our
operating partnership or any such other subsidiary partnership as an entity taxable as a corporation for federal income tax purposes, we would
fail to meet the gross income tests and certain of the asset tests applicable to REITs and, accordingly, we would likely cease to qualify as a
REIT. Also, the failure of our operating partnership or any subsidiary partnerships to qualify as a disregarded entity or partnership could cause it
to become subject to federal and state corporate income tax, which would reduce significantly the amount of cash available for debt service and
for distribution to its partners, including us.

Our ownership of taxable REIT subsidiaries is subject to certain restrictions, and we will be required to pay a 100% penalty tax on certain
income or deductions if our transactions with our taxable REIT subsidiaries are not conducted on arm s length terms.

We currently own an interest in one taxable REIT subsidiary and may acquire securities in additional taxable REIT subsidiaries in the future. A
taxable REIT subsidiary is a corporation, other than a REIT, in which a REIT directly or indirectly holds stock, and that has made a joint
election with such REIT to be treated as a taxable REIT subsidiary. If a taxable REIT subsidiary owns more than 35% of the total voting power
or value of the outstanding securities of another corporation, such other corporation will also be treated as a taxable REIT subsidiary. Other than
some activities relating to lodging and health care facilities, a taxable REIT subsidiary may generally engage in any business, including the
provision of customary or non-customary services to tenants of its parent REIT. A taxable REIT subsidiary is subject to federal income tax as a
regular C corporation. In addition, a 100% excise tax will be imposed on certain transactions between a taxable REIT subsidiary and its parent
REIT that are not conducted on an arm s length basis.

A REIT s ownership of securities of a taxable REIT subsidiary is not subject to the 5% or 10% asset tests applicable to REITs. Not more than
25% of the value of our total assets may be represented by securities (including securities of taxable REIT subsidiaries), other than those
securities includable in the 75% asset test. We anticipate that the aggregate value of the stock and securities of any taxable REIT subsidiaries and
other nonqualifying assets that we own will be less than 25% of the value of our total assets, and we will monitor the value of these investments
to ensure compliance with applicable ownership limitations. In addition, we intend to structure our transactions with any taxable REIT
subsidiaries that we own to ensure that they are entered into on arm s length terms to avoid incurring the 100% excise tax described above. There
can be no assurance, however, that we will be able to comply with the 25% limitation or to avoid application of the 100% excise tax discussed
above.

To maintain our REIT status, we may be forced to borrow funds during unfavorable market conditions, and the unavailability of such
capital on favorable terms at the desired times, or at all, may cause us to curtail our investment activities and/or to dispose of assets at
inopportune times, which could materially and adversely affect us and the per share trading price of our common stock.

To qualify as a REIT, we generally must distribute to our stockholders at least 90% of our REIT taxable income each year, determined without
regard to the dividends paid deduction and excluding any net capital gains, and we will be subject to regular corporate income taxes on our
undistributed taxable income to the extent that we distribute less than 100% of our REIT taxable income, determined without regard to the
dividends paid deduction and including any net capital gains, each year. In addition, we will be subject to a 4% nondeductible excise tax on the
amount, if any, by which distributions paid by us in any calendar year are less than the sum of
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85% of our ordinary income, 95% of our capital gain net income and 100% of our undistributed income from prior years. In order to maintain
our REIT status and avoid the payment of income and excise taxes, we may need to borrow funds to meet the REIT distribution requirements
even if the then prevailing market conditions are not favorable for these borrowings. These borrowing needs could result from, among other
things, differences in timing between the actual receipt of cash and recognition of income for federal income tax purposes, or the effect of
non-deductible capital expenditures, the creation of reserves or required debt or amortization payments. These sources, however, may not be
available on favorable terms or at all. Our access to third-party sources of capital depends on a number of factors, including the market s
perception of our growth potential, our current debt levels, the market price of our common stock, and our current and potential future earnings.
We cannot assure you that we will have access to such capital on favorable terms at the desired times, or at all, which may cause us to curtail our
investment activities and/or to dispose of assets at inopportune times, and could materially and adversely affect us and the per share trading price
of our common stock.

The IRS may treat sale-leaseback transactions as loans, which could jeopardize our REIT status or require us to make an unexpected
distribution.

The IRS may take the position that specific sale-leaseback transactions that we treat as 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 unless we
elect to make an additional distribution to maintain our REIT status. The primary risk relates to our loss of previously incurred depreciation
expenses, which could affect the calculation of our REIT taxable income and could cause us to fail the REIT distribution test that requires a
REIT to distribute at least 90% of its REIT taxable income, determined without regard to the dividends paid deduction and excluding any net
capital gain. In this circumstance, we may elect to distribute an additional dividend of the increased taxable income so as not to fail the REIT
distribution test. This distribution would be paid to all stockholders at the time of declaration rather than the stockholders existing in the taxable
year affected by the re-characterization.

We may in the future choose to make distributions in shares of our common stock, in which case you may be required to pay tax in excess of
the cash you receive.

We may make taxable distributions that are payable in our stock. Pursuant to guidance issued by the IRS, up to 90% of any such taxable
distribution with respect to calendar years 2008 through 2011, and in some cases declared as late as December 31, 2012, could be payable in our
stock. Taxable stockholders receiving such distribution will be required to include the full amount of the distribution as ordinary income to the
extent of our current and accumulated earnings and profits, as determined for federal income tax purposes. As a result, a U.S. stockholder may
be required to pay tax with respect to such distributions in excess of the cash received. If a U.S. stockholder sells the stock it receives as a
distribution in order to pay this tax, the sales proceeds may be less than the amount included in income with respect to the distribution,
depending on the market price of our stock at the time of the sale. For more information on the tax consequences of distributions with respect to
our common stock, see Federal Income Tax Considerations Federal Income Tax Considerations for Our Common Stockholders. Furthermore,
with respect to non-U.S. stockholders, we may be required to withhold U.S. tax with respect to such distributions, including in respect of all or a
portion of such distribution that is payable in stock. In addition, if a significant number of our stockholders determine to sell shares of our stock
in order to pay taxes owed on distributions, such sales may materially and adversely affect the per share trading price of our common stock.

Dividends payable by REITs do not qualify for the reduced tax rates available for some dividends.

The maximum tax rate applicable to income from qualified dividends payable to U.S. stockholders that are individuals, trusts and estates is 15%
through the end of 2012. Dividends payable by REITs, however, generally are not eligible for the 15% rate. Although these rules do not
adversely affect the taxation of REITs or
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dividends payable by REITs, to the extent that the 15% rate continues to apply to regular corporate qualified dividends, investors who are
individuals, trusts and estates may perceive investments in REITs to be relatively less attractive than investments in the stocks of non-REIT
corporations that pay dividends, which could materially and adversely affect the value of the shares of REITs, including the per share trading
price of our common stock.

The tax imposed on REITs engaging in prohibited transactions may limit our ability to engage in transactions which would be treated as
sales for federal income tax purposes.

A REIT s net income from prohibited transactions is subject to a 100% penalty tax. In general, prohibited transactions are sales or other
dispositions of property, other than foreclosure property, held primarily for sale to customers in the ordinary course of business. Although we do
not intend to hold any properties that would be characterized as held for sale to customers in the ordinary course of our business, unless a sale or
disposition qualifies under certain statutory safe harbors, such characterization is a factual determination and no guarantee can be given that the
IRS would agree with our characterization of our properties or that we will always be able to make use of the available safe harbors.

Complying with REIT requirements may affect our profitability and may force us to liquidate or forgo otherwise attractive investments.

To qualify as a REIT, we must continually satisfy tests concerning, among other things, the nature and diversification of our assets, the sources
of our income and the amounts we distribute to our stockholders. We may be required to liquidate or forgo otherwise attractive investments in
order to satisfy the asset and income tests or to qualify under certain statutory relief provisions. We also may be required to make distributions to
stockholders at disadvantageous times or when we do not have funds readily available for distribution. As a result, having to comply with the
distribution requirement could cause us to: (1) sell assets in adverse market conditions; (2) borrow on unfavorable terms; or (3) distribute
amounts that would otherwise be invested in future acquisitions, capital expenditures or repayment of debt. Accordingly, satisfying the REIT
requirements could materially and adversely affect us. Moreover, if we are compelled to liquidate our investments to meet any of these asset,
income or distribution tests, or to repay obligations to our lenders, we may be unable to comply with one or more of the requirements applicable
to REITs or may be subject to a 100% tax on any resulting gain if such sales constitute prohibited transactions.

Legislative or other actions affecting REITs could have a negative effect on us.

The rules dealing with federal income taxation are constantly under review by persons involved in the legislative process and by the IRS and the
U.S. Department of the Treasury. Changes to the tax laws, with or without retroactive application, could materially and adversely affect our
investors or us. We cannot predict how changes in the tax laws might affect our investors or us. New legislation, Treasury Regulations,
administrative interpretations or court decisions could significantly and negatively affect our ability to qualify as a REIT or the federal income
tax consequences of such qualification.

Risks Related to this Offering and Ownership of Our Common Stock

There has been no recent public market for our common stock prior to this offering and an active trading market for our common stock may
not develop following this offering.

Prior to this offering, there had not been public market for our common stock since 2007, and there can be no assurance that an active trading
market will develop or be sustained or that shares of our common stock will be resold at or above the initial public offering price. We intend to
apply to have our common stock listed on the NYSE. The initial public offering price of our common stock will be determined by agreement
among us and the underwriters, but there can be no assurance that our common stock will not trade below the initial public offering
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price following the completion of this offering. See Underwriting. The market value of our common stock could be substantially affected by
general market conditions, including the extent to which a secondary market develops for our common stock following the completion of this
offering, the extent of institutional investor interest in us, the general reputation of REITSs and the attractiveness of their equity securities in
comparison to other equity securities (including securities issued by other real estate-based companies), our financial performance and general
stock and bond market conditions.

The market price and trading volume of shares of our common stock may be volatile following this offering.

The market price of shares of our common stock may fluctuate widely. In addition, the trading volume in shares of our common stock may
fluctuate and cause significant price variations to occur. If the market price of shares of our common stock declines significantly, you may be
unable to resell your shares of our common stock at or above the public offering price. We cannot assure you that the market price of shares of
our common stock will not fluctuate or decline significantly, including a decline below the public offering price, in the future.

Some of the factors that could negatively affect our share price or result in fluctuations in the market price or trading volume of shares of our
common stock include:

actual or anticipated declines in our quarterly operating results or distributions;

reductions in our FFO or earnings estimates;

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

increases in market interest rates that lead purchasers of shares of our common stock to demand a higher yield;

changes in market valuations of similar companies;

adverse market reaction to any increased indebtedness we incur in the future;

additions or departures of key management personnel;

actions by institutional stockholders;

speculation in the press or investment community; and

the realization of any of the other risk factors presented in this prospectus.
There can be no assurance that we will be able to make or maintain cash distributions, and certain agreements relating to our indebtedness
may, under certain circumstances, limit or eliminate our ability to make distributions to our common stockholders.

We intend to make quarterly cash distributions to our stockholders in amounts such that all or substantially all of our taxable income in each
year, subject to adjustments, is distributed. Our ability to continue to make distributions in the future may be adversely affected by the risk
factors described in this prospectus. We can give no assurance that we will be able to make or maintain distributions and certain agreements
relating to our indebtedness may, under certain circumstances, limit or eliminate our ability to make distributions to our common stockholders.
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We can give no assurance that rents from our properties will increase, or that future acquisitions of real properties, mortgage loans or other
investments will increase our cash available for distributions to stockholders. In addition, all distributions are made at the discretion of our board
of directors and depend on our earnings, our financial condition, maintaining our REIT status and other factors our board of directors deems
relevant from time to time.

Distributions are expected to be based upon our FFO, financial condition, cash flows and liquidity, debt service requirements, capital

expenditure requirements for our properties. If we do not have sufficient cash available for distributions, we may need to fund the shortage out
of working capital or borrow to provide funds
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for such distributions, which would reduce the amount of proceeds available for real estate investments and increase our future interest costs.
Our inability to make distributions, or to make distributions at expected levels, could result in a decrease in per share trading price of our
common stock.

We may use a portion of the net proceeds from this offering to make distributions to our stockholders, which would, among other things,
reduce our cash available to acquire properties and may reduce the returns on your investment in our common stock.

Prior to the time we have fully invested the net proceeds from this offering, we may fund distributions to our stockholders out of the net
proceeds of these offerings, which would reduce the amount of cash we have available to acquire properties and may reduce the returns on your
investment in our common stock. The use of these net proceeds for distributions to stockholders could materially and adversely affect us. In
addition, funding distributions from the net proceeds from this offering may constitute a return of capital to our stockholders, which would have
the effect of reducing each stockholder s tax basis in our common stock.

Increases in market interest rates may result in a decrease in the value of shares of our common stock.

One of the factors that will influence the price of shares of our common stock will be the distribution yield on shares of our common stock (as a
percentage of the price of shares of our common stock) relative to market interest rates. An increase in market interest rates, which are currently
at low levels relative to historical rates, may lead prospective purchasers of shares of our common stock to expect a higher distribution yield and
higher interest rates would likely increase our borrowing costs and potentially decrease funds available for distribution. Thus, higher market
interest rates could cause the per share trading price of our common stock to decrease.

Broad market fluctuations could negatively impact the market price of shares of our common stock.

The stock market has experienced extreme price and volume fluctuations that have affected the market price of many companies in industries
similar or related to ours and that have been unrelated to these companies operating performances. These broad market fluctuations could reduce
the market price of shares of our common stock. Furthermore, our operating results and prospects may be below the expectations of public
market analysts and investors or may be lower than those of companies with comparable market capitalizations. Either of these factors could

lead to a material decline in the per share trading price of our common stock.

This offering is expected to be dilutive to earnings, and there may be future dilution to earnings related to shares of our common stock.

Giving effect to the issuance of shares of our common stock in this offering, which may include shares issued pursuant to a full or partial
exercise by the underwriters of their over-allotment option, the receipt of the expected net proceeds and the use of those proceeds and the debt
conversion, we expect that this offering will have a dilutive effect on our expected earnings per share and FFO per share. The actual amount of
dilution cannot be determined at this time and will be based upon numerous factors. The market price of shares of our common stock could
decline as a result of issuances or sales of a large number of shares of our common stock in the market after this offering or the perception that
such issuances or sales could occur. Additionally, future issuances or sales of substantial amounts of shares of our common stock may be at
prices below the initial public offering price of the shares of our common stock offered by this prospectus and may result in further dilution in
our earnings and FFO per share and/or materially and adversely impact the per share trading price of our common stock.

The conversion of our TLC indebtedness into shares of our common stock may materially and adversely affect the per share trading price of
our common stock.

Upon the completion of this offering, $330 million of our currently outstanding TLC indebtedness will be extinguished and converted into
shares of our common stock. The number of shares of our common stock to be
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issued in the debt conversion depends in part on the initial public offering price. The issuance of shares of our common stock to the holders of
TLC indebtedness may be dilutive to our expected earnings per share and expected FFO per share and may also dilute your ownership
percentage of our common stock. As a result, the issuance of shares of our common stock in the debt conversion could materially and adversely
affect the per share trading price of our common stock. See Pricing Sensitivity Analysis.

Future offerings of debt, which would be senior to shares of our common stock upon liquidation, and/or preferred equity securities that may
be senior to shares of our common stock for purposes of distributions or upon liquidation, may materially and adversely affect the market
price of shares of our common stock.

In the future, we may attempt to increase our capital resources by making additional offerings of debt or preferred equity securities (or causing
our operating partnership to issue debt securities). Upon liquidation, holders of our debt securities and preferred stock and lenders with respect to
other borrowings will receive distributions of our available assets prior to our common stockholders. Additionally, any convertible or
exchangeable securities that we issue in the future may have rights, preferences and privileges more favorable than those of our common stock
and may result in dilution to owners of our common stock. Our common stockholders are not entitled to preemptive rights or other protections
against dilution. Our preferred stock, if issued, could have a preference on liquidating distributions or a preference on distribution payments that
could limit our ability to make distributions to our common stockholders. Because our decision to issue securities in any future offering will
depend on market conditions and other factors beyond our control, we cannot predict or estimate the amount, timing or nature of our future
offerings. Our common stockholders bear the risk of our future offerings reducing per share trading price of our common stock.

Sales of substantial amounts of our common stock in the public markets, or the perception that they might occur, could reduce the price of
our common stock and may dilute your voting power and your ownership interest in us.

Sales of substantial amounts of our common stock in the public market following our initial public offering, or the perception that such sales

could occur, could adversely affect the market price of our common stock and may make it more difficult for you to sell your common stock at a
time and price that you deem appropriate. Based on the number of shares outstanding as of September 30, 2011, upon the completion of this
offering and the debt conversion, we will have outstanding shares of our common stock (or shares of our common stock if the
underwriters exercise in full their over-allotment option). The shares of our common stock that we are selling in this offering may be resold
immediately in the public market unless they are held by affiliates, as that term is defined in Rule 144 of the Securities Act of 1933, as amended,
or the Securities Act.

Subject to applicable law, our board of directors has the authority, without further stockholder approval, to issue additional shares of our
common stock and preferred shares on the terms and for the consideration it deems appropriate.

Subject to certain exceptions, we and all of our directors, director nominees and officers, substantially all of our continuing investors and the
TLC lenders, have agreed that, without the prior written consent of the representative on behalf of the underwriters (and, in the case of the stock
subject to the 270 day restricted period referenced below, the majority of the TLC lenders), we and they will not, during the period ending

(1) 180 days, in the case of us and the TLC lenders, or (2) 270 days, in the case of our directors, director nominees and officers and substantially
all of our continuing investors, from the date of the completion of this offering, will not offer, sell or agree to sell, directly or indirectly, any
shares of our common stock. When the lock-up period expires, our locked- up security holders will be able to sell our shares in the public
market. Sales of a substantial number of such shares upon expiration, or the perception that such sales may occur, or early release of the lock-up
could cause our per share trading price to fall or make it more difficult for you to sell your common stock at a time and price that you deem
appropriate.
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Holders of shares of our common stock, which includes shares of our common stock to be issued in the debt conversion, shares of
our common stock held by continuing investors and to be granted to our directors, executive officers and other employees, will
have rights, subject to some conditions, to require us to file registration statements covering the sale of their shares or to include their shares in
registration statements that we may file for ourselves or other stockholders. We also intend to register the offer and sale of all shares of our
common stock that we may issue under our equity compensation plans. We intend to file with the SEC a registration statement on Form S-8
covering the shares of our common stock issuable under our equity compensation plans. Once we register the offer and sale of shares for the
holders of registration rights, they can be freely sold in the public market upon issuance, subject to the lock-up agreements described in the
preceding paragraph and in the section of this prospectus captioned Underwriting or unless they are held by affiliates, as that term is defined in
Rule 144 of the Securities Act. We also may issue from time to time additional shares of our common stock or operating partnership units
(which are exchangeable into our common stock) in connection with property acquisitions and may grant additional registration rights in
connection with such issuances, pursuant to which we would agree to register the resale of such securities under the Securities Act. The market
price of our common stock may decline significantly upon the registration of additional shares of our common stock pursuant to the registration
rights described above or future issuances of equity in connection with property acquisitions.

In addition to the underwriting discounts and commissions to be received by Morgan Stanley & Co. LLC, ,
and , they may receive other benefits from this offering.

In addition to the underwriting discounts and commissions to be received by Morgan Stanley & Co. LLC, ,

and , we expect that affiliates of , and  will act as lenders under the proposed $ million
revolving credit facility that we expect to enter into upon the completion of this offering. This transaction creates a potential conflict of interest
because , and have an interest in the successful completion of this offering beyond the underwriting discounts and commissions they

will receive.

The underwriters and/or their affiliates may engage in commercial and investment banking transactions with us and/or our affiliates in the
ordinary course of their business. They expect to receive customary compensation and expense reimbursement for these commercial and
investment banking transactions.

A lack of research analyst coverage or restrictions on the ability of analysts associated with the co-managers of this offering to publish
during certain time periods, including when we report our results of operations, could materially and adversely affect the trading price and
liquidity of our common stock.

We cannot assure you that research analysts, including those associated with the underwriters of this offering, will initiate or maintain research
coverage of us or our common stock. In addition, regulatory rules prohibit research analysts associated with the co-managers of this offering
from publishing or otherwise distributing a research report or from making a public appearance regarding us for 15 days prior to and after the
expiration, waiver or termination of any lock-up agreement that we or certain of our stockholders have entered into with the underwriters of this
offering. Accordingly, it could be the case that research concerning our results of operations or the possible effects on us of significant news or a
significant event will not be published or will be published on a delayed basis. A lack of research or the inability of certain research analysts to
publish research relating to our results of operations or significant news or a significant event in a timely manner could materially and adversely
affect the trading price and liquidity of our common stock.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements within the meaning of the federal securities laws. In particular, statements pertaining to our

business and growth strategies, investment and leasing activities and trends in our business, including trends in the market for long-term,

triple-net leases of freestanding, single-tenant properties, contain forward-looking statements. When used in this prospectus, the words estimate,
anticipate,  expect, believe, intend, may, will, should, seek, approximately or plan, or the negative of these words and phrases

phrases which are predictions of or indicate future events or trends and which do not relate solely to historical matters are intended to identify

forward-looking statements. You can also identify forward-looking statements by discussions of strategy, plans or intentions of management.

Forward-looking statements involve numerous risks and uncertainties and you should not rely on them as predictions of future events.
Forward-looking statements depend on assumptions, data or methods which may be incorrect or imprecise and we may not be able to realize
them. We do not guarantee that the transactions and events described will happen as described (or that they will happen at all). The following
factors, among others, could cause actual results and future events to differ materially from those set forth or contemplated in the
forward-looking statements:

general business and economic conditions;

continued volatility and uncertainty in the credit markets and broader financial markets, including potential fluctuations in the CPI;

other risks inherent in the real estate business, including tenant defaults, potential liability relating to environmental matters,
illiquidity of real estate investments, and potential damages from natural disasters;

availability of suitable properties to acquire and our ability to acquire and lease those properties on favorable terms;

ability to renew leases, lease vacant space or re-lease space as existing leases expire;

the degree and nature of our competition;

our failure to generate sufficient cash flows to service our outstanding indebtedness;

access to debt and equity capital markets;

fluctuating interest rates;

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

the outcome of any legal proceedings to which we are a party;

changes in, or the failure or inability to comply with, government regulation, including Maryland laws;
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failure to maintain our status as a REIT;

changes in the U.S. tax law and other U.S. laws, whether or not specific to REITs; and

additional factors discussed in the sections entitled Business and Properties, = Risk Factors and Management s Discussion and Analysis
of Financial Condition and Results of Operations in this prospectus.
You are cautioned not to place undue reliance on forward-looking statements, which speak only as of the date of this prospectus. While
forward-looking statements reflect our good faith beliefs, they are not guarantees of future performance. We undertake no obligation to publicly
release the results of any revisions to these forward-looking statements that may be made to reflect events or circumstances after the date of this
prospectus or to reflect the occurrence of unanticipated events. In light of these risks and uncertainties, the forward-looking events discussed in
this prospectus might not occur.
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USE OF PROCEEDS

We estimate that the net proceeds to us from this offering will be approximately $ million, or $ million if the underwriters exercise
their over-allotment option in full, after deducting underwriting discounts and commissions and other estimated expenses, in each case, based on
the mid-point of the price range set forth on the front cover of this prospectus.

We intend to use $399.0 million of the net proceeds from this offering to repay our outstanding TLB, which matures in August 2013. The TLB
requires interest payments based on either (1) LIBOR in effect at the beginning of each interest period plus a spread of 3% or (2) a base rate as
defined in the loan agreement. As of September 30, 2011, the rate on the TLB was 3.43%, based on a 6-month LIBOR rate of 0.43% in effect
until February 1, 2012.

We intend to use $ million of net proceeds to pay expenses associated with securing lenders consents to this offering and related
transactions. Remaining net proceeds will be used for general business and working capital purposes, including potential future acquisitions.

Pending the permanent use of the net proceeds from this offering, we intend to invest the net proceeds in interest-bearing, short-term
investment-grade securities, money-market accounts or other investments that are consistent with our intention to maintain our qualification as a
REIT for federal income tax purposes.
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We intend to make a pro rata distribution with respect to the period commencing upon the completion of this offering and ending on ,
2012, based on a distribution rate of $ per share of our common stock for a full quarter. On an annualized basis, this would be $ per
share of our common stock, or an annualized distribution rate of approximately =~ % based on the mid-point of the price range set forth on the
front cover of this prospectus. We estimate that this initial annual distribution rate will represent approximately % of estimated cash available
for distribution for the 12 months ending September 30, 2012. We do not intend to reduce the annualized distribution per share of our common
stock if the underwriters exercise their over-allotment option. Our intended initial annual distribution rate has been established based on our
estimate of cash available for distribution for the 12 months ending September 30, 2012, which we have calculated based on adjustments to our
pro forma net loss from continuing operations for the 12 months ended December 31, 2010. This estimate was based on our pro forma operating
results and does not take into account our long-term business and growth strategies, nor does it take into account any unanticipated expenditures
we may have to make or any financings for such expenditures. In estimating our cash available for distribution for the 12 months ending
September 30, 2012, we have made certain assumptions as reflected in the table and footnotes below.

Our estimate of cash available for distribution does not include the effect of any changes in our working capital resulting from changes in our
working capital accounts. It also does not reflect the amount of cash estimated to be used for investing activities, financing activities or other
activities, other than scheduled loan principal payments on mortgage indebtedness that will be outstanding upon the completion of this offering,
the use of the net proceeds and the debt conversion and reductions in interest expense associated with loan amortization. Any such investing
and/or financing activities may have a material and adverse effect on our estimate of cash available for distribution. Because we have made the
assumptions set forth above in estimating cash available for distribution, we do not intend this estimate to be a projection or forecast of our
actual results of operations, FFO, liquidity or financial condition and have estimated cash available for distribution for the sole purpose of
determining our estimated initial annual distribution amount. Our estimate of cash available for distribution should not be considered as an
alternative to cash flow from operating activities (computed in accordance with GAAP) or as an indicator of our liquidity or our ability to make
distributions. In addition, the methodology upon which we made the adjustments described below is not necessarily intended to be a basis for
determining future distributions.

We intend to maintain our initial distribution rate for the 12 months following the completion of this offering unless our results of operations,
FFO, liquidity, cash flows, financial condition or prospects, economic conditions or other factors differ materially from the assumptions used in
projecting our initial distribution rate. We believe that our estimate of cash available for distribution constitutes a reasonable basis for setting the
initial distribution rate, as substantially all of the properties in our portfolio have been in operation for a significant period of time. However, we
cannot assure you that our estimate will prove accurate, and actual distributions may therefore be significantly below the expected distributions.
Our actual results of operations will be affected by a number of factors, including the revenue received from our properties, our operating
expenses, interest expense (including the effect of variable rate debt), and unanticipated capital expenditures. We may, from time to time, be
required, or elect, to borrow under our proposed revolving credit facility or otherwise to pay distributions.

We cannot assure you that our estimated distributions will be made or sustained or that our board of directors will not change our distribution
policy in the future. Any distributions will be at the sole discretion of our board of directors, and their form, timing and amount, if any, will
depend upon a number of factors, including our actual and projected results of operations, FFO, liquidity, cash flows and financial condition, the
revenue we actually receive from our properties, our operating expenses, our debt service requirements, our capital expenditures, prohibitions
and other limitations under our financing arrangements, our REIT taxable income, the annual REIT distribution requirements, applicable law
and such other factors as our board of directors deems relevant. For more information regarding risk factors that could materially and adversely
affect
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us, see Risk Factors. If our operations do not generate sufficient cash flow to enable us to pay our intended or required distributions, we may be
required either to fund distributions from working capital, borrow or raise equity or to reduce such distributions. In addition, our charter allows

us to issue preferred stock that could have a preference on distributions. Additionally, under certain circumstances, agreements relating to our
indebtedness could limit our ability to make distributions to our common stockholders. We intend to redeem all of our currently outstanding
preferred stock shortly after the completion of this offering, and we currently have no intention to issue any new shares of preferred stock, but if
we do, the distribution preference on the preferred stock could limit our ability to make distributions to our common stockholders. We may in

the future also choose to make distributions in shares of our common stock. See Federal Income Tax Considerations Taxation of Our

Company Annual Distribution Requirements and Risk Factors Risks Related to Our Status as a REIT We may in the future choose to make
distributions in shares of our common stock, in which case you may be required to pay tax in excess of the cash you receive.

We anticipate that, at least initially, approximately % of our distributions will exceed our then current and accumulated earnings and profits
as determined for federal income tax purposes due to non-cash expenses, primarily depreciation and amortization charges that we expect to
incur. Distributions in excess of our current and accumulated earnings and profits will not be treated as a dividend and will not be taxable to a
taxable U.S. stockholder under current federal income tax law to the extent those distributions do not exceed the stockholder s adjusted tax basis
in his or her shares, but rather will reduce the adjusted tax basis of the shares. In that case, the gain (or loss) recognized on the sale of those
shares or upon our liquidation will be increased (or decreased) accordingly. To the extent any non-dividend distributions exceed a taxable U.S.
stockholder s adjusted tax basis in his or her shares, such excess distributions generally will be treated as a capital gain realized from the taxable
disposition of those shares. The percentage of distributions to our stockholders that exceeds our current and accumulated earnings and profits, if
any, may vary substantially from year to year. For a more complete discussion of the tax treatment of distributions to our common stockholders,
see Federal Income Tax Considerations.

Federal income tax law requires that a REIT distribute annually at least 90% of its REIT taxable income, determined without regard to the
dividends paid deduction and excluding any net capital gains, and that it pay tax at regular corporate rates to the extent that it annually
distributes less than 100% of its REIT taxable income, determined without regard to the dividends paid deduction and including any net capital
gains. In addition, a REIT will be required to pay a 4% nondeductible excise tax on the amount, if any, by which the distributions it makes in a
calendar year are less than the sum of 85% of its ordinary income, 95% of its capital gain net income and 100% of its undistributed income from
prior years. For more information, see Federal Income Tax Considerations. We anticipate that our estimated cash available for distribution will
be sufficient to enable us to meet the annual distribution requirements applicable to REITs and to avoid or minimize the imposition of corporate
and excise taxes. However, under some circumstances, we may be required to make distributions in excess of cash available for distribution in
order to meet these distribution requirements or to avoid or minimize the imposition of tax and we may need to borrow funds to make certain
distributions. We may also choose to meet such distribution requirements by distributing cash and shares of our common stock, which may
require our common stockholders to pay tax in excess of the cash received. See Federal Income Tax Considerations Federal Income Tax
Considerations for Our Common Stockholders Taxation of Taxable U.S. Stockholders, and Risk Factors Risks Related to Our Status as a
REIT We may in the future choose to make distributions in shares of our common stock, in which case you may be required to pay tax in excess
of the cash you receive.
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The following table sets forth calculations relating to the intended initial distribution based on our pro forma financial data for the 12 months
ended December 31, 2010 and is provided solely for the purpose of illustrating the initial distribution and is not intended to be a basis for
determining future distributions. All dollar amounts are in thousands.

ey

Pro forma loss from continuing operations for the 12 months ended December 31, 2010
Less: pro forma income from continuing operations for the nine months ended September 30, 2010
Add: pro forma income from continuing operations for the nine months ended September 30, 2011

Pro forma loss from continuing operations for the 12 months ended September 30, 2011

Add: estimated net increases in contractual rental revenue(?

Less: net decreases in contractual rent income due to tenant lease expirations and other vacancies, assuming no
lease renewals®

Add: real estate depreciation and amortization

Add: other depreciation and amortization

Add: non-cash impairment charges®

Add: amortization of debt discount and deferred financing costs®

Less: net effect of non-cash rental revenue®

Add: net effect of non-cash interest income on loans receivable®

Add: reduction to interest expense associated with the amortization of mortgages and notes payable!”)
Less: reduction in interest income associated with the amortization of loans receivable®

Add: non-cash loss on sale of loans receivable®

Add: litigation expense'?

Add: non-cash compensation expense'

Estimated cash flows from operating activities for the 12 months ending September 30, 2012

Add: contractually scheduled cash flows from collections of principal amortization payments on loans receivable('?)
Less: cash disbursement obligations for property and tenant improvements'?

Less: scheduled principal payments on mortgages and notes payable('+)

Estimated cash available for distribution for the 12 months ending September 30, 2012
Total estimated initial annual distribution to stockholders®>

Estimated initial annual distribution per share

Payout ratio'®)

Represents contractual increases in rental revenue from:

&L B

%

contractual increases based on changes in the CPI (including (a) increases that have already occurred but were not in effect for the
entire 12 months ended September 30, 2011, (b) actual increases that have occurred from October 1, 2011 through November 30,
2011 and (c) an estimated amount for increases scheduled to occur between December 1, 2011 and September 30, 2012 based on an

assumed change in the CPI of 3.87% (the same rate of change as occurred in the CPI between September 30, 2010 and

September 30, 2011));

scheduled fixed rent increases; and
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net increases from new leases or renewals that were not in effect for the entire 12 months ended September 30, 2011 or that will go

into effect during the 12 months ending September 30, 2012 based upon leases entered into through November 30, 2011;
net of the effects of contractual rent deferrals and abatements in effect for existing leases and the restructure of master leases primarily
related to tenant bankruptcies.
Represents decreases in rental revenue due to leases that expired or were terminated during the 12 months ended September 30, 2011 or
that will expire during the 12 months ending September 30, 2012, assuming no new leases for vacant properties existing as of
September 30, 2011 and no lease renewals for leases expiring or terminated after September 30, 2011, unless the property had been
re-leased as of November 30, 2011.
Represents non-cash impairment charges recognized on properties and other assets that were included in continuing operations for the 12
months ended September 30, 2011.
Represents one year of non-cash interest expense associated with the amortization of the debt discount on our mortgages and notes payable
that was recognized as part of our privatization and one year of non-cash interest expense associated with the amortization of deferred
financing costs on our mortgages and notes payable.
Represents one year of net non-cash rental revenues associated with the net straight-line adjustment to rental revenue, the amortization of
above- and below-market lease intangibles and the amortization of lease origination costs.
Represents one year of non-cash interest income adjustments associated with the amortization of fair value adjustments to our loan
receivable portfolio recognized as part of our privatization and the amortization of net loan origination costs.
Represents reductions in contractual interest expense for the 12 months ending September 30, 2012 due to reductions in outstanding
principal amount of indebtedness arising from principal amortization payments on our mortgages and notes payable.
Represents reductions in contractually due interest income for the 12 months ending September 30, 2012 due to reductions in outstanding
principal amount of loans receivable arising from principal amortization payments on our loans receivable.
Represents the non-cash loss recognized on the sale of loans receivable in 2010 and included in loss from continuing operations for the 12
months ended September 30, 2011.
Represents net litigation costs included in the pro forma loss from continuing operations for the 12 months ended September 30, 2011
associated with two lawsuits brought by former members of our senior management. All claims associated with these lawsuits have been
resolved through a final settlement, and we do not expect to incur any other costs relating to these lawsuits.
Represents non-cash stock-based compensation expense related to equity based awards granted to certain members of our
management and included in the pro forma loss from continuing operations for the 12 months ended September 30, 2011.
Reflects expected cash flows from contractually scheduled collections of principal on our loans receivable portfolio for the 12 months
ending September 30, 2012.
Reflects the expected cash disbursements associated with all known property and tenant improvement obligations projected to be
completed during the 12 months ending September 30, 2012.
Represents scheduled principal amortization on outstanding indebtedness during the 12 months ending September 30, 2012.
Based on a total of shares of our common stock to be outstanding after this offering and the debt conversion, based on the
mid-point of the price range set forth on the front cover of this prospectus.
Calculated as total estimated initial annual distribution to stockholders divided by estimated cash available for distribution for the 12
months ending September 30, 2012.
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The following table sets forth our historical capitalization as of September 30, 2011 and our pro forma capitalization as of September 30, 2011 to
give effect to this offering, the debt conversion and the use of net proceeds as set forth in Use of Proceeds, based on the mid-point of the price
range set forth on the front cover of this prospectus. This table should be read in conjunction with the sections entitled Use of Proceeds,  Selected
Financial Data, =~ Management s Discussion and Analysis of Financial Condition and Results of Operations and our historical and pro forma
financial statements and related notes included elsewhere in this prospectus.

As of September 30, 2011
Historical Pro Forma
(In thousands,

except per share amounts)

Debt®:
Term loan payable, net® $ 723,286 $
Mortgage notes payable, net 1,898,328 1,898,328

Stockholders Equity:
Preferred stock, $.01 par value per share; 20,000,000 shares authorized, 125 shares issued and

outstanding, actual; shares authorized, 125 shares issued and outstanding, pro forma® 84

Common stock, $.01 par value per share; 100,000,000 shares authorized, 200 shares issued and

outstanding, actual; shares authorized and issued and outstanding, pro forma®

Capital in excess of par value 1,004,324

Accumulated deficit (452,180)

Accumulated other comprehensive loss (8,550)

Total stockholders equity 543,678

Total Capitalization $ 3,165,292

(1) We expect to enter into a proposed $ revolving credit facility, which we expect to be undrawn at the completion of this offering.

(2) Upon the completion of this offering, the $330 million of TLC will be extinguished and converted into shares of our common stock. In
addition, we intend to use a significant portion of the net proceeds from this offering to repay the remaining balance outstanding under the
term loan. See  Management s Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital
Resources Description of Certain Debt Term Loan and Debt Conversion and Pricing Sensitivity Analysis.

(3) As of September 30, 2011, we had 125 shares of 12.5% Series A Cumulative Non-Voting Preferred Stock outstanding. We intend to
redeem all shares of such preferred stock shortly after the completion of this offering. See Description of Our Capital Stock Preferred
Stock Series A Preferred Stock.

(4) Pro forma common stock outstanding gives effect to the for 1 stock dividend to be paid prior to the completion of this offering and
includes (a) shares to be held by continuing investors, (b) shares to be issued in this offering, (c) shares to be
issued in the debt conversion (based on the mid-point of the price range set forth on the front cover of this prospectus) and
(d) to be granted to our directors, executive officers and other employees, and excludes (a) shares of our
common stock issuable upon the exercise of the underwriters over-allotment option in full and (b) shares of our common stock
reserved for future issuance under the Incentive Award Plan, as more fully described in Executive Compensation Incentive Award Plan.
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As described in further detail in Pricing Sensitivity Analysis, the number of shares of our common stock to be issued in the debt conversion
depends, in part, on our initial public offering price. Assuming an initial public offering price of $ per share (which is the mid-point of the
price range set forth on the front cover of this prospectus), we expect to issue shares of our common stock to the TLC lenders. The
following table sets forth the total number of shares to be issued in the debt conversion, assuming different initial public offering prices within
the price range set forth on the front cover of this prospectus:

Assumed Initial Public Offering Total Number of Shares of Our

Common Stock to be Issued

Price Per Share Pursuant to the Debt Conversion

shares

shares

shares

shares

shares

shares

shares

shares
Any change in our initial public offering price above the maximum price reflected in the above table would decrease the total number of shares
issued in the debt conversion and any change in our initial public offering price below the minimum price reflected in the above table would
increase the total number of shares issued in the debt conversion.

LB PP PP PH PP
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DILUTION

If you invest in our common stock in this offering, you will experience an immediate increase in the net tangible book value of your shares from
the initial public offering price and there will be no dilution in net tangible book value to new investors in this offering.

51

Table of Contents 66



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten
SELECTED FINANCIAL DATA

Spirit Finance Corporation was formed in August 2003 as a Maryland corporation. We became a public company in December 2004 and we
were subsequently taken private in August 2007. We refer to our company prior to our privatization as the Predecessor.

Our historical consolidated balance sheet data as of December 31, 2010 and 2009 and consolidated operating data for the years ended
December 31, 2010, 2009 and 2008 have been derived from our audited historical consolidated financial statements included elsewhere in this
prospectus. Our historical consolidated balance sheet data as of December 31, 2008 and 2007, the historical consolidated balance sheet data as of
December 31, 2006 of our Predecessor, our consolidated operating data for the five months ended December 31, 2007 and the consolidated
operating data for the seven months ended July 31, 2007 and the year ended 2006 of our Predecessor have been derived from historical
consolidated financial statements not included in this prospectus. The below information also includes our unaudited consolidated balance sheet
data as of September 30, 2011 and our consolidated operating data for the nine months ended September 30, 2011 and September 30, 2010
which have been derived from our historical unaudited consolidated financial statements included elsewhere in this prospectus. The unaudited
consolidated financial statements were prepared on a basis consistent with our audited financial statements and include, in the opinion of
management, all adjustments, consisting only of normal recurring adjustments, necessary for the fair statement of the financial information
contained in those statements. Our historical consolidated financial data included below and set forth elsewhere in this prospectus are not
necessarily indicative of our future performance.

Our unaudited selected pro forma consolidated financial and operating data as of and for the nine months ended September 30, 2011 and for the
year ended December 31, 2010 assumes the completion of this offering, the debt conversion and related transactions as of the beginning of the
periods presented for the operating data and as of the stated date for the balance sheet data. Our pro forma financial information is not
necessarily indicative of what our actual financial position and results of operations would have been as of the date and for the periods indicated,
nor does it purport to represent our future financial position or results of operations.

You should read the following selected financial and other data together with Management s Discussion and Analysis of Financial Condition and
Results of Operations,  Business and Properties and our consolidated financial statements and related notes appearing elsewhere in this
prospectus.
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Operating
Data:
Revenues:
Rentals
Interest income
on loans
receivable
Interest income
and other

Total revenues

Expenses:
General and
administrative
Litigation
Privatization
costs

Property costs
Interest

Depreciation and

amortization
Impairments

Total expenses

Total other
income
(expense)
Income (loss)
from continuing
operations
before income
tax expense
Income tax
(benefit)
expense

Income (loss)
from continuing
operations

(Loss) income
from
discontinued
operations

Net (loss)
income

Table of Contents

Historical
five-
month

period
ended
Historical December 31,
2008 2007

Predecessor
Historical

seven- Historical
month year

iod
[e)::llgd ended

July December 31,
31, 2007 2006

(unaudited) (unaudited) (unaudited)

The Company
(in thousands, except per share data)
Nine Months Ended September 30, Year Ended December 31,
Pro Pro
forma Historical Historical forma Historical Historical
2011 2011 2010 2010 2010 2009
(unaudited) (unaudited) (unaudited) (unaudited)
$201,134 $201,134 $202,446 $269,209 $269,209 $ 266,072 $ 266,961 107,296
5,120 5,120 7,237 9,572 9,572 10,098 13,364 3,645
704 704 9,512 14,491 14,491 6,477 4,969 1,438
206,958 206,958 219,195 293,272 293,272 282,647 285,294 112,379
14,000 22,668 15,982 13,972 19,631 19,864 23,058 7,291
151 151 7,306 22,282 22,282
294
4,368 4,368 2,126 3,050 3,050 3,011 2,788 477
97,767 126,519 130,059 136,220 173,054 208,538 231,194 94,831
83,290 83,290 83,881 111,548 111,548 112,344 111,875 45,018
5,409 5,409 15,113 26,439 26,439 7,715 5,521
204,985 242,405 254,467 313,511 356,004 351,472 374,436 147,911
9,480 (9,855) (3,110) 6,810
1,973 (35,447) (25,792) (30,094) (65,842) (62,015) (89,142) (35,532)
(37) (37) 118 239 239 3,346 1,134 344
$ 2010 (35,410) (25,910) $ (30,333) (66,081) (65,361) (90,276) (35,876)
(10,145) (10,489) (20,456) (57,322) (64,243) 7,623
$ (45,555) $ (36,399) $ (86,537)

132,455

4,327

3,409

140,191

19,224

18,468
933
73,085

31,911

143,621

(3,430)

84

(3,514)

16,220

$(122,683) $(154,519) $ (28,253) $ 12,706 $

$ 153,078

6,225

4,240

163,543

15,700

771
83,945

37,712

138,134

25,409

376

25,033

27,327

52,360
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Income (loss)
per share of
common stock
from
continuing
operations:
Basic:

Diluted:

Weighted
average
outstanding
shares of

common stock:

Basic

Diluted
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Nine Months Ended September 30,

Pro forma
2011
(unaudited)

Balance
Sheet Data
(end of
period):
Gross
investments
including
related lease
intangibles
Real estate,
net

Cash and
cash
equivalents
Total assets
Debt
obligations
Total
liabilities
Stockholders
equity

Other Data:
Cash NOI
from
continuing
operations
before lease
termination
fees()

FFO®)

FFO from
continuing
operations, as
adjusted® $
EBITDA

from
continuing
operations® $
EBITDA

from
continuing
operations, as
adjusted®  $
Number of
properties in
investment
portfolio
Owned
properties
occupancy at
period end
(based on
number of

$ 3,567,040

2,880,366

99,431
3,284,544

1,898,328
1,977,431

1,307,113

$ 200,863

89,747

183,030

188,590

1,134
98%

Table of Contents

Historical
2011
(unaudited)

$ 3,567,040
2,880,366
53,414
3,244,395
2,621,614
2,700,717

543,678

200,863
52,091

@ &~

$ 52,327

$ 174,362

$ 179,922

1,134
98%

Historical
2010
(unaudited)

$ 3,708,694
3,025,913
61,475
3,492,655
2,773,238
2,853,775

638,880

206,314
72,903

&~

$ 70,281

$ 188,148

$ 201,087

1,155
96%

The Company

Pro
forma
2010

(unaudited)

$ 274,005

$ 138,099

$217,674

$ 276,250

1,161
96%

(dollars in thousands)
Year Ended December 31,
Historical Historical

2010 2009
$3,610,834  $ 3,740,261
2,982,303 3,118,806
88,341 65,072

3,396,842 3,618,507

2,730,994 2,866,923

2,806,741 2,948,828

590,101 669,679

$ 274,005 $ 271,515
$ 70,563 $ 58,112
$ 95606 $ 41,210
$ 218,760 $ 258,867
$ 270,591 $ 259,772
1,161 1,157

96% 99%

Historical
2008

(unaudited)

$3,997,614
3,429,155
76,634
4,012,914
3,089,248
3,217,235

795,679

$ 279,951
$ 57,741

$ 25593

$ 253,927

$ 259,448

1,291
99%

Historical

$

@ A

five-
month

period
ended

December 31,

2007

4,058,970
3,584,695

33,045
4,170,447
3,218,353
3,367,930

802,517

110,162
21,897

9,365

104,317

104,611

1,277
100%

Predecessor
Historical
seven- Historical
month year
iod
s i
July December31,
31, 2007 2006

(unaudited) (unaudited) (unaudited)

$ 2,833,878

2,667,127

52,317

2,856,590

1,799,374

1,862,565

994,025

$137,792  $ 161,289
$ 48,175 $ 90254
$ 46749 $ 62574
$101,566 $ 147,066
$120,034 $ 147,066
1,151 1,034
100% 100%
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(1) Cash NOI from continuing operations before lease termination fees, or cash NOI, represents net income (loss) (computed in accordance with GAAP),
excluding non-cash revenues, lease termination fees, general and administrative expenses, litigation expenses, privatization costs, interest expense,

depreciation and amortization, impairments, other income (expense) and tax expense. Cash NOI is a supplemental non-GAAP financial measure. We use

Cash NOI as a supplemental performance measure because we believe that Cash NOI is beneficial to investors as a starting point in measuring our operational
performance. Specifically, in excluding non-cash revenue, lease termination fees, general and administrative expenses, litigation expenses, privatization costs,
interest expense, depreciation and amortization, impairments, other income (expense) and tax expense, which do not relate to or are not indicative of the
operating performance of our properties at the property level, Cash NOI provides a performance measure that, when compared year over year, captures trends
in occupancy rates, rental rates and property operating costs. However, because Cash NOI excludes these items and captures neither the changes in the value
of our properties that result from use or market conditions, all of which have real economic effects and could materially impact our results from operations,
the utility of Cash NOI as a measure of our performance is limited. In addition, other equity REITs may not calculate Cash NOI in the same manner that we
do. Accordingly, Cash NOI should be considered only as a supplement to net income (loss) as a measure of our performance. Cash NOI should not be used as

a measure of our liquidity, nor is it indicative of funds available to fund our cash needs, including our ability to make distributions or service indebtedness.

The following table sets forth a reconciliation of our Cash NOI to net income (loss), the nearest GAAP equivalent, for the periods presented:

Nine Months Ended

September 30,

Pro
forma
2011

(unaudited) (unaudited) (unaudited) (unaudited)

Cash NOI from
continuing
operations
before lease
termination
fees:

Net (loss)
income
Minus: (Loss)
income from
discontinued
operations

Income (loss)

from continuing

operations $ 2,010
Adjustments:

Non-cash

revenues (1,727)
Lease

termination fees

General and

administrative 14,000
Litigation 151
Privatization

costs

Interest 97,767
Depreciation

and amortization 83,290
Impairments 5,409
Other (income)

expense

Income tax

(benefit)

expense 37

Table of Contents

Historical

2011

$ (45,555)

(10,145)

(35,410)

(1,727)

22,668
151

126,519

83,290
5,409

(37

Historical

2010

$ (36,399)

(10,489)

The Company

Pro

forma

2010

(25,910) $ (30,333)

(1,765)

(8,990)
15,982
7,306
130,059

83,881
15,113

(9,480)

118

(2,336)
(13,881)
13,972
22,282
136,220

111,548
26,439

9,855

239

(dollars in thousands)
Year Ended December 31,
Historical Historical
2010 2009
$ (86,537) $(122,683)
(20,456) (57,322)
(66,081) (65,361)
(2,336) (2,268)
(13,881) (5,853)
19,631 19,864
22,282
173,054 208,538
111,548 112,344
26,439 7,715
3,110 (6,810)
239 3,346

Historical December 31,

2008

Historical
five-
month

period
ended

2007

Predecessor
Historical

seven- Historical
month year
rriod  cnde
July December 31,

31, 2007

$(154,519) $ (28,253) $ 12,706

(64,243)

(90,276)

(2,555)

23,058

231,194

111,875
5,521

1,134

7,623

(35,876)

(1,740)

7,291
294
94,831

45,018

344

16,220

(3,514)

(1,466)

19,224
18,468
73,085

31,911

84

2006

(unaudited) (unaudited) (unaudited)

$ 52,360

27,327

25,033

(1,477)

15,700

83,945

37,712

376

72



Cash NOI from

continuing

operations

before lease

termination fees $ 200,863
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(2) We calculate FFO in accordance with the standards established by the National Association of Real Estate Investment Trusts, or NAREIT. FFO represents net
income (loss) (computed in accordance with GAAP), excluding real estate-related depreciation and amortization, impairment charges and net losses (gains)
on the disposition of assets. FFO is a supplemental non-GAAP financial measure. We use FFO as a supplemental performance measure because we believe
that FFO is beneficial to investors as a starting point in measuring our operational performance. Specifically, in excluding real estate-related depreciation and
amortization, gains and losses from property dispositions and impairment charges, which do not relate to or are not indicative of operating performance, FFO
provides a performance measure that, when compared year over year, captures trends in occupancy rates, rental rates and operating costs. We also believe
that, as a widely recognized measure of the performance of equity REITs, FFO will be used by investors as a basis to compare our operating performance
with that of other equity REITs. However, because FFO excludes depreciation and amortization and does not capture the changes in the value of our
properties that result from use or market conditions, all of which have real economic effects and could materially impact our results from operations, the
utility of FFO as a measure of our performance is limited. In addition, other equity REITs may not calculate FFO as we do, and, accordingly, our FFO may
not be comparable to such other equity REITs FFO. Accordingly, FFO should be considered only as a supplement to net income (loss) as a measure of our
performance. FFO should not be used as a measure of our liquidity, nor is it indicative of funds available to fund our cash needs, including our ability to make
distributions or service indebtedness. FFO also should not be used as a supplement to or substitute for cash flow from operating activities computed in
accordance with GAAP. FFO from continuing operations, as adjusted, represents net income (loss) from continuing operations, adjusted to eliminate the
impact of real estate-related depreciation and amortization, impairment charges, litigation costs, privatization costs and other income (expense). We believe
that it is useful to investors to exclude the effect of discontinued operations, litigation costs, privatization costs and other income (expense) because these
items are not reflective of ongoing operational items. The following table sets forth a reconciliation of our FFO to net income (loss), the nearest GAAP
equivalent, and our FFO from continuing operations, as adjusted, to net income (loss) from continuing operations, the nearest GAAP equivalent, for the

periods presented:

Nine Months Ended
September 30,
Pro
forma Historical Historical
2011 2011 2010
FFO: (unaudited) (unaudited) (unaudited) (unaudited)

Net income (loss) $ (45,555) $ (36,399)
Depreciation and
amortization of real
estate assets 83,955 85,460
Impairments on real
estate assets 11,509 23,650
Net losses (gains) on the
disposition of assets 2,182 192
FFO $ 52,091 $ 72903
FFO from continuing
operations, as adjusted:
Income (loss) from
continuing operations $ 2,010 $ (354100 $ (25910)
Adjustments:
Depreciation and
amortization of real
estate assets from
continuing operations 83,207 83,207 83,752
Impairment of real estate
assets from continuing
operations 4,379 4,379 14,613
FFO from continuing
operations $89,596 $ 52,176 $ 72,455
Adjustments:
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The Company

Pro
forma
2010

$ (30,333) $ (66,081)

111,376

24,919

$ 105,962

(dollars in thousands)
Year Ended December 31,
Historical Historical
2010 2009
$ (86,537) $(122,683)

113,476 118,576
43,233 27,537
391 34,682

$ 70563 $ 58,112
$ (65,361)

111,376 112,175
24,919 1,206

$ 70,214 $ 48,020

Historical December 31,

2008

$ (154,519)

127,540
62,244

22,476

$ 57,741

$ (90,276)

111,666

4,203

$ 25593

Predecessor
Historical
five- Historical
seven- Historical
month
month year
period period
ended ended ended
July  December 31,
2007 31,2007 2006
(unaudited) (unaudited) (unaudited)
$ (28253) $12,706 $ 52,360
50,888 36,391 43,902
18 1,107
(756) (2,029) (6,008)
$ 21,897 $48,175 $ 90,254
$ (35876) $ (3,514) $ 25,033
44,947 31,795 37,541
$ 9,071 $28281 $ 62,574
74
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Litigation 151 151 7,306 22,282 22,282
Privatization costs 294 18,468
Other (income) expense (9,480) 9,855 3,110 (6,810)

FFO from continuing
operations, as adjusted $89,747 $ 52327 $ 70,281 $138,099 $ 95606 $ 41,210 $ 25593 $ 9365 $46,749 $ 62,574
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(3) EBITDA from continuing operations represents net income (loss) before the cumulative effect of net (loss) income from discontinued operations, interest
expense, depreciation and amortization and tax expense. EBITDA from continuing operations is a supplemental non-GAAP financial measure. We use
EBITDA from continuing operations as a supplemental performance measure because we believe that EBITDA from continuing operations is beneficial to
investors as a starting point in measuring our operational performance. However, because EBITDA from continuing operations excludes net (loss) income
from discontinued operations, interest expense, depreciation and amortization and tax expense, all of which have real economic effects and could materially
impact our results from operations, the utility of EBITDA from continuing operations as a measure of our performance is limited. In addition, other equity
REITs may not calculate EBITDA from continuing operations in the same manner that we do. Accordingly, EBITDA from continuing operations should be
considered only as a supplement to net income (loss) as a measure of our performance. EBITDA from continuing operations should not be used as a measure
of our liquidity, nor is it indicative of funds available to fund our cash needs, including our ability to make distributions or service indebtedness. EBITDA
from continuing operations, as adjusted, represents EBITDA from continuing operations, adjusted to eliminate the impact of litigation costs, privatization
costs, impairments and other income (expense), as we believe these items are not reflective of ongoing operational items. The following table sets forth a
reconciliation of our EBITDA from continuing operations and our EBITDA from continuing operations, as adjusted, to net income (loss), the nearest GAAP
equivalent, for the periods presented:

The Company Predecessor
(dollars in thousands)
Nine Months Ended
September 30, Year Ended December 31, Historical
five- Historical
seven- Historical
month
month year
period period
Pro Pro ended ended ended
forma Historical Historical forma  Historical Historical Historical December 31, July December 31,
2011 2011 2010 2010 2010 2009 2008 2007 31, 2007 2006
(unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited)

EBITDA from
continuing
operations:
Net (loss)
income $ (45,555) $ (36,399) $ (86,537) $(122,683) $(154,519) $ (28,253) $ 12,706 $ 52,360
Minus: Net
(loss) income
from
discontinued
operations (10,145) (10,489) (20,456) (57,322) (64,243) 7,623 16,220 27,327
Income (loss)
from continuing
operations $ 2,010 (35,410) (25,910) $ (30,333) (66,081) (65,361) (90,276) (35,876) (3,514) 25,033
Adjustments:
Interest expense 97,767 126,519 130,059 136,220 173,054 208,538 231,194 94,831 73,085 83,945
Depreciation
and
amortization 83,290 83,290 83,881 111,548 111,548 112,344 111,875 45,018 31,911 37,712
Income
(benefit) tax
expense 37 (37) 118 239 239 3,346 1,134 344 84 376
EBITDA from
continuing

operations $183,030 $ 174,362 $ 188,148 $217,674 $218,760 $ 258,867 $ 253,927 $ 104,317 $101,566 $ 147,066

Adjustments:

Litigation 151 151 7,306 22,282 22,282

Privatization

Costs 294 18,468
Impairments 5,409 5,409 15,113 26,439 26,439 7,715 5,521

Other (income)

expense (9,480) 9,855 3,110 (6,810)

$188,590 $ 179,922 $ 201,087 $276,250 $270,591 $ 259,772 $ 259,448 $ 104,611 $120,034 $ 147,066
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MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion of our financial condition and results of operations should be read together with the Selected Financial Data,

Business and Properties and consolidated financial statements and related notes that are included elsewhere in this prospectus. Where
appropriate, the following discussion includes the effects of the completion of this offering, the use of the net proceeds and the debt conversion
on a pro forma basis. These effects are reflected in our pro forma consolidated financial statements located elsewhere in this prospectus. This
discussion contains forward-looking statements based upon our current expectations that involve risks and uncertainties. Our actual results may
differ materially from those anticipated in these forward-looking statements as a result of various factors, including those set forth under Risk
Factors,  Special Note Regarding Forward-Looking Statements or in other parts of this prospectus.

Overview

We invest in single-tenant, operationally essential real estate throughout the United States that is leased on a long-term, triple-net basis primarily
to tenants engaged in retail, service and distribution industries. Single-tenant, operationally essential real estate consists of properties that are
generally free-standing, commercial real estate facilities where our tenants conduct retail, service or distribution activities that are essential to the
generation of their sales and profits. Under a triple-net lease, the tenant is typically responsible for all improvements and is contractually
obligated to pay all property operating expenses, such as real estate taxes, insurance premiums and repair and maintenance costs. In support of
our primary business of owning and leasing real estate, we have also strategically originated or acquired long-term, commercial mortgage and
equipment loans.

We generate our revenue primarily by leasing our properties to our tenants. As of September 30, 2011, our undepreciated gross investment in
real estate and loans totaled approximately $3.6 billion, representing investment in 1,134 properties, including properties securing our mortgage
loans. Of this amount, 98.1% consisted of our gross investment in real estate, representing ownership of 1,044 properties, and the remaining
1.9% consisted of commercial mortgage and equipment loans receivable secured by 90 properties or related assets. As of September 30, 2011,
our owned properties were approximately 97.8% occupied (based on number of properties), and our leases had a weighted-average
non-cancelable remaining lease term (based on annual rent) of approximately 12.0 years. Our leases are generally long-term, with
non-cancelable initial terms typically of 15 to 20 years and tenant renewal options for additional terms. As of September 30, 2011,
approximately 96% of our leases (based on annual rent) provided for increases in future annual base rent.

We were formed in 2003 and became a public company in December 2004. We were subsequently taken private by a consortium of private
investors in August 2007 in a transaction that we refer to as our privatization. Following our privatization, we initially continued to execute our
business plan and grow our portfolio. However, during 2008, in response to deteriorating economic conditions, we shifted our focus to reducing
our indebtedness and managing our portfolio. From January 1, 2008 to December, 31 2010, we reduced our indebtedness by $519.1 million. The
vast majority of the owned properties in our portfolio as of September 30, 2011 were acquired prior to our privatization. We have begun to
pursue acquisition opportunities and have completed $29.0 million of acquisitions since September 201 1. Our future acquisition activities will be
focused on investments consistent with our past practice and current portfolio.

Prior to March 2008, we were a self-administered and self-managed REIT. From March 2008 through June 2011, we were externally managed
by an affiliate, Spirit Finance Capital Management, LLC, or the Manager, under an advisory management agreement, or the Advisory
Management Agreement. On June 30, 2011, we terminated the Advisory Management Agreement and re-acquired all of the assets and liabilities
of the Manager for a net purchase price of approximately nine thousand dollars. In connection with this acquisition, the personnel of the
Manager again became our employees. This transaction has been accounted for as a combination of entities under common control; accordingly,
our consolidated financial statements have been retroactively
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restated to reflect the consolidation for all periods presented. The Manager was responsible for managing all of our day-to-day operations,
including monitoring our investment portfolio, identifying assets for acquisition and disposition and other activities on our behalf in return for
payment of management fees. As of June 30, 2011, we have re-assumed the role of managing and performing all of our business operations and
are a self-administered and self-managed REIT.

Upon the completion of this offering, we expect our operations to be carried out through Spirit Realty Finance, L.P., our operating partnership,
which will be formed as a Maryland limited partnership. Spirit General OP Holdings, LLC, one of our wholly-owned subsidiaries, will be the
sole general partner and own 1.0% of our operating partnership. We will be the sole limited partner and own the remaining 99.0% of our
operating partnership. Although upon the completion of this offering our operating partnership will be wholly-owned by us, in the future some
of our property acquisitions could be made by issuing units of our operating partnership in exchange for property owned by third parties. In
general, any operating partnership units issued to third-parties would be exchangeable for cash or, at our election, shares of our common stock at
specified ratios set from time-to-time when the operating partnership units are issued. See Description of the Partnership Agreement of Spirit
Realty Finance, L.P.

As more fully described below, upon the completion of this offering, we will have outstanding indebtedness of approximately $2.0 billion on a
pro forma basis. We also expect to have approximately $ million of cash and cash equivalents on hand and a proposed $ million
revolving credit facility that we expect to enter into upon the completion of this offering. The purchasers of common stock in this offering, TLC
lenders, continuing investors, and directors, executive officers and other employees as a group (assuming vesting of all equity awards) will own
approximately %, %, % and %, respectively, of our outstanding common stock upon the completion of this offering, the use of the net
proceeds and the debt conversion (assuming that the initial public offering price per share equals the mid-point of the price range set forth on the
front cover of this prospectus).

We have elected to be taxed as a REIT for federal income tax purposes commencing with our taxable year ended December 31, 2003. We
believe that we have been organized and have operated in a manner that has allowed us to qualify as a REIT for federal income tax purposes
commencing with such taxable year, and we intend to continue operating in such a manner.

Factors that May Influence Our Operating Results
Rental Revenue

Our revenues are generated predominantly from receipt of rental revenue. Our ability to grow rental revenue will depend on our ability to
acquire additional properties, increase rental rates and/or occupancy. Approximately 96% of our leases contain rent escalators, or provisions that
periodically increase the base rent payable by the tenant under the lease. Generally, our rent escalators increase rent at specified dates by: (1) a
fixed amount; or (2) the lesser of (a) 1 to 1.25 times any increase in the CPI over a specified period, or (b) a fixed percentage, typically 1% to
2% per year. As of September 30, 2011, 97.8% of our owned properties (based on number of properties) were occupied. Rental revenues from
Shopko totaled 26.8% and 25.8% respectively, of our annual rent during the nine months ended September 30, 2011 and the year ended
December 31, 2010. No other individual tenant represented more than 7% of our revenues during the same periods.

Rental revenues from Shopko and 84 Lumber totaled 26.8% and 6.8%, respectively, of our total rental revenue during the nine months ended
September 30, 2011 and 25.8% and 6.8%, respectively, for the year ended December 31, 2010. Because a significant portion of our revenues are
derived from rental revenues received from Shopko and 84 Lumber, defaults, breaches or delay in payment of rent by these tenants may
materially and adversely affect us. See Risk Factors A substantial number of our properties are leased to one tenant, which may result in
increased risk due to tenant and industry concentrations and  One tenant, operating in the
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building materials industry, leases a substantial number of our properties and has been adversely affected by the current economic environment,
which may result in increased risk of tenant default.

Without giving effect to the exercise of tenant renewal options, the weighted average remaining term of our leases as of September 30, 2011 was
12.0 years (based on annual rent). Approximately 6.2% of our leases (based on annual rent) as of September 30, 2011 will expire prior to
January 1, 2016. See Business and Properties Our Real Estate Investment Portfolio Lease Expirations. The stability of our rental revenue
generated by our properties depends principally on our tenants ability to pay rent and our ability to collect rents, renew expiring leases or
re-lease space upon the expiration or other termination of leases, lease currently vacant properties and maintain or increase rental rates at our
leased properties. Adverse economic conditions, particularly those that affect the markets in which our properties are located, or downturns in
our tenants industries could impair our tenants ability to meet their lease obligations to us and our ability to renew expiring leases or re-lease
space. In particular, the bankruptcy of one or more of our tenants could adversely affect our ability to collect rents from such tenant and maintain
our portfolio s occupancy.

Our ability to grow revenue will depend, to a significant degree, on our ability to acquire additional properties. We primarily focus on
opportunities to provide capital to small and middle market companies that we conclude have stable and proven operating histories and attractive
credit characteristics, but lack the access to capital that large companies often have. We believe our experience, in-depth market knowledge and
extensive network of long-standing relationships in the real estate industry will provide us access to an ongoing pipeline of attractive investment
opportunities.

We believe our current pipeline of investment opportunities is robust and it has steadily increased throughout 2011. These opportunities typically
have initial asking cap rates ranging from 7.50% to 9.50% (i.e., the ratio of the offer price of the opportunity to the expected annual rent to be
received from the opportunity), which has been a generally consistent range throughout the year. These opportunities range from large,
widely-marketed transactions with investment grade tenants to small, off-market transactions with non-rated tenants.

Our Triple-Net Leases

We generally lease our properties to tenants pursuant to long-term, triple-net leases that require the tenant to pay all property operating expenses,
such as real estate taxes, insurance premiums and repair and maintenance costs. As of September 30, 2011, over 95% of our properties (based on
annual rent) are subject to triple-net leases. Occasionally, we have entered into a lease pursuant to which we retain responsibility for the costs of
structural repairs and maintenance. Although these instances are infrequent and have not historically resulted in significant costs to us, an
increase in costs related to these responsibilities could negatively influence our operating results. Similarly, an increase in the vacancy rate of
our portfolio would increase our costs, as we would be responsible for costs that our tenants are currently required to pay. Additionally,
approximately 0.34% of our rental revenue for the 12 months ended September 30, 2011 is contingent rent based on a percentage of the tenant s
gross sales. Approximately 65.0% of our annual rent is attributable to master leases, where multiple properties are leased to a single tenant on an

all or none basis and which contain cross-default provisions. Where appropriate, we seek to use master leases to prevent a tenant from
unilaterally giving up underperforming properties while maintaining well performing properties.

Interest Expense

Upon the completion of this offering, there will be no amounts outstanding under the term loan (which will be extinguished), and we will have
approximately $2.0 billion of secured, fixed-rate mortgage notes payable outstanding on a pro forma basis. During the nine months ended
September 30, 2011, the weighted average interest rate on our fixed-rate debt, excluding the amortization of deferred financing costs and debt
discounts, was approximately 6.12%. Our initial fixed-rate debt structure will provide us with a stable and predictable cash requirement related
to our debt service. We amortize on a non-cash basis the deferred financing costs and debt
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discounts associated with our fixed-rate debt to interest expense using the effective interest rate method over the terms of the related notes. For
the year ended December 31, 2010, non-cash interest expense recognized on our fixed-rate debt to be outstanding upon the completion of this
offering totaled approximately $10.0 million. Any changes to our debt structure, including borrowings under the proposed $ million
revolving credit facility that we expect to enter into upon the completion of this offering or debt financing associated with property acquisitions,
could materially influence our operating results depending on the terms of any such indebtedness. Most of our debt provides for scheduled
principal payments. As principal is repaid, our interest expense decreases. For example, we have $40.4 million in scheduled principal debt
payments (before balloon payments due at maturity) due in 2012. Those principal payments will result in a decrease in interest expense of
approximately $2 million per year.

General and Administrative Expenses

General and administrative expenses include employee compensation costs, professional fees, consulting, portfolio servicing costs and other
general and administrative expenses. As a public company, we estimate our annual general and administrative expenses will increase by
approximately $2.2 million due to increased legal, insurance, accounting and other expenses related to corporate governance, SEC reporting and
other compliance matters.

Transaction Costs
As we acquire properties, we may incur transaction costs that we are required to expense.
Impact of Inflation

Our leases typically contain provisions designed to mitigate the adverse impact of inflation on our results of operations. Since tenants are
typically required to pay all property operating expenses, increases in property-level expenses at our leased properties generally do not adversely
affect us. However, increased operating expenses at vacant properties and the limited number of properties that are not subject to full triple-net
leases could cause us to incur additional operating expense. Additionally, our leases generally provide for rent escalators (see ~ Rental Revenue
above) designed to mitigate the effects of inflation over a lease s term. However, since some of our leases do not contain rent escalators and
many that do limit the amount by which rent may increase, any increase in our rental revenue may not keep up with the rate of inflation.

Critical Accounting Policies and Estimates

Our accounting policies are determined in accordance with GAAP. The preparation of our financial statements requires us to make estimates and
assumptions that are subjective in nature and, as a result, our actual results could differ materially from our estimates. Estimates and assumptions
include, among other things, subjective judgments regarding the fair values and useful lives of our properties for depreciation and lease
classification purposes, the collectability of receivables and asset impairment analysis. Set forth below are the more critical accounting policies
that require management judgment and estimates in the preparation of our consolidated financial statements.

Real Estate Investments
Revenue Recognition

We lease real estate to our tenants under long-term, triple-net leases that are classified as operating leases. Under a triple-net lease, the tenant is
typically responsible for all improvements and is contractually obligated to pay all property operating expenses, such as real estate taxes,
insurance premiums and repair and maintenance costs. Lease origination fees are deferred and amortized over the related lease term as an
adjustment to rental
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revenue. Our leases generally provide for rent escalations throughout the lease terms (see  Factors that May Influence Our Operating

Results Rental Revenue above). For leases that provide for specific contractual escalations, rental revenue is recognized on a straight-line basis
so as to produce a constant periodic rent over the term of the lease. Accordingly, accrued rental revenue, calculated as the aggregate difference
between the rental revenue recognized on a straight-line basis and scheduled rents, represents unbilled rent receivables that we will receive only
if the tenants make all rent payments required through the expiration of the initial term of the leases. The accrued rental revenue representing this
straight-line adjustment is subject to an evaluation for collectability, and we record a provision for losses. Leases that have contingent rent
escalators indexed to future increases in the CPI may adjust over a one-year period or over multiple-year periods. Generally, these escalators
increase rent at the lesser of (1) 1 to 1.25 times any increase in the CPI over a specified period or (2) a fixed percentage. Because of the volatility
and uncertainty with respect to future changes in the CPI, our inability to determine the extent to which any specific future change in the CPI is
probable at each rent adjustment date during the entire term of these leases and our view that the multiplier does not represent a significant
leverage factor, rental revenue from leases with this type of escalator are recognized only after the changes in the rental rates have occurred.

Some of our leases also provide for contingent rent based on a percentage of the tenant s gross sales. For contingent rentals that are based on a
percentage of the tenant s gross sales, we recognize contingent rental revenue when the change in the factor on which the contingent lease
payment is based actually occurs.

We suspend revenue recognition if the collectability of amounts due pursuant to a lease is not reasonably assured or if the tenant s monthly lease
payments become more than 60 days past due, whichever is earlier.

Lease termination fees are included in interest income and other on our consolidated statements of operations and recognized when there is a
signed termination agreement and all of the conditions of the agreement have been met and the tenant no longer occupies the property.

Purchase Accounting and Acquisition of Real Estate; Property Held for Sale

We allocate the purchase price of real estate to the tangible and intangible assets and liabilities acquired based on their estimated fair values. In
making estimates of fair values for this purpose, we use a number of sources, including independent appraisals and information obtained about
each property as a result of our pre-acquisition due diligence and our marketing and leasing activities. Property classified as held for sale is
recorded at the lower of its carrying value or its fair value less anticipated selling costs.

Lease Intangibles

Lease intangibles, if any, acquired in conjunction with the purchase of real estate represent the value of in-place leases and above- or
below-market leases. For real estate acquired subject to existing lease agreements, in-place lease intangibles are valued based on our estimates of
the carrying costs that would be incurred during the time it would take to locate a tenant if the property were vacant, considering current market
conditions and costs to execute similar leases at the time of the acquisition, and are amortized on a straight-line basis over the remaining initial
term of the related lease. Above- and below-market lease intangibles are recorded based on the present value of the difference between the
contractual amounts to be paid pursuant to the leases at the time of acquisition of the real estate and our estimate of current market lease rates for
the property, measured over a period equal to the remaining initial term of the lease. Capitalized above-market lease intangibles are amortized
over the remaining initial terms of the respective leases as a decrease to rental revenue. Below-market lease intangibles are amortized as an
increase in rental revenue over the remaining initial terms of the respective leases plus any fixed-rate renewal periods on those leases. Should a
lease terminate early, the unamortized portion of any related lease intangible is immediately recognized in our statements of operations.
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Depreciation

Our real estate portfolio is depreciated using the straight-line method over the estimated remaining useful life of the properties, which generally
range from 20 to 50 years for buildings and improvements and is 15 years for land improvements. Portfolio assets classified as held for sale are
not depreciated.

Impairment

We review our real estate investments and related lease intangibles periodically for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. We consider factors such as expected future undiscounted cash flows, estimated
residual value, market trends (such as the effects of leasing demand and competition) and other factors in making this assessment. An asset is
considered impaired if its carrying value exceeds its estimated undiscounted cash flows and the impairment is calculated as the amount by which
the carrying value of the asset exceeds its estimated fair value. Estimating future cash flows is highly subjective and such estimates could differ
materially from actual results.

Discontinued Operations

We actively manage our portfolio, and, accordingly, from time to time, we may strategically sell real estate as a part of our long-term strategy of
managing risk. Generally, each time properties are sold, gains and losses from such dispositions and all operations from the properties
previously reported as part of loss from continuing operations are reclassified to discontinued operations.

Provision for Doubtful Accounts

We review our rent receivables for collectability on a regular basis, taking into consideration changes in factors such as the tenant s payment
history, the financial condition of the tenant, business conditions in the industry in which the tenant operates and economic conditions in the area
in which the property is located. In the event that the collectability of a receivable with respect to any tenant is in doubt, a provision for
uncollectible amounts will be established or a write-off of the specific receivable will be made. Uncollected accounts receivable are written off
against the allowance when all possible means of collection have been exhausted. For accrued rental revenues related to the straight-line method
of reporting rental revenue, we establish a provision for losses based on our estimate of uncollectible receivables and our assessment of the risks
inherent in our portfolio, giving consideration to historical experience and industry default rates for long-term receivables.

Loans Receivable

In support of our primary business of owning and leasing real estate, we have also strategically originated or acquired long-term, commercial
mortgage and equipment loans receivable. Mortgage loans are secured by single-tenant, operationally essential real estate. Equipment loans are
secured by equipment used by tenants of properties owned or financed by us. The loans are carried at cost, including related unamortized
premiums.

Revenue Recognition

Interest income on mortgage and equipment loans is recognized using the effective-interest method applied on a loan-by-loan basis. Direct costs
associated with originating loans are offset against any related fees received and the balance, along with any premium or discount, is deferred
and amortized as an adjustment to interest income over the terms of the related loans using the effective-interest method. A loan is placed on
non-accrual status when the loan has become 60 days past due or earlier if we believe full recovery of the contractually specified payments of
principal and interest is doubtful. While on non-accrual status, interest income is recognized only when received.
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Impairment and Provision for Loan Losses

We periodically evaluate the collectability of our loans receivable, including accrued interest, by analyzing the underlying property-level
economics and trends, collateral value and quality, and other relevant factors in determining the adequacy of our allowance for loan losses. A
loan is determined to be impaired when we determine, based on current information, that it is probable that we will be unable to collect all
amounts due according to the contractual terms of the loan agreement. Specific allowances for loan losses are provided for impaired loans on an
individual loan basis in the amount by which the carrying value exceeds the estimated fair value of the underlying collateral less disposition
costs. Delinquent loans receivable are written off against the allowance when all possible means of collection have been exhausted.

Accounting for Derivative Financial Instruments and Hedging Activities

We use derivative instruments such as interest rate swaps and caps for purposes of reducing exposures to fluctuations in interest rates associated
with certain of our financing transactions. We may incur additional variable rate debt in the future, including amounts that we may borrow under
the proposed revolving credit facility that we expect to enter into upon the completion of this offering, and we may choose to seek to hedge the
interest rate risk ascribed with any such debt. At the inception of a hedge transaction, we enter into a contractual arrangement with the hedge
counterparty and formally document the relationship between the derivative instrument and the financing transaction being hedged, as well as its
risk management objective and strategy for undertaking the hedge transaction. At inception and at least quarterly thereafter, a formal assessment
is performed to determine whether the derivative instrument has been highly effective in offsetting changes in cash flows of the related financing
transaction and whether it is expected to be highly effective in the future.

The fair value of the derivative instrument is recorded on the balance sheet as either an asset or liability. For derivatives designated as cash flow
hedges, the effective portions of the corresponding change in fair value of the derivatives are recorded in accumulated other comprehensive
income within stockholders equity. Changes in fair value reported in other comprehensive income are reclassified to operations in the period in
which operations are affected by the underlying hedged transaction. Any ineffective portions of the change in fair value are recognized
immediately in general and administrative expense. The amounts paid or received on the hedge are recognized as adjustments to interest
expense.

Income Taxes
Our REIT Status

We have elected to be taxed as a REIT for federal income tax purposes commencing with our taxable year ended December 31, 2003. We
believe that we have been organized and have operated in a manner that has allowed us to qualify as a REIT for federal income tax purposes
commencing with such taxable year, and we intend to continue operating in such a manner. To maintain our qualification as a REIT, we are
required to annually distribute to our stockholders at least 90% of our REIT taxable income, determined without regard to the dividends paid
deduction and excluding any net capital gain, and meet the various other requirements imposed by the Code relating to such matters as operating
results, asset holdings, distribution levels and diversity of stock ownership. Provided that we qualify for taxation as a REIT, we are generally not
subject to corporate level federal income tax on the earnings distributed currently to our stockholders that we derive from our REIT qualifying
activities. We are still subject to state and local income and franchise taxes and to federal income and excise tax on our undistributed income. If
we fail to qualify as a REIT in any taxable year and are unable to avail ourselves of certain savings provisions set forth in the Code, all of our
taxable income would be subject to federal income tax at regular corporate rates, including any applicable alternative minimum tax. Unless
entitled to relief under specific statutory provisions, we would be ineligible to elect to be treated as a REIT for the four taxable years following
the year for which we lose our qualification. It is not possible to state whether in all circumstances we would be entitled to this statutory relief.
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Our Taxable REIT Subsidiary (TRS)

On January 15, 2009, we formed Spirit Management Company II, a Maryland corporation that is wholly-owned by us and which we refer to as
our TRS. We have elected, together with our TRS, to treat our TRS as a taxable REIT subsidiary for federal income tax purposes. A taxable
REIT subsidiary generally may provide both customary and non-customary services to tenants of its parent REIT and engage in other activities
that the parent REIT may not engage in directly without adversely affecting its qualification as a REIT. See Federal Income Tax
Considerations Taxation of Our Company General Ownership of Interests in Taxable REIT Subsidiaries. Currently, our TRS does not provide any
services to our tenants or conduct other material activities. However, our TRS or another taxable REIT subsidiary of ours may in the future
provide services to certain of our tenants. We may form additional taxable REIT subsidiaries in the future, and we may contribute some or all of
our interests in certain wholly-owned subsidiaries or their assets to a taxable REIT subsidiary of ours. Any income earned by our taxable REIT
subsidiaries will not be included in our taxable income for purposes of the 75% or 95% gross income tests, except to the extent such income is
distributed to us as a dividend, in which case such dividend income will qualify under the 95%, but not the 75%, gross income test. See Federal
Income Tax Considerations Taxation of Our Company Income Tests. Because a taxable REIT subsidiary is subject to federal income tax, and
state and local income tax (where applicable), as a regular C corporation, the income earned by our taxable REIT subsidiaries generally will be
subject to an additional level of tax as compared to the income earned by our other subsidiaries. Historically, we have not actively pursued or
engaged in material activities that would require the use of our TRS.

Share-Based Compensation

Prior to the completion of this offering, we intend to adopt the Incentive Award Plan, which we expect will provide for the issuance of
stock-based equity instruments, including potential grants of stock options, stock appreciation rights, restricted stock, dividend equivalent rights
and other stock-based awards or any combination of the foregoing. Awards granted under the Incentive Award Plan may require service-based
vesting over a period of years subsequent to the grant date and resulting equity-based compensation expense, measured at the fair value of the
award on the date of grant, will be recognized as an expense in our financial statements over the vesting period. We will account for awards
granted under applicable stock-based compensation guidance contained in FASB Accounting Standards Codification (ASC) 718.

Results of Operations
Comparison of Nine Months Ended September 30, 2011 and Nine Months Ended September 30, 2010
The following discussion includes the results of our continuing operations as summarized in the table

below:
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Continuing Operations

Nine months ended September 30,
2011 2010 Change %
(in thousands)

Revenues:

Rentals $201,134 $ 202,446 $ (1,312) (0.6)%
Interest income on loans receivable 5,120 7,237 2,117) 29.3)%
Interest income and other 704 9,512 (8,808) (92.6)%
Total revenues 206,958 219,195 (12,237) 5.6)%
Expenses:

General and administrative 22,668 15,982 6,686 41.8%
Litigation 151 7,306 (7,155) (97.9)%
Property costs 4,368 2,126 2,242 105.5%
Interest 126,519 130,059 (3,540) 2.7%
Depreciation and amortization 83,290 83,881 591) 0.7)%
Impairments 5,409 15,113 (9,704) (64.2)%
Total expenses 242,405 254,467 (12,062) 4.7)%

Loss from continuing operations before other gains (losses) and income tax

expense (35,447) (35,272) (175) 0.5%
Gains on debt repurchases 9,480 (9,480) (100.0)%
Loss from continuing operations before income tax expense (35,447) (25,792) (9,655) (37.4)%
Income tax (benefit) expense 37) 118 (155) (131.4)%
Loss from continuing operations) $ (35,410) $ (25,910) $ (9,500) (36.7)%

(1) During the nine months ended September 30, 2011 and 2010, a loss of $10,145 and $10,489, respectively, resulted from discontinued
operations.
Revenues

For the nine months ended September 30, 2011, approximately 97.5% of our lease and loan revenues were attributable to long-term leases. Total
revenue decreased by $12.2 million to $207.0 million for the nine months ended September 30, 2011 as compared to $219.2 million for same
period in 2010. The decrease in revenue was due to the receipt of $9.0 million in non-recurring lease termination revenue recognized during the
nine months ended September 30, 2010 for the removal of 21 properties from seven leases and a decrease in interest income of $2.1 million due
to sale of two variable rate loans receivable in December 2010.

Rentals. Rental revenues decreased by $1.3 million to $201.1 million for the nine months ended September 30, 2011 as compared to $202.4
million for the same period in 2010. This decrease was primarily attributable to the recognition of $2.6 million in deferred rent from one of our
tenants during the third quarter of 2010. Contractually specified rent increases and contingent rent from our leases during 2011, partially offset
this decrease. Rental revenue attributable to non-cash straight-line rent and amortization of above and below-market lease intangibles for the
nine months ended September 30, 2011 and 2010 was $1.9 million and $2.0 million, respectively, representing approximately 1.0% of total
rental revenue from continuing operations for the nine months ended September 30, 2011 and 2010, respectively.

As of September 30, 2011, 97.8% (based on number of properties) of our owned properties were occupied. The majority of our nonperforming
leases were in the automotive and restaurant industries. We regularly review and analyze the operational and financial condition of our tenants
and the industries in which they operate in order to identify underperforming properties that we may seek to dispose of in an effort to mitigate

risks in the portfolio. During the first nine months of 2011, we sold 21 vacant properties. As of September 30, 2011, 23 of
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our properties, representing approximately 2.2% of our owned properties, were vacant and not generating rent, compared to 41 vacant properties,
representing 3.8% of our owned properties, as of September 30, 2010.

Interest income on loans receivable. Interest income on loans receivable decreased by $2.1 million to $5.1 million for the nine months ended
September 30, 2011 as compared to $7.2 million for the same period in 2010. The decrease in interest income was primarily due to the sale of
two variable rate loans receivable in December 2010 with an aggregate principal amount of $73.9 million.

Interest income and other. Interest income and other decreased by $8.8 million to $0.7 million for the nine months ended September 30, 2011 as
compared to $9.5 million for the same period in 2010. The decrease in interest income and other was due to $9.0 million in lease termination
revenue recognized during the first nine months of 2010. Lease termination revenue frequently results from negotiations with tenants who have
individual underperforming properties which make up a portion of a master lease. In certain of these circumstances, in exchange for a
termination fee, we may agree to lower the lease payment under the master lease and remove the underperforming property from the master
lease. This generates higher revenue for the period in which the termination fee is received, but may result in lower revenue in future periods,
depending on if and how quickly and at what rate the newly-vacant properties can be re-leased.

Expenses

General and administrative. General and administrative expenses increased by $6.7 million to $22.7 million for the nine months ended
September 30, 2011 as compared to the same period in 2010. This increase was due to higher executive and financial consulting fees related to
the term loan modification partially offset by lower legal fees, employee compensation and recognition of non-cash unrealized losses on an
interest rate swap contract related to our term loan, which we assumed in connection with our privatization and subsequently terminated in
August 2009. The recognition of unrealized losses arose from expected repurchases of the term loan and the required acceleration of a portion of
the originally forecasted hedged transaction now probable of not occurring. Excluding consulting fees of $12.4 million and $4.4 million for the
nine months ended September 30, 2011 and 2010, respectively, our general and administrative expenses for the nine months ended

September 30, 2011 were $10.3 million as compared to $11.6 million for the same period in 2010.

Litigation. During the nine months ended September 30, 2010, we incurred $7.3 million of litigation costs associated with two lawsuits brought
by former members of our senior management that were subsequently settled in December 2010.

Property costs. Our leases are generally triple-net and provide that the tenant is responsible for the payment of all property operating expenses,
such as real estate taxes, insurance premiums and repair and maintenance costs. Therefore, we are generally not responsible for operating costs
related to the properties, unless a property is not subject to a triple-net lease or is vacant. Total property costs increased by $2.3 million to $4.4
million for the nine months ended September 30, 2011 as compared to $2.1 million for the same period in 2010. The increase in property costs
was due a the rise in the average number of property vacancies, from an average of 21 vacant properties during the nine months ended
September 30, 2010 to 34 during the comparable period in 2011.

Interest. Interest expense decreased by $3.5 million to $126.5 million for the nine months ended September 30, 2011 as compared to the same
period in 2010. The decrease in interest expense was due to a reduction in the outstanding principal amount of our debt by $146.6 million during
2010, partially offset by an increase in non-cash interest expense during 2011 related to the term loan modification. Despite the termination of an
interest rate swap contract in 2009, we recognized some non-cash interest expense through the amortization of the amounts recorded in other
comprehensive loss as of the date of the swap termination. This amortization will continue until the term loan is repaid in full, which we expect
will take place upon the completion of this
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offering, the use of the net proceeds and the debt conversion. Debt reduction was funded, in part, with net proceeds from the sale of certain
assets.

The following table summarizes our interest expense and related borrowings from continuing operations:

Continuing Operations

Nine months ended September 30,

2011 2010
(in thousands)

Interest expense term loan payable $ 20,244 $ 20,901
Interest expense mortgage and notes payable 90,449 94,434
Amortization of deferred financing costs 2,749 3,508
Amortization of net losses related to interest rate swap contract 3,371 3,574
Amortization of debt discount 9,706 7,642
Total interest expense $ 126,519 $ 130,059
Weighted average debt outstanding before term loan and debt discount” $1,971,415 $ 2,050,495
Weighted average term loan 778,487 827,689
Weighted average debt discount (64,534) (73,666)
Weighted average debt outstanding $ 2,685,368 $ 2,804,518
Adjusted interest®/weighted average mortgage and notes payable 6.12% 6.14%
Term loan interest®/weighted average term loan payable 3.47% 3.37%

(1) Excludes debt associated with discontinued operations.

(2) Excludes interest expense associated with the term loan, amortization of deferred financing costs and debt discounts.

(3) Excludes interest expense associated with amortization of deferred financing costs and net losses related to a hedging contract.
Depreciation and amortization. Depreciation and amortization expense relates primarily to depreciation on the commercial buildings and
improvements we own and to amortization of the related lease intangibles. Depreciation and amortization expense decreased by $0.6 million to
$83.3 million for the nine months ended September 30, 2011 as compared to $83.9 million for the same period in 2010. The decrease in the
depreciation and amortization expense was primarily due to higher amortization of lease intangibles during the nine months ended
September 30, 2010 associated with lease terminations. The following table summarizes our depreciation and amortization expense from
continuing operations:

Continuing Operations

Nine months ended September 30,

2011 2010
(in thousands)
Depreciation of real estate assets $ 69,619 $ 69,467
Other depreciation 84 129
Amortization of lease intangibles 13,587 14,285
Total depreciation and amortization $ 83,290 $ 83,881

Impairments. Impairment charges on properties and other assets that are classified as part of continuing operations were $5.4 million and $15.1
million for the nine months ended September 30, 2011 and 2010, respectively. We strategically seek to identify non-performing properties that
we may re-lease or dispose of in an effort to improve our returns. An increase in vacancy associated with our disposition or re-leasing strategies
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trigger impairment charges when the expected future cash flows from the properties from sale or re-lease are less than their net book value.

The following table summarizes our impairment loss from continuing operations:

Continuing
Operations

Nine months ended

September 30,
2011 2010

(in thousands)
Real estate and intangible asset impairment $4,256 $11,923
Write-off of lease intangibles due to lease terminations 41 2,663
Loan receivable impairment 1,030 500
Other impairment 82 27
Total impairment loss $ 5,409 $15,113

Discontinued Operations

Gains and losses from property dispositions during a period or expected losses from properties classified as held for sale at the end of the period,
as well as all operations from those properties, are reclassified to and reported as part of discontinued operations.

During the nine months ended September 30, 2011 and 2010, we recognized a loss of $10.1 million and $10.5 million, respectively, from
discontinued operations. Non-cash impairment charges included in the loss from discontinued operations for the nine months ended September
30, 2011 and 2010 were $7.1 million and $9.0 million, respectively.

69

Table of Contents 91



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten
Comparison of Year Ended December 31, 2010 and Year Ended December 31, 2009

The following discussion includes the results of our continuing operations as summarized in the table below:

Continuing Operations

Year ended December 31,
2010 2009 Change %
(in thousands)

Revenues:

Rentals $ 269,209 $ 266,072 $ 3,137 1.2%
Interest income on loans receivable 9,572 10,098 (526) 5.2)%
Interest income and other 14,491 6,477 8,014 123.7%
Total revenues 293,272 282,647 10,625 3.8%
Expenses:

General and administrative 19,631 19,864 (233) (1.2)%
Litigation 22,282 22,282 100.0%
Property costs 3,050 3,011 39 1.3%
Interest 173,054 208,538 (35,484) (17.0)%
Depreciation and amortization 111,548 112,344 (796) 0.7)%
Impairments 26,439 7,715 18,724 242.7%
Total expenses 356,004 351,472 4,532 1.3%

Loss from continuing operations before other gains (losses) and income tax

expense (62,732) (68,825) 6,093 8.9%
Gains on debt repurchases 9,455 9,455 100.0%
Loss on sale of loans receivable (12,565) (12,565) (100.0)%
Gain on sale of available-for-sale security 6,810 (6,810) (100.0)%
Loss from continuing operations before income tax expense (65,842) (62,015) (3,827) (6.2)%
Income tax expense 239 3,346 (3,107) (92.9)%
Loss from continuing operations” $ (66,081) $ (65,361) $ (720) 1.1)%

(1) During the years ended December 31, 2010 and 2009, a loss of $20,456 and $57,322, respectively, resulted from discontinued operations.
Revenues

For the year ended December 31, 2010, approximately 96.6% of our lease and loan revenues were attributable to long-term leases. Total
revenues increased by $10.6 million to $293.3 million for the year ended December 31, 2010 as compared to $282.7 million for 2009. The
increase was primarily due to an $8.0 million increase in lease termination revenue during 2010. We recognized $13.9 million of lease
termination revenue for the year ended December 31, 2010 as compared to $5.9 million for 2009. Lease termination revenue is recorded in
interest income and other.

Rentals. Rental revenues increased by $3.1 million to $269.2 million for the year ended December 31, 2010 as compared to $266.1 million for
2009. This increase was attributable to contractually specified rent increases and recognition of $2.6 million in previously deferred rent collected
from one of our tenants. Rental revenue attributable to non-cash straight-line rent and amortization of above and below-market lease intangibles
for the years ended December 31, 2010 and 2009 was $2.7 million and $2.6 million, respectively, representing approximately 1.0% of total
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As of December 31, 2010, 96.3% (based on number of properties) of our owned properties were occupied. The majority of our nonperforming
leases were in the restaurant and industrial industries. As of December 31, 2010, 40 of our properties, representing approximately 3.7% of our
owned properties, were vacant and not generating rent, compared to six vacant properties, representing 0.6% of our owned properties, as of
December 31, 2009. The increase in vacancy was attributable to our aggressive management of underperforming and non-performing tenants in
pursuit of our long-term strategy of enhancing the stability of our portfolio; in particular, the discretionary termination of 24 properties under
eight leases in exchange for lease termination fees.

Interest income on loans receivable. Interest income on loans receivable decreased by $0.5 million to $9.6 million for the year ended
December 31, 2010 as compared to $10.1 million for 2009. The decrease in interest income was primarily due to the sale of 25 loans receivable
at the end of March 2009, the prepayment of two notes receivable during the second quarter of 2009 and a lower weighted average yield. The
lower yield was primarily due to a decline in the average interest rate on two variable rate loans with an aggregate principal amount of $73.9
million. The two variable rate loans were sold in December 2010.

Interest income and other. Interest income and other was $14.5 million for the year ended December 31, 2010 and included $13.9 million in
lease termination revenue. The lease termination revenue in 2010 related to the removal of 24 properties under eight leases. For 2009, interest
income and other totaled $6.5 million which included $5.9 million in lease termination revenue. Lease termination and settlement fees frequently
result from negotiations with tenants who have individual underperforming properties which make up a portion of a master lease. In these
circumstances, we may agree to lower the lease payment under the master lease in exchange for a termination fee and exit of the
underperforming property. This generates higher current period revenue, but may result in lower revenue in future periods, depending on how
quickly the newly-vacant properties can be re-leased and at what rate.

Expenses

General and administrative. General and administrative expenses decreased by $0.3 million to $19.6 million for the year ended December 31,
2010 as compared to $19.9 million for 2009. This decrease was due to lower employee compensation costs of $2.5 million offset by higher legal
and consulting expenses of $2.1 million.

Litigation. During the year ended December 31, 2010, we incurred $22.3 million of litigation costs, net of insurance recoveries, associated with
two lawsuits brought by former members of our senior management, which were settled before year end. We do not expect to incur any other
significant costs relating to these two lawsuits, as all claims have been resolved through a final settlement.

Property costs. Total property costs increased by $0.1 million to $3.1 million for the year ended December 31, 2010 as compared to $3.0 million
for 2009. The increase in property costs was primarily due to a rise in the average number of vacant properties during the year ended

December 31, 2010 as compared to the similar period ending December 31, 2009. At the end of December 31, 2010 and 2009, property
vacancies totaled 40 and 6, respectively.

Interest. Interest expense decreased by $35.4 million to $173.1 million for the year ended December 31, 2010 as compared to $208.5 million for
2009, reflecting the termination of an interest rate swap contract in 2009 and lower debt levels in 2010. Debt reduction was funded, in part, with
net proceeds from the sale of certain assets.
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The following table summarizes our interest expense and related borrowings from continuing operations:

Continuing Operations

Year ended December 31,
2010 2009
(in thousands)

Interest expense term loan payable $ 27,735 $ 52,8820
Interest expense short-term credit facility 4,695
Interest expense mortgage and notes payable 125,851 129,646
Amortization of deferred financing costs 4,728 8,401
Amortization of net losses related to interest rate swap contract 4,714 2,555
Amortization of debt discount 10,026 10,359
Total interest expense $ 173,054 $ 208,538
Weighted average debt outstanding before term loan and debt discount® $2,041,679 $2,186,755
Weighted average term loan 820,458 850,000
Weighted average debt discount® (71,981) (82,644)
Weighted average debt outstanding $2,790,156 $2,954,111
Adjusted interest®/weighted average credit facility and mortgages and notes payable 6.16% 6.14%
Term loan interest®/weighted average term loan payable 3.38% 6.22%

(1) Includes related hedge expense while the related swap contract was outstanding in 20009.

(2) Excludes debt associated with discontinued operations.

(3) Excludes interest expense associated with the term loan, amortization of deferred financing costs and debt discounts.

(4) Excludes interest expense associated with amortization of deferred financing costs and net losses related to a hedging contract.
Depreciation and amortization. Depreciation and amortization expense decreased by $0.8 million to $111.5 million for the year ended
December 31, 2010 as compared to $112.3 million for 2009. The decrease in the depreciation and amortization expense was primarily due to
higher amortization of lease intangibles in 2009 associated with lease terminations. The following table summarizes our depreciation and
amortization expense from continuing operations:

Continuing Operations
Year ended December 31,

2010 2009
(in thousands)
Depreciation of real estate assets $ 92,506 $ 91,851
Other depreciation 172 169
Amortization of lease intangibles 18,870 20,324
Total depreciation and amortization $111,548 $112,344

Impairments. We recorded $26.4 million in impairment losses for the year ended December 31, 2010 as compared to $7.7 million for 2009 on
properties and other assets that are classified as part of continuing operations. During the year ended December 31, 2010, the impairment

charges were primarily attributable to a rise in property vacancies. Increased vacancies trigger impairment charges when the properties expected
future cash flows from sale or re-lease are less than their net book value. Excluding the loan receivable impairment discussed below, the auto
dealership, industrial and restaurant industries contributed to virtually all of the total impairment charges for the year ended December 31, 2010.
The 2010 impairment losses also included approximately $4.6 million for the impairment or write-off of lease intangible assets recorded as part
of the purchase accounting allocation caused by our privatization. During the year ended December 31, 2010, we
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increased our loan loss reserve by $1.5 million, resulting in a loan loss reserve at year end of $3.6 million, or approximately 4.7% of the
outstanding principal balance of our loans.

The following table summarizes our impairment loss from continuing operations:

Continuing Operations
Year ended December 31,

2010 2009
(in thousands)
Real estate and intangible asset impairment $20,341 $ 141
Write-off of lease intangibles due to lease terminations 4,554 1,015
Loan receivable impairment 1,520 6,509
Other impairment 24 50
Total impairment loss $ 26,439 $ 7,715

Gains on debt repurchases

As part of our deleveraging efforts, during 2010 we purchased $51.0 million of our term loan debt and $13.8 million of our fixed-rate mortgage
notes at a discount, generating gains totaling $9.5 million after fees and other costs. There were no debt repurchases in 2009.

Gain on sale of available-for-sale security

As part of acquiring the real estate of a tenant in 2004, we received a warrant to purchase shares of the tenant s common stock, and in November
2008 we purchased the stock pursuant to the warrant. The shares were subject to a repurchase option by the tenant, and the tenant repurchased
the common stock from us in 2009, generating $7.4 million of net cash proceeds and a gain of $6.8 million, $3.7 million net of tax.

Loss on sale of loans receivable

During the year ended December 31, 2010, we sold two loan receivables generating $61.3 million of net cash sales proceeds and recognized a
net loss of $12.6 million. During the year ended December 31, 2009, we sold 25 loan receivables generating $10.9 million of net cash sale
proceeds and recognized impairment losses of $3.3 million prior to the transactions.

Discontinued Operations

For the years ended December 21, 2010 and 2009, we recognized a loss from discontinued operations of $20.5 million and $57.3 million,
respectively. Non-cash impairment charges included in the loss from discontinued operations for the years ended December 31, 2010 and 2009
were $18.3 million and $26.3 million, respectively.

In addition, during the year ended December 31, 2009, we sold 112 properties which generated $160.4 million of net cash sales proceeds and
recorded an aggregate net loss of $34.7 million that is included in the loss from discontinued operations. A majority of the proceeds were used to
pay down our previously existing short-term credit facility. During the year ended December 31, 2010, we sold five properties and recognized an
aggregate net loss of $0.4 million.
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Comparison of Year Ended December 31, 2009 and Year Ended December 31, 2008

The following discussion includes the results of our continuing operations as summarized in the table below:

Continuing Operations

Year ended December 31,
2009 2008 Change %
(in thousands)

Revenues:

Rentals $266,072 $ 266,961 $ (889 0.3)%
Interest income on loans receivable 10,098 13,364 (3,266) 24.9)%
Interest income and other 6,477 4,969 1,508 30.3%
Total revenues 282,647 285,294 (2,647) 0.9)%
Expenses:

General and administrative 19,864 23,058 (3,194) (13.9)%
Property costs 3,011 2,788 223 8.0%
Interest 208,538 231,194 (22,656) 9.8)%
Depreciation and amortization 112,344 111,875 469 0.4%
Impairments 7,715 5,521 2,194 39.7%
Total expenses 351,472 374,436 (22,964) 6.1)%

Loss from continuing operations before other gains (losses) and income tax

expense (68,825) (89,142) 20,317 22.8%
Gain on sale of available-for-sale security 6,810 6,810 100.0%
Loss from continuing operations before income tax expense (62,015) (89,142) 27,127 30.4%
Income tax expense 3,346 1,134 2,212 195.1%
Loss from continuing operations” $ (65,361) $ (90,276) $ 24915 27.6%

(1) During the years ended December 31, 2009 and 2008, a loss of $57,322 and $64,243, respectively, resulted from discontinued operations.
Revenues

For the year ended December 31, 2009, approximately 96.3% of our lease and loan revenues were attributable to long-term leases. Total
revenues decreased by $2.6 million to $282.7 million for the year ended December 31, 2009 as compared to $285.3 million for 2008. During
2009, the sale of loans receivable and strategic rent concessions contributed to the revenue reduction, while the receipt of lease termination
revenue partially offset this decrease.

Rentals. Rental revenues decreased by $0.9 million to $266.1 million for the year ended December 31, 2009 as compared to $267.0 million for
2008. This decrease was attributable to strategic rent concessions that we granted to several of our tenants in circumstances where we
determined it was in our long-term best interest to retain the tenant in the property albeit at a lower rental rate. As discussed above, the rent
deferral of $2.6 million for one tenant was recouped entirely in 2010. Rental revenue attributable to non-cash straight-line rent and amortization
of above and below-market lease intangibles for the years ended December 31, 2009 and 2008 was $2.6 million and $2.9 million, respectively,
representing approximately 1.0% of total rental revenue from continuing operations for the years ended December 31, 2009 and 2008.

As of December 31, 2009, only six of our owned properties, representing 0.6% of our total owned properties, were vacant and not generating
rent, compared to twelve vacant properties representing 1.0% as of December 31, 2008.
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Interest income on loans receivable. Interest income on loans receivable decreased $3.3 million to $10.1 million for the year ended

December 31, 2009 as compared to $13.4 million for 2008. The decrease in interest income was due to the sale of 25 loans receivable,
foreclosure on certain equipment loans that were in default and a lower weighted average yield. The lower yield was primarily due to a decline
in the average interest rate on two variable rate loans with an aggregate principal amount of $73.9 million.

Interest income and other. Interest income and other was $6.5 million for the year ended December 31, 2009 and included $5.9 million in lease
termination and settlement revenue. For 2008, interest income and other totaled $5.0 million and included $3.0 million associated with dividend
income on the common stock of a former tenant that we owned from November 2008 through April 2009. Bank interest income was $0.2
million for 2009 compared to $1.6 million for 2008, reflecting lower average cash balances and lower interest rates in 2009 as compared with
those in 2008.

Expenses

General and administrative. General and administrative expenses decreased by $3.2 million to $19.9 million for the year ended December 31,
2009 as compared to $23.1 million for 2008. The decrease in general and administrative expense was primarily due to a $2.8 million decrease in
employee compensation and a $0.5 million decrease in franchise taxes.

Property costs. Total property costs increased by $0.2 million to $3.0 million for the year ended December 31, 2009 as compared to $2.8 million
for 2008. The increase in property costs was primarily due an increase in property taxes related to vacant and underperforming properties.

Interest. Interest expense decreased by $22.7 million to $208.5 million for the year ended December 31, 2009 as compared to $231.2 million for
2008. This decrease was primarily due to reduced debt outstanding during 2009 as compared to 2008, partially offset by a higher overall interest
rate, due to an increase in the interest rate on our renewed short-term credit facility and by an increase in the amount of amortization of deferred
financing costs related to the renewal of such credit facility. We repaid the remaining outstanding amounts under this credit facility on
September 25, 2009, and the facility was terminated. Debt reduction was funded, in part, with net proceeds from the sale of certain assets.

The following table summarizes our interest expense and related borrowings from continuing operations:

Continuing Operations
Year ended December 31,

2009 2008
(in thousands)

Interest expense term loan payablé $ 52,882 $ 69,695
Interest expense short-term credit facility 4,695 11,034
Interest expense mortgage and notes payable 129,646 133,125
Amortization of deferred financing costs 8,401 6,064
Amortization of net losses related to interest rate swap contract 2,555 717
Amortization of debt discount 10,359 10,559
Total interest expense $ 208,538 $ 231,194
Weighted average debt outstanding before term loan and debt discount® $ 2,186,755 $ 2,390,024
Weighted average term loan 850,000 850,000
Weighted average debt discount® (82,644) (93,118)
Weighted average debt outstanding $2,954,111 $ 3,146,906
Adjusted interest®/weighted average mortgage and notes payable 6.14% 6.03%
Term loan interest®/weighted average term loan payable 6.22% 8.20%
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(1) Includes related interest rate swap contract expense.

(2) Excludes debt associated with discontinued operations.

(3) Excludes interest expense associated with the term loan, amortization of deferred financing costs and debt discounts.

(4) Excludes interest expense associated with amortization of deferred financing costs and net losses related to a hedging contract.
Depreciation and amortization. Depreciation and amortization expense increased by $0.4 million to $112.3 million for the year ended
December 31, 2009 as compared to $111.9 million for 2008 with such increase being largely offset by a decrease in amortization of lease
intangible. The increase in depreciation and amortization expense was due to property acquisitions during 2008. The following table summarizes
our depreciation and amortization expense from continuing operations:

Continuing Operations
Year ended December 31,

2009 2008
(in thousands)
Depreciation of real estate assets $ 91,851 $ 89,049
Other depreciation 169 210
Amortization of lease intangibles 20,324 22,616
Total depreciation and amortization $112,344 $111,875

Impairments. We recorded $7.7 million in impairment losses for the year ended December 31, 2009 as compared to $5.5 million for 2008 on
properties and other assets that are classified as part of continuing operations. The impairment losses for 2009 include the effect of loan losses of
$6.5 million related to the sale of 25 loans during the year and an increase in our loan loss reserve.

The following table summarizes our impairment losses from continuing operations:

Continuing Operations
Year ended December 31,

2009 2008
(in thousands)
Real estate and intangible asset impairment $ 141 $ 4,150
Write-off of lease intangibles due to lease terminations 1,015 197)
Loan receivable impairment 6,509 1,318
Other impairment 50 250
Total impairment loss $7,715 $ 5,521

Gain on sale of available-for-sale security

As part of acquiring the real estate of a tenant in 2004, we received a warrant to purchase shares of the tenant s common stock, and in November
2008 we purchased the stock pursuant to the warrant. The shares were subject to a repurchase option by the tenant, and the tenant repurchased
the common stock from us in 2009, generating $7.4 million of net cash proceeds and a gain of $6.8 million, $3.7 million net of tax.

Loss on sale of loans receivable

During the year ended December 31, 2009 we sold 25 loan receivables generating $10.9 million of net cash sale proceeds and recognized
impairment losses of $3.3 million prior to the transactions. There were no sales of loans receivable in 2008.
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Discontinued Operations

For the years ended December 31, 2009 and 2008, we recognized a loss from discontinued operations of $57.3 million and $64.2 million,
respectively. Non-cash impairment charges included in the loss from discontinued operations for the years ended December 31, 2009 and 2008
were $26.3 million and $58.0 million, respectively.

In addition, during the year ended December 31, 2009, we sold 112 properties generating $160.4 million of net cash sales proceeds and
recognized an aggregate net loss of $34.7 million as compared to the sale of 45 properties which generated $90.6 million of net cash sales
proceeds and recorded an aggregate net loss of approximately $22.5 million during the year ended December 31, 2008. The net losses from these
sales are included in the net loss from discontinued operations. The majority of the proceeds generated from these strategic sales were used to
pay down our previously existing short-term credit facility.

Liquidity and Capital Resources

Our short-term liquidity requirements consist primarily of funds necessary to pay for our operating expenses, including costs relating to
servicing our outstanding debt, and cash distributions. We expect to meet our short-term liquidity requirements primarily from cash and cash
equivalents, net cash from operating activities and borrowings under the proposed $ million revolving credit facility that we expect to enter
into upon the completion of this offering. We believe that our long-term, triple-net leases provide stable rental revenue during various market
environments, as illustrated by the fact that our rental revenue from continuing operations for the years 2008, 2009 and 2010, which included
periods of significant economic challenge, remained relatively stable at $267.0 million, $266.1 million and $269.2 million, respectively.

Our long-term liquidity requirements consist primarily of funds necessary to acquire additional properties, selectively fund notes receivable and
repay indebtedness. We expect to meet our long-term liquidity requirements through various sources of capital, including borrowings under the
proposed $ million revolving credit facility that we expect to enter into upon the completion of this offering, net cash from operating
activities, future financings, working capital, proceeds from select sales of our properties and other secured and unsecured borrowings. However,
there are a number of factors that may have a material and adverse effect on our ability to access these capital sources, including the current state
of the overall equity and credit markets, our degree of leverage, our unencumbered asset base, borrowing restrictions imposed by our lenders,
general market conditions for REITSs, our operating performance, liquidity and market perceptions about us. The success of our business strategy
will depend, in part, on our ability to access these various capital sources.

As of September 30, 2011, we had $53.4 million of cash and cash equivalents as compared to $88.3 million as of December 31, 2010. This
decrease resulted primarily from the use of $70.0 million of cash and cash equivalents to reduce the outstanding balance of our term loan,
partially offset by cash generated from operations.

We believe that the completion of this offering, the use of the net proceeds and the debt conversion will improve our financial position by
reducing our debt by $729.0 million. During 2010, 2009 and 2008, we reduced our outstanding indebtedness by $146.6 million, $232.8 million
and $139.7 million, respectively. In addition, upon the completion of this offering, we expect to enter into a $ million revolving credit
facility with that we intend to use, among other things, to finance the acquisition of additional properties and to provide for working capital and
other corporate purposes.
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Indebtedness to be Outstanding after this Offering

Upon the completion of this offering, we will have approximately $2.0 billion of outstanding long-term debt on a pro forma basis (this represents
a decrease of approximately $1.4 billion of long-term debt since January 1, 2008). The following table sets forth as of September 30, 2011 the
long-term indebtedness we expect to be outstanding upon the completion of this offering on a pro forma basis:

Pro Forma Balloon
Amount Payment due
Outstanding Annual Interest at Maturity
(in thousands) Rate Maturity (in thousands)
$ million revolving credit facility™ $ 0 $
Master Trust Facility®:
Series 2005-1, Class A-1 amortizing mortgage note 126,141 5.05% July 2020
Series 2005-1, Class A-2 interest-only mortgage note 258,300 5.37% July 2020 258,300
Series 2006-1, Class A amortizing mortgage note 254,552 5.76% March 2021 167,465
Series 2007-1, Class A amortizing mortgage note 328,743 5.74% March 2022 249,736
CMBS:
Notes, balloon due 2012 7,851 5.90% December 2012 7,690
Note, balloon due 2013 5,165 6.25% February 2013 4,751
Notes, balloons due 2014 32,001 5.40% December 2014 29,761
Notes, balloons due 2015 105,457 5.26% 5.62% June 2015- 96,587
October 2015
Notes, balloons due 2016 39,527 5.04% 8.39% February 2016 36,184
Notes, balloons due 2016 575,755 6.59% June 2016 528,958
Note, balloon due 2017 54,386 5.85% January 2017 49,759
Note, balloon due 2017 146,033 6.17% May 2017 133,709
Note, balloon due 2017 21,970 6.64% August 2017 19,903
Unsecured fixed-rate promissory note, due 2021 1,719 7.00% December 2021
1,957,600 $ 1,582,803
Unamortized debt discount (59,272)
Total mortgages and notes payable $ 1,898,328
(1) Upon the completion of this offering, we expect to enter into a $ million revolving credit facility.

(2) Our loans are subject to customary terms and conditions. As of September 30, 2011, we were in compliance with all loan covenants.

We primarily use long-term, fixed-rate debt to finance our properties on a match-funded basis. In general, the obligor of our property-level debt
is a special purpose entity that holds the real estate and other collateral securing the indebtedness. We seek to use property-level financing that
bears interest at an annual rate less than the annual rent on the related lease(s) and that matures prior to the expiration of such lease(s). As of
September 30, 2011, on a pro forma basis, we had approximately $2.0 billion of outstanding indebtedness with a weighted average annual

interest rate of 6.12% and maturity of 7.1 years. Most of this debt is partially amortizing and requires a balloon payment at maturity. We can
provide no assurance that we will be able to refinance our indebtedness as it matures with replacement debt financing on similar terms or at all,
should we choose to do so, or that we will be able to otherwise repay indebtedness at maturity. Our ability to refinance debt will depend upon
many factors, including the then current value of the property securing the indebtedness to be refinanced
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and the amount of debt financing lenders are willing to provide, expressed as a percentage of the securing property s value.

Scheduled debt payments as of September 30, 2011 (on a pro forma basis) are as follows:

Scheduled Balloon

Principal Payments at
Year Amortization Maturity(® Total

(in thousands)

Remainder of 2011 $ 9,817 $ $ 9,817
2012 40,442 7,690 48,132
2013 42,728 4,751 47,479
2014 45,334 29,761 75,095
2015 46,353 96,587 142,940
2016 39,949 565,142 605,091
Thereafter 150,174 878,872 1,029,046
Total $ 374,797 $ 1,582,803 $ 1,957,600

(1) Material balloon payments subsequent to 2016 are as follows: $203.4 million due in 2017, $258.3 million due
in 2020, $167.5 million due in 2021 and $249.7 million due in 2022.
The recent reduction in our outstanding indebtedness, described above, has reduced our interest expense by $3.5 million for the nine months
ended September 30, 2011 compared to the same period in 2010. Additionally, we have no additional debt maturing in 2011 and $7.7 million
maturing in 2012. For the remainder of 2011, we have scheduled principal amortization payments on our outstanding debt of approximately
$9.8 million. As noted, we expect to fund interest and amortization payments with cash and cash equivalents or net cash from operating
activities.

Description of Certain Debt
Term Loan and Debt Conversion

In connection with our privatization, we assumed the term loan, which had an original principal balance of $850.0 million. The proceeds of the
term loan were used to partially fund the consideration payable to our former stockholders in connection with our privatization. As of
September 30, 2011, the term loan had an outstanding principal balance of $729.0 million, after giving effect to our 2010 and 2011 repurchases
of $121.0 million of the term loan.

In July 2011, the credit agreement relating to the term loan was amended to effectively separate the loan into two tranches: TLB, with an
outstanding principal balance of $399.0 million, and TLC, with an outstanding principal balance of $330.0 million (after giving effect to our July
2011 repurchase of $70.0 million of TLC). Both tranches maintain the same rights and privileges as under the original credit agreement.
However, the holders of TLC have granted us the option to convert all or any portion of the TLC into our common stock in connection with a
Qualifying IPO (as defined in our conversion agreement with the TLC lenders). In exchange for this option, we paid a fee of $6.6 million to the
TLC lenders and agreed to issue shares of our common stock equal in value to 110.0% to 117.0% of the principal amount of the portion of the
TLC converted in connection with a Qualifying IPO. The amount of the conversion premium is determined, in part, by reference to the initial
public offering price of our common stock. See Pricing Sensitivity Analysis. We expect that this offering will be a Qualifying IPO, and we will
convert all $330.0 million of the outstanding TLC into shares of our common stock. In addition, we will use a portion of the net proceeds from
this offering to repay in full the $399.0 million principal balance of TLB. However, if we do not fully convert the outstanding TLC into common
stock in connection with a Qualifying IPO, each holder of the TLC will have the right, with respect to the portion of its TLC holdings not
initially converted by us, to cause us to convert all or any portion of such outstanding TLC into
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common stock or receive an amount in cash equal to 2.0% of the principal amount of TLC not converted into common stock together with all
amounts (including principal and accrued and unpaid interest) owed under the portion of TLC not converted into common stock.

The term loan is prepayable without penalty at any time and is subject to various financial and non-financial covenants. As of September 30,
2011, we were in compliance with our covenants under the term loan and all of our other outstanding indebtedness. As discussed above, upon
the completion of this offering, the use of the net proceeds and the debt conversion, there will no longer be any amounts outstanding under the
term loan.

Master Trust Facility

General Overview. Spirit Master Funding, LL.C, Spirit Master Funding II, LLC and Spirit Master Funding III, LLC, or the Master Trust Issuers,
all of which are our indirect wholly-owned subsidiaries, have issued net-lease mortgage notes payable, or the Notes, with an aggregate
outstanding principal balance, as of September 30, 2011, of $967.7 million, that is secured by all assets owned by the Master Trust Issuers.
Pursuant to an amended and restated property management and servicing agreement, dated as of March 17, 2006, among the Master Trust
Issuers, us and Midland Loan Services, Inc., we provide property management services with respect to the mortgaged properties and service the
related leases.

Starting in 2005, three series of Notes were issued: (1) Notes issued by Spirit Master Funding, LLC, which we refer to as the Series 2005-1
Notes, with an aggregate outstanding principal balance, as of September 30, 2011, of $384.4 million; (2) Notes issued by Spirit Master Funding
I, LLC, which we refer to as the Series 2006-1 Notes, with an aggregate outstanding principal balance, as of September 30, 2011, of $254.6
million; and (3) Notes issued by Spirit Master Funding III, LLC, which we refer to as the Series 2007-1 Notes, with an aggregate outstanding
principal balance, as of September 30, 2011, of $328.7 million. The proceeds from the sale of the Notes were generally used to repay balances
outstanding under then-existing credit facilities, and the remaining proceeds were used to provide funds for real estate acquisitions.

Maturity and Interest. The Series 2005-1 Notes mature on July 1, 2020 and have a weighted average annual interest rate of 5.26%. The Series
2006-1 Notes mature on March 20, 2021 and have an annual interest rate of 5.76%. The Series 2007-1 Notes mature on March 20, 2022 and
have an interest rate of 5.74%. Annual interest expense on the Notes also includes debt insurer premiums of 0.30% to 0.32% of the outstanding
principal amount of the Notes paid to Ambac Assurance Corporation.

Prepayment. Subject to a yield maintenance premium, the Notes may be prepaid.

Security. The Notes are secured by a lien on all of the property owned by the Master Trust Issuers. Currently there are 742 pledged assets
securing the Notes. The agreement permits substitution of real estate collateral from time to time subject to certain conditions.

Events of Default. An event of default will occur if the Master Trust Issuers fail to pay interest on the Notes when due, materially default in
compliance with the material covenants contained in the documents evidencing the Notes or the mortgages on the mortgaged property collateral
or if a bankruptcy or other insolvency event occurs. Under the master trust indenture, we have a number of Master Trust Issuer covenants
including requirements to pay any taxes and other charges levied or imposed upon the Master Trust Issuers and to comply with specified
insurance requirements. We are also required to ensure that all uses and operations on or of our properties comply in all material respects with
all applicable environmental laws. In addition, if at any time the cash flow coverage ratio is less than 1.25, excess cash will be deposited into a
reserve account to be used for payments to be made pursuant to the Notes, to the extent there is a shortfall. As of September 30, 2011, we were
in compliance with all such covenants.
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We have entered into 25 CMBS loans which as of September 30, 2011 had an aggregate outstanding principal balance of $1.0 billion (before
unamortized debt discounts) and are secured by properties with an aggregate gross investment value in excess of $1.7 billion. As of

September 30, 2011, the CMBS loans had a weighted average annual interest rate of 6.29% and an average maturity of 4.8 years. Each of our
CMBS loans is secured by properties leased by a single tenant; as of September 30, 2011, approximately 330 of our properties, leased by 15 of
our tenants, were pledged as collateral for our CMBS loans. The CMBS loans are secured by mortgages on the leased property and related assets
and, beyond that, are non-recourse to us except for customary non-recourse carve-outs which are guaranteed by Spirit Finance Corporation.
Twelve of our CMBS loans are secured by property leased to United Supermarkets, LL.C, and are cross-defaulted and cross-collateralized. As of
September 30, 2011, these 12 loans had an aggregate outstanding principal balance of approximately $32.0 million (before unamortized debt
discounts) and each had an annual interest rate of 5.4%. None of our other CMBS loans include cross-default provisions. Two of our significant
CMBS loans are described below.

CMBS Loan Secured by Shopko Properties

General Overview. The 112 properties leased to Shopko pursuant to a master lease among Spirit SPE Portfolio 2006-1, LLC, Spirit SPE
Portfolio 2006-2, LLC and Skopko, dated as of May 31, 2006, are subject to senior mortgage debt with an original principal amount of $545.7
million. The debt has been divided into six separate notes which have been securitized.

Maturity and Interest. The loan has a maturity date of June 5, 2016 and bears interest at an annual rate of 6.59%. The loan requires monthly
payments of principal and interest of $3.5 million.

Security. The loan is secured by a first priority lien on all of the property owned by Spirit SPE Portfolio 2006-1, LLC and Spirit SPE Portfolio
2006-2, LLC, all of the reserve accounts established by the loan documents, the rents and all personal property of Spirit SPE Portfolio 2006-1,
LLC and Spirit SPE Portfolio 2006-2, LLC. Currently there are 112 properties securing the loan.

Prepayment. The loan may be voluntarily defeased in whole, subject to satisfaction of customary defeasance requirements in effect for a
prepayment prior to April 5, 2016, at which time the loan may be voluntarily prepaid without penalty or premium.

Events of Default. The loan agreement contains customary events of default, including the non-payment of principal or interest, default in
compliance with the covenants contained in the documents evidencing the loan and bankruptcy or other insolvency events. Under our loan
agreement we have a number of borrower covenants including quarterly and annual financial reporting requirements (disclosing, among other
things, a calculation of the debt service coverage ratio for the preceding 12 month period presented) that are to be provided to the lender and
certified by an officer of us. We are required to pay any taxes and other charges levied or assessed or imposed against our properties. We are
required to obtain and maintain, in full force, certain insurance policies for ourselves and our properties. We are also required to be in
compliance in all material respects with all applicable environmental laws. Without lender consent or the satisfaction of specified conditions, we
are restricted from any modification of the loan agreement or property substitutions.

Cash Management. All rents and other amounts paid to the borrower under the Shopko lease must be deposited into an account, or the Shopko
Property Account, controlled by the lender. Provided that no Shopko Triggering Event (as defined below) has occurred and is continuing, all
available funds in the Shopko Property Account may be disbursed to the borrower. From and after the occurrence of a Shopko Triggering Event,
which is defined as the earlier to occur of: (1) the date that the lender determines, based on the financial statements delivered to the lender, that
Shopko s EBITDAR ratio, as determined under the loan agreement, for the immediately preceding 12 month period is less than or equal to
1.15:1:00; (2) an uncured monetary event of default under the Shopko lease; or (3) an event of default under the loan, funds sufficient to pay the
following
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month s tax, insurance, replacement reserve and ground rent deposits shall be withheld by the lender. In addition, if (a) Shopko s EBITDAR ratio
is less than 1.10:1.00 but greater than 1.00:1.00, then 50% of all excess cash otherwise available for release to the borrower shall be withheld by
the lender and (b) Shopko s EBITDAR ratio is less than or equal to 1.00:1.00, then 100% of all excess cash otherwise available for release to the
borrower shall be withheld by the lender. As of September 30, 2011, no Shopko Triggering Event has occurred and is continuing.

CMBS Loan Secured by 84 Lumber Properties

General Overview. The 101 properties leased to 84 Properties, LLC pursuant to a master lease between Spirit SPE Portfolio 2007-2, LLC and 84
Properties, LLC, dated as of April 27, 2007, as amended, and a master sublease between 84 Properties, LLC, as sublandlord, and 84 Lumber
Company, as subtenant, dated April 27, 2007, as amended, are subject to senior mortgage debt with an original principal amount of $150.0
million.

Maturity and Interest. The loan has a maturity date of May 5, 2017 and bears interest at an annual rate of 6.17%. The loan requires monthly
payments of principal and interest of $0.9 million.

Security. The loan is secured by a first priority lien on all of the property owned by Spirit SPE Portfolio 2007-2, LLC, all of the reserve accounts
established by the loan documents, the rents and all personal property of Spirit SPE Portfolio 2007-2, LLC. Currently there are 101 properties
securing the loan.

Prepayment. The loan may be voluntarily defeased in whole, subject to satisfaction of customary defeasance requirements in effect for a
prepayment prior to March 5, 2017, at which time the loan may be voluntarily prepaid without penalty or premium.

Events of Default. The loan agreement contains customary events of default, including the non-payment of principal or interest, default in
compliance with the covenants contained in the documents evidencing the loan and bankruptcy or other insolvency events. Under our loan
agreement we have a number of borrower covenants including quarterly and annual financial reporting requirements (disclosing, among other
things, a calculation of the debt service coverage ratio for the preceding 12 month period presented) that are to be provided to the lender and
certified by an officer of our company. We are required to pay any taxes and other charges levied or assessed or imposed against our properties.
We are required to obtain and maintain, in full force, certain insurance policies for ourselves and our properties. We are also required to be in
compliance in all material respects with all applicable environmental laws. Without lender consent or the satisfaction of specified conditions, we
are restricted from any modification of the loan agreement or property substitutions.

Cash Management. All rents and other amounts paid to the borrower under the 84 Lumber lease must be deposited into an account, or the 84
Lumber Property Account, controlled by the lender. Provided that no 84 Lumber Triggering Event (as defined below) has occurred and is
continuing, all excess funds in the 84 Lumber Property Account may be disbursed to the borrower. From and after the occurrence of an 84
Lumber Triggering Event, which is defined as the earlier to occur of: (1) the date that the lender determines, based on the financial statements
delivered to the lender, that the EBITDAR ratio for 84 Lumber is less than or equal to 1.25:1:00; (2) an uncured monetary event of default under
the 84 Lumber lease; or (3) an event of default under the loan, funds sufficient to pay the following month s tax and insurance deposits shall be
withheld by Lender. However, if an 84 Lumber Triggering Event occurs due to (2) or (3) above, then the tax and insurance deposits and all other
excess funds shall be withheld by the lender. As of September 30, 2011, an 84 Lumber Triggering Event, due to an EBITDAR ratio of less than
1.25 to 1, had occurred and is continuing which requires 84 Lumber, pursuant to the master lease, to remit the required monthly tax and
insurance deposits along with the monthly rent into the 84 Lumber Property Account. The tax and insurance portion of the monthly deposit
(currently $0.2 million per month) is then forwarded to an account held by the lender in reserve to pay the taxes and insurance as they come due
and the excess funds in the 84 Lumber Property Account continue to be forwarded to the borrower. Based on financial information supplied to
us by 84 Lumber, which we cannot independently verify, the EBITDAR ratio for 84 Lumber calculated for the twelve months ended

September 25, 2011 was 0.80 to 1.
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Contractual Obligations

The following table provides information with respect to our commitments as of December 31, 2010, on a pro forma basis to reflect the
contractual obligations we expect to have upon the completion of this offering, the use of the net proceeds and the debt conversion. The table
does not reflect available debt extensions:

Payment due by period

(in thousands)

More than
Less than 1 1- 3 years 3 - 5years 5 years

Contractual Obligations() Total year (2011) (2012 - 2013) (2014 - 2015) (after 2015)
Long-Term Debt Principal $ 1,998,673 $ 38,613 $ 107,793 $ 218,022 $ 1,634,245
Long-Term Debt Fixed Interest 816,619 118,154 227,769 211,964 258,732
Operating Lease Obligations 24,377 1,403 2,726 2,496 17,752
Tenant-related Commitments 1,066 1,066

Total $ 2,840,735 $ 158,170 $ 339,354 $ 432,482 $ 1,910,729

(1) Does not reflect obligations related to the term loan which will no longer be outstanding upon the completion of this offering, the use of
the net proceeds and the debt conversion.

Additionally, we may enter into commitments to purchase goods and services in connection with the operations of our properties. Those

commitments generally have terms of one-year or less and reflect expenditure levels comparable to our historical expenditures.

As a REIT, we generally will not be subject to federal income tax, provided we distribute all of our REIT taxable income, determined without
regard to the dividends paid deduction, to our stockholders. During 2010, we did not pay dividends on our common stock, because as of
December 31, 2009, we had a net operating loss, or NOL, carry-forward of approximately $93.4 million that offset our REIT taxable income to
zero for federal income tax purposes. However, we declared a common stock distribution of $3.4 million in August 2011, payable in December
2011, related to the pass through of 2010 alternative minimum taxable income, or AMTI, to our stockholders.

As of September 30, 2011, the remaining NOL to be carried forward was approximately $62.6 million. We currently project our NOL will not
be fully utilized by the end of 2011 and therefore expect only a distribution related to AMTIL, if any, will be made for the 2011 tax year. As a
result of the ownership changes that will take place in connection with this offering, we will be limited in our ability to use the remaining NOL
carry-forward. However, because our current intention is to pay distributions at or above our taxable income following this offering, we would
not have otherwise expected to utilize NOL to reduce taxable income. We anticipate making future distributions from available cash and cash
equivalents or cash flows from operations.

Off-Balance Sheet Arrangements

As of September 30, 2011, we did not have any off-balance sheet arrangements.

Cash Flows

Comparison of Nine Months Ended September 30, 2011 to Nine Months Ended September 30, 2010

As of September 30, 2011, we had $53.4 million of cash and cash equivalents as compared to $61.5 million as of September 30, 2010.

Our cash flows from operating activities are primarily dependent upon the occupancy level of our portfolio, the rental rates specified in our
leases, the collectability of rent and the level of our operating expenses and other general and administrative costs. Net cash provided by
operating activities decreased by $11.5 million to $67.4 million for the nine months ended September 30, 2011 as compared to $78.9 million for
the same period in 2010.
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This decrease was primarily due to the receipt of lease termination revenue of $9.0 million recognized during the nine months ended
September 30, 2010 and a reduction in interest income of $2.1 million due to the sale of two variable rate loans receivable in December 2010.

Our net cash used in investing activities is generally used to fund property acquisitions, investments in loans receivable and, to a limited extent,
capital expenditures. Cash provided by investing activities generally relates to the disposition of real estate and other assets. Net cash provided
by investing activities increased by $4.7 million to $10.1 million for the nine months ended September 30, 2011 as compared to $5.4 million for
the same period in 2010. The increase was primarily due to $13.2 million in proceeds from the sale of twenty one properties during the nine
months ended September 30, 2011 as compared to $1.7 million of proceeds from the sale of two properties during the same period in 2010. The
higher property sales proceeds during the nine months ended September 30, 2011 were partially offset by $6.8 million in funds used for
acquisitions and improvements on real estate properties during the nine months ended September 30, 2011.

Our net cash used in financing activities is generally impacted by our borrowings. Net cash used in financing activities increased by $24.6
million to $112.5 million for the nine months ended September 30, 2011 as compared to $87.9 million for the same period in 2010. This increase
in cash outflow used in financing activities was primarily due to the $70.0 million repurchase of a portion of our term loan indebtedness in the
third quarter of 2011.

Comparison of Year Ended December 31, 2010 to Year Ended December 31, 2009

Cash and cash equivalents increased by $23.2 million to $88.3 million as of December 31, 2010 as compared to $65.1 million as of
December 31, 2009.

Net cash provided by operating activities increased by $21.5 million to $89.9 million for the year ended December 31, 2010 as compared to
$68.4 million for 2009. The increase was primarily due to a $41.0 million reduction in cash interest expense during the year ended December 31,
2010, which was partially offset by non-recurring litigation expenses of $22.3 million.

Net cash provided by investing activities decreased by $113.1 million to $68.8 million for the year ended December 31, 2010 as compared to
$181.9 million for 2009. The decrease was primarily due to significantly more dispositions during 2009 than during 2010. During 2009, we sold
112 properties and 25 loans receivable, generating $171.3 million of net cash sales proceeds. During 2010, we sold only five properties, two
loans receivable and other assets, generating $65.4 million of net cash sales proceeds.

Our net cash used in financing activities decreased by $126.4 million to $135.4 million for the year ended December 31, 2010 as compared to
$261.8 million for 2009. This decrease was primarily due to the deleveraging efforts in 2009, which included the repayment of $232.8 million of
outstanding debt and payment of $21.5 million for the termination of an interest rate swap contract. By comparison, during 2010, we repaid
$135.9 million of our indebtedness, including $54.2 million to repurchase debt at a discount.

Comparison of Year Ended December 31, 2009 to Year Ended December 31, 2008

Cash and cash equivalents decreased by $11.5 million to $65.1 million as of December 31, 2009 as compared to $76.6 million as of
December 31, 2008.

Net cash provided by operating activities decreased by $11.4 million to $68.4 million for the year ended December 31, 2009 as compared to
$79.8 million for 2008. The decrease was due to lower rental and interest revenue due to the effect of property and loans receivable sold in 2008
and 2009 and higher professional fees paid during 2009, partially offset by a $19.3 million decrease in cash interest expense during 2009.

Net cash provided by investing activities increased by $195.5 million to $181.9 million for the year ended December 31, 2009 compared to a
cash use of $13.6 million for 2008. The increase was primarily due to $171.3
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million in cash received from property and loans receivable sold during 2009. During 2008, cash used in investing activities included $145.1
million for acquisitions of real estate and loans receivable, while property sales and principal collection proceeds provided $116.4 million of
cash flows from investing.

Net cash used in financing activities increased by $239.2 million to $261.8 million for the year ended December 31, 2009 as compared to $22.6
million for 2008. The increase in cash used in financing activities was primarily due to our aggressive deleveraging efforts during 2009, which
included the repayment of $232.8 million of outstanding debt (including $165.6 million to retire our short-term credit facility) and a payment of
$21.5 million used to terminate an interest rate swap contract. During 2008, we reduced the outstanding balance on our short-term credit facility
by $91.4 million, repaid an additional $48.4 million of mortgage and notes payable and paid dividends of $28.2 million. During 2008, we also
issued shares of our common stock for $150.1 million of cash proceeds, which was then used to fund acquisitions in the same year.

New Accounting Pronouncements

In May 2011, the FASB issued guidance clarifying previous guidance related to fair value measurement and providing for additional consistency
in such measurements and related disclosure requirements between GAAP and IFRS. This guidance is effective for fiscal years, and interim
periods within those years, beginning after December 15, 2011. We are currently evaluating this accounting standard update and its effect on the
presentation of our consolidated financial statements and results of operations.

In June 2011, the FASB issued ASU No. 2011-05, Presentation of Comprehensive Income. The new guidance requires companies to present
other comprehensive income either in a single continuous statement of comprehensive income or in two separate but consecutive statements.
The provisions of this new guidance are effective for fiscal years, and interim periods within those years, beginning after December 15, 2011.
We are currently evaluating this accounting standard update and its effect on the presentation of our consolidated financial statements and results
of operations.

Quantitative and Qualitative Disclosures About Market Risk

We are exposed to financial market risks, especially interest rate risk. Interest rates and other factors, such as occupancy, rental rate and the
financial condition of our tenants, influence our performance more so than does inflation. Changes in interest rates do not necessarily correlate
with inflation rates or changes in inflation rates. As described above, we generally offer leases that provide for payments of base rent with
scheduled increases, based on a fixed amount or the lesser of a multiple of the increase in the CPI over a specified period term or fixed

percentage and, to a lesser extent, contingent rent based on a percentage of the tenant s gross sales to help mitigate the effect of inflation. Because
the properties in our portfolio are generally leased to tenants under triple-net leases, where the tenant is responsible for property operating costs
and expenses, this tends to reduce our exposure to rising property operating costs due to inflation.

Interest rates are highly sensitive to many factors, including governmental monetary policies, domestic and global economic and political
conditions, and other factors which are beyond our control. Our operating results will depend heavily on the difference between the revenue
from our assets and the interest expense incurred on our borrowings. We may incur additional variable rate debt in the future, including amounts
that we may borrow under the proposed revolving credit facility that we expect to enter into upon the completion of this offering. In addition,
decreases in interest rates may lead to additional competition for the acquisition of real estate due to a reduction in desirable alternative
income-producing investments. Increased competition for the acquisition of real estate may lead to a decrease in the yields on real estate we
have targeted for acquisition. In such circumstances, if we are not able to offset the decrease in yields by obtaining lower interest costs on our
borrowings, our results of operations will be adversely affected. Significant increases in interest rates may also have an adverse impact on our
earnings if we are unable to acquire real estate with rental rates high enough to offset the increase in interest rates on our borrowings.
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In the event interest rates rise significantly or there is an economic downturn, defaults may increase and result in credit losses, which may
adversely affect our liquidity and operating results. In a decreasing interest rate environment, borrowers are generally more likely to prepay their
loans in order to obtain financing at lower interest rates. However, our investments in mortgage and equipment loans receivable have significant
prepayment protection in the form of yield maintenance provisions which provide us with substantial yield protection in a decreasing interest
rate environment with respect to this portion of our investment portfolio.

The objective of our interest rate risk management policy is to match fund fixed-rate assets with fixed-rate liabilities and variable-rate assets
with variable-rate liabilities. As of September 30, 2011, our assets were primarily long-term, fixed-rate leases (though most have scheduled
rental increases during the terms of the leases). Essentially all of our approximately $2.0 billion of mortgages and notes payable as of September
30, 2011 were long-term, fixed-rate obligations. For the nine months ended September 30, 2011, the weighted average interest rate on our
fixed-rate debt, excluding amortization of deferred financing and debt discounts, was approximately 6.12%.

Our term loan ($729 million as of September 30, 2011) requires interest payments based on either (1) LIBOR in effect each interest period plus a
spread of 3.00% or (2) a base rate as defined in the loan agreement. As of September 30, 2011, the rate on the term loan was 3.43%, based on a
6-month LIBOR rate of 0.43% in effect until February 1, 2012. Upon the completion of this offering, the use of the net proceeds and the debt
conversion, there will no longer be any amounts outstanding under the term loan.

To limit the effects of changes in interest rates on our operations, we entered into two interest rate caps related to the term loan to reduce the risk
of increases in the benchmark LIBOR rate. Including the applicable 3.00% interest rate spread, these interest rate caps effectively limit the
annual interest rate on the term loan to no more than 6.00% during their terms. These interest rate caps are expected to expire or to be settled and
no longer outstanding upon the completion of this offering.

We intend to use interest rate derivative contracts, such as interest rate swaps and futures, to reduce our exposure, on specific transactions or on
a portfolio basis, to changes in cash flows as a result of interest rate changes. We do not intend to enter into derivative contracts for speculative
or trading purposes. We generally intend to utilize derivative instruments to hedge interest rate risk on our liabilities and not use derivatives for
other purposes, such as hedging asset-related risks. Hedging transactions, however, may generate income which is not qualified income for
purposes of maintaining our REIT status. We intend to structure any hedging transactions in a manner that does not jeopardize our status as a
REIT.

Even with hedging strategies in place, there can be no assurance that our results of operations will remain unaffected as a result of changes in
interest rates. In addition, hedging transactions using derivative instruments involve additional risks such as counterparty credit risk and basis
risk. Basis risk in a hedging contract occurs when the index upon which the contract is based is more or less variable than the index upon which
the hedged asset or liability is based, thereby making the hedge less effective. We address basis risk by matching, to a reasonable extent, the
contract index to the index upon which the hedged asset or liability is based. Our interest rate risk management policy addresses counterparty
credit risk (the risk of nonperformance by the counterparties) by requiring that we deal only with major financial institutions that have high
credit ratings.

The estimated fair values of our fixed-rate mortgages and notes payable have been derived based on market quotes for comparable instruments
or discounted cash flow analysis using estimates of the amount and timing of future cash flows, market rates and credit spreads. The following
table discloses the fair value information for these financial instruments as of September 30, 2011:

September 30, 2011
Carrying Estimated
Value Fair Value
(Unaudited)
(in thousands)

Mortgages and notes payable $ 1,898,328 $1,831,722
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MARKET OPPORTUNITY

Unless otherwise indicated, all information in this Market Opportunity section is derived from a market study prepared for us in connection with
this offering by Rosen Consulting Group, or RCG, a nationally recognized real estate consulting firm. Because of its fragmented and
decentralized nature, information about the net lease market, including its overall size and operating fundamentals, is generally not available at
the national level and rarely available at the regional level. However, RCG believes that, in many cases, statistics describing the single-tenant
market are generally applicable to the net lease market, as single-tenant properties make up a large share of the net lease market. You should
read the following discussion together with the information under the caption Risk Factors.

Outlook

RCG s outlook for the net lease real estate market is positive for the following reasons:

the net lease market has historically provided investors with attractive returns across various economic cycles when compared to
other types of real estate investments;

increased single-tenant transaction volume reflects investors growing interest in single-tenant investment opportunities;

the market is well positioned to accommodate increased investment activity given the $1.5 trillion to more than $2.0
trillion of U.S. real estate estimated to be held by corporate owner-occupiers; and

strict lending guidelines, a reduced appetite for risk from both debt and equity investors and upcoming mortgage and corporate debt
maturities should yield attractive pricing for many single-tenant, net leased properties and increased opportunities for sale-leaseback
transactions.

Economic Trends

During 2011, the U.S. economy experienced a slow and choppy recovery, and RCG expects increasing personal consumption and retail sales to
contribute to moderate economic growth in the medium term resulting in improving operating conditions for tenants of net leased properties,
particularly those used in the retail and service industries. RCG expects personal consumption expenditures, which accounts for approximately
70% of U.S. gross domestic product, to increase and help sustain a more stable, moderate economic recovery. Retail sales rebounded well in
2010 and the pace of growth steadied in 2011, with retail sales (excluding motor vehicles) up by 7.6% in the second quarter of 2011 compared
with the previous year. RCG expects retail sales (excluding motor vehicles) to increase by an average rate of 3.0% per year through 2015.
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Net leased properties offer unique benefits as compared to other types of commercial real estate due to the relative stability of rental revenue and
inflation protection structured into net leases. Other types of commercial real estate typically use gross leases, which place the financial burden
of property operating expenses with the property owner, whereas a net lease obligates the tenant to pay for property operating expenses. As a
result, net leased real estate is similar, in many respects, to interest bearing corporate bonds in that cash flows are passive, stable and paid at
regular intervals. In addition, the inflation risk associated with net leased property is mitigated due to the fact that net leases typically allocate all
property operating expenses to the tenant and contain rent escalators pursuant to which rent may be increased on specified dates, often by
amounts determined with reference to an inflation measure, such as the CPI. Furthermore, owners of net leased property are less susceptible to
short-term variations in economic growth and sentiment, as net leases are generally executed for much longer terms than traditional gross leases.
During 2008 and 2009, the average rent growth of net leased properties remained positive on an annual basis while average rents fell among
nearly all other major commercial property types.

Net leased properties are frequently purchased through sale-leaseback transactions, which often represent an efficient and economical way for an
owner-occupier to raise capital. With proceeds from the sale, a former owner-occupier of real estate in a sale-leaseback transaction may be better
positioned to maximize its profitability by removing real estate from its balance sheet, eliminating related depreciation expense and freeing
capital invested in real estate for investment into its business.

RCG believes that net leases and sale-leaseback transactions have been particularly attractive in the current environment where economic
uncertainty drives investors to stabilized real estate and limited access to debt financing increases owner-occupiers interest in sale-leaseback
transactions.

Sector Relative Performance

The net lease market has provided investors with attractive returns, when compared to other types of real estate investments, over the last ten
years. Given the net lease market s bond-like income stream, mitigated risks and healthy returns, net leased real estate has proven to be an
effective investment vehicle across various economic cycles. RCG believes the favorable performance of net lease publicly-traded REITs
relative to the wider REIT industry, as measured by the MSCI US REIT Index, or RMS, during the previous ten-year period is attributable, in
part, to the stability and predictable revenue growth afforded by the net lease industry s long-term leases, limited re-tenanting risk, favorable
lease structures and limited exposure to rising real estate expenses all of which reduce the risks posed by asset bubbles and severe price
corrections often associated with various
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stages of the real estate cycle. For the ten-year period ended November 8, 2011, selected net lease REITs had a total return of 277.5%,
significantly outperforming the RMS index during the same period. Net lease REITs outperformed all other REIT sectors and remained positive
during the recent economic downturn, illustrating the relative stability of net leased investments. More recently, the rebound in returns for net
lease REITS has outpaced the rebound in most other REIT sectors.
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RCG believes that net leased properties have the potential to provide more stable income streams than corporate bond equivalents, while often
priced at wider spreads. Because single-tenant cap rates and BBB-rated corporate bonds are both influenced by a corporation s ability to make
lease and interest payments, RCG believes the change in the spread between cap rates for single-tenant properties and BBB corporate bond
yields during the recent economic cycle is one factor that illustrates the fluctuations in the risk premium that investors have placed on
single-tenant properties. As of September 2011, the spreads between single-tenant cap rates and ten-year BBB corporate and ten-year treasury
bond yields were at their highest levels since 2005, which RCG believes represents an attractive single-tenant investment environment. Even if
the spreads between single-tenant cap rates and corporate and treasury bond yields compress to historical levels, RCG believes net leased
investments will continue to provide opportunities for investors to obtain superior risk-adjusted returns with predictable, bond-like cash flows.

In addition, when comparing net leased real estate to a bond investment, the residual value of the real estate asset also impacts the net present
value of expected cash flows. Though discounted at a higher rate commensurate with perceived real estate risk, this residual real estate value
combined with the stream of future lease payments often may result in a higher net present value for a net leased investment when compared
with a corporate bond. This mispriced arbitrage between net leased real estate and its corporate or treasury bond equivalent demonstrates a
disconnect in the credit markets, where investors may be pricing risk inaccurately.

Investor Mix

The net leased property risk/return profile differs from conventional multi-tenant commercial real estate, and thus it attracts investors that
generally seek out long-term, stable rental revenues that are comparable, in many respects, to debt instruments and often have higher yields. The
market for net leased properties is fragmented and decentralized, creating significant opportunities for investors with expertise in the market.
Furthermore, as many retail and service properties are often valued under $10 million and located outside of what are considered primary real
estate investment markets, net leased retail and service-oriented properties are often outside the investment criteria of large institutional
investors. The lack of strong competition from many institutional bidders for smaller-scale net leased retail and service properties benefits
investors with expertise in the market.

Various types of investors with a wide range of financial capacity invest in net leased properties, with non-traded and publicly-traded REITs and
individuals and families making up the largest groups. Apart from a few sizable non-traded and publicly-traded REITSs, most single-tenant, net
lease investors hold relatively few assets. With a relatively limited number of potential buyers, the purchase price and lease terms relating to net
leased properties often do not reflect the investments intrinsic value. As a result, RCG believes pricing inefficiencies are more significant in the
net lease market, which benefits investors with expertise in the market.
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Recently, capital flows into the net lease market have increased as investor interest in the sector expands. In the 12 months ending September 30,
2011, net lease focused traded and non-traded public REITSs have raised approximately $1.2 billion and $3.3 billion of equity, respectively. The
growing capital commitments to the net lease market are indicative of an increase in investor interest in indirect ownership of net leased
properties via REITs.

Investment Activity

The volume of single-tenant transactions for office, industrial and retail space peaked in August 2007, rising to approximately $41 billion in
sales on a trailing 12-month basis. As the economic downturn adversely affected the capital markets and forced many companies to curtail
planned expansions, single-tenant transaction volumes contracted from pre-economic downturn highs, falling to $10.8 billion in September 2009
on a trailing 12-month basis. The 12-month trailing single-tenant transaction volume increased to $23.6 billion through September 2011, which
RCG believes reflects investors growing interest in single-tenant investment opportunities. Net lease focused traded and non-traded public
REITs accounted for $5.5 billion, or 23%, of all single-tenant transactions during the same period, which illustrates the fragmented nature of the
single-tenant market and the ample investment opportunity in the market.

Estimates of the amount of U.S. real estate owned by corporate owner-occupiers, and therefore real estate potentially available for sale-leaseback
transactions, range from $1.5 trillion to more than $2.0 trillion of the estimated (by the U.S. Bureau of Economic Analysis) $5.2 trillion of U.S.
commercial real estate assets. Although the single-tenant investment market has been active, when compared with the total amount of
commercial real estate held by corporate owner-occupiers, RCG believes that the single-tenant market is well positioned to accommodate
increased transaction volume and investment activity.

Capital Availability

The reduced access to many forms of traditional debt financing faced by companies (particularly for those without investment grade credit
ratings) in the current capital markets environment provides opportunities to invest in sale-leaseback transactions, which fulfills the need for
companies to raise capital and the demand from investors for income-oriented investments that offer the opportunity to achieve superior
risk-adjusted returns.

As a result of strict lending guidelines and a reduced appetite for risk, the availability of credit remains limited even to the most creditworthy
borrowers. The total volume of corporate bond issuance contracted sharply from $2.4 trillion per year for the three year-period ended
December 31, 2007 to $930 billion per year for the three year period ended December 31, 2010.
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For smaller, less creditworthy companies, constricted bank lending (as demonstrated by a sharp reduction in existing bank loan balances) due to
a combination of both stringent lending criteria and an effort by banks to bolster reserves by hoarding cash have left such companies with
limited financing options. In addition, depressed commercial real estate values, troubled legacy assets and reduced real estate sales volumes
contributed to a sharp decline in commercial mortgage originations since 2007, with the total volume of outstanding commercial mortgages held
by U.S. financial institutions declining every quarter since the second quarter of 2009. RCG expects write-downs and limited new originations to
cause commercial mortgages outstanding to decline by an additional $75 billion in 2011. Finally, total U.S. CMBS issuance during the
three-year period ended December 31, 2010 was $26.5 billion, significantly below the $593 billion issued during the three-year period ended
December 31, 2007, and CMBS issuance is expected to be $35 billion in 2011 and $50 billion in 2012, well below the peak of nearly $230
billion in 2007. Due to new regulations and expected relative bond market spreads, RCG believes that bank lending, new mortgage loan
originations and CMBS issuances will continue to be more conservative, with lower loan-to-value ratios and more stringent terms, than during
the period prior to the economic downturn.

The system-wide deleveraging and ongoing structural shift in the finance industry lead RCG to believe that credit availability will remain tight
through the short term. Strict lending guidelines, a reduced appetite for risk from both debt and equity investors and the fact that many
companies that financed their real estate facilities with mortgage financing are facing upcoming mortgage and corporate debt maturities should
yield attractive pricing for many single-tenant, net leased properties and increased opportunities for sale-leaseback transactions.
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BUSINESS AND PROPERTIES
Overview

We invest in single-tenant, operationally essential real estate throughout the United States that is leased on a long-term, triple-net basis primarily
to tenants engaged in retail, service and distribution industries. Single-tenant, operationally essential real estate consists of properties that are
generally free-standing, commercial real estate facilities where our tenants conduct retail, service or distribution activities that are essential to the
generation of their sales and profits. Under a triple-net lease, the tenant is typically responsible for all improvements and is contractually
obligated to pay all property operating expenses, such as real estate taxes, insurance premiums and repair and maintenance costs. In support of
our primary business of owning and leasing real estate, we have also strategically originated or acquired long-term, commercial mortgage and
equipment loans.

We generate our revenue primarily by leasing our properties to our tenants. As of September 30, 2011, our undepreciated gross investment in
real estate and loans totaled approximately $3.6 billion, representing investment in 1,134 properties, including properties securing our mortgage
loans. Of this amount, 98.1% consisted of our gross investment in real estate, representing ownership of 1,044 properties, and the remaining
1.9% consisted of commercial mortgage and equipment loans receivable secured by 90 properties or related assets. As of September 30, 2011,
our owned properties were approximately 97.8% occupied (based on number of properties), and our leases had a weighted-average
non-cancelable remaining lease term (based on annual rent) of approximately 12.0 years. Our leases are generally long-term, with
non-cancelable initial terms typically of 15 to 20 years and tenant renewal options for additional terms. As of September 30, 2011,
approximately 96% of our leases (based on annual rent) provided for increases in future annual base rent.
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Our portfolio of 1,044 owned properties was leased to approximately 160 tenants as of September 30, 2011. Of our approximately 160 tenants,
no tenant, other than Shopko, contributed more than 7% of our annual rent. Our tenants operate in 18 different industries, including: general,
specialty and discount retail; restaurants; movie theaters; automotive dealers; educational and recreational facilities; and supermarkets.

Our properties are geographically diversified across 46 states, with only 4 states contributing more than 5.0% of our annual rent.

The diversity of our portfolio has contributed to its stable occupancy. As of September 30, 2011 and December 31, 2010, 2009, 2008, 2007 and
2006, our occupancy rate (based on number of properties) was 97.8%,
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96.3%, 99.4%, 99.0%, 100% and 100%, respectively. We believe that the occupancy of our portfolio, particularly during the economic downturn
of 2008 through 2010, reflects its strength. As illustrated in the chart below, since inception in 2003 our occupancy has never been below 96.1%
(based on number of properties).

As of September 30, 2011, one of our tenants, Shopko, contributed approximately 26.8% of our annual rent with 112 properties leased pursuant
to a master lease with an initial term that expires in June 2026 and two properties leased under individual leases. Based on financial information
supplied to us by Shopko, the 112 properties that we lease to Shopko pursuant to a master lease had a property-level rent coverage ratio well in
excess of our target underwriting standard of 2.0x for the fiscal year ended January 29, 2011. For a discussion of how we calculate
property-level rent coverage, see  Risk Management Tenant Financial Distress Risk Early Lease Termination Risk Measurement. Additionally, at
the corporate level, Specialty Retail Shops Holding Corp., the guarantor of the Shopko leases, had corporate-level EBITDAR of $154.4 million
for the fiscal year ended January 29, 2011 and a ratio of corporate-level EBITDAR to net interest and rent expense of 1.57x for that period.
Shopko s operating performance has improved in recent years in a very competitive environment, and its shadow rating, as generated by a
product licensed by us from Moody s Analytics, exceeds the targeted average for our portfolio. See  Our Real Estate Investment

Portfolio Investment Diversification Diversification by Tenant for a reconciliation of Special Retail Shops Holding Corp. s corporate-level
EBITDAR to its net income.

As we look to selectively grow our portfolio, we will seek to leverage the experience of our senior management team and our existing
underwriting, leasing, asset management and reporting infrastructure. We believe the acquisition of additional operationally essential retail,
service and distribution properties, coupled with our $3.6 billion seasoned investment portfolio, will provide the opportunity to achieve superior
risk-adjusted returns. We intend to continue to actively manage our existing portfolio and invest in real estate that produces stable rental revenue
that increases over time pursuant to contractually specified rent increases.

Qur History

We were formed in 2003 and became a public company in December 2004. We were subsequently taken private by a consortium of private
investors in August 2007. Following our privatization, we initially continued to execute our business plan and grow our portfolio. However,
during 2008, in response to deteriorating economic conditions, we shifted our focus to reducing our indebtedness and managing our portfolio.
From January 1, 2008 to December 31, 2010, we reduced our indebtedness by $519.1 million. The vast majority of the owned properties in our
portfolio as of September 30, 2011 were acquired prior to our privatization. We have
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recently augmented our senior management team through the addition of executives with significant real estate, capital markets and net lease
industry experience. Thomas H. Nolan, Jr., our new Chief Executive Officer, has been active in the real estate industry for over 25 years, holding
numerous leadership positions in private and public real estate companies. Peter M. Mavoides, our new President and Chief Operating Officer,
has been active in the single-tenant, net lease industry for over 13 years, holding leadership positions for the past 8 years. Under our new
leadership, we have begun to pursue acquisition opportunities and have completed $29.0 million of acquisitions since September 2011.

We have elected to be taxed as a REIT for federal income tax purposes commencing with our taxable year ended December 31, 2003. We
believe that we have been organized and have operated in a manner that has allowed us to qualify as a REIT for federal income tax purposes
commencing with such taxable year, and we intend to continue operating in such a manner.

Competitive Strengths

We believe the following competitive strengths contribute to the stability of our rental revenues and distinguish us from our competitors:

Large Scale and Diversified Portfolio. As of September 30, 2011, our portfolio consisted of 1,044 owned properties, with
approximately 160 tenants operating in 46 states and diversified across 18 different industries, including: general, specialty and
discount retail; restaurants; movie theaters; automotive dealers; educational and recreational facilities; and supermarkets. We believe
it would be difficult for a new competitor to replicate such a diversified portfolio on a comparable scale. The diversity of our
portfolio reduces the risks associated with adverse events affecting a particular tenant or an economic decline in any particular state
or industry. Additionally, the scale of our portfolio allows us to make acquisitions without introducing additional concentration risks.
In addition, our operating platform is scalable and will allow us to make new investments without the need for significant additional
administrative or management costs.

Long-Term Triple-Net Leases. As of September 30, 2011, our owned properties were approximately 97.8% occupied (based on
number of properties), with a weighted average non-cancelable remaining lease term (based on annual rent) of approximately 12.0
years. Due to the triple-net structure of 95% of our leases (based on annual rent) as of September 30, 2011, we do not expect to incur
significant capital expenditures, and the potential impact of inflation on our operating expenses is minimal. Additionally, as of
September 30, 2011, approximately 96% of our leases (based on annual rent) provided for increases in future annual base rent.

Established Company with Proven Performance. Our company has been actively investing in triple-net leased real estate since
2003, is well-known within the industry and benefits from an established infrastructure supporting our underwriting, leasing, asset
management and reporting functions. From our inception in 2003 through September 30, 2011, we made gross investments in excess
of $4.05 billion in properties and loans receivable. The vast majority of our owned properties as of September 30, 2011 were
acquired prior to our privatization. Since our inception, our occupancy has never been below 96.1% (based on number of properties),
despite the economic downturn of 2008 through 2010. We believe that our experience, in-depth knowledge of the triple-net lease
market and extensive network of long-standing relationships in the real estate industry will contribute to the stability of our rental
revenues and also provide us access to a pipeline of attractive investment opportunities to allow us to expand our revenue base.

Disciplined Underwriting and Risk Management Expertise. Our developed underwriting and risk management expertise enhances
our ability to identify and structure investments that provide superior risk-adjusted returns, due to specific investment risks that we
believe can be identified and mitigated through intensive credit and real estate analysis, tailored lease structures (such as master
leases) and ongoing tenant monitoring. When underwriting new acquisitions we generally target property-level rent coverage ratios
in excess of 2.0x. Since our inception in 2003 through November 30, 2011, our
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estimated cumulative loss resulting from properties and loans receivable experiencing financial distress, which we define as tenant

bankruptcy or tenant non-performance resulting in our possession of the properties, was $128.7 million (of which we have realized

$102.6 million of losses), or 3.2% of our original gross investment since inception. Our recovery rate on properties and loans

receivable experiencing financial distress (including an estimate for properties in distress that have not yet been resolved) during that

period is 69.8%. We believe our developed underwriting and risk management expertise has contributed to identifying and

mitigating risk and our recovery rate. For a discussion of how we calculated estimated cumulative loss and our recovery rate, see
Risk Management Tenant Financial Distress Risk Historical Summary of Tenant Financial Distress Portfolio.

Experienced Management Team. Our senior management has significant experience in the real estate industry and in managing
public companies. Our Chairman and Chief Executive Officer, Thomas H. Nolan, Jr., has been active in the real estate industry for
over 25 years, holding numerous leadership positions in private and public real estate companies. Our President and Chief Operating
Officer, Peter M. Mavoides, has been active in the single-tenant, net lease industry for over 13 years, holding leadership positions for
the past 8 years. Our Chief Financial Officer, Michael Bender, has held leadership positions for over 20 years in finance and real
estate. Our Senior Vice President, Gregg Seibert, who has been with us since our inception, has over 20 years of experience in real
estate finance, including over 15 years of leadership responsibilities in credit, acquisitions and portfolio management in the
sale-leaseback sector. Excluding these individuals, our asset management and leasing staff have worked at our company for an
average of 6 years and have a high level of familiarity with our portfolio and tenants.

Attractive In-Place Long-Term Indebtedness. Upon the completion of this offering on a pro forma basis, we expect to have
approximately $2.0 billion of outstanding non-recourse mortgage indebtedness, which had a weighted average maturity of 7.1 years
as of September 30, 2011 and an average annual interest rate of approximately 6.12% for the nine months ended September 30, 2011
(excluding non-cash interest expense attributable to the amortization of deferred financing costs and debt discounts). Prior to January
1, 2016, we only have $138.8 million of balloon payments due at maturity. Approximately $1.7 billion of our pro forma indebtedness
is partially amortizing, providing for an ongoing reduction in principal prior to maturity. In addition, we expect to have a $
million revolving credit facility in place upon the completion of this offering to help fund future acquisitions and for general
corporate purposes.

Business and Growth Strategies

Our objective is to maximize stockholder value by seeking superior risk-adjusted returns, with an emphasis on stable rental revenue, by investing
primarily in operationally essential real estate leased on a long-term, triple-net basis. We intend to pursue our objective through the following
business and growth strategies.

Focus on Small and Middle Market Companies. We primarily focus on investing in properties that we net lease to unrated small

and middle market companies that we determine have attractive credit characteristics and stable operating histories. Properties leased

to small and middle market companies may offer us the opportunity to achieve superior risk-adjusted returns, as a result of our
intensive credit and real estate analysis, lease structuring and portfolio construction. Small and middle market companies are often
willing to enter into leases with structures and terms that we consider attractive (such as master leases and leases that require ongoing
tenant financial reporting) and that we believe increase the security of rental payments. For example, by acquiring multiple properties
from a small or middle market company and leasing them back to the seller under a master lease, the leased properties may represent

a meaningful percentage of the tenant s overall operations and increase the importance of the lease to the tenant s business. In addition
to small and middle market companies, we selectively acquire properties leased to large companies where we believe that we can
achieve superior risk-adjusted returns.
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The following chart highlights the tenants that we target based on company size and corporate credit equivalent:

Generally, we consider regional companies with less than 50 locations and between $10 million and $100 million in annual sales to be small
companies, and regional and national companies with between 50 and 500 locations and $100 million to $2 billion in annual sales to be middle
market companies. Most of our tenants and prospective tenants are not rated by Moody s, S&P or any other nationally recognized statistical

rating organization. In the absence of a credit rating, we estimate creditworthiness by using financial information provided to us by a tenant or
prospective tenant and a credit modeling product that we license from Moody s Analytics. The shadow rating that we generate with this product
does not constitute a published credit rating and lacks the extensive company participation that is typically involved when a rating agency
publishes a rating. Accordingly, a shadow rating may not be as indicative of creditworthiness as a rating published by Moody s, S&P or another
nationally recognized statistical rating organization.

Use Our Developed Underwriting and Risk Management Processes to Structure and Manage Our Portfolio. We seek to maintain
the stability of our rental revenue and the long-term return on our investments by using our developed underwriting and risk
management processes to structure and manage our portfolio. We believe the efficacy of our underwriting and risk management
processes is illustrated by the historical performance of our portfolio. In particular, our underwriting and risk management processes
emphasize the following:

i Leases for Operationally Essential Real Estate with Relatively Long-Terms. We seek to own properties that are operationally
essential to our tenants, thereby reducing the risk that the tenant would choose not to renew an expiring lease or reject a lease
in bankruptcy. In addition, we seek to enter into leases with relatively long-terms, typically with non-cancelable initial terms
of 15 to 20 years and tenant renewal options for additional terms with attractive rent escalation provisions.

i Use of the Master Lease Structure. Where appropriate, we seek to enter into master leases, pursuant to which we lease
multiple properties to a single tenant on an all or none basis. In a master lease structure, a tenant is responsible for a single
lease payment relating to the entire portfolio of leased properties, as opposed to multiple lease payments relating to
individually leased properties. The master lease structure prevents a tenant from cherry picking locations, where it unilaterally
gives up underperforming properties while maintaining its leasehold interest in well-performing properties. As of September
30, 2011, we had 53 master leases that had an average non-cancellable remaining lease term (based on annual rent) of
13.5 years and contributed approximately 65.0% of our annual rent. Our largest master lease, consisting of 112 properties,
contributed 26.7% of our annual rent, and our smallest master lease, consisting of two properties, contributed less than 1% of
our annual rent. The average number of properties included under our master leases as of September 30, 2011 was 12.0.

98

Table of Contents 125



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

T

i Active Management and Monitoring of Risks Related to Our Investments. When monitoring existing investments or
evaluating new investments, we typically consider two broad categories of risk: (1) tenant financial distress risk; and (2) lease
renewal risk. See  Risk Management. We seek to measure these risks through various processes, including the use of a credit
modeling product that we license from Moody s Analytics, estimates of the performance of the leased properties relative to
rental payments due under the leases and review of current market data and our historical recovery rates on re-leased
properties and property dispositions. Our underwriting and risk management processes are designed to structure new
investments and manage existing investments to address and mitigate each of the above risks and preserve the long-term
return on our invested capital.

i Portfolio Diversification. We monitor and manage the diversification of our real estate investment portfolio in order reduce
the risks associated with adverse developments affecting a particular tenant, property, industry or region. Our strategy
emphasizes a portfolio that (1) derives no more than 10% of its annual rent from any single tenant or more than 2.5% of its
annual rent from any single property, (2) is leased to tenants operating in various industries and (3) is located across the
United States without significant geographic concentration. While we consider the foregoing when making investments, we
have opportunistically made investments in the past that do not meet one or more of these criteria, and we may make
additional investments that do not meet one or more of these criteria if we believe the opportunity is sufficiently attractive. As
of September 30, 2011, one tenant, Shopko at 26.8%, contributed more than 10% of our annual rent, and no one property
contributed more than 2.1% of our annual rent.

i Selective Asset Dispositions. As part of our active portfolio management, we may selectively dispose of assets that we
conclude do not offer a return commensurate with the investment risk, contribute to unwanted geographic, industry or tenant
concentrations or otherwise do not contribute to achieving our objective. We do not believe that the sale of properties will
constitute a major portion of our business.

Enhance Our Portfolio through Contractual Growth. Approximately 96% of our leases (based on annual rent) contain contractual
provisions that increase the rental revenue over the term of the lease. Of these leases, 24% contain fixed contractual rental increases,
and the remaining 76% contain increases based on the lesser of a fixed contractual percentage increase or the increase in the CPI.
Assuming the same CPI growth experienced during the 12 months ended September 30, 2011, our contractual rent growth for the
12 months ending September 30, 2012 would be $5.3 million. Approximately $2.7 million of this amount is attributable to an
increase in rent under our master lease with Shopko in June 2011. The rents under our master lease with Shopko adjust every three
years.

Selectively Grow Our Portfolio through Acquisitions. We plan to selectively make acquisitions that contribute to our portfolio s
tenant, industry and geographic diversification. According to RCG, through September 2011 the 12-month trailing investment
volume in single-tenant properties was $23.6 billion. Given this volume of transactions in the single-tenant market, we believe there
will be ample acquisition opportunities fitting our acquisition criteria.

Since September 2011, we have completed $29.0 million of acquisitions consistent with our underwriting criteria. We believe our experience,
in-depth market knowledge and extensive network of long-standing relationships in the real estate industry will provide us access to an ongoing
pipeline of attractive investment opportunities.

Continue to Deleverage Our Portfolio. Upon the completion of this offering on a pro forma basis, we will have approximately $2.0
billion of non-recourse mortgage indebtedness (this represents a decrease of approximately $1.4 billion of indebtedness since
January 1, 2008). Additionally, most of our remaining debt will be partially amortizing, and its principal amount will be reduced
prior to the balloon payments due at maturity. Contractual amortization payments are scheduled to reduce our outstanding principal
amount of indebtedness by $184.7 million prior to January 1, 2016. We also may
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use any cash from operations in excess of the distributions that we expect to pay to selectively reduce our indebtedness.
We believe contractual rent growth, selective growth through acquisitions and the ongoing deleveraging of our portfolio will contribute to our
cash available for distributions.

Risk Management

When managing our portfolio of existing investments or evaluating new investments, we typically consider two broad categories of risk:
(1) tenant financial distress risk; and (2) lease renewal risk.

Tenant Financial Distress Risk

This broad category represents the risk of experiencing losses in connection with a tenant experiencing financial distress, which we define as
tenant bankruptcy or tenant non-performance under its lease resulting in our possession of the property. We typically consider tenant financial
distress risk in three broad stages: (1) credit risk; (2) early lease termination risk; and (3) real estate recovery risk. We seek to measure and
manage each of these stages of tenant financial distress risk through various processes.

Credit Risk

Credit risk is the risk that a tenant s financial condition and operating results will deteriorate to such an extent that it becomes unable or unwilling
to meet its obligations to us.

Measurement. We measure credit risk by performing an extensive credit review of a tenant or prospective tenant and conducting detailed
research on the industry in which it competes in an effort to evaluate financial flexibility, risks that may adversely affect its business and its
capacity to meet its obligations.

We use a product provided by Moody s Analytics that calculates EDF to assist us in estimating the likelihood that a tenant or prospective tenant
will default on its obligations to make payments to us over a specified period of time, typically one year. An EDF may range from a 0.01% risk
of default to a 35% risk of default. We typically seek to enter into leases with companies with 1-year EDFs of less than 4.0%. This product also
generates a shadow rating that we use in evaluating a tenant s or prospective tenant s ability to meet its obligations, such as lease payments. We
typically seek to enter into leases with companies with shadow ratings equal to or greater than B2, as generated by the product that we license
from Moody s Analytics, and to maintain a portfolio average above Ba2. An EDF and a shadow rating are calculated based upon financial
information supplied to us by a tenant or prospective tenant and various proprietary data and assumptions that Moody s Analytics incorporates
into the product. We believe that this product is useful in assessing credit risk and detecting any credit deterioration among our tenants, however
an EDF is only an estimate of default probability. Similarly, a shadow rating does not constitute a published credit rating and lacks the extensive
company participation that is typically involved when a rating agency publishes a rating. It is possible that actual default rates may be higher
than those suggested by EDFs and shadow ratings. Moreover, an EDF and a shadow rating are substantially influenced by the financial
information that is used in generating these metrics, which is provided to us by our tenants and prospective tenants without independent
verification on our part, and we must assume the appropriateness of the estimates and judgments that were made by the party preparing the
financial information. An important consideration in entering into a lease with a new tenant is the quality of the tenant s financial statements and
our ability to receive financial information from the tenant over the term of the lease.

Management. We seek to manage credit risk by diversifying our portfolio among numerous tenants operating in multiple industries in an effort
to reduce the adverse impact of a downturn in the business of a particular tenant or industry. In addition, we seek to manage credit risk by
placing investments deemed to present high risk on a credit watch list that we update and review weekly. Placement on our credit watch list
results in a higher level of monitoring and development and implementation of a risk minimization strategy.
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Our Experience. Since our inception in 2003 through November 30, 2011, 34 tenants or borrowers, relating to 123 of our properties and loans
receivable (representing an original gross investment since inception for such assets of $426.4 million), have experienced financial distress. The

term original gross investment means our (and for the periods prior to our July 31, 2007 privatization, our Predecessor s) initial purchase price for
investments without giving effect to any adjustments to the book basis of our investments arising from our privatization or accumulated

depreciation.

Early Lease Termination Risk

Early lease termination risk is the risk that a lease with a tenant experiencing financial distress terminates before its scheduled expiration, for
example, because we take possession of a property from a non-performing tenant or because the lease is rejected in bankruptcy proceedings.

Measurement. In general, we measure the likelihood of early lease termination by estimating the performance of the leased properties relative to
rental payments due under the lease. We believe that property-level operations are a key measure of risk, inasmuch as a tenant typically views
the operating performance of the leased property as the first source of funding to meet its obligations under the lease. Additionally, we believe
that property-level operations significantly influence the importance of the leased property to a tenant relative to other

locations and the long-term value of the property and attractiveness to prospective tenants. Specifically, we generally evaluate a lease s
property-level rent coverage ratio which we calculate by dividing (1) earnings before interest, taxes, depreciation, amortization and cash rent
attributable to the leased property (or properties, in the case of a master lease) by (2) the annual base rental obligation. We also evaluate a
property s rent coverage ratio after applying an estimate of overhead expense and any other known obligations of the tenant attributable to the
leased property. We generally seek to enter into new leases with property-level rent coverage ratios in excess of 2.0x; however, we enter into
leases with lower property-level rent coverage ratios if we believe there are other credit characteristics that we consider to be attractive. When
calculating property-level rent coverage ratios, we must rely on financial information provided to us by our tenants or prospective tenants
without independent verification on our part and assume the appropriateness of the estimates and judgments that were made by the party
preparing the financial information. Substantially all of our tenants provide corporate-level financial information, and approximately 80.3% of
our leases require the tenant to provide us with property-level performance information.

Management. When a lease s property-level rent coverage ratio deteriorates below the range that we target, we seek to enter into an active
dialogue with the tenant to understand the cause of the deterioration and to closely monitor the tenant in an effort to protect the value of our
investment. Specifically, we may pursue asset substitutions, tenant repurchases of poorly performing assets or asset sales. In addition, we
manage early lease termination risk by investing in properties that are operationally essential, thereby seeking to reduce the risk that a lease will
be rejected in bankruptcy. Where appropriate, we enter into master leases, pursuant to which we lease multiple properties to a single tenant on an

all or none basis, which prevents a tenant from cherry picking well-performing properties and abandoning less attractive locations. Finally, we
generally seek to enter into leases with relatively long-terms, typically with non-cancelable initial terms of 15 to 20 years and tenant renewal
options for additional terms.

Our Experience. Since our inception in 2003 through November 30, 2011, out of the 123 properties and loans receivable relating to tenants or
borrowers that experienced financial distress, leases with respect to 25 properties were affirmed in bankruptcy with no modification. The leases
or loans with respect to the remaining 98 assets (representing an original gross investment of $306.6 million) had leases that were modified or
terminated early or are unresolved (or in the case of loans, were written off).

Real Estate Recovery Risk

Real estate recovery risk is the risk of a loss on an investment in connection with our disposition or re-leasing of a property vacated as a result of
financial distress.
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Measurement. We measure real estate recovery risk by using a combination of current market data and our historical recovery rates on re-leased
properties and property dispositions. In addition, we use national real estate transaction database services, such as Costar Group, Inc. and
LoopNet, Inc., to monitor and assess sale and rent data for comparable properties. We also review the physical condition of our investments. Our
pre-acquisition due diligence generally includes a review of the physical condition of a property that contributes to our assessment of potential
alternative uses for the property and its residual value.

Management. We manage real estate recovery risk by seeking to acquire properties for a purchase price at or below the current market rate and
entering into leases that provide for market-level rental payments. When acquiring properties we generally engage an independent third party to
conduct an appraisal that evaluates the current market and validates the acquisition pricing.

Our Experience. Since our inception in 2003 through November 30, 2011, out of the 98 assets with respect to which leases were modified or
terminated early or are unresolved (or in the case of loans, were written off) due to financial distress, 42 were sold, 20 were leased to new
tenants, 14 remain vacant, 12 had leases that were amended in bankruptcy, 3 were transferred to a lender in a deed-in-lieu of foreclosure
transaction, 3 have had write-offs and 4 are unresolved, collectively resulting in an estimated loss of $128.7 million (of which $102.6 million
had been realized as of November 30, 2011) on an original gross investment in such assets of $306.6 million.

Historical Summary of Tenant Financial Distress Portfolio

Since our inception in 2003 through November 30, 2011, we have experienced or expect to experience $128.7 million of aggregate losses (of
which we have realized $102.6 million as of November 30, 2011) due to financial distress, or 3.2% of our total original gross investment of
approximately $4.05 billion. During that period, of the $426.4 million of original gross investment associated with properties and loans
receivable experiencing financial distress, we have recovered or estimate that we will recover $297.7 million (of which we have realized $272.0
million as of November 30, 2011), which represents a realized and estimated 69.8% recovery rate, as illustrated in the table below and the
related footnotes:

Realized and

Estimated

Recovery
Financial Distress Portfolio (dollars in millions)
Original gross investment $ 426.40
Realized and estimated losses 128.7®
Realized and estimated recovery $ 297.7
Realized and estimated recovery rate 69.8%
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(1) Our original gross investment in properties and loans receivable that experienced financial distress is summarized as follows:

Leases Affirmed in Bankruptcy

Leases with Loss Experience

Leases rejected in bankruptcy

Master lease early termination agreements(®
Leases terminated early by Spirit

Leases amended in bankruptcy

Leases currently in bankruptcy

Loan Write-Offs

Total investments experiencing losses

Total Financial Distress Portfolio

Financial Distress Portfolio
Original

Number
of

Properties/
Loans

25

47
18
14
12
4
3

98

123

Gross

Investment

(in

millions)

$

119.8

116.5
44.4
58.7
77.2

5.7
4.1

306.6

426.4

Percent of

Total
Original
Gross

Investment(®

3.0%

2.9%
1.1%
1.4%
1.9%
0.1%
0.1%

7.5%

10.5%

(a)  Equals original gross investment divided by our total original gross investment since inception of approximately $4.05 billion.

(b)  We opportunistically seek to enter into amendments to master leases in connection with negotiated resolutions of tenant bankruptcies in order
to maximize our recovery. Because of the all or none nature of our master leases, the tenant cannot seek release of selected assets without
negotiating a lease termination fee with us. In conjunction with the 18 properties under master leases where the tenant was in bankruptcy, we
negotiated lease termination fees of $12.3 million. We believe that we would not have been able to negotiate these recoveries absent the master

lease structure.

(2) Our realized and estimated losses on properties and loans receivable that experienced financial distress is summarized as follows:

Number
of
Properties/
Loans

Resolved
Sold 42
Leased to a new tenant 20
Amended in bankruptcy 12
Deed-in-lieu 3
Loan write-offs 3
Pending Resolution
Remaining vacant 14
Unresolved in bankruptcy 4
Total Investments Experiencing
Losses 98

Table of Contents

Original
Gross

Investment

(in
millions)

$ 1149
45.4

772

7.3

4.1

52.0
5.7

$  306.6

Status of Investments Experiencing Losses

Percent of
Total
Original
Gross
Investment(®

2.8%
1.1%
1.9%
0.2%
0.1%

1.3%
0.1%

7.5%

Realized
and

Estimated

Loss

(in millions)®

$

$

71.8©
11.8@
13.7()
2.90
2.4®)

23.3M)
2.8

128.7

Loss
(% of
total
original
gross

investment)()

1.7%
0.3%
0.3%
0.1%
0.1%

0.6%
0.1%

3.2%
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(a)  Equals original gross investment divided by our total original gross investment since inception of approximately $4.05 billion.

(b)  When calculating loss experience and evaluating the historical performance of our investment decisions, we use our original gross investment
because it eliminates subsequent adjustments to the book basis of our investments arising from our privatization and accumulated depreciation,
which we believe are not indicative of the performance of investment decisions over time.

(¢) Loss equals:

(i) our original gross investment in the property; minus

(i) the amount of gross sale proceeds; minus

(iii) any lease termination fee and any rental revenue received by us from an interim tenant.
(d) Loss equals:

(i) our original gross investment in the property; minus
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(i) the product of: (A) our original gross investment in the property; and (B) a fraction the numerator of which is the annual cash rental rate
(before abatements) pursuant to the new lease and the denominator of which is the annual cash rental rate (before abatements) pursuant to
the terminated lease immediately preceding its termination; minus
(iii) any lease termination fee and any rental revenue received by us from an interim tenant; plus
(iv) any costs incurred in re-leasing the property.
(e) Loss equals:
(i) our original gross investment in the property; minus
(i) the product of: (A) our original gross investment in the property; and (B) a fraction the numerator of which is the annual cash rental rate
(before abatements) pursuant to the new lease and the denominator of which is the annual cash rental rate (before abatements) pursuant to
the terminated lease immediately preceding its termination.
(f)  Loss equals:
(i) our original gross investment in the property; minus
(ii) the principal amount of indebtedness secured by the property on the date of the deed-in-lieu transfer.
(g) Loss equals:
(i) our original gross investment in the loan receivable; minus
(ii) any amortization and principal payments received before such loan was written-off.
(h)  Estimated loss equals:
(i) our original gross investment in the property; multiplied by
(i) our historical weighted average percentage loss on properties (A) leased to a new tenant, (B) sold and (C) transferred to a lender in a
deed-in-lieu transaction (each, before accounting for any lease termination fee or any rental revenue received by us from an interim
tenant); minus
(iii) any lease termination fee and any rental revenue received by us from an interim tenant with respect to such properties.
i) Estimated loss equals:
(i) our original gross investment in the property; multiplied by
(i) our historical weighted average percentage loss on properties (A) leased to a new tenant, (B) sold, (C) transferred to a lender in a
deed-in-lieu transaction, (D) remaining vacant and (E) with leases amended in bankruptcy (each, after accounting for any lease
termination fee or any rental revenue received by us from an interim tenant).
(j)  Equals loss divided by our total original gross investment since inception of approximately $4.05 billion.
Fourteen of our properties with leases that were terminated early remain vacant, and four of our properties are leased to tenants who are involved
in bankruptcy proceedings that are unresolved. For the properties remaining vacant, we have estimated our expected losses based in part upon
our historical average loss on properties leased to a new tenant, sold and transferred to a lender in a deed-in-lieu transaction, in each case before
accounting for any lease termination fee or any rental revenue received by us from an interim tenant. For the properties unresolved in
bankruptcy, we have estimated our expected losses based upon our historical average loss on properties leased to a new tenant, sold, transferred
to a lender in a deed-in-lieu transaction and remaining vacant. While we believe our historical loss experience provides a reasonable basis for us
to estimate our expected future losses, our actual losses on these 18 properties could exceed our estimate by a material amount. Additionally, we
calculated our realized losses on properties as described in the above table. There are alternative methodologies that could be used for
calculating losses on properties, and the use of a different methodology could result in a larger loss.

Lease Renewal Risk

Lease renewal risk is the risk that a tenant will determine not to renew a lease upon its expiration. Properties vacated following lease expiration
are either re-leased or marketed for sale based on our judgment of which approach will maximize recovery value. Since we commenced
operations in 2003, we have achieved a 78.6% lease renewal rate. Specifically, out of the 42 leases that expired before September 30, 2011, 33
leases were renewed. During 2012, 2013 and 2014, leases relating to 1.2%, 0.7% and 2.6%, respectively, of total annual rent are scheduled to
expire.

Our Investments

We seek to offer potential tenants responsive and specifically tailored solutions for their long-term financing requirements. In support of our
primary business of owning and leasing real estate, we may also strategically originate or acquire long-term, commercial mortgage and
equipment loans receivable. The terms of the leases and loans are dictated by the expected remaining useful life of the financed assets and the
needs of our tenants. Our primary investments are described below.
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We acquire a significant portion of our properties through sale-leaseback transactions. In a sale-leaseback transaction, we acquire property and
lease it back to the seller under a long term, triple-net lease. Under a triple-net lease, the tenant is typically responsible for all improvements and
is contractually obligated to pay all property operating expenses, such as real estate taxes, insurance premiums and repair and maintenance costs.
Our leases typically have non-cancelable initial terms of 15 to 20 years and tenant renewal options for additional periods. Additionally, our
leases generally contain rent escalation provisions that periodically increase the base rent payable by the tenant under the lease. Generally, our
rent escalators increase rent on specified dates by: (1) a fixed amount; or (2) the lesser of (a) 1 to 1.25 times any increase in the CPI over a
specified period, or (b) a fixed percentage.

Mortgages and Other Financing Products

Although we focus on sale-leaseback transactions, in situations where a sale-leaseback transaction is not attractive to a prospective seller/lessee
or us, we may structure our investment in a particular property as a mortgage loan secured by the property. We attempt to structure mortgage
loans in a manner that provides us with economic returns similar to those that we would expect to receive had the investment been structured as
a sale-leaseback transaction. Any mortgage loan we make will have a maximum maturity of 20 years. In addition, in support of our primary
business of investing in real estate, we selectively offer other financing products, such as equipment financing for furniture and fixtures and
general purpose financing.

Financing Strategy

Our long-term financing strategy is to maintain a leverage profile that creates operational flexibility and generates superior risk-adjusted returns
for our stockholders. It is our intention to pursue a long-term capital strategy that brings our leverage profile in line with that of our peers over
time. Although we are not required to maintain a particular leverage ratio, we intend to employ prudent amounts of debt financing as a means of
providing additional funds for the acquisition of assets, to refinance existing debt or for general corporate purposes.

As of September 30, 2011, our debt totaled $2.7 billion, or 80.8% of total assets. Our pro forma debt balance as of September 30, 2011,
assuming the completion of this offering, the debt conversion and related transactions, would have been $2.0 billion, or 57.8% of total pro forma
assets. Within the first year following this offering, we expect to further pay down debt, as we have approximately $48.1 million in scheduled
principal amortization and balloon payments due in 2012. Within the first year following this offering, we also anticipate selectively growing our
portfolio, using debt financing at a level comparable to or below our pro forma leverage. As a result, we are targeting a leverage ratio for the first
year following the offering that is comparable to or slightly lower than our September 30, 2011 pro forma level.

We finance our assets using a variety of methods and determine the amount of equity and debt financing to be used when acquiring an asset by
evaluating terms available in the credit markets (such as interest rate, repayment provisions and maturity), our cost of equity capital and our
assessment of the particular asset s risk. Historically, a significant portion of our debt has been long-term borrowings secured by specific real
estate assets or, more typically, pools of real estate assets. As of September 30, 2011, our pro forma debt balance of approximately $2.0 billion
was comprised of a $967.7 million master trust facility and 25 CMBS loans with an aggregate principal balance of $989.9 million. We anticipate
using a number of different sources to finance our acquisitions and operations going forward, including cash from operations, issuance of debt
securities, private financings (such as bank credit facilities, which may or may not be secured by our assets), property-level mortgage debt,
common or preferred equity issuances or any combination of these sources, to the extent available to us, or other sources that may become
available from time to time. To the extent practicable, we expect to maintain a debt profile with manageable near-term maturities.
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Our Real Estate Investment Portfolio

As of September 30, 2011, our gross investment in real estate and loans totaled approximately $3.6 billion, representing investment in 1,134
properties. Of this amount, 98.1% consisted of our gross investment in real estate, representing ownership of 1,044 properties, and the remaining
1.9% consisted of commercial mortgage and equipment loans receivable secured by 90 properties or related assets. Our owned properties are
leased to approximately 160 tenants operating in 46 states and diversified across 18 different industries, including: general, specialty and
discount retail; restaurants; movie theaters; automotive dealers; educational and recreational facilities; and supermarkets. Over 95% of our leases
(based on annual rent) as of September 30, 2011 are triple-net, for which the tenant is typically responsible for all improvements and is
contractually obligated to pay all property operating expenses, such as real estate taxes, insurance premiums and repair and maintenance costs.
Due to the triple-net structure of our leases, we do not expect to incur significant capital expenditures relating to our triple-net leased properties,
and the potential impact of inflation on our operating expenses is reduced.

Investment Diversification
Diversification by Tenant

The following table lists the top 10 tenants of our owned real estate properties (based on annual rent) as of September 30, 2011:

Number Annual Rent
of (in Percent of Total

Tenant Properties thousands)® Annual Rent

1. Shopko Stores Operating Co., LLC 114 $ 72,771 26.8%
2. 84 Properties, LLC 101 18,437 6.8
3. Pamida Stores Operating Co., LLC 67 10,057 3.7
4, Carmike Cinemas, Inc. 12 7,980 2.9
5. Universal Pool Co., Inc. 14 6,193 2.3
6. Dickinson Theatres, Inc. 5 5,735 2.1
7. CBH20, LP (Camelback Ski Resort) 1 5,721 2.1
8. Casual Male Retail Group Inc 1 4,814 1.8
9. United Supermarkets, LLC. 14 4,421 1.6
10. Main Event Entertainment, LP 6 4,331 1.6
Other 709 130,573 48.3

Total 1,044 271,033 100 %

(1) We define annual rent as rental revenue for the quarter ended September 30, 2011 multiplied by four.

As shown in the table above, as of September 30, 2011 only one of our tenants, Shopko, contributed more than 7% of our annual rent. Shopko
operates as a multi-department general merchandise retailer and retail health services provider primarily in mid-size and larger communities in
the Midwest, Pacific Northwest and Western Mountain states. Shopko represents approximately 26.8% of our annual rent. We lease 114
properties to Shopko, including its headquarters and three of its distribution centers. Of these properties, 112 are leased pursuant to a long-term
master lease that, as of September 30, 2011, had a non-cancelable remaining lease term of approximately 14.7 years. Shopko s operating
performance has improved in recent years in a very competitive environment. In fact, 96.3% of the properties that we lease to Shopko have
operated within 10 miles of a Walmart for the last eight years (99.1% for the last four years), demonstrating the competitive viability of the
properties we lease to Shopko. Corporate-level EBITDAR for Specialty Retail Shops Holding Corp., the guarantor of the Shopko leases, was
$154.4 million, $140.8 million and $134.4 million for the fiscal years ended January 29, 2011, January 30, 2010 and January 31, 2009,
respectively. This represents a corporate-level coverage ratio of EBITDAR to Shopko s net interest and rent expense of 1.57x, 1.45x and 1.41x,
respectively, for the corresponding periods referenced.
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EBITDAR represents net income before net interest expense, depreciation and amortization, income tax expense (benefit) and rent. The
following table sets forth a reconciliation of Specialty Retail Shops Holding Corp. s corporate-level EBITDAR to net income, the nearest GAAP
equivalent, for the periods presented:

39 Weeks Ended Fiscal Year Ended
(in thousands) (in thousands)
October October

29, 30, January 29, January 30, January 31,

Corporate-level EBITDAR: 2011 2010 2011 2010 2009
(unaudited) (unaudited)

Net income $ 8902 $ 27,797 $ 48934 $ 17,869 $ 16,258
Adjustments:
Add: Interest expense, net 12,242 14,567 18,897 18,402 19,096
Add: Depreciation and amortization 13,536 11,658 16,151 16,225 11,117
Add: Income tax expense (benefit) 4,906 (18,374) (9,069) 9,548 11,357
Add: Rent 61,778 59,556 79,484 78,755 76,536
Corporate-level EBITDAR $ 101,364 $ 95204 $ 154,397 $ 140,799 $ 134,364

Approximately 6.8% of our annual rent was generated by our master lease with 84 Lumber. 84 Lumber operates building materials stores
located in 33 states. We lease 101 properties to 84 Lumber pursuant to a master lease, with an initial term expiring in April, 2027. 84 Lumber is
currently meeting its rent payment obligations to us and based upon financial information supplied to us (which we cannot independently
veritfy), the properties subject to the master lease generate sufficient EBITDAR to cover the rental payments due to us. However, 84 Lumber
generated operating losses for the past three years and has historically used cash generated from the sale of surplus properties and loans from
shareholders to fund these operating deficits. There can be no assurance that 84 Lumber will have the ability to continue to do this or that
shareholders will continue to provide loans. We believe that 84 Lumber has improved its business and has sufficient liquidity to meet its
obligations to us in the near term.

Diversification by Industry

The following table sets forth information regarding the diversification of our owned real estate properties among different industries as of
September 30, 2011 (based on annual rent) as of September 30, 2011:

Number of Percent of Total Annual

Industry Properties Rent(»
General and discount retail properties 181 30.6%
Restaurants - quick service 340 9.7
Restaurants - casual dining 138 8.2
Specialty retail properties 43 8.3
Movie theatres 23 8.1
Building material suppliers 102 6.9
Industrial properties 28 5.5
Educational properties 22 4.8
Automotive dealers, parts and service properties 74 4.3
Recreational properties 7 3.7
Convenience stores / car washes 8 2.6
Supermarkets 20 1.9
Distribution properties 38 1.6
Health clubs / gyms 5 1.1
Interstate travel plazas 3 1.1
Medical office properties 1 *
Drugstores 9 <
Call centers 2 *
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Total 1,044 100 %

* Less than 1%
(1) We define annual rent as rental revenue for the quarter ended September 30, 2011 multiplied by four.
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Diversification by Geography

The following table sets forth information regarding the geographic diversification of our owned real estate properties as of September 30, 2011:

Location
Wisconsin
Texas

Illinois
Pennsylvania
Minnesota
Arizona
Florida
Michigan
Georgia
Indiana
Nebraska
Ohio
Massachusetts
California
Utah

North Carolina
Tennessee
Idaho
Kentucky
ITowa
Alabama
Washington
Missouri
Montana
Oklahoma
South Dakota
New York
Oregon
Virginia
West Virginia
Kansas

South Carolina
Colorado
Louisiana
Wyoming
Maryland
New Jersey
Arkansas
Nevada
Mississippi
New Mexico
Vermont
Delaware
North Dakota
Rhode Island
Maine

Total properties owned

Table of Contents

Number of
Properties
57
82
79
47
38
22
55
34
50
37
14
56
6
8
14
25
55
9
37
28
44
9
27
7
14
9
28
6
26
19
4
13
7
14
14
15
2

—
~

— NN R NN

1,044

Percent of Total
Annual Rent®)
11.7%
8.9
6.5
5.3
4.7
4.3
3.5
3.5
3.3
3.2
3.2
3.0
2.8
2.6
2.3
2.2
2.2
2.1
2.0
1.8
1.8
1.7
1.6
1.5
1.5
1.5
1.4
1.3
1.3
1.1

*

EE R R S S R I R SR I

100%
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* Less than 1%
(1) We define annual rent as rental revenue for the quarter ended September 30, 2011 multiplied by four.
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Lease Expirations

The following table sets forth a summary schedule of lease expirations for leases in place as of September 30, 2011. As of September 30, 2011,
the weighted average remaining non-cancelable initial term of our leases (based on annual rent), was 12.0 years. The information set forth in the

table assumes that tenants exercise no renewal options and all early termination rights:

Number
of

Leases expiring in Properties
Remainder of 2011

2012 14
2013 14
2014 53
2015 22
2016 26
2017 26
2018 33
2019 64
2020 81
2021 151
2022 and thereafter 537
Vacant 23
Total owned properties 1,044

(1)  We define annual rent as rental revenue for the quarter ended September 30, 2011 multiplied by four.

Expiring Mortgage and Loan Interest Income

Expiring Annual
Rent
(in
thousands)(V
$
3,296
1,842
6,902
4,683
3,140
4,381
10,897
16,495
22,112
24,194
171,698

$ 269,640

Percent of

Total
Annual
Rent
0.0%

1.2

0.7

2.6

1.7

1.2

1.6

4.0

6.1

8.2

9.0

63.7

100%

The following table summarizes the scheduled expiring contractual annual interest income as a result of principal maturities and amortization of

principal from our mortgage and other loans receivable as of September 30, 2011:

Expiring
Mortgage
Loans
Interest
Income
Remainder of 2011 $ 4
2012 212
2013 164
2014 174
2015 195
2016 214
2017 325
2018 1,136
2019 450
2020 307
2021 1,109
2022 and thereafter 690

Table of Contents

Expiring
Equipment and
Other Loans
Interest
Income
(in thousands)
$ 5
231
311
341
264
462

62

4
5
5

Total
Expiring
Annual
Interest
Income

$ 9
443
475
515
459
676
387

1,140
455
312

1,115
731
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Total $ 4,980 $ 1,737 $ 6,717
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Loan Maturities

The following table summarizes the scheduled cash flows from principal maturities and amortization of our mortgage and other loans receivable
as of September 30, 2011:

Mortgage Equipment and Percent
Loans Other Loans of Total
Principal Principal Total Principal
Maturities Maturities Maturities Amount
(in thousands)
Remainder of 2011 $ 412 $ 659 $ 1,071 1.5%
2012 2,012 3,810 5,822 8.3
2013 1,879 2,888 4,767 6.8
2014 2,091 1,729 3,820 5.4
2015 2,325 1,986 4311 6.1
2016 2,671 4,893 7,564 10.7
2017 7,519 46 7,565 10.7
2018 9,652 50 9,702 13.8
2019 3,246 55 3,301 4.7
2020 3,593 60 3,653 52
2021 15,071 66 15,137 21.5
2022 and thereafter 3,251 441 3,692 53
Total $53,722 $ 16,683 $ 70,405 100%
Premium on loans receivable 1,338 115 1,453
Other 42 (25) 17
Loan loss provision (2,050) (1,157) (3,207)
Investment in loans receivable $ 53,052 $ 15,616 $ 68,668

(1)  Unamortized portion of initial direct costs associated with originating or acquiring loans.
Our Recent Acquisition Activity

Under our new leadership, we have begun to pursue acquisition opportunities and have completed $29.0 million of property acquisitions since
September 2011.

We have identified and are in various stages of reviewing and negotiating a number of additional potential acquisition opportunities. As of
November 30, 2011, we were actively reviewing 25 potential acquisition opportunities having an aggregate transaction value of approximately
$816.8 million, based on our preliminary discussions with sellers and our internal assessment of the properties values. We consider an
investment under review when we have signed a confidentiality agreement, we have exchanged financial information and we are in active
negotiations with respect to the investment. Investments under review are subject to significant change, and after further due diligence, we may
decide not to pursue any or all of these transactions.

Competition

We face competition for acquisitions of real property from investors, including traded and non-traded public REITs, private equity investors and
institutional investment funds, some of which have greater financial resources than we do, a greater ability to borrow funds to acquire properties
and the ability to accept more risk than we can prudently manage. This competition may increase the demand for the types of properties in which
we typically invest and, therefore, reduce the number of suitable acquisition opportunities available to us and increase the prices paid for such
acquisition properties. This competition will increase if investments in real estate become more attractive relative to other forms of investment.

Table of Contents 141



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

110

Table of Contents 142



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

As a landlord, we compete in the multi-billion dollar commercial real estate market with numerous developers and owners of properties, many
of which own properties similar to ours in the same markets in which our properties are located. Some of our competitors have greater
economies of scale, have access to more resources and have greater name recognition than we do. If our competitors offer space at rental rates
below current market rates or below the rental rates we currently charge our tenants, we may lose our tenants or prospective tenants and we may
be pressured to reduce our rental rates or to offer substantial rent abatements, tenant improvement allowances, early termination rights or
below-market renewal options in order to retain tenants when our leases expire.

Employees
Upon the completion of this offering, we expect to have approximately 34 full-time employees.
Principal Executive Offices

Our principal offices are located at 14631 North Scottsdale Road, Suite 200, Scottsdale, Arizona 85254. We currently occupy approximately
13,300 square feet of space leased from an unaffiliated third party. We believe that our facilities are adequate for our present and future
operations and that adequate additional space will be available if needed in the future.

Legal Proceedings

From time to time, we are party to various lawsuits, claims and other legal proceedings that arise in the ordinary course of our business. We are
not currently a party, as plaintiff or defendant, to any legal proceedings that we believe to be material or which, individually or in the aggregate,
would be expected to have a material effect on our business, financial condition or results of operation if determined adversely to us.

Regulation
General

Our properties are subject to various covenants, laws, ordinances and regulations, including regulations relating to common areas and fire and
safety requirements. We believe that each of our properties has the necessary permits and approvals.

Americans With Disabilities Act

Pursuant to the ADA, our properties are required to meet federal requirements related to access and use by disabled persons. Compliance with
the ADA, as well as a number of additional federal, state and local laws, may require modifications to properties we currently own and any
properties we purchase, or may restrict renovations of those properties. Noncompliance with these laws or regulations could result in the
imposition of fines or an award of damages to private litigants, as well as the incurrence of the costs of making modifications to attain
compliance, and future legislation could impose additional financial obligations or restrictions on our properties. Although our tenants are
generally responsible for all maintenance and repairs of the property pursuant to triple-net leases, including compliance with the ADA and other
similar laws or regulations, we could be held liable as the owner of the property for a failure of one of our tenants to comply with such laws or
regulations.

Environmental Matters

Federal, state and local environmental laws and regulations regulate, and impose liability for, releases of hazardous or toxic substances into the
environment. Under various of these 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
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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 liability under these laws may be joint and several for
the full amount of the investigation, clean-up and monitoring costs incurred or to be incurred or actions to be undertaken, although a party held
jointly and severally liable may seek to obtain contributions from other identified, solvent, responsible parties of their fair share toward these
costs. These costs 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.

Some of our properties contain, have contained, or are adjacent to or near other properties that have contained or currently contain storage tanks
for the storage of petroleum products or other hazardous or toxic substances. Similarly, some of our properties were used in the past for
commercial or industrial purposes, or are currently used for commercial purposes, that involve or involved the use of petroleum products or
other hazardous or toxic substances, or are adjacent to or near properties that have been or are used for similar commercial or industrial
purposes. These operations create a potential for the release of petroleum products or other hazardous or toxic substances, and we could
potentially be required to pay to clean up any contamination. In addition, strict environmental laws regulate a variety of activities that can occur
on a property, including the storage of petroleum products or other hazardous or toxic substances, air emissions and water discharges. Such laws
may impose fines or penalties for violations. As a result of the foregoing, we could be materially and adversely affected.

Environmental laws also govern the presence, maintenance and removal of ACM. 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 ACM in their building. The regulations also have employee training, record keeping and due diligence requirements
pertaining to ACM. 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 ACM. The regulations may affect the value of a building containing ACM in which we have invested. Federal, state and local laws
and regulations also govern the removal, encapsulation, disturbance, handling and/or disposal of ACM 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 ACM and may provide for fines to, and for third parties to seek recovery from, owners or operators
of real properties for personal injury or improper work exposure associated with ACM.

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. Indoor air quality issues
can also stem from inadequate ventilation, chemical contamination from indoor or outdoor sources, and other biological contaminants such as
pollen, viruses and bacteria. Indoor exposure to airborne toxins or irritants above certain levels can be alleged to cause a variety of adverse
health effects and symptoms, including allergic or other reactions. As a result, the presence of significant mold or other airborne contaminants at
any of our properties could require us to undertake a costly remediation program to contain or remove the mold or other airborne contaminants
from the affected property or increase indoor ventilation. In addition, the presence of significant mold or other airborne contaminants could
expose us to liability from our tenants, employees of our tenants or others if property damage or personal injury occurs. We are not presently
aware of any material adverse indoor air quality issues at our properties that have not been previously addressed or remediated by us.
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Before completing any property acquisition, we obtain environmental assessments in order to identify potential environmental concerns at the
property. These assessments are carried out in accordance with the Standard Practice for Environmental Site Assessments (ASTM Practice E
1527-05) as set by ASTM International, formerly known as the American Society for Testing and Materials, 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. These assessments are limited in scope, however, if recommended in the initial assessments, we may undertake additional
assessments such as soil and/or groundwater samplings or other limited subsurface investigations and ACM or mold surveys to test for
substances of concern. A prior owner or operator of a property or historic operations at our properties may have created a material environmental
condition that is not known to us or the independent consultants preparing the site assessments. Material environmental conditions may have
arisen after the review was completed or may arise in the future, and future laws, ordinances or regulations may impose material additional
environmental liability. If environmental concerns are not satisfactorily resolved in any initial or additional assessments, we may obtain
environment insurance policies to insure against potential environmental risk or loss depending on the type of property, the availability and cost
of the insurance and various other factors we deem relevant (i.e., an environmental occurrence affects one of our properties where our lessee
may not have the financial capability to honor its indemnification obligations to us).

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. 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 results of operations would be adversely affected.

Insurance

Our tenants are required to maintain liability and property insurance coverage for the properties they lease from us pursuant to triple-net leases.
Pursuant to such leases, our tenants are required to name us (and any of our lenders that have a mortgage on the property leased by the tenant) as
additional insureds on their liability policies and additional named insured and/or loss payee (or mortgagee, in the case of our lenders) on their
property policies. All tenants are required to maintain casualty coverage and most carry limits at 100% of replacement cost. Depending on the
location of the property, losses of a catastrophic nature, such as those caused by earthquakes and floods, may be covered by insurance policies

that are held by our tenant with limitations such as large deductibles or co-payments that a tenant may not be able to meet. In addition, losses of

a catastrophic nature, such as those caused by wind/hail, hurricanes, terrorism or acts of war, may be uninsurable or not economically insurable.

In the event there is damage to our properties that is not covered by insurance and such properties are subject to recourse indebtedness, we will
continue to be liable for the indebtedness, even if these properties are irreparably damaged. See Risk Factors Risks Related to Our Properties and
Our Business Insurance on our properties may not adequately cover all losses and uninsured losses could materially and adversely affect us.

In addition to being a named insured on our tenants liability policies, we separately maintain commercial general liability coverage with an
aggregate limit in excess of $50,000,000. We also maintain full property coverage on all untenanted properties and other property coverage as
may be required by our lenders which are not required to be carried by our tenants under our leases.
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MANAGEMENT
Our Directors, Director Nominees and Executive Officers

Upon the completion of this offering, our board of directors will consist of members, a majority of whom will be independent within the
meaning of the listing standards of the NYSE. Each of our directors will be elected by our stockholders to serve until the next annual meeting of
our stockholders and until his or her successor is duly elected and qualifies. See Certain Provisions of Maryland Law and of Our Charter and
Bylaws Our Board of Directors. We expect the first annual meeting of our stockholders after this offering will be held in 2013. Each officer will
serve until his or her successor is elected and qualifies or until his or her death, or his or her resignation or removal. Any officer may be

removed, with or without cause, by the board of directors, but such removal will be without prejudice to the contract rights, if any, of the officer
so removed.

The following table sets forth certain information concerning the individuals who will be our directors and executive officers upon the
completion of this offering:

Name Age Position
Thomas H. Nolan, Jr. 54 Chairman of our Board of Directors and Chief Executive Officer
Peter M. Mavoides 44 President and Chief Operating Officer

Michael Bender 52 Chief Financial Officer and Senior Vice President
Gregg Seibert 48 Senior Vice President

Joni Barrett 53 Vice President Compliance

Christopher Burbach 35 Vice President Investment Management
Elizabeth Burm 52 Vice President and Controller

Julie Dimond 41 Vice President Tax & Operations

Jeffrey Hall 41 Vice President Information Technology

Sean Hufford 39 Vice President Asset Management

Kevin Charlton 45 Director

Biographical Summaries of Directors and Executive Officers
The following are biographical summaries of the experience of our directors and executive officers.

Thomas H. Nolan, Jr. Mr. Nolan joined us as Chairman of our board of directors and Chief Executive Officer in September 2011. Mr. Nolan
previously worked for General Growth Properties, Inc. or GGP, serving as Chief Operating Officer from March 2009 to December 2010 and as
President from October 2008 to December 2010. He also served as a director of GGP from 2005 to 2010. GGP filed for protection under
Chapter 11 of the U.S. Bankruptcy Code in April 2009 and emerged from bankruptcy in November 2010. Mr. Nolan was a member of the senior
management team that led GGP s reorganization and emergence from bankruptcy, which included the restructuring of $15.0 billion in
project-level debt, payment in full of all of GGP s pre-petition creditors and the securing of $6.8 billion in equity commitments. From July 2004
to February 2008, Mr. Nolan served as a Principal and Chief Financial Officer of Loreto Bay Company, the developer of the Loreto Bay master
planned community in Baja, California. From October 1984 to July 2004, Mr. Nolan held various financial positions with AEW Capital
Management, L.P., a national real estate investment advisor, and from 1998 to 2004, he served as Head of Equity Investing and as President and
Senior Portfolio Manager of The AEW Partners Funds. Mr. Nolan earned a BA in Business Administration from the University of
Massachusetts. Mr. Nolan was selected by our board of directors to serve as a director and Chairman of our board of directors based on his
executive management experience, and specifically, his extensive experience in the real estate investment industry.

Peter M. Mavoides. Mr. Mavoides joined us as President and Chief Operating Officer in September 2011. Mr. Mavoides previously worked for
Sovereign Investment Company as its President and Chief Executive Officer from May 2003 to January 2011. Sovereign Investment Company
is a private equity firm that focuses on investment opportunities relating to long-term, net-leased real estate. Prior to joining Sovereign
Investment

114

Table of Contents 146



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

Company, Mr. Mavoides was employed by Eastdil Realty, a subsidiary of Wells Fargo Bank, and worked in the banking group at Citigroup,
where he focused on the structuring of sale-leaseback transactions. Mr. Mavoides earned a BS from the United States Military Academy and an
MBA from the University of Michigan.

Michael Bender. Mr. Bender has served as our Chief Financial Officer and Senior Vice President since February 2010. He joined us in October
2007 as Vice President and Chief Accounting Officer. Prior to joining us in 2007, Mr. Bender spent over 20 years in finance and accounting and
held positions including Assistant Corporate Controller for Allied Waste, Inc., Vice President of Global External Reporting for American
Express Corporation, Chief Financial Officer for FINOVA Realty Capital and senior manager for Deloitte & Touche, LLP. Mr. Bender earned a
BS in Accounting and MBA from Arizona State University and has been a certified public accountant since 1984.

Gregg Seibert. Mr. Seibert has served as our Senior Vice President since in September 2003. He served as Senior Vice President Capital Markets
from March 2010 to January 2011 and as Senior Vice President Underwriting from September 2003 to March 2010. Mr. Seibert is responsible
for acquisitions and special projects. Prior to joining us, Mr. Seibert worked for over nine years at Franchise Finance Corporation of America
(FFCA), and held positions as Vice President and Senior Vice President of Underwriting and Research and Senior Vice President of

Acquisitions until FFCA s acquisition in August 2001 by GE Capital Corporation (GECC), where he served as a Senior Vice President until he
joined us. From 1989 to 1994, Mr. Seibert was a Vice President in the commercial real estate lending group of Bank of America, and from 1988
to 1989, served as an investment analyst with the Travelers Insurance Company. Mr. Seibert earned a BS in Finance from the University of
Missouri and an MBA in Finance from the University of Missouri Graduate School of Business.

Joni Barrett. Ms. Barrett has served as our Vice President Compliance since March 2010. She previously served as Vice President Real Estate
Closings from January 2007 to March 2010 and joined us in March 2004 as Closing Manager. Ms. Barrett is responsible for legal compliance,
closing, servicing and due diligence for our portfolio. Ms. Barrett has over 28 years of real estate, finance and corporate experience and
previously worked as a paralegal specialist at the law firms of Sheppard, Mullin, Richter & Hampton; Keck, Mahin & Cate; Cooley Godward;
and Bryan Cave. She has also worked in similar capacities with Prudential Realty Group, Wells Fargo Bank and the predecessor company to the
Resolution Trust Corporation. Ms. Barrett earned a BA from the University of California at Berkeley and received formal paralegal training

from San Francisco State University.

Christopher Burbach. Mr. Burbach has served as our Vice President Investment Management since March 2010. He previously served as Vice
President Underwriting from January 2007 to March 2010 and joined us in February 2006 as an analyst. Mr. Burbach manages the investment
aspects of our portfolio and is also actively involved in our capital markets activities. Prior to joining us, Mr. Burbach served as Chairman and
Chief Executive Officer of VM Management, Inc. which owned a for-profit private school and managed a non-profit charter school. During his
tenure at VM Management, Inc., Mr. Burbach led an operational and financial reorganization of the schools, which ultimately resulted in a
combination of the schools into a non-profit entity financed through the issuance of municipal bonds. Mr. Burbach began his career with
Navigant Consulting, Inc. providing financial consulting services to various state and local governments. He earned a BS in Finance from Santa
Clara University, an MBA from Arizona State University and is a Chartered Financial Analyst.

Elizabeth Burm. Ms. Burm has served as a Vice President since November 2011. She joined us in September 2005 as our Director of Financial
Reporting and became our Controller in September 2007. Ms. Burm is responsible for our accounting operations, debt compliance and reporting,
and budgeting. Prior to joining us, Ms. Burm spent over 20 years in finance and accounting and held several positions including Director of
Global External Financial Reporting for American Express Company, Vice President Technical Accounting and Policy for First Interstate Bank
and senior auditor for Ernst & Young LLP. Ms. Burm earned a BS in Finance from Arizona State University and has been a Certified Public
Accountant since 1989.

115

Table of Contents 147



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

Julie Dimond. Ms. Dimond has served as our Vice President Tax & Operations since March 2010. She joined us December 2003 as Vice
President Tax. Ms. Dimond is responsible for tax efficient transaction structuring, corporate acquisitions, partnership tax matters, effective
planning for our TRS and maintenance of REIT status, as well as our administrative and human resource functions. Ms. Dimond served as Vice
President Tax for FFCA for three years until FFCA s acquisition by GECC. Ms. Dimond was engaged as a consultant to GECC following the
acquisition until she joined us. Prior to her employment with FFCA, Ms. Dimond was a manager for Arthur Andersen LLP. Ms. Dimond earned
a BS in Accountancy from the University of Illinois and has been a Certified Public Accountant since 1992.

Jeffrey Hall. Mr. Hall has served as Vice President Information Technology since May 2010. He previously served as Director of Information
Technology from September 2009 to May 2010 and joined us in October 2005 as a Senior Database Administrator. Mr. Hall is responsible for

all aspects of technology including systems development and maintenance, telecommunications, desktop support, IT security, disaster recovery
planning, equipment purchases and IT vendor negotiations. Prior to joining us, Mr. Hall worked for Wireless Retail, Inc. as Database Developer
and Administrator and worked with a staff of more than fifty programmers and support personnel to maintain and enhance Wireless Retail, Inc. s
internally developed, constantly evolving, mission critical Point Of Sale and inventory tracking solutions. Mr. Hall earned a BA from Southern
[llinois University.

Sean Hufford. Mr. Hufford has served as Vice President Asset Management since March 2010. He previously served as Vice

President Acquisitions from August 2006 to March 2010, Vice President Underwriting from February 2006 to August 2006 and joined us in
March 2004 as an analyst. Mr. Hufford is responsible for special servicing and property management for the portfolio including workouts,
property sales, re-leasing and property management for vacant properties. Prior to joining us in 2004, Mr. Hufford served as Director of
Financial Planning for SpinCycle, Inc., a publicly-owned consolidator and developer of coin-operated laundries and held various finance and
real estate positions with the Magellan Companies, a privately-held real estate conglomerate. Mr. Hufford earned a BA from the University of
Arizona.

Kevin Charlton. Mr. Charlton is a Managing Director in the Principal Transactions Group of Macquarie Capital (USA) Inc., and leads a team
that oversees its existing portfolio of North American investments. Prior to joining Macquarie Capital (USA) Inc. in 2009, Mr. Charlton worked
as Managing Director at Investcorp International. Prior to joining Investcorp International in August 2002, he worked for JPMorganChase and
McKinsey & Company and as a contractor in the Astrophysics Division at NASA Headquarters. In addition to serving on our board of directors,
Mr. Charlton has served on the boards of directors of over 15 private companies and their subsidiaries in a variety of roles and is currently on the
board of directors of Harley Marine Services, Taurus Aerospace Group, Utility Service Partners and Columbus Senior Living, and is an observer
of the board of directors of Dynacast International. He graduated from the Kellogg School of Management at Northwestern University and has
graduate and undergraduate degrees in Aerospace Engineering from the University of Michigan and Princeton University. Mr. Charlton was
selected by our board of directors to serve as a director based on his extensive experience in the financial industry and as a member of boards of
directors.

Family Relationships
There are no family relationships among any of our directors or executive officers.
Corporate Governance Profile

We have structured our corporate governance in a manner we believe closely aligns our interests with those of our stockholders. Notable features
of our corporate governance structure include the following:

our board of directors is not classified, with each of our directors subject to election annually;

of the persons who will serve on our board of directors immediately after the completion of this offering, we expect our board
of directors to determine that ,or %, of our directors satisfy the
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listing standards for independence of the NYSE and Rule 10A-3 under the Securities Exchange Act of 1934, as amended, or the
Exchange Act;

we anticipate that at least one of our directors will qualify as an audit committee financial expert as defined by the SEC;

we have opted out of the business combination and control share acquisition statutes in the MGCL; and

we do not have a stockholder rights plan.
Our directors will stay informed about our business by attending meetings of our board of directors and its committees and through supplemental
reports and communications. Our independent directors are expected to meet regularly in executive sessions without the presence of our
corporate officers or non-independent directors.

Role of Our Board of Directors in Risk Oversight

One of the key functions of our board of directors is informed oversight of our risk management process. Our board of directors administers this
oversight function directly, with support from its three standing committees, the audit committee, the nominating and corporate governance
committee and the compensation committee, each of which addresses risks specific to its respective areas of oversight. In particular, as more
fully described below, our audit committee has the responsibility to consider and discuss our major financial risk exposures and the steps our
management has taken to monitor and control these exposures, including guidelines and policies to govern the process by which risk assessment
and management is undertaken. The audit committee also monitors compliance with legal and regulatory requirements, in addition to oversight
of the performance of our internal audit function. Our nominating and corporate governance committee provides oversight with respect to
corporate governance and ethical conduct and monitors the effectiveness of our corporate governance guidelines, including whether such
guidelines are successful in preventing illegal or improper liability-creating conduct. Our compensation committee assesses and monitors
whether any of our compensation policies and programs has the potential to encourage excessive risk-taking.

Board Committees

Our board of directors has established three standing committees: an audit committee, a compensation committee and a nominating and
corporate governance committee. The principal functions of each committee are briefly described below. We intend to comply with the listing
requirements and other rules and regulations of the NYSE, as amended or modified from time to time, with respect to each of these committees
and each of these committees will be comprised exclusively of independent directors. Additionally, our board of directors may from time to time
establish other committees to facilitate the board s oversight of management of the business and affairs of our company.

Audit Committee

Upon the completion of this offering, our audit committee will consist of of our independent directors. We expect that the chairman of
the audit committee will qualify as an audit committee financial expert as that term is defined by the applicable SEC regulations and NYSE
corporate governance standards. We expect that our board will determine that each of the members of our audit committee is financially literate
as that term is defined by the NYSE corporate governance listing standards. Prior to the completion of this offering, we expect to adopt an audit
committee charter, which defines the audit committee s principal functions, including oversight related to:

our accounting and financial reporting processes;

the integrity of our consolidated financial statements and financial reporting process;

our systems of disclosure controls and procedures and internal control over financial reporting;
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the evaluation of the qualifications, independence and performance of our independent registered public accounting firm;

the performance of our internal audit functions; and

our overall risk profile.
The audit committee will also be responsible for engaging an independent registered public accounting firm, reviewing with the independent
registered public accounting firm the plans for and results of the audit engagement, approving professional services provided by the independent
registered public accounting firm, including all audit and non-audit services, reviewing the independence of the independent registered public
accounting firm, considering the range of audit and non-audit fees and reviewing the adequacy of our internal accounting controls. The audit
committee also will prepare the audit committee report required by SEC regulations to be included in our annual proxy statement. has
been designated as chair and and have been appointed as members of the audit committee.

Compensation Committee

Upon the completion of this offering, our compensation committee will consist of of our independent directors. Prior to the completion
of this offering, we expect to adopt a compensation committee charter, which will define the compensation committee s principal functions, to
include:

reviewing and approving on an annual basis the corporate goals and objectives relevant to our chief executive officer s compensation,
evaluating our chief executive officer s performance in light of such goals and objectives and determining and approving the
compensation of our chief executive officer based on such evaluation;

reviewing and approving the compensation of all of our other executive officers;

reviewing our executive compensation policies and plans;

overseeing, administering, reviewing and making recommendations to our board of directors with respect to our incentive
compensation and equity-based plans;

reviewing, evaluating and recommending changes, if appropriate, to the remuneration for directors;

assisting management in complying with our proxy statement and annual report disclosure requirements;

reviewing and discussing with management the compensation discussion and analysis required by SEC regulations; and

preparing a report on executive compensation to be included in our annual proxy statement.
has been designated as chair and and have been appointed as members of the compensation committee.

Nominating and Corporate Governance Committee

Upon the completion of this offering, our nominating and corporate governance committee will consist of of our independent directors. Prior to
the completion of this offering, we expect to adopt a nominating and governance committee charter, which will define the nominating and
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overseeing our board of directors evaluation of the performance of management;

developing and recommending to our board of directors corporate governance policies and implementing and monitoring such
guidelines;

reviewing and making recommendations on matters involving the general operation of our board of directors, including board size
and composition, and committee composition and structure;
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identifying individuals qualified to become members of our board of directors and recommending director candidates for election or
re-election to our board of directors;

recommending to our board of directors nominees for each committee of our board of directors;

annually facilitating the assessment of our board of directors performance as a whole and of the individual directors, as required by
applicable law, regulations and the NYSE corporate governance listing standards;

reviewing and updating our code of business conduct and ethics, which will include our conflicts of interests policies; and

monitoring our corporate governance principles and practices.

has been designated as chair and and have been appointed as members of the nominating and corporate governance committee.

Compensation Committee Interlocks and Insider Participation

None of our executive officers serves, or in the past has served, as a member of the board of directors or compensation committee, or other
committee serving an equivalent function, of any entity that has one or more executive officers who serve as members of our board of directors
or our compensation committee. None of the members of our compensation committee is, or has ever been, an officer or employee of our
company.

Code of Business Conduct and Ethics

Upon the completion of this offering, our board of directors will establish a code of business conduct and ethics that applies to our directors,
officers and employees. Among other matters, our code of business conduct and ethics will be designed to deter wrongdoing and to promote:

honest and ethical conduct, including the ethical handling of actual or apparent conflicts of interest between personal and
professional relationships;

full, fair, accurate, timely and understandable disclosure in our SEC reports and other public communications;

compliance with applicable governmental laws, rules and regulations;

prompt internal reporting of violations of the code to appropriate persons identified in the code; and

accountability for adherence to the code of business conduct and ethics.
Any waiver of the code of business conduct and ethics for our directors or executive officers must be approved by a majority of our independent
directors, and any such waiver shall be promptly disclosed as required by law and NYSE regulations.

Indemnification

We intend to enter into indemnification agreements with each of our directors and executive officers that will obligate us to indemnify them to
the maximum extent permitted by Maryland law as discussed under Certain Provisions of Maryland Law and of Our Charter and
Bylaws Indemnification and Limitation of Directors and Officers Liability. The indemnification agreements will provide that, if a director or
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executive officer is a party or is threatened to be made a party to any proceeding by reason of his or her service as a director, officer, employee
or agent of our company or as a director, officer, partner, member, manager or trustee of any other foreign or domestic corporation, real estate
investment trust, partnership, limited liability company, joint venture, trust, employee benefit plan or other enterprise that he or she is or was
serving in such capacity at our request, we must indemnify the director or executive officer for all expenses and liabilities actually and
reasonably incurred by him or her, or on his or her behalf, to the maximum extent permitted under Maryland law, including in any proceeding
brought by the director or executive officer to enforce his or her rights under the
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indemnification agreement, to the extent provided by the agreement. The indemnification agreements will also require us to advance reasonable
expenses incurred by the indemnitee within ten days of the receipt by us of a statement from the indemnitee requesting the advance, provided the
statement evidences the expenses and is accompanied or preceded by:

a written affirmation of the indemnitee s good faith belief that he or she has met the standard of conduct necessary for
indemnification; and

a written undertaking, which may be unsecured, by the indemnitee or on his or her behalf to repay the amount paid if it shall
ultimately be established that the standard of conduct has not been met.
The indemnification agreements will also provide for procedures for the determination of entitlement to indemnification, including requiring
such determination be made by independent counsel after a change of control of us.

Our charter will permit us, and our bylaws will obligate us, to the maximum extent permitted by Maryland law, to indemnify and to pay or
reimburse reasonable expenses in advance of final disposition of a proceeding to (1) any of our present or former directors or officers who is
made or threatened to be made a party to the proceeding by reason of his or her service in that capacity or (2) any individual who, while serving
as our director or officer and at our request, serves or has served as a director, officer, partner, member, manager, trustee, employee or agent of
another corporation, real estate investment trust, partnership, limited liability company, joint venture, trust, employee benefit plan or any other
enterprise and who is made or threatened to be made a party to the proceeding by reason of his or her service in that capacity, as discussed under
Certain Provisions of Maryland Law and of Our Charter and Bylaws Indemnification and Limitation of Directors and Officers Liability.

In addition, our directors and officers may be entitled to indemnification pursuant to the terms of the partnership agreement of our operating
partnership.

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors, officers or persons controlling our
company pursuant to the foregoing provisions, we have been informed that in the opinion of the SEC such indemnification is against public
policy as expressed in the Securities Act and is therefore unenforceable.

120

Table of Contents 155



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten
EXECUTIVE COMPENSATION
Compensation Discussion and Analysis

This section discusses the principles underlying our policies and decisions with respect to the compensation of our executive officers who are
named in the 2011 Summary Compensation Table and the principal factors relevant to an analysis of these policies and decisions. In 2011, our
named executive officers and their positions were as follows:

Thomas H. Nolan, Jr., Chief Executive Officer;
Charles Cremens, former President and Chief Executive Officer;

Michael Bender, Senior Vice President, Chief Financial Officer; and

Mr. Cremens served as our President and Chief Executive Officer until July 2011. Mr. Nolan joined our company in June 2011 as a consultant,
and our board of directors ratified Mr. Nolan as Chief Executive Officer effective as of July 9, 2011.

The following discussion and analysis of compensation arrangements of our named executive officers should be read together with the
compensation tables and related disclosures set forth below. This discussion may contain forward-looking statements that are based on our
current plans, considerations, expectations and determinations regarding future compensation programs. Actual compensation programs that we
adopt following the completion of this offering may differ materially from the currently-planned programs summarized in this discussion.

Determination of Compensation
Roles of Our Board of Directors and Chief Executive Officer in Compensation Decisions

Our board of directors, in conjunction with our Chief Executive Officer, has been responsible for overseeing our executive compensation
program, as well as determining and approving the ongoing compensation arrangements for our Chief Executive Officer and other named
executive officers. Our board of directors and Chief Executive Officer meet periodically throughout the year to review adjustments, if any, to the
compensation, including base salary, annual bonus and long-term equity awards, for our named executive officers. We expect that, following the
completion of this offering, the compensation committee will oversee our compensation program for all named executive officers.

Our Chief Executive Officer evaluates the individual performance and contributions of each other named executive officer and reports to our
board of directors his determinations regarding the other named executive officers compensation. Our Chief Executive Officer does not
participate in any formal discussion with our board of directors regarding decisions on his own compensation and recuses himself from meetings
when his compensation is discussed.

We do not generally rely on formulaic guidelines or react to short-term changes in business performance for determining the mix or levels of
cash and equity-based compensation, but rather maintain a flexible compensation program that allows us to adapt components and levels of
compensation to motivate, reward and retain individual named executive officers within the context of our desire to attain financial and
operational goals. Subjective factors considered in compensation determinations include a named executive officer s responsibilities, leadership
abilities, skills, contributions as a member of the executive management team, contributions to our overall performance and whether the total
compensation potential and structure is sufficient to ensure the retention of a named executive officer when considering the compensation
potential that may be available elsewhere.
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Engagement of Compensation Consultants

We have retained Christenson Advisors, or Christenson, a compensation consulting firm, to provide advice regarding the executive
compensation program for our senior executive management team following the completion of this offering. We requested that Christenson
provide analysis and recommendations regarding base salaries, annual bonuses and long-term incentive compensation for our executive
management team, and a director compensation program for non-employee members of our board of directors. Christenson has not performed
and does not currently provide any other services to management or our company, other than providing de minimis advice to our company for no
additional fee relating to company-paid health insurance premiums for our broad-based group health plan.

Executive Compensation Philosophy and Objectives

The market for experienced management is highly competitive in our industry. Our goal is to attract and retain the most highly qualified
executives to manage each of our business functions. In doing so, we draw upon a pool of talent that is highly sought after by similarly-sized real
estate investment trusts and other real estate companies. Our executive compensation philosophy recognizes that, given that the market for
experienced management is highly competitive in our industry, key and core to our success is our ability to attract and retain the most
highly-qualified executives to manage each of our business functions.

We regard as fundamental that executive officer compensation be structured to provide competitive base salaries and benefits to attract and

retain superior employees, and to provide incentive compensation to motivate executive officers to attain, and to reward executive officers for
attaining, financial, operational, individual and other goals that are consistent with increasing stockholder value. We also believe that our

executive compensation program should include a long-term incentive component that aligns executives interests with our stockholders interests.
The objective of our long-term incentive awards, including equity-based compensation, will be to encourage executives to focus on our

long-term growth and incentivize executives to manage our company from the perspective of stockholders with a meaningful stake in our

success.

We view the components of our executive compensation program as related but distinct, and we expect to regularly reassess the total
compensation of our named executive officers to ensure that our overall compensation objectives are met. Historically, not all components have
been provided to our named executive officers. We have considered, but not relied upon exclusively, the following factors in determining the
appropriate level for each compensation component: our understanding of the competitive market based on the collective experience of members
of our board of directors and their review of compensation surveys; our recruiting and retention goals; our view of internal equity and
consistency; the length of service of our executive officers; our overall performance; and other considerations our board of directors and/or Chief
Executive Officer determines are relevant.

Each of the primary elements of our executive compensation program is discussed in more detail below. While we have identified particular
compensation objectives that each element of executive compensation serves, our compensation programs are designed to be flexible and
complementary and to collectively serve all of the executive compensation objectives described above. Accordingly, whether or not specifically
mentioned below, we believe that, as a part of our overall executive compensation policy, each individual element, to a greater or lesser extent,
serves each of our compensation objectives and that, collectively, they are effective in achieving our overall objectives.

Elements of Executive Compensation Program

The following describes the primary components of our executive compensation program for each of our named executive officers, the rationale
for that component and how compensation amounts are determined.
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Base Salary

We provide our executive officers, including our named executive officers, with a base salary to compensate them for services rendered to our
company during the fiscal year. The base salary payable to each named executive officer is intended to provide a fixed component of
compensation reflecting the executive s skill set, experience, role and responsibilities. Generally, initial base salary amounts were established
based on consideration of, among other factors, the scope of the named executive officer s responsibilities, years of service and the general
knowledge of our board of directors or Chief Executive Officer of the competitive market based on, among other things, experience with other
companies and our industry. Thereafter, the base salaries of our named executive officers have been reviewed periodically by our board of
directors or Chief Executive Officer and merit salary increases have been made as deemed appropriate based on such factors as the scope of an
executive officer s responsibilities, individual contribution, prior experience and sustained performance.

In January 2011, the base salary for Mr. Bender, who was the named executive officer employed at that time, was increased as forth in the table
below.

Named Executive Officer 2010 Base Salary 2011 Base Salary

Annual Performance-Based Compensation

We use cash bonuses to motivate our named executive officers to achieve our short-term financial and strategic objectives while making

progress towards our longer-term growth and other goals. We do not maintain a formal bonus program, and annual bonuses have historically

been determined by the Chief Executive Officer (or, with respect to the Chief Executive Officer s bonus, our board of directors) in his sole
discretion based on the Chief Executive Officer s or our board of director s assessment of the executive s performance and the performance of our
company.

In 2011, we entered into employment agreements with each of Messrs. Nolan and Bender, pursuant to which the named executive officer is
eligible to receive a discretionary annual bonus targeted at 150% and 100% of base salary, respectively, based on the achievement of
performance criteria established by our board of directors. As an inducement for Mr. Nolan to join our company, we agreed, as part of the

arm s-length negotiation of his employment agreement, that Mr. Nolan s pro-rated annual bonus for the 2011 fiscal year will not be less than
$400,000. We believe offering bonus opportunities based on the achievement of pre-established performance criteria to certain of our named
executive officers incentivizes them to strive to attain company and/or individual performance goals that further our interests and the interests of
our stockholders. For additional information, refer to ~ Narrative Disclosure to 2011 Summary Compensation Table and Grants of Plan-Based
Awards Table below.

Long-Term Equity-Based Incentives

The goals of our long-term equity-based awards are to reward and encourage long-term corporate performance based on the value of our stock
and, thereby, to align the interests of our executive officers, including our named executive officers, with those of our stockholders. Historically,
we have offered long-term incentives to our named executive officers through grants of profits interest units in Redford Holdco, LLC, or
Redford. Redford is owned by investors who sponsored our privatization in 2007 and certain members of our current and former management
team. The size and form of the initial equity awards for our named executive officers typically have been established through arm s-length
negotiation at the time the individual was hired or at the time at which we entered into an employment agreement with the named executive
officer. In making these awards, we considered, among other things, the prospective role and responsibility of the individual, competitive
factors, the amount of equity-based compensation held by the executive officer at his or her former employer, our board of directors collective
experience with compensation paid in respect of similar roles and in companies in
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similar stages of growth and industries as us at the time the executive officer was hired, the cash compensation received by the executive officer
and the need to create a meaningful opportunity for reward predicated on the creation of long-term stockholder value.

Certain of our named executive officers currently hold profits interest units in Redford. In 2007, Mr. Bender was granted profits interest units in
Redford that are subject to vesting at a rate of 20% per year following the grant date. Upon the completion of this offering, the award will vest as
to an additional 15% of the units underlying the award, such that only 5% of the units will remain unvested.

In connection with entering into each of their employment agreements, on December 15, 2011, Redford granted restricted units in Redford to
Messrs. Nolan and Bender. Each restricted unit award will vest: (1) 50% upon an initial public offering of our company or Redford occurring on
or prior to December 31, 2012, with the remaining 50% to vest either (a) in three equal annual installments on the first through third
anniversaries of the initial public offering or (b) in full upon a subsequent change in control of our company or Redford; or (2) 100% upon a
change in control of our company or Redford occurring on or prior to December 31, 2012, subject, in each case, to the executive s continued
employment with our company through the applicable vesting date(s). We expect that the restricted units in Redford held by Messrs. Nolan and
Bender will be converted into shares and shares, respectively, of our restricted common stock upon the completion of this
offering (assuming that the initial public offering price per share equals the mid-point of the price range set forth on the front cover of this
prospectus). If an initial public offering or change in control of our company or Redford does not occur on or prior to December 31, 2012, each
restricted unit award will terminate and be forfeited. These awards are also set forth in the 2011 Summary Compensation Table, the Grants of
Plan-Based Awards in 2011 table and the Outstanding Equity Awards at 2011 Fiscal Year-End table below.

In connection with the completion of this offering, we intend to adopt the Incentive Award Plan. For additional information regarding the

Incentive Award Plan, see the section entitled Executive Compensation Incentive Award Plan below. We expect to make grants of equity-based
awards pursuant to the Incentive Award Plan to certain of our employees, including our named executive officers, upon the completion of this
offering. The amounts and types of these and any future awards will be in our board of director s or compensation committee s discretion, and
have not yet been determined. Equity-based award grants are expected to incentivize and reward increases in long-term stockholder value and to
align the interests of our named executive officers with the interests of our stockholders, and to encourage retention of our named executive
officers.

We do not currently have any formal stock ownership requirements or guidelines for our named executive officers. Our board of directors or,
upon the completion of this offering, compensation committee, will continue to periodically review best practices and re-evaluate our position
with respect to such requirements or guidelines.

Retirement Savings

We have established a 401(k) retirement savings plan for our employees, including our named executive officers, who satisfy certain eligibility
requirements. Our named executive officers are eligible to participate in the 401(k) plan on the same terms as other full-time employees. The
Code allows eligible employees to defer a portion of their compensation, within prescribed limits, on a pre-tax basis through contributions to the
401(k) plan. Currently, we match contributions made by participants in the plan up to a specified percentage of the employee contributions, and
these matching contributions are fully vested as of the date on which the contribution is made. We believe that providing a vehicle for
tax-deferred retirement savings though our 401(k) plan, and making fully vested matching contributions, adds to the overall desirability of our
executive compensation package and further incentivizes our employees, including our named executive officers, in accordance with our
compensation policies.

Employee Benefits and Perquisites

All of our full-time employees, including our named executive officers, are eligible to participate in our health and welfare plans, including:

medical and dental benefits, as well as vision discounts;
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medical and dependent care flexible spending accounts;

short-term and long-term disability insurance;

accidental death and dismemberment insurance; and

life insurance.
With the exception of the flexible spending accounts, premiums for each of our employee s health and welfare plans were paid in full by our
company for the 2011 plan year. In addition, we contributed $750 to the flexible spending account for each individual who was employed on
January 1, 2011. We design our employee benefits programs to be affordable and competitive in relation to the market, and we modify our
employee benefits programs as needed based upon regular monitoring of applicable laws and practices in the competitive market.

These benefits are provided to our named executive officers on the same general terms as they are provided to all of our full-time employees,
with the exception of certain additional supplemental long-term disability insurance, which covers participating executives, including our named
executives and executive officers, in addition to any related gross-up of taxes to make the named executive officers whole. We also reimburse
certain of our named executive officers for reasonable legal fees and expenses incurred in connection with the negotiation of an employment
agreement. In addition, we may under certain circumstances agree to pay directly or reimburse our named executive officers for certain
relocation expenses incurred in connection with a relocation made at the request of our company. We believe that providing these benefits is a
relatively inexpensive way to enhance the competitiveness of the executives compensation packages.

In the future, we may provide perquisites or other personal benefits in limited circumstances, such as where we believe it is appropriate to assist
an individual named executive officer in the performance of his duties, to make our named executive officers more efficient and effective, and
for recruitment, motivation and/or retention purposes. Future practices with respect to perquisites or other personal benefits for our named
executive officers will be approved and subject to periodic review by our board of directors or compensation committee. We do not expect these
perquisites to be a material component of our compensation program.

Severance and Change in Control-Based Compensation

As more fully described below under the caption  Potential Payments Upon Termination or Change in Control, certain of our named executive
officers employment agreements that were in effect during 2011 provided for certain payments and/or benefits upon a qualifying termination of
employment or in connection with a change in control. In addition, in 2011 we maintained the Change of Control/IPO Bonus Policy and the
Employee Handbook severance pay program for the benefit of certain of our employees.

Payments and/or benefits provided upon a termination by our company without cause or by the employee for good reason in the amended
employment agreements for Messrs. Nolan and Bender include, without limitation, (1) a multiple of base salary, (2) in certain cases, accelerated
vesting of the executive s restricted unit award and (3) a lump-sum cash payment ranging from $150,000 to $1,000,000. The amended
employment agreements also provide for gross-up payments to reimburse these executives for any excise taxes imposed on the executive in
connection with a change in control.

The Change of Control/IPO Bonus Policy provides our employees, including our named executive officers, with a discretionary bonus upon a
qualifying change of control or initial public offering of our company, thus enabling them to share in the opportunities and rewards created by
the transaction.

We believe that job security and terminations of employment, both within and outside of the change in control context, are causes of significant
concern and uncertainty for senior executives and that providing protections to our named executive officers in these contexts is therefore
appropriate in order to alleviate these concerns and allow the executives to remain focused on their duties and responsibilities to our company in
all situations.
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Tax and Accounting Considerations
Code Section 162(m)

Generally, Section 162(m) of the Code, or Section 162(m), disallows a tax deduction for any publicly-held corporation for individual
compensation exceeding $1.0 million in any taxable year to its chief executive officer and each of its three other most highly compensated
executive officers, other than its chief financial officer, unless compensation qualifies as performance-based compensation within the meaning
of the Code. As we are not currently publicly traded, our board of directors and Chief Executive Officer have not previously taken the
deductibility limit imposed by Section 162(m) into consideration in setting compensation. Following this offering, we expect that our
compensation committee may seek to qualify the variable compensation paid to our named executive officers for an exemption from the
deductibility limitations of Section 162(m). As such, in approving the amount and form of compensation for our named executive officers in the
future, our compensation committee will consider all elements of the cost to our company of providing such compensation, including the
potential impact of Section 162(m). However, our compensation committee may, in its judgment, authorize compensation payments that do not
comply with the exemptions in Section 162(m) when it believes that such payments are appropriate to attract and retain executive talent.

Furthermore, under a Section 162(m) transition rule for compensation plans of corporations which are privately held and which become publicly
held in an initial public offering, certain awards under the Incentive Award Plan and other pre-existing plans will not be subject to

Section 162(m) until the expiration of a post-closing transition period, which will occur on the earliest to occur of our annual shareholders
meeting in , a material modification or expiration of the of the applicable plan or the exhaustion of the shares or other compensation
reserved for issuance under the plan.

Code Section 409A

Section 409A of the Code requires that nonqualified deferred compensation be deferred and paid under plans or arrangements that satisfy the
requirements of the statute with respect to the timing of deferral elections, timing of payments and certain other matters. Failure to satisfy these
requirements can expose employees and other service providers to accelerated income tax liabilities, penalty taxes and interest on their vested
compensation under such plans. Accordingly, as a general matter, it is our intention to design and administer our compensation and benefits
plans and arrangements for all of our employees and other service providers, including our named executive officers, so that they are either
exempt from, or satisfy the requirements of, Section 409A of the Code.

Code Section 280G

Section 280G of the Code, or Section 280G, disallows a tax deduction with respect to excess parachute payments to certain executives of
companies which undergo a change in control. In addition, Section 4999 of the Code, or Section 4999, imposes a 20% excise tax on the
individual with respect to the excess parachute payment. Parachute payments are compensation linked to or triggered by a change in control and
may include, but are not limited to, bonus payments, severance payments, certain fringe benefits, and payments and acceleration of vesting from
long-term incentive plans including stock options and other equity-based compensation. Excess parachute payments are parachute payments that
exceed a threshold determined under Section 280G based on the executive s prior compensation. In approving the compensation arrangements
for our named executive officers following this offering, our compensation committee will consider all elements of the cost to our company of
providing such compensation, including the potential impact of Section 280G. However, our compensation committee may, in its judgment,
authorize compensation arrangements that could give rise to loss of deductibility under Section 280G and the imposition of excise taxes under
Section 4999 when it believes that such arrangements are appropriate to attract and retain executive talent.

Accounting for Stock-Based Compensation

We follow FASB Accounting Standards Codification Topic 718, or ASC Topic 718, for our stock-based compensation awards. ASC Topic 718
requires companies to calculate the grant date fair value of their
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stock-based awards using a variety of assumptions. ASC Topic 718 also requires companies to recognize the compensation cost of their
stock-based awards in their income statements over the period that an employee is required to render service in exchange for the award. Grants
of stock options, restricted stock, restricted stock units and other equity-based awards under our equity incentive award plans will be accounted
for under ASC Topic 718. Our compensation committee will regularly consider the accounting implications of significant compensation
decisions, especially in connection with decisions that relate to our equity incentive award plans and programs. As accounting standards change,
we may revise certain programs to appropriately align accounting expenses of our equity awards with our overall executive compensation
philosophy and objectives.

Compensation Tables
2011 Summary Compensation Table

The following table sets forth information concerning the compensation of our named executive officers for the year ended December 31, 2011.

Equity Other
Name and Principal Position Year Salary($) Bonus($) Awards($) Compensation ($) Total($)

Grants of Plan-Based Awards in 2011

The following table sets forth information regarding grants of plan-based awards made to our named executive officers for the year ended
December 31, 2011.

All Other Stock
Awards: Number Grant Date Fair Value of
Name Grant Date of Units (# units) Unit Awards ($)

Narrative Disclosure to 2011 Summary Compensation Table and Grants of Plan-Based Awards Table
Thomas H. Nolan, Jr.

In June 2011 we entered into, and subsequently amended, an employment agreement with Mr. Nolan. The initial term of the amended
employment agreement will end on September 4, 2014, and on that date, the term of the amended employment agreement automatically will be
extended for one year, unless earlier terminated by either our company or Mr. Nolan.

Pursuant to the amended employment agreement, Mr. Nolan commenced his services to our company in the capacity of a consultant (reporting
to the Chairman of our board of directors). During this consulting period, Mr. Nolan was entitled to receive a fee of $2,800 for each day on
which services were rendered. Since succeeding Mr. Cremens, Mr. Nolan has served as our Chief Executive Officer, and continues to serve in
that capacity pursuant to the amended employment agreement.

Pursuant to the amended employment agreement, during the term of his employment, Mr. Nolan also serves as the Chief Executive Officer of
Redford and Chairman of the board of directors of our company and Redford (subject to applicable law or the reasonable discretion of the
underwriters of this offering). During the employment term, Mr. Nolan is entitled to receive an annual base salary of $700,000, which is subject
to increase at the discretion of our board of directors. In addition, Mr. Nolan is eligible to receive an annual discretionary cash performance
bonus targeted at 150% of his base salary (with a maximum bonus opportunity equal to 200%
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of his base salary) based on the achievement of performance criteria established by our board of directors or compensation committee. The
amended employment agreement provides that Mr. Nolan is entitled to receive a guaranteed bonus for services performed in 2011 equal to at
least $400,000, subject to his continued employment through the payment date.

In connection with entering into the original employment agreement, Redford granted Mr. Nolan an award of restricted units in Redford. The
restricted unit award will vest: (1) 50% upon an initial public offering of our company or Redford occurring on or prior to December 31, 2012,
with the remaining 50% to vest either (a) in three equal annual installments on the first through third anniversaries of the initial public offering

or (b) in full upon a subsequent change in control (as defined in the amended employment agreement) of our company or Redford; or (2) 100%
upon a change in control of our company or Redford occurring on or prior to December 31, 2012, subject, in each case, to the executive s
continued employment with our company through the applicable vesting date(s). If an initial public offering or change in control of our company
or Redford does not occur on or prior to December 31, 2012, the restricted unit award will terminate and be forfeited. We expect that the
restricted units in Redford held by Mr. Nolan will be converted into shares of our restricted common stock upon the completion of this
offering (assuming that the initial public offering price per share equals the mid-point of the price range set forth on the front cover of this
prospectus).

Under the amended employment agreement, Mr. Nolan is eligible to participate in customary health, welfare and fringe benefit plans. In
addition, Mr. Nolan is entitled to reimbursement of: (1) reasonable moving expenses, up to $100,000, incurred in connection with Mr. Nolan s
relocation to New York; and (2) legal fees and expenses incurred in connection with the negotiation of the amended employment agreement. The
amended employment agreement also contains customary confidentiality, non-compete, non-solicitation, non-disparagement and
inventions/intellectual property provisions.

The amended employment agreement also provides for certain payments and benefits upon a termination by our company without cause, by
Mr. Nolan for good reason or as a result of our company s non-extension of the amended employment agreement, which are described under
Potential Payments Upon Termination or Change in Control below.

Charles Cremens

In May 2009 we entered into, and in November 2010 we amended, a consulting services agreement with Mr. Cremens. Pursuant to the amended
consulting agreement, Mr. Cremens was entitled to receive a monthly fee of $100,000 and company-paid travel and lodging for expenses
incurred in connection with providing services for our company. In addition, the amended consulting agreement provided that Mr. Cremens
would be entitled to receive a $4,500,000 cash bonus within ten business days of April 15, 2011, subject to his continued service to our company
through such date, if: (1) a change in control (as defined in the amended consulting agreement) has not occurred; (2) independent auditors for
Redford have issued an opinion with respect to the 2010 fiscal year of Redford without any material caveat or exception; and (3) our company
has hired a senior management team, including a permanent chief executive officer. If such cash bonus had not been earned, the amended
consulting agreement also provided that Mr. Cremens would be entitled to a cash bonus, payable upon a change in control, of up to $8,750,000,
plus 2% of any proceeds (as defined in the amended consulting agreement) in excess of $550,000,000.

In May 2011, our company paid Mr. Cremens a cash bonus equal to $4,500,000 in satisfaction of its cash bonus obligations pursuant to the
amended consulting agreement. In July 2011, Mr. Cremens was paid a discretionary cash bonus of $1,000,000 upon successful completion of the
credit agreement amendment relating to the term loan. Mr. Cremens ceased providing services to our company in July 2011.

Michael Bender

In August 2011 we entered into, and subsequently amended, an employment agreement with Mr. Bender. The initial term of the amended
employment agreement will end on August 4, 2014, and on that date, the term of the amended employment agreement will automatically be
extended for one year, unless earlier terminated by
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either party. During the term of the amended employment agreement, Mr. Bender will serve as our Chief Financial Officer.

Pursuant to the amended employment agreement, Mr. Bender is entitled to receive an annual base salary of $290,000, which is subject to
increase at the discretion of our board of directors. In addition, commencing with the 2011 calendar year, Mr. Bender is eligible to receive an
annual discretionary cash performance bonus targeted at 100% of his base salary based on the achievement of performance criteria established
by our board of directors or compensation committee.

In connection with entering into the original employment agreement, Redford granted Mr. Bender an award of restricted units in Redford. The
restricted unit award will vest: (1) 50% upon an initial public offering of our company or Redford occurring on or prior to December 31, 2012,
with the remaining 50% to vest either (a) in three equal annual installments on the first through third anniversaries of the initial public offering

or (b) in full upon a subsequent change in control (as defined in the amended employment agreement) of our company or Redford; or (2) 100%
upon a change in control of our company or Redford occurring on or prior to December 31, 2012, subject, in each case, to the executive s
continued employment with our company through the applicable vesting date(s). If an initial public offering or change in control of our company
or Redford does not occur on or prior to December 31, 2012, the restricted unit award will terminate and be forfeited. We expect the restricted
units in Redford held by Mr. Bender will be converted into shares of our restricted common stock upon the completion of this offering
(assuming that the initial public offering price per share equals the mid-point of the price range set forth on the front cover of this prospectus).

Under the amended employment agreement, Mr. Bender is eligible to participate in customary health, welfare and fringe benefit plans. In
addition, Mr. Bender is entitled to reimbursement of legal fees and expenses incurred in connection with the negotiation of the amended
employment agreement. The amended employment agreement also contains customary confidentiality, non-compete, non-solicitation,
non-disparagement and inventions/intellectual property provisions.

The amended employment agreement also provides for certain payments and benefits upon a termination by our company without cause, by
Mr. Bender for good reason or as a result of our company s non-extension of the employment term, which are described under ~ Potential
Payments Upon Termination or Change in Control below.

Outstanding Equity Awards at 2011 Fiscal Year-End

The following table summarizes the number of shares of our common stock and other securities underlying outstanding equity incentive plan
awards for each named executive officer as of December 31, 2011.

Unit Awards(
Number of Market Value Of Units
Units That Have Not That Have Not Vested
Name Grant Date Vested (#) $)

(1)  We expect Redford restricted unit awards will be converted into restricted stock of our company in connection with the
completion of this offering.
2011 Option Exercises and Units Vested

We have not granted any stock options to our named executive officers. The following table summarizes vesting of units applicable to our
named executive officers during the year ended December 31, 2011.

Unit Awards
Number of
Name Units Acquired Upon Vesting (#) Value Realized On Vesting ($)
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Potential Payments Upon Termination or Change in Control

Our named executive officers are entitled to certain payments and benefits upon a qualifying termination of employment or a change in control.
The following discussion describes the payments and benefits to which our named executive officers would have become entitled upon a
qualifying termination of employment or a change in control occurring on December 31, 2011.

Employment Agreements

Under the amended employment agreements for Messrs. Nolan and Bender, if the executive s employment is terminated by our company without

cause, by the executive for good reason (each, as defined in the amended employment agreements) or by reason of our company s failure to
extend the term of the executive s amended employment agreement at the end of the initial three-year employment term or at the end of the
one-year extension period(s) thereafter, then in addition to any accrued amounts,

Mr. Nolan would be entitled to receive the following:

(1) continuation payments totaling two times Mr. Nolan s annual base salary then in effect, payable over the 24-month period following
the termination of employment;

(2) alump-sum payment equal to $1,000,000;

(3) in the event an initial public offering of our company or Redford has occurred on or prior to December 31, 2012 and prior
to the termination date, accelerated vesting of the restricted unit award held by Mr. Nolan; and

(4) in the event of a qualifying termination of employment on or after December 31, 2011, payment of the $400,000 cash bonus to which
Mr. Nolan would have been entitled (had he remained employed) for services performed in 2011, to the extent not paid prior to the
termination date;
Mr. Bender would be entitled to receive the following:

(1) continuation payments totaling two times Mr. Bender s annual base salary then in effect, payable over the 24-month period following
the termination of employment;

(2) alump-sum payment equal to $150,000; and

(3) in the event an initial public offering of our company or Redford has occurred on or prior to December 31, 2012 and prior to the
termination date, accelerated vesting of the restricted unit award held by Mr. Bender.
Each executive s right to receive the severance payments described above is subject to continued compliance with certain restrictive covenants
and his delivery of an effective general release of claims in favor of our company. In the event that a change in control of our company occurs
and an excise tax is imposed as a result of any payments made to the executive in connection with such change in control, our company will pay
or reimburse the executive an amount equal to such excise tax plus any taxes resulting from such payments.

Each amended employment agreement also provides that the restricted unit awards held by Messrs. Nolan and Bender would vest in full upon a
change in control of our company or Redford occurring on or prior to December 31, 2012.

Accelerated Vesting of Certain Equity Awards
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Under the award agreements relating to the Redford profits interest units, if more than 50% of the direct or indirect equity interests of Redford or
any of its subsidiaries is sold to investors unaffiliated with those directly or indirectly owning equity interests of Redford or any of its
subsidiaries as of the grant date, then 15% of the profits interest units underlying the Redford profits interest unit award held by Mr. Bender will
vest.
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Change of Control/IPO Bonus Policy

In June 2011, we adopted the Change of Control/IPO Bonus Policy. Under the Change of Control/IPO Bonus Policy, upon the occurrence of

either a change of control (as defined in the Change of Control Severance Plan) or an initial public offering of our company, a bonus pool will be
established that equals 20% of the aggregate annual base salary for each eligible employee. Each eligible employee will be eligible to receive a
cash payment from the bonus pool in an amount to be determined by our Chief Executive Officer in his discretion and approved by our board of
directors.

Summary of Potential Payments

The following table summarizes the payments that would be made to certain of our named executive officers upon the occurrence of certain
qualifying terminations of employment, assuming such named executive officer s termination of employment with our company occurred on
December 31, 2011 and, where relevant, that a change in control of our company occurred on December 31, 2011. Amounts shown in the table
below do not include (1) accrued but unpaid salary and (2) other benefits earned or accrued by the named executive officer during his
employment that are available to all salaried employees, such as accrued vacation.

Termination
Without Cause, For
Good Reason or due

to Company Non-

Renewal of Change of Control
Employment (No Termination)
Name Benefit Agreement ($) $)

2011 Director Compensation
2011 Non-Employee Director Compensation Program

In 2011, none of our non-employee directors received cash or equity compensation for their services as a director. In connection with this
offering, we intend to approve and implement a compensation program for our non-employee directors that consists of annual retainer fees and
long-term equity awards.

Incentive Award Plan

We intend to adopt the Incentive Award Plan subject to approval by our current stockholders, under which we may grant cash and equity
incentive awards to eligible service providers in order to attract, motivate and retain the talent for which we compete. The material terms of the
Incentive Award Plan, as it is currently contemplated, are summarized below. Our board of directors is still in the process of developing,
approving and implementing the Incentive Award Plan and, accordingly, this summary is subject to change prior to the effectiveness of the
registration statement of which this prospectus is a part.

Eligibility and Administration

Our employees, consultants and directors, and employees, consultants and directors of our operating partnership and our respective subsidiaries
will be eligible to receive awards under the Incentive Award Plan. The Incentive Award Plan will be administered by our board of directors with
respect to awards to non-employee directors and by our compensation committee with respect to other participants, each of which may delegate
its
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duties and responsibilities to committees of our directors and/or officers (referred to collectively as the plan administrator), subject to certain
limitations that may be imposed under Section 162(m) of the Code, Section 16 of the Exchange Act and/or stock exchange rules, as applicable.
The plan administrator will have the authority to make all determinations and interpretations under, prescribe all forms for use with, and adopt
rules for the administration of, the Incentive Award Plan, subject to its express terms and conditions. The plan administrator will also set the
terms and conditions of all awards under the Incentive Award Plan, including any vesting and vesting acceleration conditions.

Limitation on Awards and Shares Available

An aggregate of shares of our common stock will be available for issuance under awards granted pursuant to the Incentive Award Plan,
which shares may be treasury shares, authorized but unissued shares, or shares purchased in the open market. If an award under the Incentive
Award Plan is forfeited, expires or is settled for cash, any shares subject to such award may, to the extent of such forfeiture, expiration or cash
settlement, be used again for new grants under the Incentive Award Plan. However, the following shares may not be used again for grant under
the Incentive Award Plan: (1) shares tendered or withheld to satisfy grant or exercise price or tax withholding obligations associated with an
award; (2) shares subject to a stock appreciation right, or SAR, that are not issued in connection with the stock settlement of the SAR on its
exercise; and (3) shares purchased on the open market with the cash proceeds from the exercise of options.

Awards granted under the Incentive Award Plan upon the assumption of, or in substitution for, awards authorized or outstanding under a
qualifying equity plan maintained by an entity with which we enter into a merger or similar corporate transaction will not reduce the shares
available for grant under Incentive Award Plan. After the expiration of a transition period that may apply following the effective date of this
offering, the maximum number of shares of our common stock that may be subject to one or more awards granted to any one participant
pursuant to the Incentive Award Plan during any calendar year is and the maximum amount that may be paid under a cash award
pursuant to the Incentive Award Plan to any one participant during any calendar year period is $

Awards

The Incentive Award Plan provides for the grant of stock options, including incentive stock options, or ISOs, and nonqualified stock options, or
NSOs, restricted stock, dividend equivalents, stock payments, restricted stock units, or RSUs, performance shares, other incentive awards,
profits interest units, SARs and cash awards. No determination has been made as to the types or amounts of awards that will be granted to
specific individuals pursuant to the Incentive Award Plan. Certain awards under the Incentive Award Plan may constitute or provide for a
deferral of compensation, subject to Section 409A of the Code, which may impose additional requirements on the terms and conditions of such
awards. All awards under the Incentive Award Plan will be set forth in award agreements, which will detail all terms and conditions of the
awards, including any applicable vesting and payment terms and post-termination exercise limitations. Awards other than cash awards will
generally be settled in shares of our common stock, but the plan administrator may provide for cash settlement of any award. A brief description
of each award type follows.

Stock Options. Stock options provide for the purchase of shares of our common stock in the future at an exercise price set on the
grant date. [SOs, by contrast to NSOs, may provide tax deferral beyond exercise and favorable capital gains tax treatment to their
holders if certain holding period and other requirements of the Code are satisfied. The exercise price of a stock option may not be
less than 100% of the fair market value of the underlying share on the date of grant (or 110% in the case of ISOs granted to certain
significant stockholders), except with respect to certain substitute options granted in connection with a corporate transaction. The
term of a stock option may not be longer than ten years (or five years in the case of ISOs granted to certain significant stockholders).
Vesting conditions determined by the plan administrator may apply to stock options and may include continued service, performance
and/or other conditions.

132

Table of Contents 170



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

SARs. SARs entitle their holder, upon exercise, to receive from us an amount equal to the appreciation of the shares subject to the
award between the grant date and the exercise date. The exercise price of a SAR may not be less than 100% of the fair market value
of the underlying share on the date of grant (except with respect to certain substitute SARs granted in connection with a corporate
transaction) and the term of a SAR may not be longer than ten years. Vesting conditions determined by the plan administrator may
apply to SARs and may include continued service, performance and/or other conditions.

Restricted Stock, Deferred Stock, RSUs and Performance Shares. Restricted stock is an award of nontransferable shares of our
common stock that remain forfeitable unless and until specified conditions are met, and which may be subject to a purchase price.
Deferred stock and RSUs are contractual promises to deliver shares of our common stock in the future, which may also remain
forfeitable unless and until specified conditions are met. Delivery of the shares underlying these awards may be deferred under the
terms of the award or at the election of the participant, if the plan administrator permits such a deferral. Performance shares are
contractual rights to receive a range of shares of our common stock in the future based on the attainment of specified performance
goals, in addition to other conditions which may apply to these awards. Conditions applicable to restricted stock, deferred stock,
RSUs and performance shares may be based on continuing service with us or our affiliates, the attainment of performance goals
and/or such other conditions as the plan administrator may determine.

Stock Payments, Other Incentive Awards, Profits Interest Units and Cash Awards. Stock payments are awards of fully vested shares
of our common stock that may, but need not, be made in lieu of base salary, bonus, fees or other cash compensation otherwise
payable to any individual who is eligible to receive awards. Other incentive awards are awards other than those enumerated in this
summary that are denominated in, linked to or derived from shares of our common stock or value metrics related to our shares, and
may remain forfeitable unless and until specified conditions are met. Profits interest units are awards of units of our operating
partnership intended to constitute profits interests within the meaning of the relevant IRS Revenue Procedure guidance, which may
be convertible into shares of our common stock. Cash awards are cash incentive bonuses subject to performance goals.

Dividend Equivalents. Dividend equivalents represent the right to receive the equivalent value of dividends paid on shares of our
common stock and may be granted alone or in tandem with awards other than stock options or SARs. Dividend equivalents are
credited as of dividend payments dates during the period between the date an award is granted and the date such award vests, is
exercised, is distributed or expires, as determined by the plan administrator. Dividend equivalents may not be paid on awards granted
under the Incentive Award Plan unless and until such awards have vested.

Performance Awards

Performance awards include any of the awards that are granted subject to vesting and/or payment based on the attainment of specified
performance goals. The plan administrator will determine whether performance awards are intended to constitute qualified performance-based
compensation, or QPBC, within the meaning of Section 162(m) of the Code, in which case the applicable performance criteria will be selected
from the list below in accordance with the requirements of Section 162(m) of the Code.

Section 162(m) of the Code imposes a $1,000,000 cap on the compensation deduction that we may take in respect of compensation paid to our

covered employees (which should include our Chief Executive Officer and our next three most highly compensated employees other than our
Chief Financial Officer), but excludes from the calculation of amounts subject to this limitation any amounts that constitute QPBC. Under
current tax law, we do not expect Section 162(m) of the Code to apply to awards under the Incentive Award Plan until the earliest to occur of our
annual shareholders meeting in , a material modification of the Incentive Award Plan or exhaustion of the share supply under the
Incentive Award Plan. However, QPBC performance criteria may be used with respect to performance awards that are not intended to constitute
QPBC.
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In order to constitute QPBC under Section 162(m) of the Code, in addition to certain other requirements, the relevant amounts must be payable
only upon the attainment of pre-established, objective performance goals set by our compensation committee and linked to stockholder-approved
performance criteria. For purposes of the Incentive Award Plan, one or more of the following performance criteria will be used in setting
performance goals applicable to QPBC, and may be used in setting performance goals applicable to other performance awards: (1) net earnings
(either before or after one or more of the following: (a) interest, (b) taxes, (c) depreciation and (d) amortization; and (e) non-cash equity-based
compensation); (2) gross or net sales or revenue; (3) net income (either before or after taxes); (4) adjusted net income; (5) operating earnings or
profit; (6) cash flow (including, but not limited to, operating cash flow and free cash flow); (7) return on assets; (8) return on capital; (9) return
on stockholders equity; (10) total stockholder return; (11) return on sales; (12) gross or net profit or operating margin; (13) costs; (14) FFO;
(15) expenses; (16) working capital; (17) earnings per share; (18) adjusted earnings per share; (19) price per share of common stock;

(20) regulatory body approval for commercialization of a product; (21) implementation or completion of critical projects; (22) market share; and
(23) economic value, any of which may be measured either in absolute terms for us or any operating unit of our company or as compared to any
incremental increase or decrease or as compared to results of a peer group or to market performance indicators or indices. The Incentive Award
Plan also permits the plan administrator to provide for objectively determinable adjustments to the applicable performance criteria in setting
performance goals for QPBC awards.

Certain Transactions

The plan administrator has broad discretion to take action under the Incentive Award Plan, as well as make adjustments to the terms and
conditions of existing and future awards, to prevent the dilution or enlargement of intended benefits and facilitate necessary or desirable changes
in the event of certain transactions and events affecting our common stock, such as stock dividends, stock splits, mergers, acquisitions,
consolidations and other corporate transactions. In addition, in the event of certain non-reciprocal transactions with our stockholders known as

equity restructurings, the plan administrator will make equitable adjustments to the Incentive Award Plan and outstanding awards. In the event
of a change in control of our company (as defined in the Incentive Award Plan), to the extent that the surviving entity declines to continue,
convert, assume or replace outstanding awards, then all such awards will become fully vested and exercisable in connection with the transaction.
Upon or in anticipation of a change in control, the plan administrator may cause any outstanding awards to terminate at a specified time in the
future and give the participant the right to exercise such awards during a period of time determined by the plan administrator in its sole
discretion. Individual award agreements may provide for additional accelerated vesting and payment provisions.

Foreign Participants, Transferability, and Participant Payments

The plan administrator may modify award terms, establish subplans and/or adjust other terms and conditions of awards, subject to the share
limits described above, in order to facilitate grants of awards subject to the laws and/or stock exchange rules of countries outside of the United
States. With limited exceptions for estate planning, domestic relations orders, certain beneficiary designations and the laws of descent and
distribution, awards under the Incentive Award Plan are generally non-transferable prior to vesting, and are exercisable only by the participant.
With regard to tax withholding, exercise price and purchase price obligations arising in connection with awards under the Incentive Award Plan,
the plan administrator mays, in its discretion, accept cash or check, shares of our common stock that meet specified conditions, a market sell
order or such other consideration as it deems suitable.

Plan Amendment and Termination

Our board of directors may amend or terminate the Incentive Award Plan at any time; however, except in connection with certain changes in our
capital structure, stockholder approval will be required for any amendment that increases the number of shares available under the Incentive
Award Plan, reprices any stock option or SAR, or cancels any stock option or SAR in exchange for cash or another award when the option or
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SAR price per share exceeds the fair market value of the underlying shares. No award may be granted pursuant to the Incentive Award Plan after
the tenth anniversary of the date on which our board of directors adopts the Incentive Award Plan.

Additional REIT Restrictions

The Incentive Award Plan provides that no participant will be granted, become vested in the right to receive or acquire or be permitted to
acquire, or will have any right to acquire, shares under an award if such acquisition would be prohibited by the restrictions on ownership and
transfer of our stock contained in our charter or would impair our status as a REIT.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
Amended and Restated Stockholder Rights Agreement

We are a party to an amended and restated stockholder rights agreement with Redford, investors in Redford (including Macquarie Group (US)
Holdings No. 1 Pty Limited, Kaupthing Bank hf., Isis Investments Limited and TPG-Axon Partners, LP and TPG-Axon International, LP, or
entities affiliated with TPG-Axon), the TLC lenders and certain members of our management team. The agreement provides for various rights,
including registration rights. This agreement will be amended and restated so that most provisions relating to stockholder rights besides
registration rights will terminate upon the completion of this offering. See Description of Our Capital Stock Registration Rights Stockholder
Rights Agreement.

Indemnification of Directors and Officers

We expect to enter into an indemnification agreement with each of our directors and executive officers as described in Management Limitation of
Liability and Indemnification.

Adyvisory Management Agreement

From March 2008 through June 2011, we were externally managed by an affiliate, Spirit Finance Capital Management, LLC, or the Manager,
under an advisory management agreement, or the Advisory Management Agreement. On June 30, 2011, we terminated the Advisory
Management Agreement and acquired all of the assets and liabilities of the Manager for a net purchase price of approximately nine thousand
dollars. In connection with this acquisition, the personnel of the Manager became our employees. This transaction has been accounted for as a
combination of entities under common control; accordingly, our consolidated financial statements have been retroactively restated to reflect the
consolidation and all transactions between the affiliated entities have been eliminated. The Manager was responsible for managing all of our
day-to-day operations, including monitoring our investment portfolio, identifying assets for acquisition and disposition and other activities on
our behalf in return for payment of management fees. As of June 30, 2011, we have assumed the role of managing and performing all of our
business operations, which were formerly executed by the Manager, and are a self-administered and self-managed REIT.

In April 2009, $4.4 million of fees earned by the Manager were distributed pro rata to its equity investors with (1) Macquarie Investment
Holdings No. 2 Pty Limited, (2) Kaupthing Bank hf. and Isis Investments Limited, together, and (3) entities affiliated with TPG-Axon each
receiving $1.1 million, respectively. There were no additional distributions during the entire period of the Advisory Management Agreement.

Relationships with Macquarie Capital (USA) Inc.

Kevin Charlton, a member of our board of directors, is a Managing Director in the Principal Transactions Group of Macquarie Capital (USA)
Inc. Upon completion of this offering, Macquarie Group (US) Holdings No. 1 Pty Limited, an affiliate of Macquarie Capital (USA) Inc., will
own approximately % of our common stock. Set forth below is a summary of certain transactions that we have completed with Macquarie

Capital (USA) Inc. and its affiliates.

In December 2010, we entered into two interest rate caps with Macquarie Bank Limited, Sydney, an affiliate of Macquarie Investment Holdings
No. 2 Pty Limited and of Macquarie Capital (USA) Inc., and paid approximately $0.5 million in fees.

In July 2011, we paid approximately $5.0 million in fees to Macquarie Capital (USA) Inc. for acting as our financial advisor in connection with
the amendment to our term loan and certain other consulting work.
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Settlement Agreement

On February 4, 2010, certain former senior executives resigned from their positions with us and the Manager. On February 11, 2010, these
individuals filed a lawsuit against the Manager, us and certain other parties, and we and the other defendants filed counterclaims. On April 5,
2010, certain of these individuals filed an additional complaint against certain of our stockholders and directors, us, the Manager and certain
other parties as nominal defendants. In December 2010, a final and binding settlement agreement was entered into and all claims were
dismissed. Costs related to defending ourselves and settling the claims totaled $22.4 million, net of insurance recoveries, which has been fully
paid.
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POLICIES WITH RESPECT TO CERTAIN ACTIVITIES

The following is a discussion of certain of our investment, financing and other policies. These policies have been determined by our board of
directors and, in general, may be amended or revised from time to time by our board of directors without a vote of our stockholders.

Investment Policies
Investments in Real Estate or Interests in Real Estate

We will conduct all of our investment activities through our operating partnership and its subsidiaries. Our objective is to maximize stockholder
value by seeking superior risk-adjusted returns, with an emphasis on stable rental revenue, by investing primarily in operationally essential real

estate leased on a long-term, triple-net basis. For a discussion of our properties and our acquisition and other strategic objectives, see Business
and Properties.

We expect to pursue our objective primarily through the ownership by our operating partnership of our existing properties and other acquired
properties and assets. We currently intend to invest primarily in single-tenant, operationally essential real estate. Our strategy emphasizes a
portfolio that (1) derives no more than 10% of its annual rent from any single tenant or more than 2.5% of its annual rent from any single
property, (2) is leased to tenants operating in various industries and (3) is located across the United States without significant geographic
concentration. While we consider the foregoing when making investments, we have opportunistically made investments in the past that do not
meet one or more of these criteria, and we may make additional investments that do not meet one or more of these criteria if we believe the
opportunity is sufficiently attractive. We intend to engage in future investment activities in a manner that is consistent with the maintenance of
our status as a REIT for federal income tax purposes. In addition, we may purchase assets for long-term investment, expand and improve the
properties we presently own or other acquired properties, or sell such properties, in whole or in part, when circumstances warrant.

We may also participate with third parties in property ownership, through joint ventures or other types of co-ownership. These types of
investments may permit us to own interests in larger assets without unduly reducing our diversification and, therefore, provide us with flexibility
in structuring our portfolio. We will not, however, enter into a joint venture or other partnership arrangement to make an investment that would
not otherwise meet our investment policies.

Equity investments in acquired properties may be subject to existing mortgage financing and other indebtedness or to new indebtedness which
may be incurred in connection with acquiring or refinancing these properties. Debt service on such financing or indebtedness will have a priority
over any dividends with respect to our common stock. Investments are also subject to our policy not to be treated as an investment company
under the Investment Company Act of 1940, as amended, or the 1940 Act.

Investments in Real Estate Mortgages

While our current portfolio primarily consists of, and our business strategies emphasize, equity investments in single-tenant, operationally
essential real estate, we may invest in mortgages, other types of real estate interests and equipment and other loans in a manner that is consistent
with our qualification as a REIT. We have strategically originated or acquired long-term, commercial mortgage and equipment loans to provide
financing solutions to our tenants. As of September 30, 2011, of our total investment portfolio, 98% represented our gross investment in
properties that we own and the remaining 2% represented mortgage, equipment and other loans receivable. We may further invest in mortgages,
equipment and other loans receivable and there is no restriction on the proportion of our assets that may be invested in a type of asset or any
single asset. However, we do not
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intend to have more than 5% of our portfolio invested in mortgages, equipment and other loans. Investments in mortgages, equipment and other
loans run the risk that one or more borrowers may default under the loans and that the collateral securing those loans may not be sufficient to
enable us to recoup our full investment.

Securities of or Interests in Persons Primarily Engaged in Real Estate Activities and Other Issuers

Subject to the percentage of ownership limitations and the income and asset tests necessary for REIT qualification, we may invest in securities
of other REITs, other entities engaged in real estate activities or securities of other issuers, including for the purpose of exercising control over
such entities. We do not intend that our investments in securities will require us to register as an investment company under the 1940 Act, and
we would intend to divest such securities before any such registration would be required.

Investments in Other Securities
Other than as described above, we do not intend to invest in any additional securities such as bonds, preferred stocks or common stock.
Dispositions

In order to maximize the performance and manage the risks within our portfolio, we intend to selectively dispose of any of our properties that we
determine are not suitable for long-term investment purposes based upon management s review of our portfolio. We will ensure that such action
would be in our best interest and consistent with our qualification as a REIT.

Financings and Leverage Policy

We anticipate using a number of different sources to finance our acquisitions and operations, including cash flows from operations, asset sales,
seller financing, issuance of debt securities, private financings (such as additional bank credit facilities, which may or may not be secured by our
assets), property-level mortgage debt, common or preferred equity issuances or any combination of these sources, to the extent available to us, or
other sources that may become available from time to time. Any debt that we incur may be recourse or non-recourse and may be secured or
unsecured. We also may take advantage of joint venture or other partnering opportunities as such opportunities arise in order to acquire
properties that would otherwise be unavailable to us. We may use the proceeds of our borrowings to acquire assets, to refinance existing debt or
for general corporate purposes.

Although we are not required to maintain any particular leverage ratio, we intend, when appropriate, to employ prudent amounts of leverage and
to use debt as a means of providing additional funds for the acquisition of assets, to refinance existing debt or for general corporate purposes.
Our charter and bylaws do not limit the amount of debt that we may incur. Our board of directors has not adopted a policy limiting the total
amount of debt that we may incur.

Our board of directors will consider a number of factors in evaluating the amount of debt that we may incur. Our board of directors may from
time to time modify its views regarding the appropriate amount of debt financing in light of then-current economic conditions, relative costs of
debt and equity capital, market values of our properties, general conditions in the market for debt and equity securities, fluctuations in the market
price of our common stock, growth and acquisition opportunities and other factors. Our decision to use leverage in the future to finance our
assets will be at our discretion and will not be subject to the approval of our stockholders.

Equity Capital Policies

To the extent that our board of directors determines to obtain additional capital, we may issue debt or equity securities, including senior
securities, retain earnings (subject to provisions in the Code requiring distributions of income to maintain REIT qualification) or pursue a
combination of these methods.
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Existing stockholders will have no preemptive right to common or preferred stock or units issued in any securities offering by us, and any such
offering might cause a dilution of a stockholder s investment in us. Although we have no current plans to do so, we may in the future issue shares
of our common stock or units in our operating partnership in connection with acquisitions of property.

We may, under certain circumstances, purchase shares of our common stock or other securities in the open market or in private transactions with
our stockholders, provided that those purchases are approved by our board of directors. Our board of directors has no present intention of
causing us to repurchase any shares of our common stock or other securities, and any such action would only be taken in conformity with
applicable federal and state laws and the applicable requirements for qualification as a REIT.

We have not issued common stock or any other securities in exchange for property or any other purpose, but we may engage in such activities in
the future.

We have not engaged in trading, underwriting or agency distribution or sale of securities of other than our operating partnership and do not
intend to do so.

Code of Business Conduct and Ethics

Upon the completion of this offering, we will adopt a code of business conduct and ethics that seeks to identify and mitigate conflicts of interest
between our employees, directors and officers and our company. However, we cannot assure you that these policies or provisions of law will
always be successful in eliminating or minimizing the influence of such conflicts, and if they are not successful, decisions could be made that
might fail to reflect fully the interests of stockholders.

Interested Director Transactions

Pursuant to the MGCL, a contract or other transaction between us and a director or between us and any other corporation or other entity in which
any of our directors is a director or has a material financial interest is not void or voidable solely because of such common directorship or
interest, the presence of such director at the meeting at which the contract or transaction is authorized, approved or ratified or the counting of the
director s vote in favor thereof, if:

the fact of the common directorship or interest is disclosed or known to our board of directors or a committee of our board, and our
board or such committee authorizes, approves or ratifies the contract or transaction by a majority of disinterested directors, even if
the disinterested directors constitute less than a quorum;

the fact of the common directorship or interest is disclosed or known to our stockholders entitled to vote thereon, and the contract or
transaction is authorized, approved or ratified by a majority of the votes cast by the stockholders entitled to vote other than the votes
of shares owned of record or beneficially by the interested director or corporation, firm or other entity; or

the contract or transaction is fair and reasonable to us.
Reporting Policies

We intend to make available to our stockholders our annual reports, including our audited financial statements. After this offering, we will
become subject to the information reporting requirements of the Exchange Act. Pursuant to those requirements, we will be required to file
annual and periodic reports, proxy statements and other information, including audited financial statements, with the SEC.
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OUR ORGANIZATIONAL STRUCTURE

The following chart shows our company, our principal operating subsidiaries and the ownership of our common stock after the completion of
this offering, the use of the net proceeds and the debt conversion.

ey

@)

3

4

Ownership percentages are based on shares of our common stock assumed to be issued in the debt conversion. Upon the
completion of this offering and the issuance of shares in the debt conversion, the purchasers of common stock in this offering, the
converted TLC lenders, continuing investors, and directors, executive officers and other employees as a group will own

shares, shares, shares and shares, respectively, of our outstanding common stock. See Pricing Sensitivity Analysis.
If the underwriters exercise their over-allotment option in full, the purchasers of common stock in this offering, the converted TLC lenders,
other continuing investors and directors, executive officers and other employees as a group willown %, %, %, %, respectively,
of our outstanding common stock.

Upon the completion of this offering, we expect our operations to be carried on through Spirit Realty Finance, L.P., our operating
partnership, which will be formed as a Maryland limited partnership. Spirit General OP Holdings, LLC, one of our wholly-owned
subsidiaries, will be the sole general partner and own 1% of our operating partnership. Spirit Finance Corporation, the REIT, will

be the sole limited partner and own the remaining 99% of our operating partnership.

Our properties are typically owned by special purposes entities.
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PRICING SENSITIVITY ANALYSIS

Throughout this prospectus, we provide certain information based on the assumption that we price our shares at the mid-point of the price range
set forth on the front cover of this prospectus. However, certain of this information will be affected if the actual price per share in this offering is
different from that mid-point.

In particular, the number of shares of our common stock to be issued to the TLC lenders in the debt conversion will depend in part on the initial

public offering price, the number of shares to be issued and the date of the completion of this offering. In connection with an amendment to our

term loan credit agreement entered into on July 8, 2011, we entered into a conversion agreement with the TLC lenders pursuant to which each

TLC lender granted us the right to convert all or a portion of the TLC held by such lenders into shares of our common stock in connection with a
Qualifying [PO (as such term is defined in the conversion agreement), which, among other things, requires an initial underwritten public offering

resulting in sufficient net proceeds to us to allow us to repay in full the TLB and any unconverted principal amount of TLC, together with

accrued and unpaid interest thereon, and all other amounts in respect of TLB and TLC due and payable at such time. We have exercised this

right and will convert all $330 million of our outstanding TLC into shares of our common stock upon the completion of this offering. Pursuant to

the conversion agreement, the number of shares of our common stock to be issued in the debt conversion will equal (1) the sum of (a) one, plus

(b) the Conversion Premium (expressed as a decimal and as defined below), multiplied by (2) the quotient of (a) the outstanding unpaid principal

amount of TLC, divided by (b) the initial public offering price per share. The Conversion Premium (as such term is defined in the conversion

agreement) shall not be less than 10.00% nor greater than 17.00% and is tied to the Capitalization Rate (as defined below). The Capitalization

Rate means a number, expressed as a percentage, equal to the quotient of (1) our Net Operating Income (as such term is defined in our term loan

credit agreement) for the 12 months immediately preceding the month in which a Qualifying IPO is completed, or trailing 12-month net

operating income, divided by (2) an amount equal to the sum of (a) an amount equal to the product of (i) the initial public offering price per

share, multiplied by (ii) the aggregate number of shares of our common stock issued and outstanding immediately after the consummation of a

Qualifying IPO (including shares of our common stock to be issued in the debt conversion), plus (b) the aggregate unpaid principal amount of

our Indebtedness (as such term is defined in the conversion agreement) outstanding at the time of the consummation of a Qualifying IPO, minus

(c) the aggregate amount of our Cash (as such term is defined in the conversion agreement) at the time of the consummation of a Qualifying

IPO.

An assumed initial public offering price of $ per share, which is the mid-point of the price range set forth on the front cover of this
prospectus, would result in a Conversion Premium of % and shares of our common stock being issued to the TLC lenders. In addition,
assuming we issue shares in this offering, the following table sets forth this information assuming different initial public offering prices
within the price range set forth on the front cover of this prospectus:

Total Number of Shares of

Assumed Initial Public Offering Common Stock to be Issued In the
Price Per Share Conversion Premium Debt Conversion(!)
$ % shares
$ % shares
$ % shares
$ % shares
$ % shares
$ % shares
$ % shares
$ % shares

(1) Assumes no exercise of the underwriters over-allotment option.
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Any change in our initial public offering price above the maximum price reflected in the above table would decrease the total number of shares
of our common stock issued in the debt conversion and any change in our initial public offering price below the minimum price reflected in the
above table would increase the total number of shares of our common stock issued in the debt conversion.
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DESCRIPTION OF THE PARTNERSHIP AGREEMENT OF SPIRIT REALTY FINANCE, L.P.

A summary of the material terms and provisions of the Amended and Restated Agreement of Limited Partnership of Spirit Realty Finance, L.P.,
which we refer to as the partnership agreement, is set forth below. This summary is not complete and is subject to and qualified in its entirety
by reference to the applicable provisions of Maryland law and the partnership agreement. For more detail, please refer to the partnership
agreement itself, a copy of which is filed as an exhibit to the registration statement of which this prospectus is a part. For purposes of this
section, referencesto we, our and us referto Spirit Finance Corporation.

General

Upon the completion of this offering, substantially all of our assets will be held by, and substantially all of our operations will be conducted
through, our operating partnership, either directly or through subsidiaries. The provisions of the partnership agreement described below will be
in effect from and after the completion of this offering. We will be the sole limited partner of our operating partnership and own 99% of our
operating partnership. Spirit General OP Holdings, LLC, one of our wholly-owned subsidiaries, will be the sole general partner and own 1% of
our operating partnership.

Although upon the completion of this offering, our operating partnership will be wholly-owned by us as described above, in the future some of
our property acquisitions could be financed by issuing units of our operating partnership in exchange for property owned by third parties. Such
third parties would then be entitled to share in cash distributions from, and in the profits and losses of, our operating partnership in proportion to
their respective percentage interests in our operating partnership if and to the extent authorized by us. These operating partnership units would be
convertible into shares of our common stock at specified ratios set from time to time when the operating partnership units are issued. The units
in our operating partnership will not be listed on any exchange or quoted on any national market system.

Provisions in the partnership agreement may delay or make more difficult unsolicited acquisitions of us or changes in our control. These
provisions could discourage third parties from making proposals involving an unsolicited acquisition of us or change of our control, although
some stockholders might consider such proposals, if made, desirable. These provisions also make it more difficult for third parties to alter the
management structure of our operating partnership without the concurrence of our board of directors. These provisions include, among others:

redemption rights of limited partners and certain assignees of units;

transfer restrictions on units and other partnership interests;

a requirement that Spirit General OP Holdings, LLC may not be removed as the general partner of our operating partnership without
its consent;

the ability of the general partner in some cases to amend the partnership agreement and to cause our operating partnership to issue
preferred partnership interests in our operating partnership with terms that it may determine, in either case, without the approval or
consent of any future limited partner; and

the right of any future limited partners to consent to transfers of the general partnership interest except under specified
circumstances, including in connection with mergers, consolidations and other business combinations involving us.
Purpose, Business and Management

Our operating partnership is formed for the purpose of conducting any business, enterprise or activity permitted by or under the Maryland
Revised Uniform Limited Partnership Act. Our operating partnership may enter into any partnership, joint venture, business trust arrangement,
limited liability company or other similar
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arrangement and may own interests in any other entity engaged in any business permitted by or under the Maryland Revised Uniform Limited
Partnership Act. However, our operating partnership may not, without the general partner s specific consent, which it may give or withhold in its
sole and absolute discretion, take, or refrain from taking, any action that, in its judgment, in its sole and absolute discretion:

could adversely affect our ability to continue to qualify as a REIT;

could subject us to any taxes under Code Section 857 or Code Section 4981 or any other related or successor provision under the
Code; or

could violate any law or regulation of any governmental body or agency having jurisdiction over us, our securities or our operating

partnership.
In general, our board of directors will manage the business and affairs of our operating partnership by directing our business and affairs, in our
capacity as the sole owner of the general partner of our operating partnership. If there is a conflict between the interests of our stockholders on
one hand and any future limited partners on the other, we will endeavor in good faith to resolve the conflict in a manner not adverse to either our
stockholders or any future limited partners; provided, however, that for so long as we own a controlling interest in our operating partnership, any
conflict that cannot be resolved in a manner not adverse to either our stockholders or any future limited partners shall be resolved in favor of our
stockholders. The partnership agreement will provide that the general partner and its directors, officers and employees, will not be liable or
accountable to our operating partnership for losses sustained, liabilities incurred or benefits not derived if it, or such officer, director or employee
acted in good faith.

Except as otherwise expressly provided in the partnership agreement and subject to the rights of future holders of any class or series of
partnership interest, all management powers over the business and affairs of our operating partnership are exclusively vested in Spirit General
OP Holdings, LLC, in its capacity as the sole general partner of our operating partnership. No future limited partner, in its capacity as a limited
partner, will have any right to participate in or exercise management power over our operating partnership s business, transact any business in our
operating partnership s name or sign documents for or otherwise bind our operating partnership. Spirit General OP Holdings, LLC may not be
removed as the general partner of our operating partnership, with or without cause, without its consent, which it may give or withhold in its sole
and absolute discretion. In addition to the powers granted to the general partner under applicable law or any provision of the partnership
agreement, but subject to certain other provisions of the partnership agreement and the rights of future holders of any class or series of
partnership interest, Spirit General OP Holdings, LLC, in its capacity as the general partner of our operating partnership, has the full and
exclusive power and authority to do all things that it deems necessary or desirable to conduct the business and affairs of our operating
partnership, to exercise or direct the exercise of all of the powers of our operating partnership and to effectuate the purposes of our operating
partnership without the approval or consent of any future limited partner. The general partner may authorize our operating partnership to incur
debt and enter into credit, guarantee, financing or refinancing arrangements for any purpose, including, without limitation, in connection with
any acquisition of properties, on such terms as it determines to be appropriate, and to acquire or dispose of any, all or substantially all of its
assets (including goodwill), dissolve, merge, consolidate, reorganize or otherwise combine with another entity, without the approval or consent
of any future limited partner. With limited exceptions, the general partner may execute, deliver and perform agreements and transactions on
behalf of our operating partnership without the approval or consent of any future limited partner.
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Additional Limited Partners

We may cause our operating partnership to issue additional units or other partnership interests and to admit additional limited partners to our
operating partnership from time to time, on such terms and conditions and for such capital contributions as we may establish in our sole and
absolute discretion, without the approval or consent of any future limited partner, including:

upon the conversion, redemption or exchange of any debt, units or other partnership interests or securities issued by our operating
partnership;

for less than fair market value; or

in connection with any merger of any other entity into our operating partnership.
The net capital contribution need not be equal for all future limited partners. Each person admitted as an additional limited partner must make
certain representations to each other partner relating to, among other matters, such person s ownership of any tenant of us or our operating
partnership. No person may be admitted as an additional limited partner without our consent, which we may give or withhold in our sole and
absolute discretion, and no approval or consent of any future limited partner will be required in connection with the admission of any additional
limited partner.

Our operating partnership may issue additional partnership interests in one or more classes, or one or more series of any of such classes, with
such designations, preferences, conversion or other rights, voting powers or rights, restrictions, limitations as to distributions, qualifications or
terms or conditions of redemption (including, without limitation, terms that may be senior or otherwise entitled to preference over the units) as
we may determine, in our sole and absolute discretion, without the approval of any future limited partner or any other person. Without limiting
the generality of the foregoing, we may specify, as to any such class or series of partnership interest:

the allocations of items of partnership income, gain, loss, deduction and credit to each such class or series of partnership interest;

the right of each such class or series of partnership interest to share, on a junior, senior or pari passu basis, in distributions;

the rights of each such class or series of partnership interest upon dissolution and liquidation of our operating partnership;

the voting rights, if any, of each such class or series of partnership interest; and

the conversion, redemption or exchange rights applicable to each such class or series of partnership interest.
Ability to Engage in Other Businesses; Conflicts of Interest

We may not conduct any business other than in connection with the ownership, acquisition and disposition of partnership interests, the
management of the business and affairs of our operating partnership, our operation as a reporting company with a class (or classes) of securities
registered under the Exchange Act, our operations as a REIT, the offering, sale, syndication, private placement or public offering of stock,
bonds, securities or other interests, financing or refinancing of any type related to our operating partnership or its assets or activities and such
activities as are incidental to those activities discussed above. In general, we must contribute any assets or funds that we acquire to our operating
partnership in exchange for additional partnership interests. We may, however, in our sole and absolute discretion, from time to time hold or
acquire assets in our own name or otherwise other than through our operating partnership so long as we take commercially reasonable measures
to ensure that the economic benefits and burdens of such property are otherwise vested in our operating partnership.
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PRINCIPAL STOCKHOLDERS

The following table sets forth certain information regarding the beneficial ownership of shares of our common stock immediately following the
completion of this offering and the debt conversion for (1) each person who is expected to be the beneficial owner of 5% or more of our
outstanding common stock immediately following the completion of this offering and the debt conversion, (2) each of our directors, director
nominees and named executive officers, and (3) all of our directors, director nominees and executive officers as a group. This table assumes that
this offering and the debt conversion are completed, and gives effect to the expected issuance of common stock in connection with this offering
and the debt conversion. Each person named in the table has sole voting and investment power with respect to all of the shares of our common
stock shown as beneficially owned by such person, except as otherwise set forth in the notes to the table.

The SEC has defined beneficial ownership of a security to mean the possession, directly or indirectly, of voting power and/or investment power
over such security. A stockholder is also deemed to be, as of any date, the beneficial owner of all securities that such stockholder has the right to
acquire within 60 days after that date through (1) the exercise of any option, warrant or right, (2) the conversion of a security, (3) the power to
revoke a trust, discretionary account or similar arrangement or (4) the automatic termination of a trust, discretionary account or similar
arrangement. In computing the number of shares beneficially owned by a person and the percentage ownership of that person, shares of our
common stock subject to options or other rights (as set forth above) held by that person that are exercisable as of or will become
exercisable within 60 days thereafter, are deemed outstanding, while such shares are not deemed outstanding for purposes of computing
percentage ownership of any other person.

Unless otherwise indicated, the address of each named person is c/o Spirit Finance Corporation, 14631 North Scottsdale Road, Suite 200,
Scottsdale, Arizona 85254. No shares beneficially owned by any executive officer, director or director nominee have been pledged as security.

Number of Shares
Beneficially Percentage of
Name of Beneficial Owner Owned All Shares)

Greater Than 5% Stockholders

Macquarie Group (US) Holdings No. 1 Pty Limited®

Entities affiliated with TPG-Axon®

Isis Investments Limited®

Midtown Acquisitions L.P.®)

Entities affiliated with Highland Capital Management©®
Director, Director Nominees and Named Executive Officers
Thomas H. Nolan, Jr.

Michael Bender

Kevin Charlton?

All Directors, Director Nominees and Executive Officers as a Group ( persons)

*  Represents less than 1.0%.

(1) Assumes shares of our common stock are outstanding immediately following this offering.

(2) The members of the board of directors of Macquarie Group (US) Holdings No. 1 Pty Limited are Kevin Charlton, Christopher Green,
Richard John Hughes and Charles Tamplin, and these individuals may be
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deemed to share voting power and investment control over the shares of our common stock held by Macquarie Group (US) Holdings No. 1
Pty Limited. These individuals disclaim beneficial ownership of the shares of our common stock held by Macquarie Group (US) Holdings
No. 1 Pty Limited. The address for Macquarie Group (US) Holdings No. 1 Pty Limited is No.1 Martin Place, Sydney, New South Wales,
2000, Australia.

(3) The general partners of entities affiliated with TPG-Axon (i.e., TPG-Axon Partners, LP and TPG-Axon International, LP) are TPG-Axon
Partners GP, L.P. and TPG-Axon International GP, LLC, respectively. TPG-Axon GP, LLC is the general partner of TPG-Axon Partners
GP, L.P. and the managing member of TPG-Axon International GP, LLC. The managing member of TPG-Axon GP, LLC is Dinakar
Singh LLC, which, in turn, is controlled by Dinakar Singh. Mr. Singh may be deemed to share voting power and investment control over
the shares of our common stock held by entities affiliated with TPG-Axon. Mr. Singh disclaims beneficial ownership of the shares of our
common stock held by entities affiliated with TPG-Axon except to the extent of any pecuniary interest therein. The address for entities
affiliated with TPG-Axon is 888 Seventh Avenue, 38" Floor, New York, NY 10019.

(4) Andrew Paul Shimmin is the court appointed liquidator and deemed official receiver of Isis Investments Limited, and Mr. Shimmin may
be deemed to have voting power and investment control over the shares of our common stock held by Isis Investments Limited. Mr.
Shimmin disclaims beneficial ownership of the shares of our common stock held by Isis Investments Limited except to the extent of any
pecuniary interest therein. The address for Isis Investments Limited is 13-15 Hope Street, Douglas, Isle of Man, IM1 1AQ British Isles.

)

(0)

(7) Kevin Charlton is a member of the board of directors of Macquarie Group (US) Holdings No. 1 Pty Limited and may be deemed to have
beneficial ownership of the shares of our common stock owned by Macquarie Group (US) Holdings No. 1 Pty Ltd. Mr. Charlton disclaims
beneficial ownership of the shares of our common stock held by Macquarie Group (US) Holdings No. 1 Pty Limited.
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DESCRIPTION OF OUR CAPITAL STOCK

The following is a summary of the material terms of our capital stock. For a complete description, you are urged to review in their entirety our
charter and our bylaws, which are filed as exhibits to the registration statement of which this prospectus is a part, and applicable Maryland law.
See Where You Can Find More Information.

General

Following the completion of this offering and the debt conversion, our authorized capital stock will consist of shares of our common
stock, $0.01 par value per share, and shares of preferred stock, $0.01 par value per share. Our board of directors has the power, without
stockholder approval, to amend our charter to increase or decrease the aggregate number of shares of stock or the number of shares of stock of
any class or series we are authorized to issue. Upon the completion of this offering and the debt conversion, shares of our common stock
will be issued and outstanding and 125 shares of our Series A Preferred Stock will be issued and outstanding. We intend to redeem all shares of
our Series A Preferred Stock shortly after the completion of this offering so that there will be no shares of our preferred stock issued and
outstanding.

Under Maryland law, our stockholders generally are not liable for our debts or obligations solely as a result of that stockholder s status as a
stockholder.

Common Stock

All shares of our common stock offered by this prospectus will be duly authorized, fully paid and nonassessable. Stockholders are entitled to
receive dividends when authorized by our board of directors and declared by us out of assets legally available for the payment of dividends.
Stockholders are also entitled to share ratably in our assets legally available for distribution to our stockholders in the event of our liquidation,
dissolution or winding up, after payment of, or adequate provision for, all of our known debts and liabilities. These rights are subject to the
preferential rights of any other class or series of our stock and to the provisions of our charter regarding restrictions on ownership and transfer of
our stock.

Subject to our charter restrictions on ownership and transfer of our stock, each outstanding share of our common stockholders entitles the holder
thereof to one vote on all matters submitted to a vote of stockholders, including the election of directors. Except as provided with respect to any
other class or series of stock, our common stockholders will possess exclusive voting power. Cumulative voting in the election of directors is not
permitted. Directors will be elected by a plurality of the votes cast at the meeting in which directors are being elected. This means that the
holders of a majority of the outstanding shares of our common stock can effectively elect all of the directors then standing for election, and the
holders of the remaining shares will not be able to elect any directors.

Our common stockholders have no preference, conversion, exchange, sinking fund, redemption or appraisal rights and have no preemptive rights
to subscribe for any of our capital stock. Our charter provides that our stockholders generally have no appraisal rights unless our board of
directors determines prospectively that appraisal rights will apply to one or more transactions in which our common stockholders would
otherwise be entitled to exercise such rights. Subject to our charter restrictions on ownership and transfer of our stock, holders of shares of our
common stock will initially have equal dividend, liquidation and other rights.

Under Maryland law, a Maryland corporation generally cannot dissolve, amend its charter, merge, sell all or substantially all of its assets, engage
in a statutory share exchange or engage in similar transactions unless declared advisable by the board of directors and approved by the
affirmative vote of stockholders entitled to cast at least two-thirds of all of the votes entitled to be cast on the matter unless a lesser percentage
(but not less than a majority of the votes entitled to be cast on the matter) is set forth in the corporation s charter. Our charter

149

Table of Contents 189



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

provides for approval of these matters by the affirmative vote of stockholders entitled to cast a majority of the votes entitled to be cast on such
matter, except that the affirmative vote of stockholders holding at least two-thirds of the shares entitled to vote on such matter is required to
amend the provisions of our charter relating to the removal of directors, which also requires two-thirds of all votes entitled to be cast on the
matter, or the vote required to amend the removal provisions. Maryland law also permits a corporation to transfer all or substantially all of its
assets without the approval of its stockholders to an entity all of the equity interests of which are owned, directly or indirectly, by the
corporation. Because our operating assets may be held by our operating partnership or its wholly-owned subsidiaries, these subsidiaries may be
able to merge or transfer all or substantially all of their assets without the approval of our stockholders.

Our charter authorizes our board of directors to reclassify any unissued shares of our common stock into other classes or series of stock, to
establish the designation and number of shares of each such class or series and to set, subject to the provisions of our charter regarding the
restrictions on ownership and transfer of our stock, the preferences, conversion or other rights, voting powers, restrictions, limitations as to
dividends or other distributions, qualifications or terms or conditions of redemption of each such class or series. Thus, our board of directors
could authorize the issuance of shares of common stock or preferred stock with terms and conditions which could have the effect of delaying,
deferring or preventing a transaction or a change in control that might involve a premium price for our common stock or that our common
stockholders otherwise believe to be in their best interests.

Preferred Stock

Under the terms of our charter that will be in effect upon the completion of this offering, our board of directors will be authorized to classify any
unissued shares of our preferred stock and to reclassify any previously classified but unissued shares of preferred stock into other classes or
series of stock. Before the issuance of shares of each class or series, our board of directors is required by Maryland law and by our charter to set,
subject to our charter restrictions on ownership and transfer of stock, the terms, preferences, conversion or other rights, voting powers,
restrictions, limitations as to dividends or other distributions, qualifications or terms or conditions of redemption for each class or series. After
we repurchase our Series A Preferred Stock (as defined below) shortly after the completion of this offering, no shares of our preferred stock will
be outstanding and we have no present plans to issue any preferred stock.

Series A Preferred Stock

As of September 30, 2011, we had outstanding 125 shares of $0.01 par value 12.5% Series A Cumulative Non-Voting Preferred Stock, or Series
A Preferred Stock. The holders of the Series A Preferred Stock are entitled to receive cumulative cash dividends at the rate of 12.5% per annum
of the liquidation preference. The holders of the Series A Preferred Stock generally do not have voting rights except in limited circumstances
including for the authorization or issuance of equity securities senior to or on parity with the Series A Preferred Stock. At our election, the Series
A Preferred Stock is redeemable, in whole or in part, for an amount equal to its liquidation preference, plus any accrued and unpaid dividends,
plus a redemption premium which declines over time. The Series A Preferred Stock is not convertible into shares of any other class or series of
stock. The Series A Preferred Stock is entitled to a liquidation preference of $1,000 per share. The Series A Preferred Stock will be senior to all
other classes and series of shares of our stock as to the payment of dividends and the payment of assets on liquidation. We intend to redeem all
shares of our Series A Preferred Stock shortly after the completion of this offering.

Power to Issue Additional Shares of Common Stock and Preferred Stock

We believe that the power to issue additional shares of our common stock or preferred stock and to classify or reclassify unissued shares of our
common stock or preferred stock and to issue the classified or reclassified shares provides us with increased flexibility in structuring possible
future financings and acquisitions and in meeting other needs which might arise. These actions can be taken without action by our stockholders,
unless
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stockholder approval is required by applicable law or the rules of any stock exchange or automated quotation system on which our stock may be
listed or traded. Although we have no present intention of doing so, we could issue a class or series of stock that could delay, defer or prevent a
transaction or a change in control of our company that might involve a premium price for our common stock or that our common stockholders
otherwise believe to be in their best interest. In addition, our issuance of additional shares of stock in the future could dilute the voting and other
rights of your shares. See Certain Provisions of Maryland Law and of Our Charter and Bylaws Anti-takeover Effect of Certain Provisions of
Maryland Law and of Our Charter and Bylaws.

Meetings and Special Voting Requirements

An annual meeting of our stockholders will be held each year on the date and at the time and place set by our board of directors. Special
meetings of stockholders may be called by our board of directors, the chairman of our board of directors, our president or our chief executive
officer. Additionally, subject to the provisions of our bylaws, special meetings of the stockholders must be called by our secretary upon the
written request of stockholders entitled to cast not less than a majority of the votes entitled to be cast at such meeting who have requested the
special meeting in accordance with the procedures set forth in, and provided the information and certifications required by, our bylaws. The
presence at a meeting, either in person or by proxy, of stockholders entitled to cast a majority of all the votes entitled to be cast at such meeting
of stockholders will constitute a quorum. Generally, the affirmative vote of a majority of all votes cast is necessary to take stockholder action,
except that a plurality of the votes cast at a meeting at which a quorum is present is sufficient to elect a director and a majority of the votes
entitled to be cast is required to approve certain extraordinary matters such as mergers, certain amendments to our charter or the sale of all or
substantially all of our assets. Cumulative voting of shares is not permitted.

Restrictions on Ownership and Transfer

In order for us to qualify as a REIT under the Code, our stock must be beneficially owned by 100 or more persons during at least 335 days of a
taxable year of 12 months or during a proportionate part of a shorter taxable year. Also, not more than 50% of the value of the outstanding shares
of stock (after taking into account options to acquire shares of stock) may be owned, directly or through certain constructive ownership rules by
five or fewer individuals (as defined in the Code to include certain entities such as private foundations) at any time during the last half of a
taxable year.

Our charter contains restrictions on the ownership and transfer of our stock that are intended to assist us in complying with these requirements

and continuing to qualify as a REIT. The relevant sections of our charter provide that, subject to the exceptions described below, no person or

entity may actually or beneficially own, or be deemed to own by virtue of the applicable constructive ownership provisions of the Code, more

than 9.8% (in value or in number of shares, whichever is more restrictive) of the outstanding shares of our common stock or 9.8% in value of the
aggregate of the outstanding shares of all classes and series of our stock, in each case excluding any shares of our stock that are not treated as
outstanding for federal income tax purposes. We refer to each of these restrictions as an ownership limit and collectively as the ownership limits.
A person or entity that would have acquired actual, beneficial or constructive ownership of our stock but for the application of the ownership

limits or any of the other restrictions on ownership and transfer of our stock discussed below is referred to as a prohibited owner. For purposes of
this provision, we will not include a group as that term is used for purposes of Rule 13d-5(b) or Section 13(d)(3) of the Exchange Act in the
definition of person.

The constructive ownership rules under the Code are complex and may cause stock owned actually or constructively by a group of related
individuals and/or entities to be owned constructively by one individual or entity. As a result, the acquisition of less than 9.8% of our common
stock (or the acquisition of an interest in an entity that owns, actually or constructively, our common stock) by an individual or entity could,
nevertheless, cause that individual or entity, or another individual or entity, to own constructively in excess of 9.8% (in value or in number of
shares, whichever is more restrictive) of the outstanding shares of our common stock and thereby violate the applicable ownership limit.
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Our charter provides that our board of directors, subject to certain limits including the directors duties under applicable law, may retroactively
exempt and shall prospectively exempt a person from either or both of the ownership limits and, if necessary, establish a different limit on
ownership for such person if it determines that such exemption could not cause or permit:

five or fewer individuals to actually or beneficially own more than 49% in value of the outstanding shares of all classes or series of
our stock; or

us to own, actually or constructively, an interest in a tenant of ours (or a tenant of any entity owned in whole or in part by us).
As a condition of the exception, our board of directors may require an opinion of counsel or IRS ruling, in either case in form and substance
satisfactory to our board of directors, in its sole and absolute discretion, in order to determine or ensure our status as a REIT and such
representations, covenants and/or undertakings as are necessary or prudent to make the determinations above. Notwithstanding the receipt of any
ruling or opinion, our board of directors may impose such conditions or restrictions as it deems appropriate in connection with such an
exception.

In connection with a waiver of an ownership limit or at any other time, our board of directors may, in its sole and absolute discretion, increase or
decrease one or both of the ownership limits for one or more persons, except that a decreased ownership limit will not be effective for any

person whose actual, beneficial or constructive ownership of our stock exceeds the decreased ownership limit at the time of the decrease until

the person s actual, beneficial or constructive ownership of our stock equals or falls below the decreased ownership limit, although any further
acquisition of our stock will violate the decreased ownership limit. Our board of directors may not increase or decrease any ownership limit if

the new ownership limit would allow five or fewer persons to actually or beneficially own more than 49% in value of our outstanding stock or
could cause us to be closely held under Section 856(h) of the Code (without regard to whether the ownership interest is held during the last half
of a taxable year) or otherwise cause us to fail to qualify as a REIT.

Our charter further prohibits:

any person from actually, beneficially or constructively owning shares of our stock that could result in us being closely held under
Section 856(h) of the Code (without regard to whether the ownership interest is held during the last half of a taxable year) or
otherwise cause us to fail to qualify as a REIT (including, but not limited to, actual, beneficial or constructive ownership of shares of
our stock that could result in us owning (actually or constructively) an interest in a tenant that is described in Section 856(d)(2)(B) of
the Code if the income we derive from such tenant, taking into account our other income that would not qualify under the gross
income requirements of Section 856(c) of the Code, would cause us to fail to satisfy any the gross income requirements imposed on
REITs); and

any person from transferring shares of our stock if such transfer would result in shares of our stock being beneficially owned by
fewer than 100 persons (determined without reference to any rules of attribution).
Any person who acquires or attempts or intends to acquire actual, beneficial or constructive ownership of shares of our stock that will or may
violate the ownership limits or any of the other restrictions on ownership and transfer of our stock described above must give written notice
immediately to us or, in the case of a proposed or attempted transaction, provide us at least 15 days prior written notice, and provide us with
such other information as we may request in order to determine the effect of such transfer on our status as a REIT.

The ownership limits and other restrictions on ownership and transfer of our stock described above will not apply if our board of directors
determines that it is no longer in our best interests to continue to qualify as a REIT or that compliance is no longer required in order for us to
qualify as a REIT.

Pursuant to our charter, if any purported transfer of our stock or any other event would otherwise result in any person violating the ownership
limits or such other limit established by our board of directors, or could
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result in us being closely held within the meaning of Section 856(h) of the Code (without regard to whether the ownership interest is held during
the last half of a taxable year) or otherwise failing to qualify as a REIT, then the number of shares causing the violation (rounded up to the
nearest whole share) will be automatically transferred to, and held by, a trust for the exclusive benefit of one or more charitable beneficiaries
selected by us. The prohibited owner will have no rights in shares of our stock held by the trustee. The automatic transfer will be effective as of
the close of business on the business day prior to the date of the violative transfer or other event that results in the transfer to the trust. Any
dividend or other distribution paid to the prohibited owner, prior to our discovery that the shares had been automatically transferred to a trust as
described above, must be repaid to the trustee upon demand. If the transfer to the trust as described above is not automatically effective, for any
reason, to prevent violation of the applicable restriction on ownership and transfer of our stock, then the transfer of the number of shares that
otherwise would cause any person to violate the above restrictions will be void and of no force or effect and the intended transferee will acquire
no rights in the shares. If any transfer of our stock would result in shares of our stock being beneficially owned by fewer than 100 persons
(determined without reference to any rules of attribution), then any such purported transfer will be void and of no force or effect and the
intended transferee will acquire no rights in the shares.

Shares of our stock transferred to the trustee are deemed offered for sale to us, or our designee, at a price per share equal to the lesser of (1) the
price per share in the transaction that resulted in the transfer of the shares to the trust (or, in the event of a gift, devise or other such transaction,
the last sale price reported on the NYSE on the day of the transfer or other event that resulted in the transfer of such shares to the trust) and

(2) the last sale price reported on the NYSE on the date we accept, or our designee accepts, such offer. We must reduce the amount payable to
the prohibited owner by the amount of dividends and distributions paid to the prohibited owner and owed by the prohibited owner to the trustee
and pay the amount of such reduction to the trustee for the benefit of the charitable beneficiary. We have the right to accept such offer until the
trustee has sold the shares of our stock held in the trust. Upon a sale to us, the interest of the charitable beneficiary in the shares sold terminates
and the trustee must distribute the net proceeds of the sale to the prohibited owner and any dividends or other distributions held by the trustee
with respect to such stock will be paid to the charitable beneficiary.

If we do not buy the shares, the trustee must, within 20 days of receiving notice from us of the transfer of shares to the trust, sell the shares to a
person or persons designated by the trustee who could own the shares without violating the ownership limits or other restrictions on ownership
and transfer of our stock. Upon such sale, the trustee must distribute to the prohibited owner an amount equal to the lesser of (1) the price paid
by the prohibited owner for the shares (or, if the prohibited owner did not give value in connection with the transfer or other event that resulted
in the transfer to the trust (e.g., a gift, devise or other such transaction), the last sale price reported on the NYSE on the day of the transfer or
other event that resulted in the transfer of such shares to the trust) and (2) the sales proceeds (net of commissions and other expenses of sale)
received by the trustee for the shares. The trustee must reduce the amount payable to the prohibited owner by the amount of dividends and other
distributions paid to the prohibited owner and owed by the prohibited owner to the trustee. Any net sales proceeds in excess of the amount
payable to the prohibited owner will be immediately paid to the charitable beneficiary, together with any dividends or other distributions
thereon. In addition, if prior to discovery by us that shares of our stock have been transferred to the trustee, such shares of stock are sold by a
prohibited owner, then such shares shall be deemed to have been sold on behalf of the trust and, to the extent that the prohibited owner received
an amount for or in respect of such shares that exceeds the amount that such prohibited owner was entitled to receive, such excess amount shall
be paid to the trustee upon demand.

The trustee will be designated by us and will be unaffiliated with us and with any prohibited owner. Prior to the sale of any shares by the trust,
the trustee will receive, in trust for the beneficiary, all dividends and other distributions paid by us with respect to such shares, and may exercise
all voting rights with respect to such shares for the exclusive benefit of the charitable beneficiary.
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Subject to Maryland law, effective as of the date that the shares have been transferred to the trust, the trustee may, at the trustee s sole discretion:

rescind as void any vote cast by a prohibited owner prior to our discovery that the shares have been transferred to the trust; and

recast the vote in accordance with the desires of the trustee acting for the benefit of the beneficiary of the trust.
However, if we have already taken irreversible corporate action, then the trustee may not rescind and recast the vote.

If our board of directors determines in good faith that a proposed transfer or other event has taken place that violates the restrictions on
ownership and transfer of our stock set forth in our charter, our board of directors may take such action as it deems advisable in its sole
discretion to refuse to give effect to or to prevent such transfer, including, but not limited to, causing us to redeem shares of stock, refusing to
give effect to the transfer on our books or instituting proceedings to enjoin the transfer.

Every owner of 5% or more (or such lower percentage as required by the Code or the Treasury Regulations promulgated thereunder) of the
outstanding shares of our stock, within 30 days after the end of each taxable year, must give written notice to us stating the name and address of
such owner, the number of shares of each class and series of our stock that the owner actually or beneficially owns and a description of the
manner in which the shares are held. Each such owner also must provide us with any additional information that we request in order to
determine the effect, if any, of the person s actual or beneficial ownership on our status as a REIT and to ensure compliance with the ownership
limits and the other restrictions on ownership and transfer of our stock set forth in our charter. In addition, any person that is an actual, beneficial
owner or constructive owner of shares of our stock and any person (including the stockholder of record) who is holding shares of our stock for
an actual, beneficial owner or constructive owner must, on request, disclose to us in writing such information as we may request in good faith in
order to determine our status as a REIT and comply with requirements of any taxing authority or governmental authority or to determine such
compliance.

Any certificates representing shares of our stock will bear a legend referring to the restrictions on ownership and transfer of our stock described
above.

These restrictions on ownership and transfer could delay, defer or prevent a transaction or a change of control of our company that might involve
a premium price for our common stock that our stockholders believe to be in their best interest.

Registration Rights

Upon the completion of this offering and the debt conversion, holders of a total of shares of our common stock will have the right to
require us to register these shares under the Securities Act, under specified circumstances, pursuant to the terms of the Stockholder Rights
Agreement and the Registration Agreement (each as defined below). After registration pursuant to these rights, these shares will become freely
tradable without restriction under the Securities Act.

Registration Agreement

On July 8, 2011, we entered into a registration rights agreement, or the Registration Agreement, with the TLC lenders who will receive shares of
our common stock upon the debt conversion. Under the Registration Agreement, subject to certain limitations, we will use reasonable best
efforts to file and cause to be declared effective on or prior to the first anniversary of the completion of this offering a shelf registration
statement covering the sale from time to time pursuant to Rule 415 under the Securities Act of the shares of our common stock issued in the debt
conversion for which we have received notice to include in such registration statement. In addition, commencing upon the effectiveness of a
resale registration statement not later than the first
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anniversary of the completion of this offering, under certain circumstances, we are also required to undertake an underwritten offering upon the
written request of holders of registrable shares included in such registration statement, provided that we are not obligated to effect more than two
such underwritten offerings.

In the event that any registration in which the holders of registrable shares participate pursuant to the Registration Agreement is an underwritten
offering, the number of registrable shares to be included may, in specified circumstances, be limited due to market conditions. Pursuant to the
Registration Agreement, we are required to pay all registration expenses, including the fees and expenses of one counsel to represent the selling
holders, other than any underwriting discounts, selling commissions and similar discounts relating to underwriters or commissions related to
sales, related to any demand or incidental registration. We are also required to indemnify each participating holder with respect to each
registration of registrable shares that is effected.

Stockholder Rights Agreement

We are a party to an amended and restated stockholder rights agreement, or the Stockholder Rights Agreement, with Redford, investors in
Redford including Macquarie Group (US) Holdings No. 1 Pty Limited, Kaupthing Bank hf., Isis Investments Limited and entities affiliated with
TPG-Axon, the TLC lenders and certain members of our management team that provides for certain rights including rights relating to the
registration of such parties shares of our common stock, including shares to be issued upon the debt conversion. This agreement will be amended
and restated so that most provisions relating to stockholder rights besides the registration rights described below will terminate upon the
completion of this offering.

Demand Rights

Subject to specified limitations, at any time after the completion of this offering, the holders of at least fifty percent of our securities having
registration rights may demand we register all or a portion of their registrable shares under the Securities Act. We are not obligated to register
such registrable shares on Form S-3 unless we are eligible to file such registration on Form S-3.

Piggyback Registration Rights

If at any time after the completion of this offering we propose to file a registration statement to register any of our securities under the Securities
Act, either for our own account or for the account of any of our stockholders, the holders of our registrable shares are entitled to notice of such
proposed registration and are entitled to include their shares of our common stock in the registration.

Limitations and Expenses

In the event that any registration in which the holders of registrable shares participate pursuant to the Stockholder Rights Agreement is an
underwritten offering, the number of registrable shares to be included may, in specified circumstances, be limited due to market conditions.
Pursuant to the Stockholder Rights Agreement, we are required to pay all registration expenses, including the fees and expenses of one counsel
to represent the selling holders, other than any underwriting discounts, selling commissions and similar discounts relating to underwriters or
commissions related to sales, related to any demand or piggyback registration. We are also required to indemnify each participating holder with
respect to each registration of registrable shares that is effected.

Transfer Agent and Registrar
The transfer agent and registrar for our shares of our common stock is
Stock Exchange Listing

We intend to apply to list our common stock on the NYSE under the symbol
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CERTAIN PROVISIONS OF MARYLAND LAW AND OF OUR CHARTER AND BYLAWS

The following summary of certain provisions of Maryland law and our charter and bylaws does not purport to be complete and is subject to and
qualified in its entirety by reference to Maryland law and to our charter and bylaws, copies of which are filed as exhibits to the registration
statement of which this prospectus is a part. See  Where You Can Find More Information.

Our Board of Directors

According to our charter and bylaws, the number of directors of our company may be established, increased or decreased only by a majority of
our entire board of directors but may not be fewer than the minimum number required under the MGCL (which is one) nor, unless our bylaws
are amended, more than 15. We expect to have directors upon the completion of this offering. Our charter provides that, at such time as we
have a class of securities registered under the Exchange Act and at least three independent directors, which we expect to have upon the
completion of this offering, we will elect to be subject to a provision of Maryland law requiring that vacancies on our board of directors may be
filled only by an affirmative vote of a majority of the remaining directors and that any individual elected to fill a vacancy will serve for the
remainder of the full term of the directorship in which the vacancy occurred and until his or her successor is duly elected and qualifies.

Each of our directors will be elected by our common stockholders to serve until the next annual meeting of our stockholders and until his or her
successor is duly elected and qualifies under the MGCL. Holders of shares of our common stock will have no right to cumulative voting in the
election of directors. Directors are elected by a plurality of the votes cast.

Removal of Directors

Our charter provides that, subject to the rights of holders of one or more classes or series of preferred stock to elect or remove one or more
directors, a director may be removed only for cause (as defined in our charter) and only by the affirmative vote of at least two-thirds of the votes
entitled to be cast generally in the election of directors. This provision, when coupled with the exclusive power of our board of directors to fill
vacant directorships, precludes stockholders from removing incumbent directors and filling the vacancies created by such removal with their
own nominees.

Business Combinations

Under the MGCL, certain business combinations (including a merger, consolidation, statutory share exchange or, in certain circumstances
specified under the statute, an asset transfer or issuance or reclassification of equity securities) between a Maryland corporation and any
interested stockholder, or an affiliate of such an interested stockholder, are prohibited for five years after the most recent date on which the
interested stockholder becomes an interested stockholder. Maryland law defines an interested stockholder as:

any person who beneficially owns, directly or indirectly, 10% or more of the voting power of the corporation s outstanding voting
stock; or

an affiliate or associate of the corporation who, at any time within the two-year period prior to the date in question, was the beneficial
owner of 10% or more of the voting power of the then-outstanding voting stock of the corporation.
A person is not an interested stockholder under the MGCL if the board of directors approved in advance the transaction by which the person
otherwise would have become an interested stockholder. In approving a transaction, the board of directors may provide that its approval is
subject to compliance, at or after the time of the approval, with any terms and conditions determined by it.

156

Table of Contents 197



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

After such five-year period, any such business combination must be recommended by the board of directors of the corporation and approved by
the affirmative vote of at least:

80% of the votes entitled to be cast by holders of outstanding shares of voting stock of the corporation; and

two-thirds of the votes entitled to be cast by holders of voting stock of the corporation other than shares held by the interested
stockholder with whom (or with whose affiliate) the business combination is to be effected or held by an affiliate or associate of the
interested stockholder.
These supermajority approval requirements do not apply if, among other conditions, the corporation s common stockholders receive a minimum
price (as defined in the MGCL) for their shares and the consideration is received in cash or in the same form as previously paid by the interested
stockholder for its shares.

These provisions of the MGCL do not apply, however, to business combinations that are approved or exempted by a corporation s board of
directors prior to the time that the interested stockholder becomes an interested stockholder. Our board of directors has, by board resolution,
elected to opt out of the business combination provisions of the MGCL.

We cannot assure you that our board of directors will not opt for us to be subject to such business combination provisions in the future.
However, an alteration or repeal of this resolution will not have any effect on any business combinations that have been consummated prior to or
upon any agreements existing at the time of such modification or repeal.

Control Share Acquisitions

The MGCL provides that a holder of control shares of a Maryland corporation acquired in a control share acquisition has no voting rights with
respect to those shares except to the extent approved by the affirmative vote of at least two-thirds of the votes entitled to be cast by stockholders
entitled to exercise or direct the exercise of the voting power in the election of directors generally but excluding: (1) the person who has made or
proposes to make the control share acquisition; (2) any officer of the corporation; or (3) any employee of the corporation who is also a director

of the corporation. Control shares are voting shares of stock that, if aggregated with all other such shares of stock previously acquired by the
acquirer or in respect of which the acquirer is able to exercise or direct the exercise of voting power (except solely by virtue of a revocable

proxy), would entitle the acquirer to exercise voting power in electing directors within one of the following ranges of:

one-tenth or more but less than one-third;

one-third or more but less than a majority; or

a majority or more of all voting power.
Control shares do not include shares that the acquiring person is then entitled to vote as a result of having previously obtained stockholder
approval. A control share acquisition means the acquisition, directly or indirectly, of ownership of, or the power to direct the exercise of voting
power with respect to, issued and outstanding control shares, subject to certain exceptions.

A person who has made or proposes to make a control share acquisition, upon satisfaction of certain conditions (including an undertaking to pay
expenses and making an acquiring person statement as described in the MGCL), may compel the board of directors of the company to call a
special meeting of stockholders to be held within 50 days of demand to consider the voting rights of the control shares. If no request for a special
meeting is made, the corporation may itself present the question at any stockholders meeting.

If voting rights of control shares are not approved at the meeting or if the acquiring person does not deliver an acquiring person statement as
required by the statute, then, subject to certain conditions and limitations, the
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corporation may redeem any or all of the control shares (except those for which voting rights have previously been approved) for fair value
determined, without regard to the absence of voting rights for the control shares, as of the date of the last control share acquisition by the
acquirer or of any meeting of stockholders at which the voting rights of such shares are considered and not approved. If voting rights for control
shares are approved at a stockholders meeting and the acquirer becomes entitled to vote a majority of the shares entitled to vote, all other
stockholders may exercise appraisal rights. The fair value of the shares as determined for purposes of such appraisal rights may not be less than
the highest price per share paid by the acquirer in the control share acquisition.

The control share acquisition statute does not apply (1) to shares acquired in a merger, consolidation or statutory share exchange if the
corporation is a party to the transaction or (2) to acquisitions approved or exempted by the charter or bylaws of the corporation.

Our bylaws contain a provision exempting from the control share acquisition statute any and all control share acquisitions by any person of
shares of our stock. Our board of directors may amend or eliminate this provision at any time in the future, whether before or after the
acquisition of control shares.

Subtitle 8

Subtitle 8 of Title 3 of the MGCL permits a Maryland corporation with a class of equity securities registered under the Exchange Act and at least
three independent directors to elect to be subject, by provision in its charter or bylaws or a resolution of its board of directors and
notwithstanding any contrary provision in the charter or bylaws, to any or all of the following five provisions:

a classified board;

a two-thirds vote requirement for removing a director;

a requirement that the number of directors be fixed only by vote of the directors;

a requirement that a vacancy on the board be filled only by the remaining directors and for the remainder of the full term of the class
of directors in which the vacancy occurred; or

a majority requirement for the calling of a special meeting of stockholders.
Our charter provides that, at such time as we become eligible to make a Subtitle 8 election, we elect to be subject to the provisions of Subtitle 8
relating to the filling of vacancies on our board of directors. Through provisions in our charter and bylaws unrelated to Subtitle 8, we already
(1) require a two-thirds vote for the removal of any director from our board of directors, which removal must be for cause, (2) vest in our board
of directors the exclusive power to fix the number of directorships, subject to limitations set forth in our charter and bylaws, and (3) require,
unless called by the chairman of our board of directors, our president, our chief executive officer or our board of directors, the request of
stockholders entitled to cast not less than a majority of all votes entitled to be cast on a matter at such meeting to call a special meeting. We have
not elected to create a classified board. In the future, our board of directors may elect, without stockholder approval, to create a classified board
or adopt one or more of the other provisions of Subtitle 8.

Amendments to Our Charter and Bylaws

Our charter generally may be amended only if such amendment is declared advisable by our board of directors and approved by the affirmative
vote of stockholders entitled to cast a majority of the votes entitled to be cast on the matter, except that amendments to the provisions of our
charter relating to the removal of directors and the vote required to amend the removal provision may be amended only with the approval of
stockholders entitled to cast at least two-thirds of all of the votes entitled to be cast on the matter. Our board of directors has the exclusive power
to adopt, alter or repeal any provision of our bylaws or to make new bylaws.
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Meetings of Stockholders

Under our bylaws, annual meetings of stockholders will be held each year at a date and time determined by our board of directors. Special
meetings of stockholders may be called by our board of directors, the chairman of our board of directors, our president or our chief executive
officer. Additionally, subject to the provisions of our bylaws, special meetings of the stockholders must be called by our secretary upon the
written request of stockholders entitled to cast not less than a majority of the votes entitled to be cast at such meeting who have requested the
special meeting in accordance with the procedures set forth in, and provided the information and certifications required by, our bylaws. Only
matters set forth in the notice of the special meeting may be considered and acted upon at such a meeting.

Advance Notice of Director Nominations and New Business

Our bylaws provide that:

with respect to an annual meeting of stockholders, nominations of individuals for election to our board of directors and the proposal
of business to be considered by stockholders at the annual meeting may be made only:

i pursuant to our notice of the meeting;

i by or at the direction of our board of directors; or

i by a stockholder who was a stockholder of record both at the time of giving of the notice of the meeting and at the time of the
annual meeting, who is entitled to vote at the meeting and who has complied with the advance notice procedures set forth in,
and provided the information and certifications required by, our bylaws; and

with respect to special meetings of stockholders, only the business specified in our company s notice of meeting may be brought
before the special meeting of stockholders, and nominations of individuals for election to our board of directors may be made only:

i by or at the direction of our board of directors; or

i provided that the meeting has been called in accordance with our bylaws for the purpose of electing directors, by a
stockholder who is a stockholder of record both at the time of giving of the notice required by our bylaws and at the time of
the meeting, who is entitled to vote at the meeting in the election of each individual so nominated and who has complied with
the advance notice provisions set forth in, and provided the information and certifications required by, our bylaws.

The purpose of requiring stockholders to give advance notice of nominations and other proposals is to afford our board of directors and our
stockholders the opportunity to consider the qualifications of the proposed nominees or the advisability of the other proposals and, to the extent
considered necessary by our board of directors, to inform stockholders and make recommendations regarding the nominations or other

proposals. Although our bylaws do not give our board of directors the power to disapprove timely stockholder nominations and proposals, our
bylaws may have the effect of precluding a contest for the election of directors or proposals for other action if the proper procedures are not
followed, and of discouraging or deterring a third party from conducting a solicitation of proxies to elect its own slate of directors to our board of
directors or to approve its own proposal.

Anti-takeover Effect of Certain Provisions of Maryland Law and Our Charter and Bylaws

The restrictions on ownership and transfer of our stock, the supermajority vote required to remove directors, our election to be subject to the
provision of Subtitle 8 vesting in our board of directors the exclusive power to fill vacancies on our board of directors and the advance notice
provisions of our bylaws could delay, defer or prevent a transaction or a change of control of our company that might involve a premium price
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stock or that our common stockholders otherwise believe to be in their best interests. Likewise, if our board of directors were to elect to be
subject to the provision of Subtitle 8 providing for a classified board or the business combination provisions of the MGCL or if the provision in
our bylaws opting out of the control share acquisition provisions of the MGCL were amended or rescinded, these provisions of the MGCL could
have similar anti-takeover effects.

Limitation of Liability and Indemnification of Directors and Officers

Maryland law permits a Maryland corporation to include in its charter a provision limiting the liability of its directors and officers to the
corporation and its stockholders for money damages except for liability resulting from actual receipt of an improper benefit or profit in money,
property or services or active and deliberate dishonesty that is established by a final judgment and is material to the cause of action. Our charter
contains such a provision that eliminates such liability to the maximum extent permitted by Maryland law.

The MGCL requires a Maryland corporation (unless its charter provides otherwise, which our charter does not) to indemnify a director or officer
who has been successful, on the merits or otherwise, in the defense of any proceeding to which he or she is made or threatened to be made a
party by reason of his or her service in that capacity. The MGCL permits a Maryland corporation to indemnify its present and former directors
and officers, among others, against judgments, penalties, fines, settlements and reasonable expenses actually incurred by them in connection
with any proceeding to which they may be made or are threatened to be made a party by reason of their service in those or other capacities
unless it is established that:

the act or omission of the director or officer was material to the matter giving rise to the proceeding and:

i was committed in bad faith; or

i was the result of active and deliberate dishonesty;

the director or officer actually received an improper personal benefit in money, property or services; or

in the case of any criminal proceeding, the director or officer had reasonable cause to believe that the act or omission was unlawful.
However, under the MGCL, a Maryland corporation may not indemnify a director or officer for an adverse judgment in a suit by or in the right
of the corporation or if the director or officer was adjudged liable on the basis that personal benefit was improperly received, unless in either
case a court orders indemnification and then only for expenses. A court may order indemnification if it determines that the director or officer is
fairly and reasonably entitled to indemnification, even though the director or officer did not meet the prescribed standard of conduct or was
adjudged liable on the basis that personal benefit was improperly received.

In addition, the MGCL permits a Maryland corporation to advance reasonable expenses to a director or officer upon the corporation s receipt of:

a written affirmation by the director or officer of his or her good faith belief that he or she has met the standard of conduct necessary
for indemnification by the corporation; and

a written undertaking, which may be unsecured, by the director or officer or on the director s or officer s behalf to repay the amount
paid if it shall ultimately be determined that the standard of conduct has not been met.
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Our charter authorizes us to obligate our company and our bylaws obligate us, to the fullest extent permitted by Maryland law in effect from
time to time, to indemnify and to pay or reimburse reasonable expenses in advance of final disposition of a proceeding without requiring a
preliminary determination of the director s or officer s ultimate entitlement to indemnification to:

any present or former director or officer who is made or threatened to be made a party to the proceeding by reason of his or her
service in that capacity; or

any individual who, while a director or officer of our company and at our request, serves or has served as a director, officer, partner,
member, manager, trustee, employee or agent of another corporation, real estate investment trust, partnership, limited liability
company, joint venture, trust, employee benefit plan or any other enterprise and who is made or threatened to be made a party to the
proceeding by reason of his or her service in that capacity.
Our charter and bylaws also permit us, with the approval of our board of directors, to indemnify and advance expenses to any person who served
a predecessor of ours in any of the capacities described above and to any employee or agent of our company or a predecessor of our company.

Indemnification Agreements

We intend to enter into indemnification agreements with each of our directors and executive officers as described in
Management Indemnification.

Restrictions on Ownership and Transfer of our Stock

Our charter contains restrictions on the ownership and transfer of our stock that are intended to assist us in continuing to qualify as a REIT.
Subject to certain exceptions, our charter provides that no person or entity may beneficially own, or be deemed to own by virtue of the
applicable constructive ownership provisions of the Code, more than 9.8% (in value or in number of shares, whichever is more restrictive) of the
outstanding shares of our common stock, or 9.8% (in value) of the aggregate of the outstanding shares of all classes and series of our stock. For
more information regarding these and other restrictions on the ownership and transfer of our stock imposed by our charter, see Description of
Our Capital Stock Restrictions on Ownership and Transfer.

REIT Qualification

Our charter provides that our board of directors may revoke or otherwise terminate our REIT election, without approval of our stockholders, if it
determines that it is no longer in our best interest to continue to be qualified as a REIT. Our charter also provides that our board of directors may
determine that compliance with the restrictions on ownership and transfer of our stock is no longer required for us to qualify as a REIT.
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SHARES ELIGIBLE FOR FUTURE SALE
General

Upon the completion of this offering and the debt conversion, we will have outstanding shares of our common stock ( shares if
the underwriters over-allotment option is exercised in full).

Of these shares, the shares sold in this offering ( shares if the underwriters over-allotment option is exercised in full) will be
freely transferable without restriction or further registration under the Securities Act, subject to the restrictions on ownership and transfer of our
stock set forth in our charter. The remaining shares of our common stock issued pursuant to the debt conversion or to our directors,
officers, employees and affiliates will be restricted shares as defined in Rule 144.

There is currently no public market for our common stock. Trading of our common stock on the NYSE is expected to commence immediately
following the completion of this offering. No assurance can be given as to (1) the likelihood that an active market for common stock will

develop, (2) the liquidity of any such market, (3) the ability of the stockholders to sell their shares or (4) the prices that stockholders may obtain
for any of their shares. No prediction can be made as to the effect, if any, that future sales of shares, or the availability of shares for future sale,

will have on the market price prevailing from time to time. Sales of substantial amounts of our common stock, or the perception that such sales
could occur, may adversely affect prevailing market prices of our common stock. See Risk Factors Risks Related to this Offering and Ownership
of Our Common Stock.

For a description of certain restrictions on ownership and transfer of shares of our common stock held by certain of our stockholders, see
Description of Our Capital Stock Restrictions on Ownership and Transfer.

Rule 144

After giving effect to this offering and the debt conversion, shares of our outstanding common stock will be restricted securities under the
meaning of Rule 144 under the Securities Act, and may not be sold in the absence of registration under the Securities Act unless an exemption
from registration is available, including the exemption provided by Rule 144.

In general, under Rule 144 as currently in effect, beginning 90 days after the date of this prospectus, a person who is not deemed to have been an
affiliate of ours at any time during the three months preceding a sale and who has beneficially owned shares considered to be restricted securities
under Rule 144 for at least six months would be entitled to sell those shares, subject only to the availability of current public information about
us. A non-affiliated person who has beneficially owned shares considered to be restricted securities under Rule 144 for at least one year would
be entitled to sell those shares without regard to the provisions of Rule 144.

An affiliate of ours who has beneficially owned shares of our common stock for at least six months would be entitled to sell, within any
three-month period, a number of shares that does not exceed the greater of:

1% of the shares of our common stock then outstanding, which will equal approximately shares immediately after this
offering ( shares if the underwriters exercise their over-allotment option in full); or

the average weekly trading volume of our common stock on the NYSE during the four calendar weeks preceding the date on

which notice of the sale is filed with the SEC;
provided, in each case, that we are subject to the Exchange Act periodic reporting requirements for at least 90 days before the sale and have filed
all required reports during that time period. Such sales by affiliates must also comply with the manner of sale, current public information and
notice provisions of Rule 144.

Sales under Rule 144 by our affiliates or persons selling shares on behalf of our affiliates are also subject to manner of sale provisions, notice
requirements and the availability of current public information about us.
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Incentive Award Plan

We intend to adopt the Incentive Award Plan prior to the completion of this offering. The Incentive Award Plan may provide for the grant of
incentive awards to our employees, directors, officers and consultants of our company and our subsidiaries. We intend to reserve shares
of our common stock for issuance under the Incentive Award Plan.

We intend to file with the SEC a Registration Statement on Form S-8 covering the shares of our common stock issuable under the Incentive
Award Plan. Shares of our common stock covered by this registration statement, including any shares of our common stock issuable upon the
exercise of options or shares of restricted common stock, will be eligible for transfer or resale without restriction under the Securities Act unless
held by affiliates.

Lock-up Agreements

In addition to the limits placed on the sale of our common stock by operation of Rule 144 and other provisions of the Securities Act, we, our
directors, director nominees and executive officers, TLC lenders and substantially all of our continuing investors, have agreed not to sell or
otherwise transfer or encumber, or enter into any transaction that transfers, in whole or in part, directly or indirectly, any shares of our common
stock or securities convertible or exchangeable into shares of our common stock owned by them at the completion of this offering and the debt
conversion or thereafter acquired by them for a period of 180 days after the date of this prospectus (or, in the case of our directors, director
nominees and officers and substantially all of our continuing investors, 270 days), subject to specified exceptions and, for certain parties, a
possible extension under certain circumstances, without the prior consent of the representative of the underwriters in this offering. See
Underwriting.

The representative of the underwriters in this offering has advised us that it has no present intent or arrangement to release any shares subject to
a lock-up and will consider the release of any shares subject to a lock-up on a case-by-case basis. Upon a request to release any shares subject to
a lock-up, the representative on behalf of the underwriters in this offering will consider the particular circumstances surrounding the request,
including, but not limited to, the length of time before the lock-up expires, the number of shares requested to be released, the reasons for the
request, the possible impact on the market for our common stock and whether the holder of our shares requesting the release is an officer,
director or other affiliate of ours.
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FEDERAL INCOME TAX CONSIDERATIONS

The following is a general summary of certain material U.S. federal income tax considerations regarding our company and this offering of our

common stock. For purposes of this discussion, references to we, our and us mean only Spirit Finance Corporation and do not include any of its
subsidiaries, except as otherwise indicated. This summary is for general information only and is not tax advice. The information in this summary

is based on:

the Code;

current, temporary and proposed Treasury Regulations promulgated under the Code;

the legislative history of the Code;

administrative interpretations and practices of the IRS; and

court decisions;
in each case, as of the date of this prospectus. In addition, the administrative interpretations and practices of the IRS include its practices and
policies as expressed in private letter rulings that are not binding on the IRS except with respect to the particular taxpayers who requested and
received those rulings. The sections of the Code and the corresponding Treasury Regulations that relate to qualification and taxation as a REIT
are highly technical and complex. The following discussion sets forth certain material aspects of the sections of the Code that govern the federal
income tax treatment of a REIT and its stockholders. This summary is qualified in its entirety by the applicable Code provisions, Treasury
Regulations promulgated under the Code, and administrative and judicial interpretations thereof. Future legislation, Treasury Regulations,
administrative interpretations and practices and/or court decisions may adversely affect the tax considerations contained in this discussion. Any
such change could apply retroactively to transactions preceding the date of the change. We have not requested and do not intend to request a
ruling from the IRS that we qualify as a REIT, and the statements in this prospectus are not binding on the IRS or any court. Thus, we can
provide no assurance that the tax considerations contained in this discussion will not be challenged by the IRS or will be sustained by a court if
challenged by the IRS. This summary does not discuss any state, local or non-U.S. tax consequences associated with the purchase, ownership, or
disposition of our common stock or our election to be taxed as a REIT.

You are urged to consult your tax advisors regarding the tax consequences to you of:

the purchase, ownership or disposition of our common stock, including the federal, state, local, non-U.S. and other tax consequences;
our election to be taxed as a REIT for federal income tax purposes; and
potential changes in applicable tax laws.

Taxation of Our Company

General

We have elected to be taxed as a REIT under Sections 856 through 860 of the Code commencing with our taxable year ended December 31,
2003. We believe that we have been organized and have operated in a manner that has allowed us to qualify for taxation as a REIT under the
Code commencing with such taxable year, and we intend to continue to be organized and operate in this manner. However, qualification and
taxation as a REIT depend upon our ability to meet the various qualification tests imposed under the Code, including through actual annual
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Latham & Watkins LLP has acted as our tax counsel in connection with this offering of our common stock and our federal income tax status as a
REIT. Latham & Watkins LLP will render an opinion to us to the effect that, commencing with our taxable year ended December 31, 2003, we
have been organized and have operated in conformity with the requirements for qualification and taxation as a REIT under the Code, and our
proposed method of operation will enable us to continue to meet the requirements for qualification and taxation as a REIT under the Code. It
must be emphasized that this opinion will be based on various assumptions and representations as to factual matters, including representations
made by us in a factual certificate provided by one or more of our officers. In addition, this opinion will be based upon our factual
representations set forth in this prospectus. Moreover, our qualification and taxation as a REIT depend upon our ability to meet the various
qualification tests imposed under the Code, which are discussed below, including through actual annual operating results, asset composition,
distribution levels and diversity of stock ownership, the results of which have not been and will not be reviewed by Latham & Watkins LLP.
Accordingly, no assurance can be given that our actual results of operations for any particular taxable year will satisfy those requirements.
Further, the anticipated federal income tax treatment described in this discussion may be changed, perhaps retroactively, by legislative,
administrative or judicial action at any time. Latham & Watkins LLP has no obligation to update its opinion subsequent to the date of such
opinion.

Provided we qualify for taxation as a REIT, we generally will not be required to pay federal corporate income taxes on our REIT taxable income
that is currently distributed to our stockholders. This treatment substantially eliminates the double taxation that ordinarily results from
investment in a C corporation. A C corporation is a corporation that generally is required to pay tax at the corporate level. Double taxation
means taxation once at the corporate level when income is earned and once again at the stockholder level when the income is distributed. We
will, however, be required to pay federal income tax as follows:

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

Second, we may be required to pay the alternative minimum tax on our items of tax preference under some circumstances.

Third, if we have (1) net income from the sale or other disposition of foreclosure property held primarily for sale to customers in the
ordinary course of business or (2) other nonqualifying income from foreclosure property, we will be required to pay tax at the highest
corporate rate on this income. To the extent that income from foreclosure property is otherwise qualifying income for purposes of the
75% gross income test, this tax is not applicable. Subject to certain other requirements, foreclosure property generally is defined as
property we acquired through foreclosure or after a default on a loan secured by the property or a lease of the property.

Fourth, we will be required to pay a 100% tax on any net income from prohibited transactions. Prohibited transactions are, in
general, sales or other taxable dispositions of property, other than foreclosure property, held as inventory or primarily for sale to
customers in the ordinary course of business.

Fifth, if we fail to satisty the 75% gross income test or the 95% gross income test, as described below, but have otherwise maintained
our qualification as a REIT because certain other requirements are met, we will be required to pay a tax equal to (1) the greater of
(A) the amount by which we fail to satisfy the 75% gross income test and (B) the amount by which we fail to satisfy the 95% gross
income test, multiplied by (2) a fraction intended to reflect our profitability.

Sixth, if we fail to satisfy any of the asset tests (other than a de minimis failure of the 5% or 10% asset test), as described below, 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.
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Seventh, 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 gross income tests or certain violations of the asset tests, as described below) and the violation is due to reasonable cause and not
due to willful neglect, we may retain our REIT qualification but we will be required to pay a penalty of $50,000 for each such failure.

Eighth, we will be required to pay a 4% excise tax to the extent we fail to distribute during each calendar year at least the sum of
(1) 85% of our ordinary income for the year, (2) 95% of our capital gain net income for the year, and (3) any undistributed taxable
income from prior periods.

Ninth, if we acquire any asset from a corporation that is or has been a C corporation in a transaction in which our basis in the asset is
determined by reference to the C corporation s basis in the asset, 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 required to pay tax at the highest
regular corporate tax rate on this gain to the extent of the excess of (1) the fair market value of the asset over (2) our adjusted tax
basis in the asset, in each case determined as of the date on which we acquired the asset. The results described in this paragraph with
respect to the recognition of gain assume that the C corporation will refrain from making an election to receive different treatment
under applicable Treasury Regulations on its tax return for the year in which we acquire the asset from the C corporation. See ~ Tax
Liabilities and Attributes Inherited from Other Entities.

Tenth, our subsidiaries that are C corporations, including our taxable REIT subsidiaries, generally will be required to pay federal
corporate income tax on their earnings.

Eleventh, we will be required to pay a 100% tax on any redetermined rents, redetermined deductions or excess interest. See
Tests Penalty Tax. 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.

Twelfth, we may elect to retain and pay income tax on our net capital gain. In that case, a stockholder would include its proportionate
share of our undistributed net capital gain (to the extent we make a timely designation of such gain to the stockholder) in its income,
would be deemed to have paid the tax that we paid on such gain, and would be allowed a credit for its proportionate share of the tax
deemed to have been paid, and an adjustment would be made to increase the basis of the stockholder in our common stock.

Requirements for Qualification as a REIT

The Code defines a REIT as a corporation, trust or association:

ey

@

3

C)

that is managed by one or more trustees or directors;

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

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

that is not a financial institution or an insurance company within the meaning of the Code;

Table of Contents 212

Income



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

(5) thatis 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,
including certain specified entities, during the last half of each taxable year; and

(7) that meets other tests, described below, regarding the nature of its income and assets and the amount of its distributions.
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
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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), the term individual includes a supplemental unemployment compensation benefit plan, a private
foundation or a portion of a trust permanently set aside or used exclusively for charitable purposes, but generally does not include a qualified
pension plan or profit sharing trust.

We believe that we have been organized, have operated and have issued sufficient shares of stock with sufficient diversity of ownership to allow

us to satisfy conditions (1) through (7) inclusive, during the relevant time periods. In addition, our charter provides for restrictions regarding
ownership and transfer of our shares which are intended to assist us in continuing to satisfy the share ownership requirements described in

(5) and (6) above. A description of the share ownership and transfer restrictions relating to our common stock is contained in the discussion in

this prospectus under the heading Description of Our Capital Stock Restrictions on Ownership and Transfer. These restrictions, however, do not
ensure that we have previously satisfied, and may not ensure that we will, in all cases, be able to continue to satisfy, the share ownership
requirements described in conditions (5) and (6) above. If we fail to satisfy these share ownership requirements, except as provided in the next
sentence, our status as a REIT will terminate. If, however, we comply with the rules contained 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. See  Failure to Qualify.

In addition, we may not maintain our status as a REIT unless our taxable year is the calendar year. We have and will continue to have a calendar
taxable year.

Ownership of Interests in Partnerships, Limited Liability Companies and Qualified REIT Subsidiaries

In the case of a REIT that 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, as the case may be, based on its interest in partnership capital, subject to special rules relating to the 10% 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 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 pro rata share of the assets and items of income of any partnership or limited
liability company treated as a partnership or disregarded entity for federal income tax purposes, including such partnership s or limited liability
company s share of these items of any partnership or limited liability company treated as a partnership or disregarded entity for federal income
tax purposes in which it owns an interest, would be treated as our assets and items of income for purposes of applying the requirements
described in this discussion, including the gross income and asset tests described below. A brief summary of the rules governing the federal
income taxation of partnerships and limited liability companies is set forth below in ~ Tax Aspects of Our Operating Partnership, the Subsidiary
Partnerships and the Limited Liability Companies.

We will have control of our operating partnership and the subsidiary partnerships and limited liability companies and intend to operate them in a
manner consistent with the requirements for our qualification as a REIT. If we become a limited partner or non-managing member in any
partnership or limited liability company and such entity takes or expects to take actions that could jeopardize our status as a REIT or require us
to pay tax, we may be forced to dispose of our interest in such entity. In addition, it is possible that a partnership or limited liability company
could take an action which could cause us to fail a gross income or asset test, and that we would not become aware of such action in time to
dispose of our interest in the partnership or limited liability company or take other corrective action on a timely basis. In that case, we could fail
to qualify as a REIT unless we were entitled to relief, as described below.
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We may from time to time own and operate certain properties through subsidiaries that we intend to be treated as qualified REIT subsidiaries
under the Code. A corporation will qualify as our qualified REIT subsidiary if we own 100% of the corporation s outstanding stock and do not
elect with the subsidiary to treat it as a taxable REIT subsidiary, as described below. A qualified REIT subsidiary is not treated as a separate
corporation, and all assets, liabilities and items of income, gain, loss, deduction and credit of a qualified REIT subsidiary are treated as assets,
liabilities and items of income, gain, loss, deduction and credit of the parent REIT for all purposes under the Code, including all REIT
qualification tests. Thus, in applying the federal tax requirements described herein, any qualified REIT subsidiaries we own are ignored, and all
assets, liabilities and items of income, gain, loss, deduction and credit of such corporations are treated as our assets, liabilities and items of
income, gain, loss, deduction and credit. A qualified REIT subsidiary is not subject to federal income tax, and our ownership of the stock of a
qualified REIT subsidiary will not violate the restrictions on ownership of securities, as described below under ~ Asset Tests.

Ownership of Interests in Taxable REIT Subsidiaries

We currently own an interest in one taxable REIT subsidiary and may acquire securities in additional taxable REIT subsidiaries in the future. A
taxable REIT subsidiary is a corporation, other than a REIT, in which a REIT directly or indirectly holds stock, and that has made a joint
election with such REIT to be treated as a taxable REIT subsidiary. If a taxable REIT subsidiary owns more than 35% of the total voting power
or value of the outstanding securities of another corporation, such other corporation will also be treated as a taxable REIT subsidiary. Other than
some activities relating to lodging and health care facilities, a taxable REIT subsidiary may generally engage in any business, including the
provision of customary or non-customary services to tenants of its parent REIT. A taxable REIT subsidiary is subject to federal income tax as a
regular C corporation. In addition, a taxable REIT subsidiary 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 taxable REIT subsidiary is not subject to the 5% or 10% asset test described below. See ~ Asset Tests.

Income Tests

We must satisfy two gross income requirements annually to maintain our qualification as a REIT. First, in each taxable year we must derive
directly or indirectly at least 75% of our gross income (excluding gross income from prohibited transactions, certain hedging transactions, and
certain foreign currency gains) from investments relating to real property or mortgages on real property, including rents from real property,
interest on obligations adequately secured by mortgages on real property, and certain types of temporary investments. Second, in each taxable

year we must derive at least 95% of our gross income (excluding gross income from prohibited transactions, certain hedging transactions, and
certain foreign currency gains) from the real property investments described above or dividends, interest and gain from the sale or disposition of
stock or securities, or any combination of the foregoing. For these purposes, the term interest generally does not include any amount received or
accrued, directly or indirectly, if the determination of all or some 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.

Rents we receive from a tenant will qualify as rents from real property for the purpose of satisfying the gross income requirements for a REIT
described above only if all of the following conditions are met:

The amount of rent is not based in whole or in part on the income or profits of any person. However, an amount we receive or accrue
generally will not be excluded from the term rents from real property solely because it is based on a fixed percentage or percentages
of receipts or sales;

Neither we nor an actual or constructive owner of 10% or more of our capital stock actually or constructively owns 10% or more of
the interests in the assets or net profits of a non-corporate tenant, or, if the tenant is a corporation, 10% or more of the total combined
voting power of all classes of stock entitled to vote or 10% or more of the total value of all classes of stock of the tenant. Rents we
receive
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from such a tenant that is a taxable REIT subsidiary of ours, however, will not be excluded from the definition of rents from real
property as a result of this condition if 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 taxable REIT subsidiary are substantially comparable to rents paid by our other tenants for comparable space.
Whether rents paid by a taxable REIT subsidiary are substantially comparable to rents paid by other tenants is determined at the time
the lease with the taxable REIT subsidiary 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 taxable REIT subsidiary, any such increase will not qualify as rents
from real property. For purposes of this rule, a controlled taxable REIT subsidiary is a taxable REIT subsidiary in which the parent
REIT owns stock possessing more than 50% of the voting power or more than 50% of the total value of the outstanding stock of such
taxable REIT subsidiary. Certain stockholders have actually or constructively owned in excess of 10% of our capital stock and some
of those stockholders will continue to own in excess of 10% of our capital stock after this offering. Such stockholders have agreed
that they have not owned, and will not own, interests in our tenants (subject to limited exceptions), and that any such ownership
would be subject to the remedies set forth in our charter. See Description of Our Capital Stock Restrictions on Ownership and
Transfer ;

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. To the extent that rent attributable to personal property, leased in connection with a lease of real property,
exceeds 15% of the total rent received under the lease, we may transfer a portion of such personal property to a taxable REIT
subsidiary; and

We generally do not operate or manage the property or furnish or render services to our tenants, subject to a 1% de minimis

exception and except as provided below. We are permitted, however, to perform directly 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. Examples of these permitted services include the provision of light, heat, or other utilities, trash removal
and general maintenance of common areas. In addition, we are permitted to employ an independent contractor from whom we derive
no revenue to provide customary services to our tenants, or a taxable REIT subsidiary (which may be wholly or partially owned by

us) to provide both customary and non-customary services to our tenants, without causing the rent we receive from those tenants to
fail to qualify as rents from real property. Any amounts we receive from a taxable REIT subsidiary with respect to the taxable REIT
subsidiary 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 generally do not intend, and as the sole owner of the general partner of our operating partnership, do not intend to permit our operating
partnership, to take actions we believe will cause us to fail to satisfy the rental conditions described above. However, we may intentionally fail to
satisfy some of these conditions to the extent we determine, based on the advice of our tax counsel, that the failure will not jeopardize our tax
status as a REIT. In addition, with respect to the limitation on the rental of personal property, we have not obtained appraisals of the real
property and personal property leased to tenants. Accordingly, there can be no assurance that the IRS will not disagree with our determinations
of value of such property.

From time to time, we may enter into hedging transactions with respect to one or more of our assets or liabilities. Our hedging activities may
include entering into interest rate swaps, caps, and floors, options to purchase these items, and futures and forward contracts. Income from a
hedging transaction, including gain from the sale or disposition of such a transaction, that is clearly identified as a hedging transaction as
specified in the Code will not constitute gross income and thus will be exempt from the 75% and 95% gross income tests. The
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term hedging transaction, as used above, generally means any transaction we enter into in the normal course of our business primarily to manage
risk of (1) interest rate changes or fluctuations with respect to borrowings made or to be made by us to acquire or carry real estate assets, or

(2) currency fluctuations with respect to an item of qualifying income under the 75% or 95% gross income test. To the extent that we do not
properly identify such transactions as hedges or we hedge with other types of financial instruments, the income from those transactions is not

likely to be treated as qualifying income for purposes of the gross income tests. We intend to structure any hedging transactions in a manner that
does not jeopardize our status as a REIT.

To the extent our taxable REIT subsidiaries pay dividends, we generally will derive our allocable share of such dividend income through our
interest in our operating partnership. Such dividend income will qualify under the 95%, but not the 75%, gross income test.

We will monitor the amount of the dividend and other income from our taxable REIT subsidiaries and will take actions intended to keep this
income, and any other nonqualifying income, within the limitations of the gross income tests. Although we expect these actions will be sufficient
to prevent a violation of the gross income tests, we cannot guarantee that such actions will in all cases prevent such a violation.

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:

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

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 in ~ Taxation of Our Company General, 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.

Prohibited Transaction Income

Any gain that we realize on the sale of property held as inventory or otherwise held primarily for sale to customers in the ordinary course of
business, including our share of any such gain realized by our operating partnership, either directly or through its subsidiary partnerships and
limited liability companies, will be treated as income from a prohibited transaction that is subject to a 100% penalty tax, unless certain safe
harbor exceptions apply. This prohibited transaction income may also adversely affect our ability to satisty the gross income tests for
qualification as a REIT. Under existing law, whether property is held as inventory or primarily for sale to customers in the ordinary course of a
trade or business is a question of fact that depends on all the facts and circumstances surrounding the particular transaction. As the sole owner of
the general partner of our operating partnership, we intend to cause our operating partnership to hold its properties for investment with a view to
long-term appreciation, to engage in the business of acquiring, developing and owning its properties and to make occasional sales of the
properties as are consistent with our investment objective. We do not intend, and do not intend to permit our operating partnership or its
subsidiary partnerships or limited liability companies, to enter into any sales that are prohibited transactions. However, the IRS may successfully
contend that some or all of the sales made by our operating partnership or its subsidiary partnerships or limited liability companies are prohibited
transactions. We would be required to pay the 100% penalty tax on our allocable share of the gains resulting from any such sales.
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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 a taxable REIT subsidiary of
ours, and redetermined deductions and excess interest represent any 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. Rents we receive will not
constitute redetermined rents if they qualify for certain safe harbor provisions contained in the Code.

Currently, our taxable REIT subsidiary does not provide any services to our tenants or conduct other material activities. However, a taxable
REIT subsidiary of ours may in the future provide services to certain of our tenants and pay rent to us. We intend to set any fees paid to our
taxable REIT subsidiaries for such services, and any rent payable to us by our taxable REIT subsidiaries, at arm s length rates, although the
amounts paid may not satisfy the safe-harbor provisions described above. 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, or on the excess rents paid to us.

Asset Tests

At the close of each calendar quarter of our taxable year, we must also satisfy certain tests relating to the nature and diversification 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, the term real estate assets generally means 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 instrument attributable to
the investment of the proceeds of a stock offering or a public offering of debt with a term of at least five years, but only for the one-year period
beginning on the date the REIT receives such proceeds.

Second, not more than 25% of the value of our total assets may be represented by securities (including securities of taxable REIT subsidiaries),
other than those securities includable in the 75% asset test.

Third, of the investments included in the 25% asset class, and except for investments in other REITs, our qualified REIT subsidiaries and taxable
REIT subsidiaries, the value of any one issuer s securities may not 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 or securities issued by a partnership that itself would satisfy the 75% income test if it were a REIT. 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.

Our operating partnership will own 100% of the securities of a corporation that has elected, together with us, to be treated as our taxable REIT
subsidiary. So long as this corporation qualifies as our taxable REIT subsidiary, we will not be subject to the 5% asset test, the 10% voting
securities limitation or the 10% value limitation with respect to our ownership of its securities. We may acquire securities in other taxable REIT
subsidiaries in the future. We believe that the aggregate value of our taxable REIT subsidiaries has not exceeded, and in the future will not
exceed, 25% of the aggregate value of our gross assets. No independent appraisals have been obtained to
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The asset tests must be satisfied at the close of each calendar quarter of our taxable year in which we (directly or through any partnership or
limited liability company) acquire securities in the applicable issuer, and also at the close of each calendar quarter in which we increase our
ownership of securities of such issuer (including as a result of an increase in our interest in any partnership or limited liability company). For
example, if we later cease to be the 100% owner (directly or indirectly) of our operating partnership, our indirect ownership of securities of each
issuer will increase as a result of our capital contributions to our operating partnership or as limited partners exercise any redemption/exchange
rights. Accordingly, 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 (including as a result of an increase in our interest in any partnership or limited liability company), we may
cure this failure by disposing of sufficient nonqualifying assets within 30 days after the close of that quarter. We believe that we have
maintained, and we intend to maintain, adequate records of the value of our assets to ensure compliance with the asset tests. If we fail 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 discover a failure 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% 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 (a) six months after the last day of the quarter in which the failure to satisty the asset
tests is discovered or (b) the period of time prescribed by Treasury Regulations to be issued. For violations of any of the asset tests due to
reasonable cause and not due to willful neglect and that are, in the case of the 5% and 10% asset tests, in excess of the de minimis exception
described above, we may avoid disqualification as a REIT after the 30-day cure period by taking steps including (1) the disposition of sufficient
nonqualifying assets, or the taking of other actions, which allow us to meet the asset tests within (a) six months after the last day of the quarter in
which the failure to satisfy the asset tests is discovered or (b) the period of time prescribed by Treasury Regulations to be issued, (2) 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
(3) disclosing certain information to the IRS.

Although we believe we have satisfied 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 that we will always be successful, or will not require a reduction in our
overall interest in an issuer (including in a taxable REIT subsidiary). 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 stockholders in an
amount at least equal to the sum of:

90% of our REIT taxable income ; and

90% of our after-tax net income, if any, from foreclosure property; minus

the excess of the sum of certain items of non-cash income over 5% of our REIT taxable income.
For these purposes, our REIT taxable income is computed without regard to the dividends paid deduction and our net capital gain. In addition,
for purposes of this test, non-cash income means income attributable to
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leveled stepped rents, original issue discount on purchase money debt, cancellation of indebtedness, or a like-kind exchange that is later
determined to be taxable.

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 (1) the fair market value of the asset over (2) our adjusted tax basis in the asset, in
each case, on the date we acquired the asset. See ~ Tax Liabilities and Attributes Inherited from Other Entities.

We generally must pay, or be treated as paying, the distributions described above in the taxable year to which they relate. At our election, a
distribution will be treated as paid in a taxable year if it is declared before we timely file our tax return for such year and paid on or before the
first regular dividend payment after such declaration, provided such payment is made during the 12-month period following the close of such
year. These distributions are treated as received by our stockholders in the year in which paid. This is so even though these distributions relate to
the prior year for purposes of the 90% distribution requirement. In order to be taken into account for purposes of our distribution requirement,
the amount distributed must not be preferential i.e., every stockholder of the class of stock to which a distribution is made must be treated the
same as every other stockholder of that class, and no class of stock may be treated other than according to 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 required to pay tax on the undistributed amount at regular corporate tax rates. We believe that we have made, and we intend
to continue to make, timely distributions sufficient to satisfy these annual distribution requirements and to minimize our corporate tax
obligations. In this regard, the partnership agreement of our operating partnership will authorize us, as the sole owner of the general partner of
our operating partnership, to take such steps as may be necessary to cause our operating partnership to distribute to its partners an amount
sufficient to permit us to meet these distribution requirements and to minimize our corporate tax obligation.

We expect that our REIT taxable income will be less than our cash flow because of depreciation and other non-cash charges included in
computing REIT taxable income. Accordingly, we anticipate that we generally will 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 due to timing differences between the actual receipt of income and actual payment of deductible expenses, and the
inclusion of income and deduction of expenses in determining our taxable income. In addition, we may decide to retain our cash, rather than
distribute it, in order to repay debt or for other reasons. If these timing differences occur, we may borrow funds to pay dividends or pay
dividends in the form of taxable stock dividends in order to meet the distribution requirements, while preserving our cash.

Pursuant to guidance issued by the IRS, certain part-stock and part-cash distributions made by publicly traded REITs with respect to calendar
years 2008 through 2011, and in some cases declared as late as December 31, 2012, will be treated as distributions for purposes of the REIT
distribution requirements. Under the terms of this guidance, up to 90% of distributions by a REIT could be paid in shares of its stock. If we make
such a distribution, taxable stockholders would be required to include the full amount of the distribution (i.e., the cash and the stock portion) as
ordinary income (subject to limited exceptions), to the extent of our current and accumulated earnings and profits for federal income tax
purposes, as described under the headings  Federal Income Tax Considerations for Our Common Stockholders Taxation of Taxable U.S.
Stockholders Distributions Generally and  Federal Income Tax Considerations for Our Common Stockholders Taxation of Non-U.S.
Stockholders Distributions Generally. As a result, our stockholders could recognize taxable income in excess of the cash received and may be
required to pay tax with respect to such distributions in excess of the cash received. If a taxable stockholder sells the stock it receives as a
distribution, the sales proceeds may be less than the amount included in income with respect to the distribution, depending on the market price of
the
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stock at the time of the sale. Furthermore, with respect to non-U.S. stockholders, we may be required to withhold U.S. tax with respect to such
distributions, including in respect of all or a portion of such distributions that is payable in stock.

Under certain circumstances, we may be able to rectify an inadvertent failure to meet the 90% distribution requirement for a year by paying
deficiency dividends to our stockholders 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, subject to the 4% excise tax described below. However, we

will be required to pay interest to the IRS based upon the amount of any deduction claimed for deficiency dividends.

Furthermore, we will be required to pay a 4% excise tax to the extent we fail to distribute during each calendar year at least the sum of 85% of
our ordinary income for such year, 95% of our capital gain net income for the year and any undistributed taxable income from prior periods. Any
ordinary 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.

For purposes of the 90% distribution requirement and excise tax described above, dividends declared during the last three months of the taxable
year, payable to stockholders of record on a specified date during such period and paid during January of the following year, will be treated as
paid by us and received by our stockholders on December 31 of the year in which they are declared.

Like-Kind Exchanges

We may dispose of properties in transactions intended to qualify as like-kind exchanges under the Code. Such like-kind exchanges are intended
to result in the deferral of gain for federal income tax purposes. The failure of any such transaction to qualify as a like-kind exchange could
require us to pay federal income tax, possibly including the 100% prohibited transaction tax, depending on the facts and circumstances
surrounding the particular transaction.

Failure to Qualify

If we discover a violation of a provision of the Code that would result in our failure to qualify as a REIT, certain specified cure provisions may
be available to us. Except with respect to violations of the gross income tests and asset tests (for which the cure provisions are described above),
and provided the violation is due to reasonable cause and not due to willful neglect, these cure provisions generally impose a $50,000 penalty for
each violation in lieu of a loss of REIT status. If we fail to satisfy the requirements for taxation as a REIT in any taxable year, and the relief
provisions do not apply, we will be required to pay tax, including any applicable alternative minimum tax, on our taxable income at regular
corporate rates. Distributions to stockholders in any year in which we fail to qualify as a REIT will not be deductible by us, and we will not be
required to distribute any amounts to our stockholders. As a result, we anticipate that our failure to qualify as a REIT would reduce the cash
available for distribution by us to our stockholders. In addition, if we fail to qualify as a REIT, all distributions to stockholders will be taxable as
regular corporate dividends to the extent of our current and accumulated earnings and profits. In such event, corporate distributees may be
eligible for the dividends-received deduction. In addition, non-corporate stockholders, including individuals, may be eligible for the preferential
tax rates on qualified dividend income. Unless entitled to relief under specific statutory provisions, we would also be ineligible to elect to be
treated as a REIT for the four taxable years following the year for which we lose our qualification. It is not possible to state whether in all
circumstances we would be entitled to this statutory relief.
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General

All of our investments will be held indirectly through our operating partnership. We will own all of the limited partner interests in our operating
partnership and we will be the sole owner of the general partner of our operating partnership. Such general partner entity will be treated as a
disregarded entity for federal income tax purposes. As a result, our operating partnership will be treated as a disregarded entity for federal
income tax purposes, and we will be treated as directly owning our operating partnership s assets and as earning its income for such purposes. In
addition, our operating partnership will hold certain of its investments indirectly through subsidiary partnerships and limited liability companies
that we believe will be treated as disregarded entities for federal income tax purposes. In the future, we may hold investments through entities
treated as partnerships for federal income tax purposes. For example, if a property contributor or other third party is admitted to our operating
partnership as a limited partner and, as a result, we cease to be the 100% owner (directly or indirectly) of the interests in our operating
partnership, our operating partnership would cease to be treated as a disregarded entity, and instead would be treated as a partnership, for federal
income tax purposes. In general, entities that are treated as partnerships or disregarded entities for federal income tax purposes are pass-through
entities which are not required to pay federal income tax. Rather, partners or members of such entities are allocated their shares of the items of
income, gain, loss, deduction and credit of the partnership or limited liability company, and are potentially required to pay tax on this income,
without regard to whether they receive a distribution from the partnership or limited liability company. We will include in our income our share
of these partnership and limited liability company items for purposes of the various gross income tests, the computation of our REIT taxable
income, and the REIT distribution requirements. Moreover, for purposes of the asset tests, we will include our pro rata share of assets held by
our operating partnership, including its share of its subsidiary partnerships and limited liability companies, based on our capital interests in each
such entity. See  Taxation of Our Company.

Entity Classification

Our interests in our operating partnership and the subsidiary partnerships and limited liability companies involve special tax considerations,
including the possibility that the IRS might challenge the status of these entities as disregarded entities (or partnerships). For example, an entity
that would otherwise be treated as a partnership for federal income tax purposes may nonetheless be taxable as a corporation if itis a publicly
traded partnership and certain other requirements are met. A partnership or limited liability company would be treated as a publicly traded
partnership if its interests are traded on an established securities market or are readily tradable on a secondary market or a substantial equivalent
thereof, within the meaning of applicable Treasury Regulations. We do not anticipate that our operating partnership or any subsidiary

partnership or limited liability company will be treated as a publicly traded partnership that is taxable as a corporation. However, if any such

entity were treated as a corporation, it would be required to pay an entity-level tax on its income. In this situation, the character of our assets and
items of gross income would change and could prevent us from satisfying the REIT asset tests and possibly the REIT income tests. See ~ Taxation
of Our Company Asset Tests and  Income Tests. This, in turn, could prevent us from qualifying as a REIT. See  Failure to Qualify for a discussio
of the effect of our failure to meet these tests. In addition, a change in the tax status of our operating partnership or a subsidiary partnership or
limited liability company might be treated as a taxable event. If so, we might incur a tax liability without any related cash payment. We believe

our operating partnership will be treated as a disregarded entity for federal income tax purposes, and each of its subsidiary partnerships and

limited liability companies will be treated as disregarded entities for federal income tax purposes.

Allocations of Income, Gain, Loss and Deduction

A partnership agreement (or, in the case of a limited liability company treated as a partnership for federal income tax purposes, the limited
liability company agreement) will generally determine the allocation of income

175

Table of Contents 222



Edgar Filing: SPIRIT FINANCE CORP - Form S-11/A

Table of Conten

and loss among partners. These allocations, however, will be disregarded for tax purposes if they do not comply with the provisions of

Section 704(b) of the Code and the Treasury Regulations thereunder. Generally, Section 704(b) of the Code and the Treasury Regulations
thereunder require that partnership allocations respect the economic arrangement of the partners. If an allocation of partnership income or loss
does not comply with the requirements of Section 704(b) of the Code and the Treasury Regulations thereunder, the item subject to the allocation
will be reallocated in accordance with the partners interests in the partnership. This reallocation will be determined by taking into account all of
the facts and circumstances relating to the economic arrangement of the partners with respect to such item.

Tax Allocations With Respect to the Properties

Under Section 704(c) of the Code, income, gain, loss and deduction attributable to appreciated or depreciated property that is contributed to a
partnership (including a limited liability company treated as a partnership for federal income tax purposes) in exchange for an interest in the
partnership, must be allocated in a manner so that the contributing partner is charged with the unrealized gain or benefits from the unrealized
loss associated with the property at the time of the contribution. The amount of the unrealized gain or unrealized loss generally is equal to the
difference between the fair market value or book value and the adjusted tax basis of the contributed property at the time of contribution (this
difference is referred to as a book-tax difference), as adjusted from time to time. These allocations are solely for federal income tax purposes and
do not affect the book capital accounts or other economic or legal arrangements among the partners.

Our operating partnership may, from time to time, acquire interests in property in exchange for interests in our operating partnership. In that
case, the tax basis of these property interests will generally carry over to our operating partnership, notwithstanding their different book (i.e., fair
market) value. The partnership agreement will require that, if our operating partnership is treated as a partnership for federal income tax
purposes, income and loss allocations with respect to these properties be made in a manner consistent with Section 704(c) of the Code. Treasury
Regulations issued under Section 704(c) of the Code provide partnerships (including a limited liability company treated as a partnership for
federal income tax purposes) with a choice of several methods of accounting for book-tax differences. Depending on the method we choose in
connection with any particular contribution, the carryover basis of each of the contributed interests in the properties in the hands of our operating
partnership (1) could cause us to be allocated lower amounts of depreciation deductions for tax purposes than would be allocated to us if any of
the contributed properties were to have a tax basis equal to its respective fair market value at the time of the contribution and (2) could cause us
to be allocated taxable gain in the event of a sale of such contributed interests or properties in excess of the economic or book income allocated
to us as a result of such sale, with a corresponding benefit to the other partners in our operating partnership. An allocation described in clause

(2) above might cause us or the other partners to recognize taxable income in excess of cash proceeds in the event of a sale or other disposition
of property, which might adversely affect our ability to comply with the REIT distribution requirements. See ~ General Requirements for
Qualification as a REIT and  Annual Distribution Requirements.

Any property acquired by our operating partnership in a taxable transaction will initially have a tax basis equal to its fair market value, and
Section 704(c) of the Code generally will not apply.

Tax Liabilities and Attributes Inherited from Other Entities

From time to time, we have and may continue to acquire C corporations in transactions in which the basis of the corporations assets in our hands
is determined by reference to the basis of the assets in the hands of the acquired corporations, or carry-over basis transactions. In June 2005, we
acquired Camelback Ski Corporation in a cash merger treated as a stock purchase followed by a liquidation of such corporation for federal
income tax purposes. In May 2006, we acquired Shopko Stores, Inc. in a stock purchase followed immediately thereafter by the dissolution of
such corporation. In December 2008, we revoked the election to treat Spirit Management Company, our former taxable REIT subsidiary, as a
taxable REIT subsidiary for federal income tax purposes, or the prior TRS election. In each such transaction, we acquired the assets of such
corporations in a carry-over basis transaction for federal income tax purposes.
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In connection with the completion of this offering, RAIT, an Australian investment trust through which our non-U.S. investors have indirectly
owned shares of our common stock, will transfer its assets (including shares of our common stock) and liabilities to our company in exchange
for newly issued shares of our common stock, and RAIT will then liquidate and distribute such shares to its owners. RAIT is treated as a C
corporation for federal income tax purposes, and such transactions are intended to qualify as a tax-free reorganization for federal income tax
purposes. We do not expect to acquire any earnings and profits of RAIT as a result of such transactions.

In the case of assets we acquire from a C corporation in a carry-over basis transaction, if we dispose of any such asset in a taxable transaction
(including by deed in lieu of foreclosure) during the ten-year period beginning on the date of the carry-over basis transaction, then we will be
required to pay tax at the highest regular corporate tax rate on the gain recognized to the extent of the excess of (1) the fair market value of the
asset over (2) our adjusted tax basis in the asset, in each case determined as of the date of the carry-over basis transaction. The foregoing result
with respect to the recognition of gain assumes that the C corporation will refrain from making an election to receive different treatment under
applicable Treasury Regulations on its tax return for the year in which we acquire the asset from the C corporation. Any taxes we pay as a result
of such gain would reduce the amount available for distribution to our stockholders.

Our tax basis in the assets we acquire in a carry-over basis transaction may be lower than the assets fair market values at the time of such
acquisition. This lower tax basis could cause us to have lower depreciation deductions and more gain on a subsequent sale of the assets, and to
have a correspondingly larger required distribution of income or gain to our shareholders, than would be the case if we had directly purchased
the assets in a taxable transaction.

In addition, in such a carry-over basis transaction, we will succeed to any tax liabilities and earnings and profits of the acquired C corporation.
To qualify as a REIT, we must distribute any such earnings and profits by the close of the taxable year in which such transaction occurs. Any
adjustments to the acquired corporation s income for taxable years ending on or before the date of the transaction, including as a result of an
examination of the corporation s tax returns by the IRS, could affect the calculation of the corporation s earnings and profits. If the IRS were to
determine that we acquired earnings and profits from a corporation that we failed to distribute prior to the end of the taxable year in which the
carry-over basis transaction occurred, we could avoid disqualification as a REIT by using deficiency dividend procedures. Under these
procedures, we generally would be required to distribute any such earnings and profits to our stockholders as a dividend within 90 days of the
determination and pay a statutory interest charge at a specified rate to the IRS. We believe that we have satisfied the distribution requirements
described above in connection with the Camelback and Shopko acquisitions and the revocation of the prior TRS election.

Federal Income Tax Considerations for Our Common Stockholders

The following summary describes the principal federal income tax consequences to you of purchasing, owning and disposing of our common

stock. This summary assumes you hold shares of our common stock as capital assets (generally, property held for investment within the meaning
of Section 1221 of the Code). It does not address all the tax consequences that may be relevant to you in light of your particular circumstances.

In addition, this discussion does not address the tax consequences relevant to persons who receive special treatment under the federal income tax
law, except where specifically noted. Holders receiving special treatment include, without limitation:

financial institutions, banks and thrifts;

insurance companies;

tax-exempt organizations (except to the limited extent discussed in ~ Taxation of Tax-Exempt Stockholders below);
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S corporations;

traders in securities that elect to mark to market;

partnerships, pass-through entities and persons holding our common stock through a partnership or other pass-through entity;

stockholders subject to the alternative minimum tax;

regulated investment companies and REITS;

stockholders who receive common stock through the exercise of employee stock options or otherwise as compensation;

non-U.S. governments and international organizations;

non-U.S. stockholders that are passive foreign investment companies or controlled foreign corporations;

broker-dealers or dealers in securities or currencies;

U.S. expatriates;

persons holding our common stock as part of a hedge, straddle, conversion, integrated or other risk reduction or constructive sale
transaction; or

U.S. stockholders (as defined below) whose functional currency is not the U.S. dollar.
If you are considering purchasing our common stock, you should consult your tax advisors concerning the application of federal income tax laws
to your particular situation as well as any consequences of the purchase, ownership and disposition of our common stock arising under the laws
of any state, local or non-U.S. taxing jurisdiction.

When we use the term  U.S. stockholder, we mean a holder of shares of our common stock who, for federal income tax purposes, is:

an individual who is a citizen or resident of the United States;

a corporation, including an entity treated as a corporation for 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;

an estate the income of which is subject to federal income taxation regardless of its source; or
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a trust that (1) is subject to the primary supervision of a U.S. court and the control of one or more U.S. persons or (2) has a valid
election in effect under applicable Treasury Regulations to be treated as a U.S. person.
If you hold shares of our common stock and are not a U.S. stockholder, you are a non-U.S. stockholder.

If a partnership or other entity treated as a partnership for federal income tax purposes holds shares of our common stock, the tax treatment of a
partner generally will depend on the status of the partner and on the activities of the partnership. Partners of partnerships holding shares of our
common stock are encouraged to consult their tax advisors.

Taxation of Taxable U.S. Stockholders
Distributions Generally

Distributions out of our current or accumulated earnings and profits will be treated as dividends and, other than with respect to capital gain
dividends and certain amounts which have previously been subject to corporate
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level tax, as discussed below, will be taxable to our taxable U.S. stockholders as ordinary income when actually or constructively received. See

Tax Rates below. As long as we qualify as a REIT, these distributions will not be eligible for the dividends-received deduction in the case of
U.S. stockholders that are corporations or, except to the extent provided in ~ Tax Rates below, the preferential rates on qualified dividend income
applicable to non-corporate U.S. stockholders, including individuals. For purposes of determining whether distributions to our common
stockholders are out of our current or accumulated earnings and profits, our earnings and profits will be allocated first to our outstanding
preferred stock, if any, and then to our outstanding common stock.

To the extent that we make distributions on our common stock in excess of our current and accumulated earnings and profits allocable to such
stock, these distributions will be treated first as a tax-free return of capital to a U.S. stockholder. This treatment will reduce the U.S. stockholder s
adjusted tax basis in such shares of stock by the amount of the distribution, but not below zero. Distributions in excess of our current and
accumulated earnings and profits and in excess of a U.S. stockholder s adjusted tax basis in its shares will be taxable as capital gain. Such gain
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 which are payable to a stockholder of record on a specified date in any of these months will be treated as both paid by
us and received by the stockholder on December 31 of that year, provided we actually pay the dividend on or before January 31 of the following
year. U.S. stockholders may not include in their own income tax returns any of our NOLs or capital losses.

Certain stock distributions, including distributions partially paid in our capital stock and partially paid in cash that comply with IRS guidance,
generally will be taxable to the recipient U.S. stockholder to the same extent as if paid entirely in cash.

Capital Gain Dividends

Dividends that we properly designate as capital gain dividends will be taxable to our taxable U.S. stockholders as a gain from the sale or
disposition of a capital asset held for more than one year, to the extent that such gain does not exceed our actual net capital gain for the taxable
year. U.S. stockholders that are corporations may, however, be required to treat up to 20% of certain capital gain dividends as ordinary income.
If we properly designate any portion of a dividend as a capital gain dividend, then, except as otherwise required by law, we presently intend to
allocate a portion of the total capital gain dividends paid or made available to holders of all classes of our capital stock for the year to our
common stockholders in proportion to the amount that our total dividends, as determined for federal income tax purposes, paid or made
available to our common stockholders for the year bears to the total dividends, as determined for federal income tax purposes, paid or made
available to holders of all classes of our capital stock for the year.

Retention of Net Capital Gains

We may elect to retain, rather than distribute as a capital gain dividend, all or a portion of our net capital gains. If we make this election, we
would pay tax on our retained net capital gains. In addition, to the extent we so elect, our earnings and profits (determined for federal income tax
purposes) would be adjusted accordingly, and a U.S. stockholder generally would:

include its pro rata share of our undistributed net 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;

be deemed to have paid its share of the capital gains tax imposed on us on the designated amounts included in the U.S. stockholder s
income as long-term capital gain;

receive a credit or refund for the amount of tax deemed paid by it;
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increase the adjusted tax basis of its common stock by the difference between the amount of includable gains and the tax deemed to
have been paid by it; and

in the case of a U.S. stockholder that is a corporation, appropriately adjust its earnings and profits for the retained capital gains in
accordance with Treasury Regulations to be promulgated by the IRS.
Passive Activity Losses and Investment Interest Limitations

Distributions we make and gain arising from the sale or exchange by a U.S. stockholder of our shares will not be treated as passive activity

income. As a result, U.S. stockholders generally will not be able to apply any passive losses against this income or gain. A U.S. stockholder may
elect to treat capital gain dividends, capital gains from the disposition of our stock and income designated as qualified dividend income,

described in  Tax Rates below, as investment income for purposes of computing the investment interest limitation, but in such case, the
stockholder will be taxed at ordinary income rates on such amount. Other distributions made by us, 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.

Dispositions of Our Common Stock

If a U.S. stockholder sells or disposes of shares of our common stock, it 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 received on the sale or other disposition and the
U.S. stockholder s adjusted tax basis in the shares. This gain or loss, except as provided below, will be a long-term capital gain or loss if the U.S.
stockholder has held such common stock for more than one year. However, if a U.S. stockholder recognizes a loss upon the sale or other
disposition of common stock that it has held for six months or less, after applying certain holding period rules, the loss recognized will be treated
as a long-term capital loss to the extent the U.S. stockholder received distributions from us which were required to be treated as long-term

capital gains.

Tax Rates

The maximum tax rate for non-corporate taxpayers for (1) capital gains, including certain capital gain dividends, is currently 15% (although
depending on the characteristics of the assets which produced these gains and on designations which we may make, certain capital gain

dividends may be taxed at a 25% rate) and (2) qualified dividend income is currently 15%. However, dividends payable by REITs are not
eligible for the 15% tax rate on qualified dividend income, except to the extent that certain holding requirements have been met and the REIT s
dividends are attributable to dividends received from taxable corporations (such as its taxable REIT subsidiaries) or to income that was subject

to tax at the corporate/REIT level (for example, if the REIT distributed taxable income that it retained and paid tax on in the prior taxable year)

or to dividends properly designated by the REIT as capital gain dividends. For taxable years beginning after December 31, 2012, the 15% capital
gains tax rate is currently scheduled to increase to 20% and the rate applicable to dividends will be increased to the tax rate then applicable to
ordinary income. In addition, U.S. stockholders that are corporations may be required to treat up to 20% of some capital gain dividends as

ordinary income.

Medicare Tax on Unearned Income

Certain U.S. stockholders that are individuals, estates or trusts will be required to pay an additional 3.8% tax on, among other things, dividends
on and capital gains from the sale or other disposition of stock for taxable years beginning after December 31, 2012. U.S. stockholders should
consult their tax advisors regarding the effect, if any, of this tax on their ownership and disposition of our common stock.

Foreign Accounts

Certain future payments made to foreign financial institutions in respect of accounts of U.S. stockholders at such financial institutions may be
subject to withholding at a rate of 30%. U.S. stockholders should consult
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their tax advisors regarding the effect, if any, of this withholding provision on their ownership and disposition of our common stock and the
effective date of such provision. See  Taxation of Non-U.S. Stockholders Foreign Accounts.

Information Reporting and Backup Withholding

We are required to report to our U.S. stockholders 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 stockholder 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. stockholder 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 stockholder s federal income tax liability, provided the required information is timely furnished to the IRS. In addition, we may be required to
withhold a portion of capital gain distributions to any stockholders who fail to certify their non-foreign status. See ~ Taxation of Non-U.S.
Stockholders.

Taxation of Tax-Exempt Stockholders

Dividend income from us and gain arising upon a sale of our shares generally should not be unrelated business taxable income, or UBTI, to a

tax-exempt stockholder, except as described below. This income or gain will be UBTI, however, if a tax-exempt stockholder holds its shares as
debt-financed property within the meaning of the Code or if the shares are used in a trade or business of the tax-exempt stockholder. Generally,
debt-financed property is property the acquisition or holding of which was financed through a borrowing by the tax-exempt stockholder.

For tax-exempt stockholders that are social clubs, voluntary employee benefit associations, supplemental unemployment benefit trusts, or
qualified group legal services plans exempt from federal income taxation under Sections 501(c)(7), (c)(9), (c)(17) or (c)(20) of the Code,
respectively, income from an investment in our shares will constitute UBTI unless the organization is able to properly claim a deduction for
amounts set aside or placed in reserve for specific purposes so as to offset the income generated by its investment in our shares. These
prospective investors should consult their 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 trusts that
hold more than 10%, by value, of the interests in the REIT. A REIT will not be a pension-held REIT if it is able to satisfy the not closely held
requirement without relying on the look-through exception with respect to certain trusts or if such REIT is not predominantly held by qualified
trusts. As a result of restrictions on ownership and transfer of our stock contained in our charter, we do not expect to be classified as a

pension-held REIT, and as a result, the tax treatment described above should be inapplicable to our stockholders. However, because our common
stock will be publicly traded, we cannot guarantee that this will always be the case.

Taxation of Non-U.S. Stockholders

The following discussion addresses the rules governing federal income taxation of the purchase, ownership and disposition of our common stock
by non-U.S. stockholders. These rules are complex, and no attempt is made herein to provide more than a brief summary of such rules.
Accordingly, the discussion does not address all aspects of federal income taxation and does not address state, local or non-U.S. tax
consequences that may be relevant to a non-U.S. stockholder in light of its particular circumstances. We urge non-U.S. stockholders to consult
their tax advisors to determine the impact of federal, state, local and non-U.S. income tax laws on the
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purchase, ownership and disposition of shares of our common stock, including any tax return filing and other reporting requirements.
Distributions Generally

Distributions (including any taxable stock dividends) that are neither attributable to gains from sales or exchanges by us of U.S. real property
interests, or USRPIs, nor designated by us as capital gain dividends (except as described below) will be treated as dividends of ordinary income
to the extent that they are made out of our current or accumulated earnings and profits. Such distributions ordinarily will be subject to
withholding of federal income tax at a 30% rate or such lower rate as may be specified by an applicable income tax treaty, unless the
distributions are treated as effectively connected with the conduct by the non-U.S. stockholder of a U.S. trade or business. Under certain treaties,
however, lower withholding rates generally applicable to dividends do not apply to dividends from a REIT. Certain certification and disclosure
requirements must be satisfied to be exempt from withholding under the effectively connected income exemption. Dividends that are treated as
effectively connected with a U.S. trade or business will generally not be subject to withholding but will be subject to federal income tax on a net
basis at graduated rates, in the same manner as dividends paid to U.S. stockholders are subject to federal income tax. Any such dividends
received by a non-U.S. stockholder that is a corporation may also be subject to an additional branch profits tax at a 30% rate (applicable after
deducting federal income taxes paid on such effectively connected income) or such lower rate as may be specified by an applicable income tax
treaty.

Except as otherwise provided below, we expect to withhold federal income tax at the rate of 30% on any distributions made to a non-U.S.
stockholder unless:

a lower treaty rate applies and the non-U.S. stockholder files with us an IRS Form W-8BEN evidencing eligibility for that reduced
treaty rate; or

the non-U.S. stockholder files an IRS Form W-8ECI with us claiming that the distribution is income effectively connected with the

non-U.S. stockholder s trade or business.
Distributions in excess of our current and accumulated earnings and profits will not be taxable to a non-U.S. stockholder to the extent that such
distributions do not exceed the adjusted tax basis of the stockholder s common stock, but rather will reduce the adjusted tax basis of such stock.
To the extent that such distributions exceed the non-U.S. stockholder s adjusted tax basis in such common stock, they will give rise to gain from
the sale or exchange of such stock, the tax treatment of which is described below. For withholding purposes, because we generally cannot
determine at the time we make a distribution whether the distribution will exceed our current and accumulated earnings and profits, we expect to
treat all distributions as made out of our current or accumulated earnings and profits. However, amounts withheld may be refundable if it is
subsequently determined that the distribution was, in fact, in excess of our current and accumulated earnings and profits, provided that certain
conditions are met. In addition, under the Foreign Investment in Real Property Tax Act, or FIRPTA, provisions discussed below, because we
will not be a domestically controlled qualified investment entity (as discussed below) for at least five years after the date of this offering, we
may be required to withhold 10% of any distribution that exceeds our current and accumulated earnings and profits made to any shareholder that
has held more than 5% of the related class of our stock at any time during the five-year period ending on the date of the distribution.
Consequently, although we intend to withhold at a rate of 30% on the entire amount of any distribution, to the extent that we do not do so, we
may withhold at a rate of 10% on any portion of a distribution not subject to withholding at a rate of 30%.
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Capital Gain Dividends and Distributions Attributable to a Sale or Exchange of U.S. Real Property Interests

Distributions to a non-U.S. stockholder that we properly designate as capital gain dividends, other than those arising from the disposition of a
USRPI, generally should not be subject to federal income taxation, unless:

the investment in our common stock is treated as effectively connected with the non-U.S. stockholder s U.S. trade or business, in
which case the non-U.S. stockholder will be subject to the same treatment as U.S. stockholders with respect to such gain, except that
a non-U.S. stockholder that is a non-U.S. corporation may also be subject to a branch profits tax of up to 30%, as discussed above; or

the non-U.S. stockholder is a nonresident alien individual who is present in the United States for 183 days or more during the taxable

year and certain other conditions are met, in which case the nonresident alien individual will be subject to a 30% tax on the

individual s capital gains.
Pursuant to FIRPTA, distributions to a non-U.S. stockholder that are attributable to gain from sales or exchanges by us of USRPIs, whether or
not designated as capital gain dividends, will cause the non-U.S. stockholder to be treated as recognizing such gain as income effectively
connected with a U.S. trade or business. Non-U.S. stockholders would generally be taxed at the same rates applicable to U.S. stockholders,
subject to any applicable alternative minimum tax. We also will be required to withhold and to remit to the IRS 35% (or 15% (20% in the case of
taxable years beginning after December 31, 2012) to the extent provided in Treasury Regulations) of any distribution to non-U.S. stockholders to
the extent attributable to gain from sales or exchanges by us of USRPIs. The amount withheld is creditable against the non-U.S. stockholder s
federal income tax liability. However, any distribution with respect to any class of stock that is regularly traded on an established securities
market located in the United States (as we anticipate our common stock will be following the completion of this offering) is not subject to
FIRPTA, and therefore, not subject to the 35% U.S. withholding tax described above, if the non-U.S. stockholder did not own more than 5% of
such class of stock at any time during the one-year period ending on the date of the distribution. Instead, such distributions will generally be
treated as ordinary dividend distributions and subject to withholding in the manner described above with respect to ordinary dividends.

Retention of Net Capital Gains

Although the law is not clear on the matter, it appears that amounts we designate as retained net capital gains in respect of the common stock
held by stockholders generally should be treated with respect to non-U.S. stockholders in the same manner as actual distributions of capital gain
dividends. Under this approach, the non-U.S. stockholders would be able to offset as a credit against their federal income tax liability their
proportionate share of the tax that we paid on such retained net capital gains and to receive from the IRS a refund to the extent their
proportionate share of such tax that we paid exceeds their actual federal income tax liability. If we were to designate any portion of our net
capital gain as retained net capital gain, non-U.S. stockholders should consult their tax advisors regarding the taxation of such retained net
capital gain.

Sale of Our Common Stock

Gain recognized by a non-U.S. stockholder upon the sale, exchange or other taxable disposition of our common stock generally will not be

subject to federal income taxation unless such stock constitutes a USRPI. In general, stock of a domestic corporation that constitutes a U.S. real
property holding corporation, or USRPHC, will constitute a USRPI. We believe that we are a USRPHC. Our common stock will not, however,
constitute a USRPI if we become a domestically controlled qualified investment entity. A domestically controlled qualified investment entity
includes a REIT in which at all times during a five-year period ending on the date of disposition of our common stock less than 50% in value of

its stock is held directly or indirectly by non-U.S. stockholders. Prior to this offering, we believe that we were not a domestically controlled
qualified investment entity and, as a result, that our stock constitutes a USRPI. Because our common stock will be publicly traded, we may
become a domestically controlled qualified investment entity in the future (but in no event before the fifth anniversary of this offering), although
no assurance can be given in this regard.
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Notwithstanding the foregoing, gain from the sale, exchange or other taxable disposition of our common stock not otherwise subject to FIRPTA
will be taxable to a non-U.S. stockholder if either (1) the investment in our common stock is treated as effectively connected with the non-U.S.
stockholder s U.S. trade or business or (2) the non-U.S. stockholder is a nonresident alien individual who is present in the United States for 183
days or more during the taxable year and certain other conditions are met. In addition, even if we later become a domestically controlled
qualified investment entity, upon disposition of our common stock, a non-U.S. stockholder may be treated as having gain from the sale or other
taxable disposition of a USRPI if the non-U.S. stockholder (1) disposes of such stock within a 30-day period preceding the ex-dividend date of a
distribution, any portion of which, but for the disposition, would have been treated as gain from the sale or exchange of a USRPI and

(2) acquires, or enters into a contract or option to acquire, or is deemed to acquire, other shares of that stock during the 61-day period beginning
with the first day of the 30-day period described in clause (1). The preceding sentence shall not apply to a non-U.S. stockholder if the non-U.S.
stockholder did not own more than 5% of the stock at any time during the one-year period ending on the date of the distribution described in
clause (1) of the preceding sentence and the class of stock is regularly traded, as defined by applicable Treasury Regulations.

Even if we do not qualify as a domestically controlled qualified investment entity at the time a non-U.S. stockholder sells our common stock,
gain arising from the sale or other taxable disposition by a non-U.S. stockholder of such stock would not be subject to federal income taxation
under FIRPTA as a sale of a USRPI if:

such class of stock is regularly traded, as defined by applicable Treasury Regulations, on an established securities market such as the
NYSE; and

such non-U.S. stockholder owned, actually and constructively, 5% or less of such class of our stock throughout the five-year period
ending on the date of the sale or exchange.
If gain on the sale, exchange or other taxable disposition of our common stock were subject to taxation under FIRPTA, the non-U.S. stockholder
would be subject to regular federal income tax with respect to such gain in the same manner as a taxable U.S. stockholder (subject to any
applicable alternative minimum tax and a special alternative minimum tax in the case of nonresident alien individuals). In addition, if the sale,
exchange or other taxable disposition of our common stock were subject to taxation under FIRPTA, and if shares of our common stock were not
regularly traded on an established securities market, the purchaser of such common stock would generally be required to withhold and remit to
the IRS 10% of the purchase price.

Information Reporting and Backup Withholding

Generally, we must report annually to the IRS the amount of dividends paid to a non-U.S. stockholder, such holder s name and address, and the
amount of tax withheld, if any. A similar report is sent to the non-U.S. stockholder. Pursuant to tax treaties or other agreements, the IRS may
make its reports available to tax authorities in the non-U.S. stockholder s country of residence.

Payments of dividends or of proceeds from the disposition of stock made to a non-U.S. stockholder may be subject to information reporting and
backup withholding unless such holder establishes an exemption, for example, by properly certifying its non-U.S. status on an IRS Form
W-8BEN or another appropriate version of IRS Form W-8. Notwithstanding the foregoing, backup withholding and information reporting may
apply if either we have or our paying agent has actual knowledge, or reason to know, that a non-U.S. stockholder is a U.S. person.

Backup withholding is not an additional tax. Rather, the federal income tax liability of persons subject to backup withholding will be reduced by
the amount of tax withheld. If withholding results in an overpayment of taxes, a refund or credit may be obtained, provided that the required
information is timely furnished to the IRS.
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Foreign Accounts

Withholding taxes may apply to certain types of payments made to foreign financial institutions and certain other non-U.S. entities. Specifically,
a 30% withholding tax will be imposed on dividends on, and gross proceeds from the sale or other disposition of, our stock paid to a foreign
financial institution or to a foreign nonfinancial entity, unless (1) the foreign financial institution undertakes certain diligence and reporting
obligations or (2) the foreign non-financial entity either certifies it does not have any substantial U.S. owners or furnishes identifying

information regarding each substantial U.S. owner. In addition, if the payee is a foreign financial institution, it generally must enter into an
agreement with the U.S. Treasury that requires, among other things, that it undertake to identify accounts held by certain U.S. persons or
U.S.-owned foreign entities, annually report certain information about such accounts, and withhold 30% on payments to certain other account
holders.

Although these rules currently apply to applicable payments made after December 31, 2012, in recent guidance, the IRS has indicated that
Treasury Regulations will be issued providing that the withholding provisions described above will apply to payments of dividends on our
common stock made on or after January 1, 2014 and to payments of gross proceeds from a sale or other disposition of such stock on or after
January 1, 2015. Prospective investors should consult their tax advisors regarding these withholding provisions.

Other Tax Consequences

State, local and non-U.S. income tax laws may differ substantially from the corresponding federal income tax laws, and this discussion does not
purport to describe any aspect of the tax laws of any state, local or non-U.S. jurisdiction. You should consult your tax advisor regarding the
effect of state, local and non-U.S. tax laws with respect to our tax treatment as a REIT and an investment in our common stock.
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UNDERWRITING

Under the terms and subject to the conditions in an underwriting agreement dated the date of this prospectus, the underwriters named below, for
whom Morgan Stanley & Co. LLC is acting as representative, have severally agreed to purchase, and we have agreed to sell them, severally, the
number of shares of our common stock indicated below:

Name Number of Shares

Morgan Stanley & Co. LLC

Total

The underwriters and the representative are collectively referred to as the underwriters and the representative, respectively. The underwriters are
offering the shares of our common stock subject to their acceptance of the shares from us and subject to prior sale. The underwriting agreement
provides that the obligations of the several underwriters to pay for and accept delivery of the shares of our common stock offered by this

prospectus are subject to the approval of certain legal matters by their counsel and to certain other conditions. The underwriters are obligated to

take and pay for all of the shares of our common stock offered by this prospectus if any such shares are taken. However, the underwriters are not
required to take or pay for the shares covered by the underwriters over-allotment option described below.

The underwriters initially propose to offer part of the shares of our common stock directly to the public at the offering price listed on the cover
page of this prospectus and part to certain dealers which may include the underwriters, as such offering price less a selling concession not in
excess of $ per share. After the initial offering of the shares of our common stock, the offering price and other selling terms may from time
to time be varied by the representative.

We have granted to the underwriters an option, exercisable for 30 days from the date of this prospectus, to purchase up to additional
shares of our common stock at the public offering price listed on the cover page of this prospectus, less underwriting discounts and commissions.
The underwriters may exercise this option solely for the purpose of covering over-allotments, if any, made in connection with the offering of the
shares of our common stock offered by this prospectus. To the extent the option is exercised, each underwriter will become obligated, subject to
certain conditions, to purchase about the same percentage of the additional shares of our common stock as the number listed next to the
underwriter s name in the preceding table bears to the total number of shares of our common stock listed next to the names of all underwriters in
the preceding table.

The following table shows the per share and total public offering price, underwriting discounts and commissions and proceeds before expenses
to us. These amounts are shown assuming both no exercise and full exercise of the underwriters over-allotment option to purchase up to an
additional shares of our common stock.

Total
Per No Full
Share Exercise Exercise
Public offering price $ $ $
Underwriting discounts and commissions to be paid by us $ $ $
Proceeds, before expenses, to us $ $ $
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The estimated offering expenses payable by us, exclusive of the underwriting discounts and commissions, are approximately $

The underwriters have informed us that they do not intend sales to accounts over which they exercise discretionary authority to exceed 5% of the
total number of shares of our common stock offered by them.

We intend to apply to have our common stock listed on the NYSE under the trading symbol

We and all of our directors, director nominees and officers, the TLC lenders and substantially all of our continuing investors, have agreed that,
without the prior written consent of the representative on behalf of the underwriters (and, in the case of the stock subject to the 270 day restricted
period referenced below, the majority of the TLC lenders), we and they will not, during the period ending (1) 180 days, in the case of us and the
TLC Lenders, or (2) 270 days, in the case of our directors, director nominees and officers and substantially all of our continuing investors, after
the date of this prospectus:

offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or contract to sell, grant
any option, right or warrant to purchase lend or otherwise transfer or dispose of, directly or indirectly, any shares of our
common stock or any securities convertible into or exercisable or exchangeable for shares of our common stock;

file any registration statement with the SEC relating to the offering of any shares of our common stock or any securities convertible
into or exercisable or exchangeable for common stock; or

enter into any swap or other arrangement that transfers to another, in whole or in part, any of the economic consequences of

ownership of the common stock;
whether any such transaction described above is to be settled by delivery of common stock or such other securities, in cash or otherwise. In
addition, we and each such person agrees that, without the prior written consent of the representative on behalf of the underwriters (and, in the
case of the stock subject to the 270 day restricted period, the majority of the TLC Lenders), it will not, during the period ending (1) 180 days, in
the case of us and the TLC Lenders, or (2) 270 days, in the case of our directors, director nominees and officers and substantially all of our
continuing investors, after the date of this prospectus, make any demand for, or exercise any right with respect to, the registration of any shares
of our common stock or any security convertible into or exercisable or exchangeable for common stock.

The restrictions described in the immediately preceding paragraph to do not apply to the sale of shares to the underwriters or transactions by any
person other than us relating to shares of our common stock or other securities acquired in open market transactions after the completion of the
offering of the shares.

Certain members of our former management team will in the aggregate own approximately % of our common stock upon completion of
this offering. There will be no restriction on the ability of these individuals to sell or otherwise dispose of their common stock.

In order to facilitate the offering of the common stock, the underwriters may engage in transactions that stabilize, maintain or otherwise affect
the price of the common stock. Specifically, the underwriters may sell more shares than they are obligated to purchase under the underwriting
agreement, creating a short position. A short sale is covered if the short position is no greater than the number of shares available for purchase by
the underwriters under the over-allotment option. The underwriters can close out a covered short sale by exercising the over-allotment option or
purchasing shares in the open market. In determining the source of shares to close out a covered short sale, the underwriters will consider,
among other things, the open market price of shares compared to the price available under the over-allotment option. The underwriters may also
sell shares in excess of the over-allotment option, creating a naked short position. The underwriters must close out any naked short position by
purchasing shares in the open market. A naked short position is more likely to be created if the
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underwriters are concerned that there may be downward pressure on the price of the common stock in the open market after pricing that could
adversely affect investors who purchase in this offering. As an additional means of facilitating this offering, the underwriters may bid for, and
purchase, shares of our common stock in the open market to stabilize the price of the common stock. These activities may raise or maintain the
market price of the common stock above independent market levels or prevent or retard a decline in the market price of the common stock. The
underwriters are not required to engage in these activities and may end any of these activities at any time.

We and the underwriters have agreed to indemnify each other against certain liabilities, including liabilities under the Securities Act.

A prospectus in electronic format may be made available on websites maintained by one or more underwriters, or selling group members, if any,
participating in this offering. The representative may agree to allocate a number of shares of our common stock to underwriters for sale to their
online brokerage account holders. Internet distributions will be allocated by the representative to underwriters that may make internet
distributions on the same basis as other allocations.

Pricing of the Offering

Immediately prior to this offering, there was no public market for our common stock. The initial public offering price was determined by
negotiations between us and the representative. Among the factors considered in determining the initial public offering price were our future
prospects and those of our industry in general, our revenues, results of operations and certain other financial and operating information in recent
periods, and the valuation measures, market prices of securities, and certain financial and operating information of companies engaged in
activities similar to ours.

Other Relationships

We expect that affiliates of , and will act as lenders under the proposed $ million revolving credit facility
that we expect to enter into upon the completion of this offering. Some of the underwriters and their affiliates may in the future engage in
investment banking and other commercial dealings in the ordinary course of business with us and/or our affiliates. In the future, they may
receive customary fees and commissions for these transactions.

The underwriters and their respective affiliates are full service financial institutions engaged in various activities, which may include securities
trading, commercial and investment banking, financial advisory, investment management, investment research, principal investment, hedging,
financing and brokerage activities. In the ordinary course of their business activities, the underwriters and their affiliates may make or hold a
broad array of investments and actively trade debt and equity securities (or related derivative securities) and financial instruments (including
bank loans) for their own account and for the accounts of their customers. Such investments and securities activities may involve securities
and/or instruments of ours or our affiliates. The underwriters and their affiliates may also make investment recommendations and/or publish or
express independent research views in respect of such securities or financial instruments and may hold, or recommend to clients that they
acquire, long and/or short positions in such securities and instruments.

Selling Restrictions
European Economic Area

In relation to each Member State of the European Economic Area which has implemented the Prospectus Directive (each, a Relevant Member
State ) each underwriter has represented and agreed that with effect from and including the date on which the Prospectus Directive is
implemented in that Relevant Member State (the Relevant Implementation Date ) it has not made and will not make an offer of Notes which are
the subject of the offering contemplated by this prospectus to the public in that Relevant Member State other than:

to any legal entity which is a qualified investor as defined in the Prospectus Directive;

to fewer than 100 or, if the Relevant Member State has implemented the relevant provision of the 2010 PD Amending Directive, 150,
natural or legal persons (other than qualified investors as defined in the
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Prospectus Directive), as permitted under the Prospectus Directive, subject to obtaining the prior consent of the representative for
any such offer; or

in any other circumstances falling within Article 3(2) of the Prospectus Directive, provided that no such offer of shares of our

common stock shall result in a requirement for the publication by us or any underwriter of a prospectus pursuant to Article 3 of the

Prospectus Directive.
For the purposes of this provision, the expression an offer to the public in relation to any shares of our common stock in any Relevant Member
State means the communication in any form and by any means of sufficient information on the terms of the offer and any shares of our common
stock to be offered so as to enable an investor to decide to purchase or subscribe any shares of our common stock, as the same may be varied in
that Member State by any measure implementing the Prospectus Directive in that Member State, the expression Prospectus Directive means
Directive 2003/71/EC (and amendments thereto, including the 2010 PD Amending Directive, to the extent implemented in the Relevant Member
State), and includes any relevant implementing measure in the Relevant Member State, and the expression 2010 PD Amending Directive means
Directive 2010/73/EU.

United Kingdom

Each underwriter has represented and agreed that:

it has only communicated or caused to be communicated and will only communicate or cause to be communicated an invitation or
inducement to engage in investment activity (within the meaning of Section 21 of the FSMA) received by it in connection with the
issue or sale of the shares of our common stock in circumstances in which Section 21(1) of the FSMA does not apply to us; and

it has complied and will comply with all applicable provisions of the FSMA with respect to anything done by it in relation to the
shares of our common stock in, from or otherwise involving the United Kingdom.
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LEGAL MATTERS

Certain legal matters, including certain tax matters, will be passed upon for us by Latham & Watkins LLP, Los Angeles, California. Sidley
Austin LLP, New York, New York will act as counsel to the underwriters. Venable LLP, Baltimore, Maryland, will pass upon the validity of the
shares of our common stock sold in this offering and certain other matters under Maryland law.

EXPERTS

Our consolidated financial statements as of December 31, 2010 and 2009 and for the years ended December 31, 2010, 2009 and 2008, appearing
in this prospectus and registration statement have been audited by Ernst & Young LLP, independent registered public accounting firm, and the
supplementary information in Schedule III Real Estate and Accumulated Depreciation and Schedule IV Mortgage Loans on Real Estate as of
December 31, 2010, appearing in this prospectus and registration statement have been derived from the consolidated financial statements audited
by Ernst & Young LLP, as set forth in their report thereon appearing elsewhere herein. Such consolidated financial statements and
supplementary information are included in reliance upon such report given on the authority of such firm as experts in accounting and auditing.

The consolidated financial statements of Specialty Retail Shops Holding Corp. and subsidiaries as of January 29, 2011 and January 30, 2010 and
for each of the years in the three-year period ended January 29, 2011 have been included herein in reliance upon the reports of KPMG LLP,
independent registered public accounting firm, appearing elsewhere herein, and upon the authority of said firm as experts in accounting and
auditing.

Unless otherwise indicated, all statistical and economic market data included in this prospectus, including information relating to the economic
conditions in the single-tenant market contained in Prospectus Summary, = Market Opportunity and Business and Properties is derived from
market information prepared for us by RCG, a nationally recognized real estate consulting firm, and is included in this prospectus in reliance on
RCG s authority as an expert in such matters. We paid RCG a fee of $45,000 for its services.

WHERE YOU CAN FIND MORE INFORMATION

We maintain a Web site at www.spiritfinance.com. Information contained on our Web site is not incorporated by reference into this prospectus
and you should not consider information contained on our Web site to be part of this prospectus.

We have filed with the SEC a Registration Statement on Form S-11, including exhibits, schedules and amendments filed with the registration
statement, of which this prospectus is a part, under the Securities Act with respect to the shares of our common stock to be sold in this offering.
This prospectus does not contain all of the information set forth in the registration statement and exhibits and schedules to the registration
statement. For further information with respect to our company and the shares of our common stock to be sold in this offering, reference is made
to the registration statement, including the exhibits and schedules thereto. Statements contained in this prospectus as to the contents of any
contract or other document referred to in this prospectus are not necessarily complete and, where that contract or other document has been filed
as an exhibit to the registration statement, each statement in this prospectus is qualified in all respects by the exhibit to which the reference
relates. Copies of the registration statement, including the exhibits and schedules to the registration statement, may be examined without charge
at the public reference room of the SEC, 100 F Street, N.E., Washington, DC 20549. Information about the operation of the public reference
room may be obtained by calling the SEC at 1-800-SEC-0300. Copies of all or a portion of the registration statement can be obtained from the
public reference room of the SEC upon payment of prescribed fees. Our SEC filings, including our registration statement, are also available to
you, free of charge, on the SEC s web site, www.sec.gov.
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AS A RESULT OF THIS OFFERING, WE WILL BECOME SUBJECT TO THE INFORMATION AND PERIODIC REPORTING
REQUIREMENTS OF THE EXCHANGE ACT, AND WILL FILE PERIODIC REPORTS AND OTHER INFORMATION WITH THE SEC.
THESE PERIODIC REPORTS AND OTHER INFORMATION WILL BE AVAILABLE FOR INSPECTION AND COPYING AT THE SEC S
PUBLIC REFERENCE FACILITIES AND THE WEB SITE OF THE SEC REFERRED TO ABOVE.
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SPIRIT FINANCE CORPORATION
PRO FORMA CONDENSED CONSOLIDATED FINANCIAL INFORMATION
(UNAUDITED)

Spirit Finance Corporation (together with its consolidated subsidiaries, we, our or us )isa Maryland corporation formed on August 14, 2003. We
are a self-administered and self-managed real estate investment trust ( REIT ) that primarily invests in single-tenant, operationally essential real

estate throughout the United States that is leased on a long-term, triple-net basis primarily to tenants engaged in retail, service and distribution

industries.

The following unaudited pro forma condensed consolidated financial statements of Spirit Finance Corporation have been prepared to provide pro
forma financial information with regard to this offering, the term loan conversion (as described below), and the use of the net proceeds. We
estimate that the net proceeds to us from this offering will be approximately $450 million, or $520 million if the underwriters exercise their
over-allotment option in full, after deducting underwriting discounts and commissions and other estimated expenses, in each case, based on the
mid-point of the price range set forth on the front cover of this prospectus.

As of September 30, 2011, we had $729 million principal amount of outstanding term loan indebtedness maturing in August 2013. In July 2011,
the credit agreement relating to the term loan was amended to effectively separate the loan into two tranches: term loan B ( TLB ), with an
outstanding principal balance of $399 million, and term loan C ( TLC ), with an outstanding principal balance of $330 million. Both tranches
maintain the same rights and privileges as under the original credit agreement. However, the holders of TLC have granted us the option to
convert the TLC into our common stock in connection with a Qualifying IPO, as that term is defined in the conversion agreement relating to the
term loan. In exchange for this option, we paid a call premium fee of $6.6 million to the TLC lenders and agreed to issue shares of our common
stock equal in value to 110% to 117% of the principal amount of the TLC that may be converted in connection with a Qualifying IPO, with the
amount of the conversion premium to be determined, in part, by reference to the initial public offering price of our common stock. We expect
that this offering will be a Qualifying IPO, and we have exercised our option to convert all $330 million of the outstanding TLC into shares of
our common stock, subject to the consummation of a Qualifying IPO. In addition, we will use a portion of the net proceeds from this offering to
repay in full the $399 million principal balance of TLB.

Remaining net proceeds will be used to pay expenses associated with securing lenders consents to this offering and related transactions and for
general business and working capital purposes, including potential future acquisitions.

We intend to initially invest the net proceeds in interest-bearing, short-term investment-grade securities, money-market accounts or other
investments that are consistent with our intention to maintain our qualification as a REIT for federal income tax purposes.

The following unaudited pro forma condensed consolidated financial statements as of and for the nine months ended September 30, 2011 and for
the year ended December 31, 2010, are derived from our historical consolidated financial statements. The unaudited pro forma condensed
consolidated financial statements have been adjusted to give effect to:

the completion of this offering;

conversion of TLC into common stock upon the completion of this offering;

repayment in full of TLB with a portion of the net proceeds from this offering;

the payment of consent fees and other expenses associated with securing lenders consents to this offering;
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the payment and amortization of financing fees related to a revolving credit facility we expect to enter into in connection with this
offering; and
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certain incremental general and administrative expenses expected to be incurred subsequent to the successful completion of this

offering in order to operate as a public company.
Our unaudited pro forma condensed consolidated financial statements are presented for informational purposes only. You should read the
information below along with all other financial information and analysis presented in this prospectus, including the section captioned

Management s Discussion and Analysis of Financial Condition and Results of Operations and our historical consolidated financial statements and

related notes thereto included elsewhere in this prospectus. The unaudited pro forma adjustments to our unaudited pro forma condensed
consolidated financial statements are based on available information and assumptions that we consider reasonable and are based on assumptions
and estimates considered appropriate by management. Our unaudited pro forma condensed consolidated financial statements do not purport to
(1) represent our actual financial position had this offering, the TLC conversion and the related use of the net proceeds from this offering
occurred on September 30, 2011, (2) represent the actual results of our operations had this offering, the TLC conversion and the related use of
the net proceeds from this offering occurred on either January 1, 2011 or January 1, 2010, or (3) project our financial position or results of
operations as of any future date or for any future period, as applicable.
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Spirit Finance Corporation

Pro Forma Condensed Consolidated Balance Sheet

Assets

Investments:

Real estate investments:

Land and improvements

Buildings and improvements

Real estate assets held for sale, net

Total real estate investments
Less: accumulated depreciation

Loans receivable, net
Intangible lease assets, net

Net investments
Cash and cash equivalents

Deferred costs and other assets, net

Total assets

Liabilities and stockholders equity
Liabilities:

Revolving credit facility (F)

Term note payable

Mortgages and notes payable, net

Intangible lease liabilities, net

Accounts payable, accrued expenses and other
liabilities

Total liabilities

Stockholders equity:

Series A cumulative preferred stock
Common stock

Capital in excess of par value

Table of Contents

As of September 30, 2011

(unaudited and in thousands)

Term Loan
Conversion
and
Proceeds
From Use of
Historical Offering Proceeds
(A)
$ 1,294,407
1,966,974
2,152
3,263,533
(383,167)
2,880,366
68,668
209,984
3,159,018
53,414 $ 450,000 (B) $(398,983)
(5,000)
31,963
$3,244,395 $ 450,000 $ (403,983)
$
723,286  $(330,017) (C) $(398,983)
5714  (C)
1,898,328
46,981
32,122
2,700,717 (324,303) (398,983)
84
1,004,324 450,000 B)
369,619 ©)

D)
(E)

D)

$

$

$

Other
Pro Forma
Adjustments

[

[

]

(5,868)
]

(5,868)

(F)

(G)
(F)

(H)

Pro Forma

$ 1,294,407
1,966,974
2,152

3,263,533
(383,167)

2,880,366
68,668
209,984

3,159,018
99,431

26,095

$ 3,284,544

1,898,328
46,981

32,122

1,977,431

84

1,823,943
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Accumulated deficit (452,180) (45,316) (5,000) (E) (14,418) (G) (516,914)
[ 1 #H
Accumulated other comprehensive loss (8,550) 8,550 (G)
Total stockholders equity 543,678 774,303 (5,000) (5,868) 1,307,113
Total liabilities and stockholders equity $3,244,395 $ 450,000 $ (403,983) $  (5,868) $ 3,284,544
F-4
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Revenues:

Rentals

Interest income on loans receivable
Interest income and other

Total revenues

Expenses:
General and administrative

Litigation
Property costs
Interest

Depreciation and amortization
Impairments

Total expenses

Spirit Finance Corporation

Pro Forma Condensed Consolidated Statement of Operations

For the Nine Months Ended September 30, 2011

(unaudited and in thousands, except per share data)

(Loss) income from continuing operations before income tax expense

Income tax benefit

(Loss) income from continuing operations

Income per share of common stock from continuing operations:

Basic

Diluted

Weighted average outstanding shares of common stock:

Basic

Diluted

Table of Contents
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Pro Forma

Historical Adjustments

(AA)

$201,134
5,120
704

206,958

22,668 $ [ ]

(8,668)

151

4,368

126,519 (28,752)

[ 1
83,290

5,409

242,405 (37,420)

(35,447) 37,420
(37

$ (35,410) $ 37.420

(BB)
(CO)

(DD)
(EE)

Pro Forma

$ 201,134
5,120
704

206,958

14,000
151
4,368
97,767

83,290
5,409

204,985

1,973
(37

$ 2010
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Spirit Finance Corporation

Pro Forma Condensed Consolidated Statement of Operations

For the Year Ended December 31, 2010

(unaudited and in thousands, except per share data)

Historical
(AA)

Revenues:
Rentals $ 269,209
Interest income on loans receivable 9,572
Interest income and other 14,491
Total revenues 293,272
Expenses:
General and administrative 19,631
Litigation 22,282
Property costs 3,050
Interest 173,054
Depreciation and amortization 111,548
Impairments 26,439
Total expenses 356,004
Gain on debt repurchases 9,455
Loss of sale of loans receivable (12,565)
Total other income (expense) (3,110)
Loss from continuing operations before income tax expense (65,842)
Income tax expense 239
Loss from continuing operations $ (66,081)

Loss per share of common stock from continuing operations:

Basic

Diluted

Weighted average outstanding shares of common stock:

Basic

Diluted

Table of Contents

Pro Forma
Adjustments

$

(5,659)

(36,834)
[ ]

(42,493)
(6,745)

(6,745)

35,748

35,748

(BB)
(CO)

(DD)
(EE)

(FF)

Pro Forma

$ 269,209
9,572
14,491

293,272

13,972

22,282
3,050
136,220

111,548
26,439

313,511

2,710
(12,565)

(9,855)

(30,094)
239

$ (30,333)
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SPIRIT FINANCE CORPORATION

NOTES AND MANAGEMENT S ASSUMPTIONS TO PRO FORMA CONDENSED

CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

1. The notes to the pro forma condensed consolidated balance sheet as of September 30, 2011 are as follows:

&)

B)

©

D)

B

F)

(&)

Reflects the historical consolidated balance sheet as of September 30, 2011 (unaudited).

Reflects the estimated net proceeds of the offering of $450 million. A summary of the offering proceeds is as follows (dollars in
thousands):

Gross proceeds $ 500,000
Less: Underwriting discounts and commissions and other estimated expenses (50,000)
Net proceeds $ 450,000

Reflects the conversion of $330 million of the outstanding balance of TLC into shares of our common stock at the time of the
offering, assuming an estimated conversion premium, as such term is defined in the conversion agreement, of 12.0 % or $39.6
million, based on the mid-point of the price range set forth on the front cover of this prospectus. In addition, reflects the full
amortization of the remaining $5.7 million of debt discount associated with the TLC call premium and conversion in accumulated
deficit.

Reflects the repayment in full of the outstanding balance of TLB with a portion of the net proceeds from this offering.

In connection with this offering, we expect to incur $5.0 million of consent fees and other expenses associated with securing lenders
consents, which have been reflected as a nonrecurring charge included in accumulated deficit on this unaudited pro forma condensed
consolidated balance sheet.

In conjunction with this offering, we expect to enter into a new revolving credit facility. In connection with this facility, we expect to
incur $ in upfront financing and arrangement fees, which will be amortized over the term of the credit facility as an adjustment
to interest expense.

In conjunction with the conversion of TLC into shares of our common stock as noted in Note C and the repayment of TLB reflected
in Note D above, we expect to incur charges of $8.5 million which represents the unamortized balance in accumulated other
comprehensive loss related to term loan hedge agreements and $5.9 million which represents the unamortized portion of deferred
financing fees associated with the term loan. These charges have been reflected as a decrease in accumulated other comprehensive
loss and a reduction in deferred costs and other assets, respectively, with a corresponding increase in accumulated deficit.
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(H) Certain members of our management have been granted restricted common stock awards. A portion of these awards ($ million)
will be earned as a direct result of this offering and will be included in general and administrative expense as non-cash stock-based
compensation expense at the time of the completion of this offering.

2. The notes to the pro forma condensed consolidated statements of operations for the nine months ended September 30, 2011 and for the
year ended December 31, 2010 are as follows:

(AA) Reflects the historical consolidated statements of operations for the nine months ended September 30, 2011 and for the year ended
December 31, 2010.

(BB) Reflects non-cash stock-based compensation expenses we expect to incur as a result of restricted stock awards that have
been granted to certain members of management as noted in Note (I) above. As previously noted, a portion of these
awards ($ million) will be earned as a direct result of this offering and the remainder will be earned over a
three-year vesting period following the

F-7
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SPIRIT FINANCE CORPORATION
NOTES AND MANAGEMENT S ASSUMPTIONS TO PRO FORMA CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

completion of this offering, which we have amortized ratably into general and administrative expense over the three-year vesting
period.

(CC) Reflects the reduction in general and administrative expenses associated with the removal of consulting and other charges
primarily associated with the term loan. The detail of the general and administrative expense charges removed is summarized
below (dollars in thousands).

Nine Months Year Ended
Ended September 30, December 31,
2011 2010

Term loan and related consulting expenses $ 7,226 $ 3,624
Amortization (non-interest portion) of interest rate
swap and other derivative and term loan losses 1,442 2,035
Total pro forma adjustments to general and
administrative expense $ 8,668 $ 5,659

We expect to incur approximately $2.2 million in annual incremental costs associated with being a publicly traded company, which have not
been reflected as an increase in general and administrative expenses because such amounts are not contractually obligated.

(DD) Reflects the decrease in interest expense as a result of the term loan debt repayments and conversion described more fully in Notes
(B) and (C) above. As a result of these repayments and conversion, we expect total interest expense (which includes the
amortization of net losses related to term loan hedge agreements and deferred financing costs associated with the term loan) to
decrease $28.8 million for the nine months ended September 30, 2011 and $36.8 million for the year ended December 31, 2010 as
detailed below (dollars in thousands):

Nine Months Year Ended
Ended September 30, December 31,
2011 2010

Term loan interest expense $ 20,244 $ 27,735
Amortization of net losses related to term loan hedge
agreements 3,371 4,714
Amortization of deferred financing costs term loan 2,688 4,385
Amortization of term loan debt discounts 2,449
Total term loan interest expense $ 28,752 $ 36,834

The charges associated with the write-off of the unamortized deferred financing costs ($5.9 million) and the accumulated other comprehensive
loss ($8.5 million), both of which will be recorded as a reduction of our income upon consummation of the repayments, have been excluded
from the consolidated pro forma statements of operations as these represent charges that directly result from the debt repayments.
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(EE) Asdiscussed in Note (F) above, we expect to enter into a new revolving credit facility in conjunction with this offering. During
the first year of operations following this offering, we do not expect to borrow on this facility but will incur approximately $
in non-use fees related to this new facility.

(FF) Reflects the elimination of the gain earned on discounted debt repurchases of the term loan.
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Stockholders of
Spirit Finance Corporation

We have audited the accompanying consolidated balance sheets of Spirit Finance Corporation as of December 31, 2010 and 2009, and the
related consolidated statements of operations, stockholders equity, and cash flows for each of the three years in the period ended December 31,
2010. Our audits also included the financial statement schedules listed in the accompanying index to financial statements. These financial
statements and schedules are the responsibility of the Company s management. Our responsibility is to express an opinion on these financial
statements and schedules based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit of the Company s internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Company s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of the
Company at December 31, 2010 and 2009, and the consolidated results of its operations and its cash flows for each of the three years in the
period ended December 31, 2010, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial
statement schedules referred to above, when considered in relation to the basic consolidated financial statements taken as a whole, present fairly
in all material respects the information set forth therein.

As discussed in Note 11 to the consolidated financial statements, the Company reclassified the current and prior period results of operations
related to assets sold or classified as held for sale during the nine-month period ended September 30, 2011 in accordance with ASC 205-20,
Discontinued Operations.

/s/ Ernst & Young LLP

Phoenix, Arizona

November 10, 2011, except for the
Consolidated Statements of
Operations, Note 4 Debt and
Note 11 Discontinued Operations
as to which the date is

December 21, 2011
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SPIRIT FINANCE CORPORATION
Consolidated Balance Sheets

(Dollars in Thousands Except Share Amounts)

September 30,
2011
(Unaudited)
Assets
Investments:
Real estate investments:
Land and improvements $ 1,294,407
Buildings and improvements 1,966,974
Real estate assets held for sale, net 2,152
Total real estate investments 3,263,533
Less: accumulated depreciation (383,167)
2,880,366

Loans receivable, net 68,668
Intangible lease assets, net 209,984
Net investments 3,159,018
Cash and cash equivalents 53,414
Deferred costs and other assets, net 31,963
Total assets $ 3,244,395
Liabilities and stockholders equity
Liabilities:
Term note payable, net $ 723,286
Mortgages and notes payable, net 1,898,328
Intangible lease liabilities, net 46,981
Accounts payable, accrued expenses and other liabilities 32,122
Total liabilities 2,700,717

Stockholders equity:

Series A Cumulative Preferred Stock, $0.01 par value per share, 20 million shares
authorized, 125 shares issued and outstanding 84
Common stock, $0.01 par value per share, 100 million shares authorized, 200 shares

issued and outstanding

Capital in excess of par value 1,004,324
Accumulated deficit (452,180)
Accumulated other comprehensive loss (8,550)
Total stockholders equity 543,678
Total liabilities and stockholders equity $ 3,244,395

See accompanying notes.
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December 31,
2010 2009
$ 1,315,057 $ 1,335,254
1,984,385 2,007,207
2,807 2,736
3,302,249 3,345,197
(319,946) (226,391)
2,982,303 3,118,806
73,626 152,821
224,996 251,728
3,280,925 3,523,355
88,341 65,072
27,576 30,080
$ 3,396,842 $ 3,618,507
$ 799,000 $ 850,000
1,931,994 2,016,923
49,224 52,845
26,523 29,060
2,806,741 2,948,828
84 84
1,004,430 1,004,430
(402,854) (316,302)
(11,559) (18,533)
590,101 669,679
$3,396,842 $ 3,618,507
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SPIRIT FINANCE CORPORATION
Consolidated Statements of Operations

(Dollars in Thousands)

Nine-Month Period

Ended September 30, Year Ended December 31,
2011 2010 2010 2009 2008
(Unaudited)
Revenues:
Rentals $201,134 $ 202,446 $ 269,209 $ 266,072 $ 266,961
Interest income on loans receivable 5,120 7,237 9,572 10,098 13,364
Interest income and other 704 9,512 14,491 6,477 4,969
Total revenues 206,958 219,195 293,272 282,647 285,294
Expenses:
General and administrative 22,668 15,982 19,631 19,864 23,058
Litigation 151 7,306 22,282
Property costs 4,368 2,126 3,050 3,011 2,788
Interest 126,519 130,059 173,054 208,538 231,194
Depreciation and amortization 83,290 83,881 111,548 112,344 111,875
Impairments 5,409 15,113 26,439 7,715 5,521
Total expenses 242,405 254,467 356,004 351,472 374,436
Other income (expense):
Gain on debt repurchases 9,480 9,455
Loss on sale of loans receivable (12,565)
Gain on sale of available-for-sale securities 6,810
Total other income (expense) 9,480 (3,110) 6,810
Loss from continuing operations before income tax expense (35,447) (25,792) (65,842) (62,015) (89,142)
Income tax (benefit) expense (37) 118 239 3,346 1,134
Loss from continuing operations (35,410) (25,910) (66,081) (65,361) (90,276)
Discontinued operations:
Loss from discontinued operations (7,963) (10,297) (20,065) (22,640) (41,767)
Net losses on dispositions of assets (2,182) (192) (391) (34,682) (22,476)
Loss from discontinued operations (10,145) (10,489) (20,456) (57,322) (64,243)
Net loss $ (45,555) $ (36,399) $ (86,537) $ (122,683) $(154,519)
See accompanying notes.
F-11
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Consolidated Statements of Stockholders Equity

Series A

Cumulative

Preferred Preferred Common

Shares
Balances, December 31, 2007 125 $
Comprehensive loss:
Net loss
Change in net unrealized losses on cash
flow hedge
Net cash flow hedge losses reclassified
to operations
Unrealized gain on available-for-sale
security (net of tax)

Total comprehensive loss

Capital contributions

Dividends paid on preferred stock
Dividends paid to equity owners

Balances, December 31, 2008
Comprehensive loss:

Net loss

Change in net unrealized losses on cash
flow hedge

Net cash flow hedge losses reclassified
to operations

Change in net unrealized gains on
available-for-sale security (net of tax)
Realized gain on sale of
available-for-sale security (net of tax of
$3,100)

125

Total comprehensive loss
Dividends paid on preferred stock
Dividends paid to equity owners

Balances, December 31, 2009
Comprehensive loss:

Net loss

Change in net unrealized gains on cash
flow hedge

Net cash flow hedge losses reclassified
to operations

125

Total comprehensive loss
Dividends paid on preferred stock

Balances, December 31, 2010
Comprehensive loss:
Net loss (unaudited)

125
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Cumulative

SPIRIT FINANCE CORPORATION

(Dollars in Thousands)

Series
A

Common
Stock
Shares Par Value

100 $ $

Capital in
Excess of Par
Value

876,043

Value
84

100 150,100

(21,713)

84 200 1,004,430

84 200 1,004,430

84 200 1,004,430

Accumulated

Other Total
Accumulated Comprehensive Stockholders
Deficit Loss Equity
$ (282600 $  (45350) $ 802,517
(154,519) (154,519)
2,126 2,126

17,106 17,106

6,502 6,502
(128,785)

150,100
(16) (16)
(6,424) (28,137)
(189,219) (19,616) 795,679
(122,683) (122,683)
(13,438) (13,438)

21,023 21,023
(2,792) (2,792)
(3,710) (3,710)
(121,600)
(16) (16)
(4,384) (4,384)
(316,302) (18,533) 669,679
(86,537) (86,537)
225 225

6,749 6,749
(79,562)
(15) (15)
(402,854) (11,559) 590,101
(45,555) (45,555)
(665) (665)
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Change in net unrealized gains on cash
flow hedge (unaudited)

Net cash flow hedge losses reclassified
to operations (unaudited)

Total comprehensive loss (unaudited)
Dividends declared or paid to equity
owners (unaudited)

Dividends paid on preferred stock
(unaudited)

Balances, September 30, 2011
(unaudited)

See accompanying notes.
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125

84

200

F-12

(106)

$ 1,004,324

$

(3,763)

®

(452,180)

$

3,674

(8,550)

3,674

(42,546)
(3,869)

®)

$ 543,678
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SPIRIT FINANCE CORPORATION

Consolidated Statements of Cash Flows

(Dollars in Thousands)

Nine-Month Period

Ended September 30,
2011 2010
(Unaudited)
Operating activities
Net loss $ (45,555) $(36,399)
Adjustments to reconcile net loss to net cash provided by operating
activities:
Depreciation and amortization 84,038 85,589
Impairments 12,539 24,150
Amortization of deferred financing costs 2,749 3,508
Amortization of net interest rate hedge losses 3,674 5,609
Amortization of debt discount 9,754 7,643
Gains on debt repurchases (9,480)
Net losses on dispositions of real estate and other assets 2,182 192
Noncash revenue (1,901) (2,033)
Gain on sale of available-for-sale security
Other 1,143 271
Changes in operating assets and liabilities:
Accounts receivable and other assets (1,070) (1,125)
Accounts payable, accrued expenses and other liabilities (111) 983
Net cash provided by operating activities 67,442 78,908
Investing activities
Acquisitions/improvements of real estate (6,817)
Investments in loans receivable (3,052)
Collections of principal on loans receivable 3,758 6,769
Proceeds from dispositions of real estate and other assets 13,164 1,708
Proceeds from sale of available-for-sale security
Sale of marketable securities
Investment in equity security
Net cash provided by (used in) investing activities 10,105 5,425
Financing activities
Borrowings under secured credit facility
Repayments under secured credit facility
Repayments under mortgages and notes payable (28,713) (47,081)
Repurchases of Term Note payable (70,000) (43,553)
Call premium paid (6,600)
Purchase of interest rate caps
Deferred financing costs paid (125) (1,177)
Proceeds from issuances of stock
Payment to terminate interest rate swap
Dividends paid on stock “a77) (8)
Transfers from restricted cash and escrow deposits (6,559) 3,889
Net cash used in financing activities (112,474) (87,930)
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Year Ended December 31,
2010 2009 2008
$ (86,537) $(122,683) $(154,519)
113,648 118,745 127,749
44,753 34,046 63,562
4,728 8,401 6,064
6,749 4,856 4,472
10,112 10,448 10,649
(9,455)
12,956 34,682 22,476
(2,659) (2,566) (2,904)
(6,810)

324 311 124
(2,214) (2,939) (1,421)
(2,538) (8,099) 3,508
89,867 68,392 79,760

(366) (132,613)
(3,682) (4,384) (12,530)
7,116 3,501 25,253
65,401 171,321 91,161
7,386
4,432 15,725
(576)
68,835 181,890 (13,580)
130,456
(165,623) (221,819)
(92,330) (67,150) (48,391)
(43,553)
470)
(1,216) (5,109) (1,636)
150,100
(21,539)
(16) (4,400) (28,153)
2,152 1,977 (3,148)
(135,433) (261,844) (22,591)
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Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

See accompanying notes.
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(34,927)
88,341

$ 53414

F-13

(3,597)
65,072

$ 61,475

23,269
65,072

$ 88,341

(11,562)
76,634

$ 65,072

43,589
33,045

$ 76,634
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SPIRIT FINANCE CORPORATION

Notes to Consolidated Financial Statements

September 30, 2011 and 2010 (unaudited) and
December 31, 2010, 2009 and 2008
1. Summary of Significant Accounting Policies

Company Organization and Operations

Spirit Finance Corporation ( Spirit Finance orthe Company ) is a Maryland corporation formed on August 14, 2003. The Company is a
self-administered and self-managed real estate investment trust ( REIT ) that primarily invests in single-tenant, operationally essential real estate
throughout the United States that is leased on a long-term, triple-net basis primarily to tenants engaged in retail, service, and distribution
industries. Single-tenant, operationally essential real estate consists of properties that are generally free-standing, commercial real estate

facilities where the Company s tenants conduct retail, distribution, or service activities that are essential to the generation of their sales and
profits. Under a triple-net lease the tenant is typically responsible for all improvements and is contractually obligated to pay all property

operating expenses, such as insurance, real estate taxes, and repair and maintenance costs. In support of its primary business of owning and
leasing real estate, the Company has also strategically originated or acquired long-term, commercial mortgage and equipment loans receivable to
provide a range of financing solutions to its tenants.

The Company became a public company in December 2004 and was subsequently taken private in August 2007 by a consortium of private

investors in a merger (the Privatization ). As a result of the Privatization, the Company became a subsidiary of Redford Holdco, LLC ( Redford ).

From March 2008 through June 2011, the Company was externally managed by an affiliate, Spirit Finance Capital Management, LLC (the
Manager ) under an advisory management agreement (the Advisory Management Agreement ). On June 30, 2011, the Company terminated the

Advisory Management Agreement and acquired all of the assets and liabilities of the Manager for a net purchase price of approximately $9,000;

in connection with this acquisition, the personnel of the Manager became employees of the Company. This transaction has been accounted for as

a combination of entities under common control; accordingly, the Company s consolidated financial statements have been retroactively restated

to reflect the cons