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PART I

FINANCIAL INFORMATION

The accompanying condensed consolidated unaudited interim financial statements as of and for the three and nine months ended September 30,
2008 have been prepared by Cole Credit Property Trust II, Inc. (the Company ) pursuant to the rules and regulations of the Securities and
Exchange Commission regarding interim financial reporting. Accordingly, they do not include all of the information and footnotes required by
accounting principles generally accepted in the United States of America ( GAAP ) for complete financial statements and should be read in
conjunction with the audited financial statements and related notes thereto included in the Company s annual report on Form 10-K for the year
ended December 31, 2007. The financial statements herein should also be read in conjunction with the notes to the financial statements and
Management s Discussion and Analysis of Financial Condition and Results of Operations contained in this report. The results of operations for
the three and nine months ended September 30, 2008 are not necessarily indicative of the operating results expected for the full year. The
information furnished in our accompanying condensed consolidated unaudited balance sheets and condensed consolidated unaudited statements
of operations, stockholders equity, and cash flows reflects all adjustments that are, in our opinion, necessary for a fair presentation of the
aforementioned financial statements. Such adjustments are of a normal recurring nature.
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COLE CREDIT PROPERTY TRUST II, INC.
CONDENSED CONSOLIDATED UNAUDITED BALANCE SHEETS

(in thousands except share and per share amounts)

September 30, December 31,

2008 2007
ASSETS:
Investment in real estate assets:
Land $716,043 $412,948
Buildings and improvements, less accumulated depreciation of $53,734 and $24,075,
respectively 1,849,546 1,090,362
Real estate assets under direct financing leases, less unearned income of $20,420 and
$17,298, respectively 38,787 39,260
Acquired intangible lease assets, less accumulated amortization of $30,363 and
$12,926, respectively 334,390 228,791
Real estate assets held for sale, less accumulated depreciation and accumulated
amortization of $0 and $1,104, respectively 22,991
Total real estate assets, net 2,938,766 1,794,352
Investment in mortgage notes receivable, less accumulated amortization of $552 and
$79, respectively 85,586 87,100
Total real estate and mortgage assets, net 3,024,352 1,881,452
Cash and cash equivalents 58,619 43,517
Restricted cash 7,598 14,033
Marketable securities 23,550
Rents and tenant receivables, less allowance for doubtful accounts of $715 and $522,
respectively 16,459 8,098
Prepaid expenses and other assets 3,735 1,145
Deferred financing costs, less accumulated amortization of $4,814 and $2,272,
respectively 25,749 19,453
Total assets $3,160,062 $1,967,698
LIABILITIES AND STOCKHOLDERS EQUITY:
Notes payable and line of credit $1,507,443 $1,037,982
Mortgage notes payable associated with assets held for sale 17,700
Accounts payable and accrued expenses 20,029 9,282
Escrowed investor proceeds 2,215 12,738
Acquired below market lease intangibles, less accumulated amortization of $8,368
and $2,083, respectively 134,271 80,032
Distributions payable 9,747 5,434
Deferred rent and other liabilities 6,697 1,784
Total liabilities 1,680,402 1,164,952
Redeemable common stock 51,267 21,660
STOCKHOLDERS EQUITY:
Preferred stock, $0.01 par value; 10,000,000 shares authorized, none issued and
outstanding
Common stock, $0.01 par value; 240,000,000 shares authorized, 174,568,185 and
93,621,094 shares issued and outstanding, respectively 1,746 936
Capital in excess of par value 1,526,902 824,676
Accumulated distributions in excess of earnings (96,958 ) (44,526
Accumulated other comprehensive loss (3,297 )
Total stockholders equity 1,428,393 781,086
Total liabilities and stockholders equity $3,160,062 $1,967,698

The accompanying notes are an integral part of these condensed consolidated unaudited financial statements.



Edgar Filing: Cole Credit Property Trust Il Inc - Form 10-Q




Edgar Filing: Cole Credit Property Trust Il Inc - Form 10-Q

COLE CREDIT PROPERTY TRUST II, INC.

CONDENSED CONSOLIDATED UNAUDITED STATEMENTS OF OPERATIONS

(in thousands, except share and per share amounts)

Three Months Ended

September 30, 2008 September 30, 2007

Revenues:

Rental and other income $45,403 $23,871
Tenant reimbursement income 3,287 2,152
Earned income from direct financing leases 532 481
Interest income on mortgage notes receivable 1,770 35
Interest income on marketable securities 100

Total revenue 51,092 26,539
Expenses:

General and administrative 1,522 444
Property operating expenses 3,215 2,541
Property and asset management fees 2,866 1,272
Depreciation 11,063 5,842
Amortization 5,598 2,927
Impairment of real estate assets

Total operating expenses 24,264 13,026
Operating income 26,828 13,513
Other income (expense):

Interest and other income 295 984
Interest expense (18,162 ) (11,498
Total other expense (17,867 ) (10,514
Net income $38,961 $2,999
Net income per common share:

Basic and diluted $0.06 $0.04
Weighted average number of common shares

outstanding:

Basic 159,897,175 68,274,188
Diluted 159,900,068 68,274,393

Nine Months Ended

September 30, September 30,

2008 2007

$ 121,475 $ 53,324
7,331 4,113
1,650 485
5,324 35
100
135,880 57,957
3,601 1,263
9,249 4,984
6,925 2,636
29,056 13,302
15,093 6,348
3,550 5,400
67,474 33,933
68,406 24,024
923 1,922
(52,732 ) (24,629
(51,809 ) (22,707

$ 16,597 $ 1,317

$ 0.13 $ 0.03
131,701,395 52,588,732
131,704,461 52,588,732

The accompanying notes are an integral part of these condensed consolidated unaudited financial statements.
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COLE CREDIT PROPERTY TRUST II, INC.

CONDENSED CONSOLIDATED UNAUDITED STATEMENT OF STOCKHOLDERS EQUITY

(in thousands, except share and per share amounts)

Balance, December 31, 2007

Issuance of common stock

Distributions

Commissions on stock sales and related dealer
manager fees

Other offering costs

Redemptions of common stock

Stock compensation expense
Redeemable common stock

Unrealized loss on marketable securities
Net income

Balance, September 30, 2008

Common Stock

Number of

Shares Par Value
93,621,094 $936
81,591,239 816

(644,148 ) (6

174,568,185 $1,746

Capital in
Excess

of Par Value
$824,676
812,533

(69,473
(5,007
) (6,226
6
(29,607

$1,526,902

)
)
)

Accumulated
Distributions
in Excess of
Earnings

$ (44,526

(69,029

16,597
$ (96,958

Accumulated
Other
Comprehensive
Loss

)$
)

(3,297

)$ (3,297

The accompanying notes are an integral part of these condensed consolidated unaudited financial statements.

Total
Stockholders
Equity
$781,086
813,349
(69,029

(69,473
(5,007
(6,232
6
(29,607

) (3,297
16,597

) $1,428,393

)

)

)
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COLE CREDIT PROPERTY TRUST II, INC.
CONDENSED CONSOLIDATED UNAUDITED STATEMENTS OF CASH FLOWS

(in thousands)

Nine Months Ended September 30,

2008 2007
Cash flows from operating activities:
Net income $16,597 $1,317
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 29,056 13,302
Amortization 15,054 6,943
Amortization of premiums on mortgage notes receivable 473
Amortization of discount on marketable securities 24 )
Allowance for doubtful accounts 193
Stock compensation expense 6 31
Impairment of real estate assets 3,550 5,400
Net gain on disposal of rate lock deposits (478)
Changes in assets and liabilities:
Decrease in real estate under direct financing leases 473 133
Rents and tenant receivables (8,554 ) (3,993)
Prepaid expenses and other assets (1,963 ) (1,028)
Accounts payable and accrued expenses 12,252 4,779
Deferred rent and other liabilities 3,409 1,616
Net cash provided by operating activities 70,522 28,022
Cash flows from investing activities:
Investment in real estate and related assets (974,019 ) (876,124)
Investment in real estate under direct financing leases (39,528)
Investment in marketable securities (26,824 )
Acquired intangible lease assets (120,866 ) (114,548)
Acquired below market lease intangibles 60,523 29,036
Acquisition costs related to investment in mortgage notes receivable (102 ) (13,508)
Proceeds from mortgage notes receivable 1,143
Restricted cash 6,435 (7,260)
Net cash used in investing activities (1,053,710 ) (1,021,932
Cash flows from financing activities:
Proceeds from issuance of common stock 777,509 446,547
Offering costs on issuance of common stock (74,480 ) (42,271)
Redemptions of common stock (6,232 ) (1,253)
Distributions to investors (28,877 ) (11,040)
Proceeds from notes payable and line of credit 587,534 635,630
Repayment of notes payable and line of credit (235,596 ) (47,280)
Refund of loan deposits 4,094 13,184
Payment of loan deposits (4,721 ) (9,736)
Proceeds from rate lock breakage gain 2,162
Escrowed investor proceeds liability (10,523 ) 7,123
Deferred financing costs paid (10,418 ) (15,365)
Net cash provided by financing activities 998,290 977,701
Net increase (decrease) in cash and cash equivalents 15,102 (16,209)
Cash and cash equivalents, beginning of period 43,517 37,566
Cash and cash equivalents, end of period $58,619 $21,357
Supplemental Disclosures of Non-Cash Investing and Financing Activities:
Dividends declared and unpaid $9,747 $4,273
Notes payable assumed in real estate acquisitions $99,823 $
Notes payable from seller of mortgage notes receivables $ $36,290
Common stock issued through distribution reinvestment plan $35,839 $12,740
Unrealized loss on marketable securities $3,297 $
Supplemental Cash Flow Disclosures:
Interest paid $47,152 $21,301

The accompanying notes are an integral part of these condensed consolidated unaudited financial statements.
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS

September 30, 2008

Note 1 Organization

Cole Credit Property Trust II, Inc. (the Company ) is a Maryland corporation that was formed on September 29, 2004 to operate as a real estate
investment trust ( REIT ) for federal income tax purposes. Substantially all of the Company s business is conducted through Cole Operating
Partnership II, LP ( Cole OP II ), a Delaware limited partnership. The Company is the sole general partner of and owns an approximately 99.99%
partnership interest in Cole OP II. Cole REIT Advisors II, LLC ( Cole Advisors II ), the affiliate advisor to the Company, is the sole limited
partner and owner of approximately 0.01% (minority interest) of the partnership interests of Cole OP II.

At September 30, 2008, the Company owned 468 properties comprising approximately 17.8 million square feet of single and multi-tenant
commercial space located in 45 states and the U.S. Virgin Islands, with approximately 99% of the rentable square feet of these properties leased.
At September 30, 2008, the Company also owned 69 mortgage notes receivable, with an aggregate receivable balance of approximately $85.6
million, secured by 43 restaurant properties and 26 single-tenant retail properties, each of which is subject to a net lease.

The Company commenced its initial public offering (the Initial Offering ) on June 27, 2005. The Company terminated the Initial Offering on
May 22, 2007. The Company issued a total of 54,838,315 shares in the Initial Offering, including 53,909,877 shares sold in the primary offering
and 928,438 shares sold pursuant to the distribution reinvestment plan, as amended from time to time (the DRIP ), resulting in gross offering
proceeds to the Company of approximately $547.4 million.

On May 23, 2007, the Company commenced its follow-on public offering of up to 150,000,000 shares of our common stock (the Follow-on
Offering ) (collectively with the Initial Offering, the Offerings ). The Follow-on Offering includes up to 143,050,000 shares to be offered for sale
at $10.00 per share in the primary offering and up to 6,000,000 shares to be offered for sale pursuant to the Company s DRIP. As of September

30, 2008, the Company had accepted subscriptions for 120,580,963 shares of its common stock in the Follow-on Offering, resulting in gross
proceeds to the Company of approximately $1.2 billion. Combined with the gross proceeds from the Initial Offering, the Company had

aggregate gross proceeds from the Offerings of approximately $1.7 billion (including shares sold pursuant to DRIP) as of September 30, 2008,
before offering costs, selling commissions, and dealer management fees of approximately $161.8 million and before share redemptions of
approximately $8.4 million.

On September 18, 2008, the Company registered 30,000,000 additional shares to be offered pursuant to its DRIP in a Registration Statement on
Form S-3. The Company will stop offering shares under the DRIP portion of the Follow-on Offering before beginning to offer shares under the
Registration Statement on Form S-3.

As of November 10, 2008, the Company had received approximately $1.9 billion in gross offering proceeds through the issuance of

189,128,139 shares of its common stock in the Offerings (including shares sold pursuant to the DRIP). As of November 10, 2008, approximately
14.7 million shares remained available for sale to the public for an aggregate offering price of approximately $147.1 million in the Follow-on
Offering, exclusive of shares available under the DRIP. As of November 10, 2008, approximately 642,000 shares remained available for sale
under the DRIP in the Follow-on Offering. The Company has reserved the right to reallocate shares between the DRIP and the primary offering.

11
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The Company s stock is not currently listed on a national securities exchange. The Company may seek to list its stock for trading on a national
securities exchange only if a majority of its independent directors believe listing would be in the best interest of its stockholders. The Company
does not intend to list its shares at this time. The Company does not anticipate that there would be any market for its common stock until its
shares are listed for trading. In the event it does not obtain listing prior to May 22, 2017, its charter requires that it either: (1) seek stockholder
approval of an extension or amendment of this listing deadline; or (2) seek stockholder approval to adopt a plan of liquidation of the corporation.

12



Edgar Filing: Cole Credit Property Trust Il Inc - Form 10-Q

COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

Note 2 Summary of Significant Accounting Policies

Principles of Consolidation and Basis of Presentation

The condensed consolidated unaudited financial statements of the Company have been prepared in accordance with the rules and regulations of
the Securities and Exchange Commission, including the instructions to Form 10-Q and Article 10 of Regulation S-X, and do not include all of
the information and footnotes required by accounting principles generally accepted in the United States of America for complete financial
statements. In the opinion of management, the statements for the unaudited interim periods presented include all adjustments, which are of a
normal and recurring nature, necessary to present a fair presentation of the results for such periods. Results for these interim periods are not
necessarily indicative of full year results. The information included in this Form 10-Q should be read in conjunction with the Company s audited
consolidated financial statements as of and for the year ended December 31, 2007, and related notes thereto set forth in the Company s Annual
Report filed on Form 10-K.

The accompanying condensed consolidated unaudited financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All inter-company accounts and transactions have been eliminated in consolidation.

Restricted Cash and Escrowed Investor Proceeds

The Company is currently engaged in a public offering of its common stock. Included in restricted cash is escrowed investor proceeds of
approximately $2.2 million and approximately $12.7 million of offering proceeds for which shares of common stock had not been issued as of
September 30, 2008 and December 31, 2007, respectively. Additionally, restricted cash includes approximately $2.2 million as of September 30,
2008 for the contractual obligations related to an earnout agreement discussed in Note 4. There was no earnout provision as of December 31,
2007. Restricted cash also includes approximately $2.5 million and approximately $566,000 as of September 30, 2008 and December 31, 2007,
respectively, of lender reserves to be used for tenant improvements and leasing commissions. Restricted cash also includes approximately
$713,000 and $728,000 as of September 30, 2008 and December 31, 2007, respectively, which is restricted to fund capital expenditures for the
Company s real estate investment properties.

Redeemable Common Stock

The Company s share redemption program provides that all redemptions during any calendar year, including those upon death or qualifying
disability, are limited to those that can be funded with proceeds from the Company s DRIP. In accordance with Accounting Series Release No.
268, Presentation in Financial Statements of Redeemable Preferred Stock, the Company accounts for proceeds received from its DRIP as
redeemable common stock, outside of permanent equity. As of September 30, 2008 and December 31, 2007, the Company had issued
approximately 6.3 million and approximately 2.5 million shares of common stock under the DRIP, respectively, for cumulative proceeds of
approximately $59.7 million and approximately $23.8 million under its DRIP, respectively, which are recorded as redeemable common stock in
the respective condensed consolidated unaudited balance sheets, net of redemptions. As of September 30, 2008, the Company had redeemed

13
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approximately 871,000 shares of common stock for a cost of approximately $8.4 million. As of December 31, 2007, the Company had redeemed
227,000 shares of common stock for a cost of approximately $2.2 million.

Marketable Securities

Investments in marketable securities consist of investments in commercial mortgage-backed securities ( CMBS ). Statements of Financial

Accounting Standards ( SFAS ) No. 115Accounting for Certain Investments in Debt and Equity Securities ( SFAS No. 115 ), requires the
Company to classify its investments in real estate securities as trading , available-for-sale or held-to-maturity . The Company classifies its
investments as available-for-sale as the Company intends to hold its investments until maturity, however the Company may sell them prior to
their maturity. These investments are carried at estimated fair value, with unrealized gains and losses reported in accumulated other
comprehensive income (loss). Estimated fair values are based on quoted market prices, when available, or on estimates provided by independent
pricing sources or dealers who make markets in such securities. Upon the sale of a security, the realized net gain or loss is computed on a
specific identification basis.

14
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

The Company monitors its available-for-sale securities for impairments. A loss is recognized when the Company determines that a decline in the
estimated fair value of a security below its amortized cost is other-than-temporary. The Company considers many factors in determining whether
the impairment of a security is deemed to be other-than-temporary, including, but not limited to, the length of time the security has had a decline
in estimated fair value below its amortized cost, the amount of the unrealized loss, the intent and ability of the Company to hold the security for
a period of time sufficient for a recovery in value, recent events specific to the issuer or industry, external credit ratings and recent changes in
such ratings.

Unamortized premiums and discounts on securities available-for-sale are recognized in interest income on marketable securities over the
contractual life, adjusted for actual prepayments, of the securities using the effective interest method.

Reportable Segments

The Financial Accounting Standards Board ( FASB ) issued SFAS No. 131, Disclosures about Segments of an Enterprise and Related
Information, which establishes standards for reporting financial and descriptive information about an enterprise s reportable segments. The
Company s operating segments consist of commercial properties, which include activities related to investing in real estate including retail,
office, and distribution properties, and mortgage notes receivable. Although the Company s commercial properties and mortgage notes receivable
are geographically diversified throughout the United States, the chief operating decision maker evaluates operating performance on an overall
portfolio level and these properties and mortgage notes receivable have similar economic characteristics, thus the Company s properties and
mortgage notes receivable have been aggregated into one reportable segment.

Investment in Real Estate Assets

The Company continually monitors events and changes in circumstances that could indicate that the carrying amounts of its real estate and
related intangible assets may not be recoverable. Impairment losses are recorded on long-lived assets used in operations, which includes the
operating property, when indicators of impairment are present and the assets carrying amount is greater than the sum of the future undiscounted
cash flows, excluding interest expense, estimated to be generated by those assets. The Company has certain properties under operating leases
with impairment indicators. The undiscounted future operating cash flow scenarios expected from the use of the properties and related intangible
assets and their eventual disposition exceeded the carrying value of the assets as of September 30, 2008. Except as discussed in the note relating
to real estate assets held for sale, no impairment losses were recorded for the three and nine months ended September 30, 2008. The Company
recorded an impairment loss of approximately $5.4 million during the nine months ended September 30, 2007. No impairment loss was recorded
during the three months ended September 30, 2007.

Real Estate Assets Held for Sale

The Company continually monitors the performance of its properties, including their demographics, potential current capital appreciation, and
tenants and may identify properties for potential disposition based on such performance characteristics. During the three months ended June 30,
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2007, the Company identified one property based on such performance characteristics that it elected to market for sale. Therefore, as of June 30,
2007, the Company reclassified its consolidated statements of operations to reflect income and expenses for the property held for sale as
discontinued operations and reclassified its consolidated balance sheets to reflect assets related to such property as held for sale.

On February 1, 2008, the tenant of the property held for sale filed for Chapter 11 bankruptcy protection and, as a result, the Company elected to
no longer market the property for sale. Accordingly, the Company no longer classified the property as a discontinued operation within its
consolidated statements of operations or its consolidated balance sheet at December 31, 2007. The Company reclassified the property as held for
investment during the nine months ended September 30, 2008. The Company reduced the carrying value of the real estate and related intangible
assets to their estimated fair value and recorded an impairment loss of approximately $3.6 million during the nine months ended September 30,
2008. No additional impairment losses were recorded for the three months ended September 30, 2008. No assets were identified as held for sale
during the three and nine months ended September 30, 2008.

10
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

Investment in Direct Financing Leases

The Company evaluates the leases associated with its properties in accordance with SFAS No. 13, Accounting for Leases ( SFAS No. 13 ). For the
Company s real estate property leases classified as direct financing leases, the building portion of the property leases are accounted for as direct
financing leases while the land portion of these leases are accounted for as operating leases. For the direct financing leases, the Company records

an asset (net investment) representing the aggregate future minimum lease payments, estimated residual value of the leased property and

deferred incremental direct costs less unearned income. Income is recognized over the life of the lease to approximate a level rate of return on

the net investment. Residual values, which are reviewed quarterly, represent the estimated amount the Company expects to receive at lease

termination from the disposition of leased property. Actual residual values realized could differ from these estimates. Write-downs of estimated
residual value are recognized as permanent impairments in the current period. There were no write-downs recognized during the three and nine
months ended September 30, 2008 and 2007.

Investment in Mortgage Notes Receivable

Mortgage notes receivable consist of loans acquired by the Company, which are secured by real estate. Mortgage notes receivable are recorded
at stated principal amounts net of any discount or premium and deferred loan origination costs and fees. The related discounts or premiums on
mortgage notes receivable purchased are amortized or accreted over the life of the related mortgage receivable. The Company defers certain loan
origination and commitment fees, and amortizes them as an adjustment of the mortgage notes receivable s yield over the term of the related
mortgage receivable. The Company evaluates the collectibility of both interest and principal on each mortgage note receivable to determine
whether it is collectible. A mortgage note receivable is considered to be impaired, when based upon current information and events, it is
probable that the Company will be unable to collect all amounts due according to the existing contractual terms. When a mortgage note
receivable is considered to be impaired, the amount of loss is calculated as the amount that the recorded investment exceeds the greater of the
value determined by discounting the expected future cash flows at the mortgage note receivable s effective interest rate or the value of the
underlying collateral if the mortgage note receivable is collateralized. Interest income on performing mortgage note receivable is accrued as
earned. Interest income on impaired mortgage notes receivable is recognized on a cash basis. No impairment losses were recorded related to
mortgage notes receivable for the three and nine months ended September 30, 2008 and 2007.

Derivative Instruments and Hedging Activities

SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities , as amended ( SFAS No. 133 ), establishes accounting and
reporting standards for derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging activities.
Accounting for changes in the fair value of a derivative instrument depends on the intended use of the derivative instrument and the designation
of the derivative instrument. The change in fair value of the effective portion of the derivative instrument that is designated as a hedge is
recorded as other comprehensive income (loss). The changes in fair value for derivative instruments that are not designated as a hedge or that do
not meet the hedge accounting criteria of SFAS No. 133 are recorded as a gain or loss to operations.

In the normal course of business, the Company uses certain types of derivative instruments for the purpose of managing or hedging interest rate
risks. The Company entered into two interest rate cap agreements to hedge its exposure to changing interest rates on variable rate debt during the
three and nine months ended September 30, 2008. The Company entered into two interest rate cap agreements (the Cap Agreements ) for an
aggregate notional amount of approximately $70.0 million, which capped the interest rate on $70.0 million of secured debt under two loans at
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7%. In accordance with SFAS No. 133, the Company recorded the Cap Agreements in the accompanying condensed consolidated unaudited
balance sheet in prepaid expenses and other assets at fair value of approximately $185,000. Changes to fair value of the Cap Agreements
resulted in an increase of approximately $39,000 of recorded interest expense on the condensed consolidated unaudited statement of operations
for the three and nine months ended September 30, 2008. The Company had no rate cap agreements for the three and nine months ended
September 30, 2007. Neither of these agreements were designated as hedges as of September 30, 2008.

11
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements ( SFAS No. 157 ). SFAS No. 157 defines fair value, establishes a
framework for measuring fair value in GAAP and expands disclosures about fair value measurements. SFAS No. 157 emphasizes that fair value
is a market-based measurement, as opposed to a transaction-specific measurement. In February 2008, the FASB issued Staff Position No. SFAS

157-1, Application of FASB Statement Nol 57 to FASB Statement No. 13 and Other Accounting Pronouncements That Address Fair Value
Measurements for Purposes of Lease Classification or Measurement under Statement 13 ( FSP 157-1 ). FSP 157-1, which is effective upon the
initial adoption of SFAS No. 157, excludes SFAS Statement No. 13, as well as other accounting pronouncements that address fair value
measurements on lease classification or measurement under SFAS 13, from the scope of SFAS No. 157. In February 2008, the FASB issued

Staff Position No. SFAS 157-2, Effective Date of FASB Statement Nol57 ( FSP 157-2 ), which delays the effective date of SFAS No. 157 for all
nonrecurring nonfinancial assets and liabilities until fiscal years beginning after November 15, 2008. Accordingly, FSP 157-2 will be effective

for the Company beginning January 1, 2009, and all other aspects of SFAS No. 157 were effective for the Company on January 1, 2008. The
adoption of this guidance has not had a material impact on the Company s condensed consolidated unaudited financial statements.

On October 10, 2008, the FASB voted to issue Staff Position No. SFAS 157-3, Determining the Fair Value of a Financial Asset When the
Market for That Asset Is Not Active ( FSP 157-3 ). FSP 157-3 clarifies the application of SFAS No. 157 in an inactive market. The Company
calculated the fair value of the Company s financial assets in accordance with FSP 157-3.

Fair value is defined by SFAS No. 157 as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. Depending on the nature of the asset or liability, various techniques and assumptions can
be used to estimate the fair value. Financial assets and liabilities are measured using inputs from three levels of the fair value hierarchy, as
defined in SFAS No. 157. The three levels are as follows:

Level 1 Inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the Company has the ability to access at the
measurement date. An active market is defined as a market in which transactions for the assets or liabilities occur with sufficient frequency and
volume to provide pricing information on an ongoing basis.

Level 2 Inputs include quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets or liabilities
in markets that are not active (markets with few transactions), inputs other than quoted prices that are observable for the asset or liability (i.e.,
interest rates, yield curves, etc.), and inputs that derived principally from or corroborated by observable market data correlation or other means
(market corroborated inputs).

Level 3 Unobservable inputs, only used to the extent that observable inputs are not available, reflect the Company s assumptions about the
pricing of an asset or liability.
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The following describes the methods the Company uses to estimate the fair value of the Company s financial assets and liabilities:

Marketable securities The Company s marketable securities are valued using Level 3 inputs. The Company primarily uses quoted market prices
from third parties that actively participate in the CMBS market. The Company receives non-binding quotes from established financial
institutions and selects a fair value using the quotes received. Market conditions, such as interest rates, liquidity, trading activity and credit
spreads may cause significant variability to the received quotes. The Company generally does not adjust values from quotes received. If the
Company is unable to obtain quotes from third parties or if the Company believes quotes received are inaccurate, the Company estimates fair
value using internal models that primarily consider the CMBX index, expected cash flows, known and expected defaults and rating agency
reports. Changes in market conditions, as well as changes in the assumptions or methodology used to estimate fair value, could result in a
significant increase or decrease in the recorded amount of the financial asset or liability. As of September 30, 2008, no marketable securities
were valued using internal models. Significant judgment is involved in valuations and different judgments and assumptions used in
management s valuation could result in different valuations. As there continues to be significant disruptions to the financial markets, the
Company s estimates of fair value may have significant volatility.

12
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

Derivative Instruments The Company s derivative financial assets represent interest rate caps and are valued using Level 2 inputs. The fair value
of these instruments is determined using interest rate market pricing models. With the adoption of SFAS No. 157, the Company includes the
impact of credit valuation adjustments on derivatives measured at fair value.

In accordance with the fair value hierarchy described above, the following table shows the fair value of the Company s financial assets and
liabilities that are required to be measured at fair value at September 30, 2008 (in thousands):

Quoted Prices in Significant
Balance at Active Markets for Significant Other Unobservable
Identical Assets Observable Inputs Inputs
September 30,
2008 (Level 1) (Level 2) (Level 3)
Assets:
Marketable securities $23,550 $ $ $23,550
Rate cap agreements 185 185
Total Assets $23,735 $ $185 $23,550

The following table shows a reconciliation of the change in fair value for the nine months ended September 30, 2008 of the Company s financial
assets and liabilities with significant unobservable inputs (Level 3):

Net realized/ Purchases, Balance at
Balance at unrealized gains Net issuances, Transfers in
(losses) included unrealized settlements and and out of September 30,
January 1,2008  in earnings loss amortization Level 3 2008
Marketable securities $ $ $ (3,297 ) $26,847 $ $23,550

The amount of total losses for the period included in changes in net assets attributable to the change in the unrealized loss relating to assets still
held at September 30, 3008 was approximately $3.3 million.

Note 3 Real Estate Assets Under Direct Financing Leases

The components of investment in direct financing leases at September 30, 2008 and December 31, 2007, were as follows (in thousands):

September 30, 2008 December 31, 2007
Minimum lease payments receivable $31,353 $26,862
Estimated residual value of leased assets 27,854 29,696
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Deferred incremental direct costs
Unearned income (20,420 ) (17,298)
Total $38,787 $39,260

Note 4 Real Estate Acquisitions

During the nine months ended September 30, 2008, the Company acquired a 100% interest in 135 commercial properties for an aggregate
purchase price of approximately $1.1 billion. In addition to cash from net proceeds of the Offerings, the Company financed the acquisitions with
approximately $570.1 million of notes payable and borrowings from the line of credit and the assumption of mortgage loans, with a fair value
totaling approximately $99.8 million. The notes payable generally are secured by the individual property on which the loan was made. The
Company allocated the purchase price of these properties, including aggregate acquisition costs of approximately $34.8 million, to the fair
market value of the assets acquired and liabilities assumed. The Company allocated approximately $299.8 million to land, approximately $774.2
million to building and improvements, approximately $109.9 million to acquired in-place leases, approximately $60.5 million to acquired
below-market leases, and approximately $11.0 million to acquired above-market leases during the nine months ended September 30, 2008.
Additionally, during the nine months ended September 30, 2008, the Company capitalized approximately $174,000 of expenditures relating to
building and improvements, which will be depreciated over the estimated useful life of each asset.

13
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

The Company acquired two properties subject to the obligation to pay to the respective seller additional monies depending on the future leasing
and occupancy of the properties. These earnout payments are based on a predetermined formula. Each earnout agreement has a time limit
regarding the obligation to pay any additional monies. If at the end of the time period, certain space has not been leased and occupied, the
Company will not have any further obligation. Assuming all the conditions are satisfied, the Company would be obligated to pay an aggregate of
approximately $7.7 million, of which approximately $2.2 million is recorded in restricted cash and approximately $5.5 million is recorded in
accounts payable and accrued expenses in the accompanying condensed consolidated unaudited balance sheet, in accordance with the respective
purchase agreement. The Company estimated the fair value of its contingent liability based on the expected payout obligation.

Note 5 Investment in Mortgage Notes Receivable

As of September 30, 2008, the Company owned 69 mortgage notes receivable, which are secured by 43 restaurant properties and 26 retail
properties (collectively, the Mortgage Notes ). The mortgage notes receivable balance of approximately $85.6 million as of September 30, 2008
consists of the face value of the Mortgage Notes of approximately $77.2 million, an approximately $6.9 million premium, and approximately
$2.0 million of acquisition costs, net of accumulated amortization of approximately $552,000. The premium and acquisition costs will be
amortized over the terms of each respective Mortgage Note using the effective interest rate method. The Mortgage Notes mature on various

dates from August 1, 2020 to January 1, 2021. Interest and principal are due each month at interest rates ranging from 8.60% to 10.47% per
annum.

Note 6 Marketable Securities

On September 17, 2008, the Company purchased CMBS, class A-J certificates of the LB-UBS Commercial Mortgage Trust 2007 C2 (the UBS
Certificates ) with a face amount of approximately $35.2 million at a discounted price of approximately $26.3 million. The UBS Certificates are
rated AAA by Standard & Poor s Ratings Services and AAA by Fitch Ratings, have a coupon rate of 5.562% per year and are secured by a
diversified pool of commercial mortgage loans secured by commercial real estate. JP Morgan Chase Bank, N.A. provided 30-day repurchase
financing (the Repurchase Financing ) at settlement in the amount of approximately $17.4 million, with an initial interest rate of 3.50% per
annum. The marketable securities balance of approximately $23.6 million at September 30, 2008 consists of the face value of approximately
$35.2 million, less a discount of approximately $8.4 million, net of accumulated amortization of approximately $24,000, and the unrealized loss
on marketable securities of approximately $3.3 million. At September 30, 2008, the fair value of this investment was $23.6 million. The
Company recognized an unrealized loss of approximately $3.3 million related to this investment for the three and nine months ended September
30, 2008, which is included in other comprehensive loss on the accompanying condensed consolidated unaudited balance sheet and statement of
stockholders equity at September 30, 2008. The unrealized loss at September 30, 2008 was deemed to be a temporary impairment based upon

(1) the length of time and the extent to which the fair value has been less than cost, (ii) an analysis of the anticipated future cash flow from the
underlying collateral and (iii) the Company s ability and intent to retain the investment for a period of time sufficient to allow for the recovery in
the fair value. The Company determined that the unrealized loss resulted from volatility in interest rates, widening of credit spreads and other
qualitative factors relating to macro-credit conditions in the mortgage market. Additionally, as of September 30, 2008, management determined
that the subordinate CMBS tranches below the Company s CMBS investment adequately protect the Company s ability to recover the investment
and that the Company s estimates of anticipated future cash flows from the CMBS investment have not been adversely impacted by the
deterioration in the creditworthiness of the specific CMBS issuers.

The following table shows fair value and gross unrealized losses of the Company s marketable securities that are deemed temporary impairments
and the length of time that the securities have been in a continuous unrealized loss position at September 30, 2008.
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Holding Period of Gross Unrealized Losses of Marketable Securities

(in thousands)

Less than 12 months 12 Months or More
Gross Gross
Unrealized Unrealized
Fair Value Losses Fair Value Losses
$ 23,550 $ 3,297 $ $

Total

Fair Value

$ 23,550

Gross
Unrealized
Losses

$ 3297
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

Note 7 Notes Payable and Line of Credit

As of September 30, 2008, the Company had approximately $1.5 billion of debt outstanding, consisting of approximately $1.2 billion in fixed
rate mortgage loans (the Fixed Rate Debt ), approximately $187.9 million in variable rate mortgage loans (the Variable Rate Debt ),
approximately $86.0 million outstanding under a line of credit (the Credit Facility ) and approximately $17.4 million outstanding under the
Repurchase Financing. The Fixed Rate Debt has interest rates ranging from 4.29% to 6.88%, with a weighted average interest rate of
approximately 5.83%, and matures on various dates from December 2008 through August 2031. The Variable Rate Debt has interest rates that
range from LIBOR plus 195 to 325 basis points and matures on various dates from February 2009 through September 2011. Each of the notes
payable is secured by the respective property. See below for terms of the Credit Facility. The Repurchase Financing bore interest at 3.50% per
annum as of September 30, 2008.

On May 23, 2008, the Company entered into the Credit Facility, a revolving credit facility with a syndication of banks, providing up to $135.0
million of secured borrowing. The amount of the Credit Facility may be increased up to a maximum of $235.0 million, with each increase being
no less than $25.0 million. Loans under the Credit Facility bear interest at variable rates depending on the type of loan used. The variable rates
are generally equal to the one-month, two-month, three-month, or six-month LIBOR plus 180 to 210 basis points, determined by the aggregate
amount borrowed in accordance with the agreement, or 0.25% plus the greater of (i) the federal funds rate plus 0.50% or (ii) Bank of America s
prime rate. The Credit Facility matures in May 2011, with the option to extend to May 2012. As of September 30, 2008, the Company had an
outstanding balance of approximately $86.0 million, and approximately $49.0 million was available, under the Credit Facility. The Credit
Facility contains customary affirmative, negative and financial covenants, representations, warranties and borrowing conditions. The amounts
drawn on the Credit Facility are secured by an assignment of 100% of Cole OP II s equity interests in the assets of certain of its subsidiary
limited liability companies in a designated collateral pool. The notes payable are generally non-recourse to the Company and Cole OP II, but
both are liable for customary non-recourse carveouts.

During the nine months ended September 30, 2008, the Company issued or assumed approximately $525.5 million of notes payable secured by
real estate assets, of which approximately $287.1 million was fixed rate debt which bore interest at rates ranging from 4.29% to 6.80%, with a
weighted average interest rate of approximately 5.68%, and approximately $238.4 million was variable rate debt, which bore interest at the one
month LIBOR rate plus 195 to 325 basis points. In addition, the Company received approximately $17.4 million from the Repurchase Financing.
During the nine months ended September 30, 2008, the Company borrowed approximately $146.0 million from the Credit Facility and
subsequently repaid approximately $60.0 million. In addition, the Company repaid approximately $9.5 million of fixed rate debt and
approximately $121.8 million of variable rate debt and terminated three outstanding lines of credit by repaying the total outstanding balance of

approximately $43.5 million under those lines of credit.

Note 8 Commitments and Contingencies

Litigation

In the ordinary course of business, the Company may become subject to litigation or claims. There are no material legal proceedings pending or
known to be contemplated against us.
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Environmental Matters

In connection with the ownership and operation of real estate, the Company potentially may be liable for costs and damages related to
environmental matters. As of September 30, 2008, the Company owned certain properties that are subject to environmental remediation. In each
case, the seller of the property, the tenant of the property and/or another third party has been identified as the responsible party for environmental
remediation costs related to the property. Additionally, in connection with the purchase of certain of the properties, the respective sellers and/or
tenants have indemnified the Company against future remediation costs. The Company does not believe that the environmental matters
identified at such properties will have a material adverse effect on its consolidated results of operations, nor is it aware of any environmental
matters at other properties which it believes will have a material adverse effect on its consolidated results of operations.
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

Note 9 Related-Party Transactions and Arrangements

Certain affiliates of the Company receive, and will continue to receive fees and compensation in connection with the Offerings, and the
acquisition, management and sale of the assets of the Company. Cole Capital Corporation ( Cole Capital ), the affiliated dealer manager, receives,
and will continue to receive, a selling commission of up to 7.0% of gross offering proceeds, before reallowance of commissions earned by
participating broker-dealers, in connection with the Follow-on Offering. Cole Capital intends to reallow 100% of commissions earned to
participating broker-dealers. In addition, Cole Capital receives, and will continue to receive, 2.0% of gross offering proceeds, before reallowance
to participating broker-dealers, as a dealer-manager fee, in connection with the Follow-on Offering. Cole Capital, in its sole discretion, may
reallow all or a portion of its dealer-manager fee to such participating broker-dealers as a marketing and due diligence expense reimbursement,
based on factors such as the volume of shares sold by such participating broker-dealers and the amount of marketing support provided by such
participating broker-dealers. No selling commissions or dealer-manager fees are paid to Cole Capital or other broker-dealers in respect to shares
sold under the DRIP. During the three and nine months ended September 30, 2008, the Company paid approximately $25.6 million and
approximately $69.5 million, respectively, to Cole Capital for commissions and dealer manager fees, of which approximately $21.5 million and
approximately $57.9 million, respectively, was reallowed to participating broker-dealers. During the three and nine months ended September 30,
2007, the Company paid approximately $14.6 million and approximately $38.6 million, respectively, to Cole Capital for selling commissions
and dealer manager fees, of which approximately $12.3 million and approximately $33.2 million, respectively, was reallowed to participating
broker-dealers.

All organization and offering expenses associated with the sale of the Company s common stock (excluding selling commissions and the
dealer-manager fee) are paid for by Cole Advisors II or its affiliates and are reimbursed by the Company up to 1.5% of gross offering proceeds.
During the three and nine months ended September 30, 2008, the Company reimbursed Cole Advisors IT approximately $2.5 million and
approximately $5.0 million, respectively, for organization and offering expenses of the Offerings. During the three and nine months ended
September 30, 2007, the Company reimbursed Cole Advisors II approximately $1.8 million and approximately $3.7 million, respectively, for
organization and offering expenses of the Offerings.

Cole Advisors II or its affiliates also receive acquisition and advisory fees of up to 2.0% of the contract purchase price of each asset for the
acquisition, development or construction of properties and will be reimbursed for acquisition costs incurred in the process of acquiring
properties, so long as the total acquisition fees and expenses relating to the transaction does not exceed 4.0% of the contract purchase price. The
Company expects acquisition expenses to be approximately 0.5% of the purchase price of each property. During the three and nine months
ended September 30, 2008, the Company paid an affiliate of Cole Advisors II approximately $14.0 million and approximately $22.4 million,
respectively, for acquisition fees. During the three and nine months ended September 30, 2007, the Company paid an affiliate of Cole Advisors
I approximately $8.1 million and approximately $20.5 million, respectively, for acquisition fees.

If Cole Advisors II provides services in connection with the origination or refinancing of any debt financing obtained by the Company that is
used to acquire properties or to make other permitted investments, or that is assumed, directly or indirectly, in connection with the acquisition of
properties, the Company will pay Cole Advisors II or its affiliates a financing coordination fee equal to 1% of the amount available under such
financing; provided however, that Cole Advisors II or its affiliates shall not be entitled to a financing coordination fee in connection with the
refinancing of any loan secured by any particular property that was previously subject to a refinancing in which Cole Advisors II or its affiliates
received such a fee. Financing coordination fees payable from loan proceeds from permanent financing will be paid to Cole Advisors II or its
affiliates as the Company acquires such permanent financing. However, no finance coordination fees will be paid on loan proceeds from any line
of credit until such time as all net offering proceeds have been invested by the Company. During the three and nine months ended September 30,
2008, the Company paid Cole Advisors II approximately $2.9 million and approximately $3.9 million, respectively, for finance coordination
fees. During the three and nine months ended September 30, 2007, the Company paid Cole Advisors II approximately $2.1 million and
approximately $6.3 million, respectively, for finance coordination fees.

27



Edgar Filing: Cole Credit Property Trust Il Inc - Form 10-Q

28



Edgar Filing: Cole Credit Property Trust Il Inc - Form 10-Q

COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

The Company pays, and expects to continue to pay, to Cole Realty Advisors, Inc. ( Cole Realty Advisors ), its affiliated property manager, fees
for the management and leasing of the Company s properties. Such fees equaled 2.0% for single-tenant properties and 4.0% for multi-tenant
properties of gross revenues plus leasing commissions at prevailing market rates during the three and nine months ended September 30, 2008. In
accordance with the property management agreement, the Company may pay Cole Realty Advisors up to (i) 2.0% of gross revenues from the
Company s single tenant properties and (ii) 4.0% of gross revenues from the Company s multi-tenant properties, plus leasing commissions at
prevailing market rates; provided however, that the aggregate of all property management and leasing fees paid to affiliates plus all payments to
third parties will not exceed the amount that other nonaffiliated management and leasing companies generally charge for similar services in the
same geographic location. Cole Realty Advisors may subcontract its duties for a fee that may be less than the fee provided for in the property
management agreement. During the three and nine months ended September 30, 2008, the Company paid to Cole Realty Advisors approximately
$519,000 and approximately $1.9 million, respectively, for property management fees. During the three and nine months ended September 30,
2007, the Company paid to Cole Realty Advisors approximately $494,000 and approximately $1.0 million, respectively, for property
management fees.

The Company pays to Cole Advisors II an annualized asset management fee of 0.25% of the aggregate asset value of the Company s assets (the

Asset Management Fee ). The fee is payable monthly in an amount equal to 0.02083% of aggregate asset value as of the last day of the
immediately preceding month. During the three and nine months ended September 30, 2008, the Company paid to Cole Advisors 11
approximately $1.6 million and approximately $4.1 million, respectively, for asset management fees. During the three and nine months ended
September 30, 2007, the Company paid to Cole Advisors II approximately $778,000 and approximately $1.6 million, respectively, for asset
management fees.

If Cole Advisors II or its affiliates provides a substantial amount of services, as determined by the Company s independent directors, in
connection with the sale of one or more properties, the Company will pay Cole Advisors II up to one-half of the brokerage commission paid, but
in no event to exceed an amount equal to 2% of the sales price of each property sold. In no event will the combined real estate commission paid
to Cole Advisors 11, its affiliates and unaffiliated third parties exceed 6% of the contract sales price. In addition, after investors have received a
return of their net capital contributions and an 8% annual cumulative, non-compounded return, then Cole Advisors II is entitled to receive 10%
of the remaining net sale proceeds. During the three and nine months ended September 30, 2008 and 2007, the Company did not pay any fees or
amounts to Cole Advisors II relating to the sale of properties.

Upon listing of the Company s common stock on a national securities exchange, a fee equal to 10% of the amount by which the market value of
the Company s outstanding stock plus all distributions paid by the Company prior to listing, exceeds the sum of the total amount of capital raised
from investors and the amount of cash flow necessary to generate an 8% annual cumulative, non-compounded return to investors will be paid to
Cole Advisors II (the Subordinated Incentive Listing Fee ).

Upon termination of the advisory agreement with Cole Advisors II, other than termination by the Company because of a material breach of the
advisory agreement by Cole Advisors II, a performance fee of 10% of the amount, if any, by which (i) the appraised asset value at the time of
such termination plus total distributions paid to stockholders through the termination date exceeds (ii) the aggregate capital contribution
contributed by investors less distributions from sale proceeds plus payment to investors of an 8% annual, cumulative, non-compounded return on
capital. No subordinated performance fee will be paid to the extent that the Company has already paid or become obligated to pay Cole Advisors
II a subordinated participation in net sale proceeds or the Subordinated Incentive Listing Fee.
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The Company will reimburse Cole Advisors II for all expenses it paid or incurred in connection with the services provided to the Company,
subject to the limitation that the Company will not reimburse Cole Advisors II for any amount by which its operating expenses (including the
Asset Management Fee) at the end of the four preceding fiscal quarters exceeds the greater of (i) 2% of average invested assets, or (ii) 25% of
net income other than any additions to reserves for depreciation, bad debts or other similar non-cash reserves and excluding any gain from the
sale of assets for that period, unless the Company s independent directors find that a higher level of expense is justified for that year based on
unusual and non-recurring factors. The Company will not reimburse Cole Advisors II for personnel costs in connection with services for which
Cole Advisors II receives acquisition fees or real estate commissions. During the three and nine months ended September 30, 2008 and 2007, the
Company did not reimburse Cole Advisors II for any such costs.
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

As of September 30, 2008, the Company had approximately $13,000 payable to Cole Advisors II, which generally consisted of dues collected on
behalf of tenants for a property owners association managed by Cole Advisors II. As of December 31, 2007, the Company had approximately
$1.5 million payable to Cole Advisors II, which generally consisted of acquisition and finance coordination fees and reimbursement of
organization and offering costs. These amounts are included the accompanying condensed consolidated unaudited balance sheet in accounts
payable and accrued expenses.

On March 25, 2008, Cole OP II borrowed approximately $16.0 million from Series B, LLC and approximately $16.0 million from Series C,
LLC, each of which are affiliates of the Company and the Company s advisor, by executing two promissory notes that were secured by the
membership interest held by Cole OP II in certain wholly-owned subsidiaries of Cole OP II. The loan proceeds were used to acquire properties
with a purchase price of approximately $63.6 million, exclusive of closing costs. The loan bore interest at variable rates equal to the one-month
LIBOR rate plus 200 basis points with monthly interest-only payments. The Company repaid approximately $32.0 million of the aforementioned
loans in May 2008. During the three months ended September 30, 2008, no interest expense was incurred for related party transactions. During
the nine months ended September 30, 2008, Cole OP II incurred approximately $278,000 in interest expense to affiliates under the
aforementioned loans. During the three and nine months ended September 30, 2007, no interest expense was incurred for related party
transactions. The Company s board of directors, including all of the independent directors, approved the loans as fair, competitive and
commercially reasonable, and determined that their terms were no less favorable to the Company than loans between unaffiliated third parties
under the same circumstances.

On September 30, 2008, Cole OP II acquired a portfolio of 12 properties or investments therein from Cole Credit Property Fund, LP, an affiliate
of the Company and the Company s advisor, for approximately $54.8 million, and a portfolio of ten properties from Cole Credit Property Fund II,
LP, an affiliate of the Company and the Company s advisor, for approximately $66.5 million. These acquisitions were funded by net proceeds
from the Follow-on Offering and the assumption of 22 loans, secured by the properties, with a face value totaling approximately $68.6 million
and a fair value totaling approximately $68.0 million. The Company s board of directors, including all of the independent directors, not otherwise
interested in the transaction, approved the transaction as being fair and reasonable to the Company, at a price in excess of the cost to Cole Credit
Property Fund, LP and Cole Credit Property Fund II, LP. Substantial justification existed for such excess as such excess was reasonable and the
costs of the interests did not exceed its then current fair market value as determined by an independent appraiser approved by the Company s
independent directors. During the three and nine months ended September 30, 2007, Cole OP II acquired no properties from affiliates of the
Company or the Company s advisor.

Note 10 Economic Dependency

Under various agreements, the Company has engaged or will engage Cole Advisors II and its affiliates to provide certain services that are
essential to the Company, including asset management services, supervision of the management and leasing of properties owned by the
Company, asset acquisition and disposition decisions, the sale of shares of the Company s common stock available for issue, as well as other
administrative responsibilities for the Company including accounting services and investor relations. As a result of these relationships, the
Company is dependent upon Cole Advisors II and its affiliates. In the event that these companies were unable to provide the Company with the
respective services, the Company would be required to find alternative providers of these services.

Note 11 New Accounting Pronouncements
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In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities an amendment to FASB
Statement No. 133 ( SFAS No. 161 ). SFAS No. 161 requires additional disclosures about an entity s derivative and hedging activities including,
descriptions of how and why the entity uses derivative instruments, how such instruments are accounted for under SFAS No. 133, Accounting

for Derivatives Instruments and Hedging Activities , and how derivative instruments affect the entity s financial position, operations, and cash
flow. SFAS No. 161 is effective for financial statements issued for fiscal years beginning after November 15, 2008. The Company has not
determined what impact, if any, the adoption of SFAS No. 161 will have on its consolidated financial statements.
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

In April 2008, the FASB issued FSP FAS 142-3, Determination of the Useful Life of Intangible Assets ( FSP FAS 142-3 ), which amends the
factors that entities should consider in developing renewal or extension assumptions used in determining the useful life of a recognized

intangible asset under Statement 142, Goodwill and Other Intangible Assets . FSP FAS 142-3 is effective for financial statements issued for fiscal
years beginning after December 15, 2008, and interim periods within those fiscal years. The Company believes FSP FAS 142-3 will have no
material impact on its consolidated financial statements.

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles ( SFAS No. 162 ). SFAS No. 162
identifies the sources of accounting principles and the framework for selecting the principles to be used in the preparation of financial statements
of nongovernmental entities that are presented in conformity GAAP. SFAS No. 162 is effective 60 days following the SEC s approval of the
Public Company Accounting Oversight Board amendments to AU Section 411, The Meaning of Present Fairly in Conformity with Generally
Accepted Accounting Principles . The Company does not expect the application of SFAS No. 162 to result in a change to the Company s current
practices.

Note 12 Independent Directors Stock Option Plan

The Company has a stock option plan, the Independent Director s Stock Option Plan (the IDSOP ), which authorizes the grant of non-qualified
stock options to the Company s independent directors, subject to the absolute discretion of the board of directors and the applicable limitations of
the plan. The Company intends to grant options under the IDSOP to each qualifying director annually. Such options generally vest within one
year from the date of grant. The exercise price for the options granted under the IDSOP was $9.15 per share for 2005 and 2006 and $9.10 per
share for 2007 and 2008. It is intended that the exercise price for future options granted under the IDSOP will be at least 100% of the fair market
value of the Company s common stock as of the date the option is granted. As of September 30, 2008 and December 31, 2007, the Company had
granted options to purchase 40,000 and 30,000 shares, respectively. As of September 30, 2008, 30,000 shares were vested. A total of 1,000,000
shares have been authorized and reserved for issuance under the IDSOP. On January 1, 2006, we adopted SFAS No. 123 (revised 2004),

Share-Based Payment ( SFAS No. 123R ), which requires the measurement and recognition of compensation expense for all share-based payment
awards made to employees and directors, including stock options related to the IDSOP, based on estimated fair values. The Company adopted
SFAS No. 123R using the modified prospective application. Accordingly, prior period amounts were not restated.

During the three and nine months ended September 30, 2008, the Company recorded stock-based compensation charges of approximately

$2,000 and approximately $6,000, respectively. During the three and nine months ended September 30, 2007, the Company recorded

stock-based compensation charges of approximately $9,000 and approximately $31,000, respectively. Stock-based compensation expense is
based on awards ultimately expected to vest and reduced for estimated forfeitures. SFAS No. 123R requires forfeitures to be estimated at the
time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. The Company s calculations do not
assume any forfeitures.

During the three months ended September 30, 2008, no options to purchase shares were granted, options for 10,000 shares became vested, and
no options were forfeited or exercised. During the nine months ended September 30, 2008, options to purchase 10,000 shares at $9.10 per share
were granted, options for 10,000 shares became vested, and no options were forfeited or exercised. During the three months ended September
30, 2007, options to purchase 10,000 shares at $9.10 per share were granted, and no options became vested, were forfeited, or were exercised.
During the nine months ended September 30, 2007, options for 10,000 shares became vested, 10,000 options were granted at $9.10 per share,
and no options were forfeited or exercised. As of September 30, 2008, options to purchase 40,000 shares at a weighted average exercise price of
$9.13 per share remained outstanding with a weighted average contractual remaining life of approximately eight years. As of September 30,
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2008, there was approximately $5,000 of total unrecognized compensation cost related to unvested share-based compensation awards granted
under the IDSOP. That cost is expected to be recognized through June 30, 2009.
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COLE CREDIT PROPERTY TRUST II, INC.
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS (Continued)

September 30, 2008

Note 13 Subsequent Events

Sale of Shares of Common Stock

As of November 10, 2008, the Company had received approximately $1.9 billion in gross offering proceeds through the issuance of 189,128,139
shares of its common stock in the Offerings (including shares sold pursuant to the DRIP). As of November 10, 2008, approximately 14.7 million
shares remained available for sale to the public for an aggregate offering price of approximately $147.1 million in the Follow-on Offering,
exclusive of shares available under the DRIP. As of November 10, 2008, approximately 134.3 million shares had been sold in the Follow-on
Offering (including shares sold pursuant to the DRIP).

Real Estate Acquisitions

Subsequent to September 30, 2008, the Company acquired a 100% interest in 195 commercial properties and an 85% interest in one property for
an aggregate purchase price of approximately $206.7 million. The acquisitions were acquired with the use of cash from net proceeds of the
Follow-On Offering, borrowings from the Credit Facility, assumption of approximately $72.4 million of notes payable and available cash. The
Company allocated the purchase price of these properties, including aggregate acquisitions costs, to the fair market value of the assets acquired
and liabilities assumed.

Notes Payable

Subsequent to September 30, 2008, the Company issued or assumed notes payable, totaling $104.4 million, of which, $72.4 million was fixed
rate debt that bears interest between 6.0% and 7.22% and matures between May 2015 and December 2025, and $32.0 million was variable rate
debt that bears interest at the 30-day LIBOR rate plus 250 basis points and matures October 2012. On November 4, 2008, the Company entered
into an interest rate swap agreement that swapped the variable interest rate associated with the $32.0 million variable rate debt with a fixed
interest rate of 6.2%. The Company borrowed $45.0 million from the Credit Facility subsequent to September 30, 2008. As of November 10,
2008, approximately $3.5 million was available for borrowing under the Credit Facility. On October 14, 2008, the Company renewed the
Repurchase Financings in the amount of approximately $13.2 million, with an interest rate of 5.66%.

Marketable Securities

On October 20, 2008, the Company purchased commercial mortgage backed securities, class A3 certificates of the JPMCC 08-C2 (the JPM
Certificates ) with a face amount of $18.5 million at a discounted price of approximately $15.1 million. The JPM Certificates are rated Aaa by
Moody s Ratings Services and AAA by Fitch Ratings with a coupon rate of 6.288% per year and are secured by a diversified pool of commercial
mortgage loans secured by commercial real estate. JP Morgan Chase Bank, N.A. provided 60-day repurchase financing at settlement in the
amount of approximately $10.6 million, with an initial interest rate of 5.16% per annum.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our condensed
consolidated unaudited financial statements, the notes thereto, and the other unaudited financial data included elsewhere in this Form 10-Q. The
following discussion should also be read in conjunction with our audited consolidated financial statements, and the notes thereto, and

Management s Discussion and Analysis of Financial Condition and Results of Operations included in our Annual Report on Form 10-K for the
year ended December 31, 2007. The terms we, us, our andthe Company refer to Cole Credit Property Trust II, Inc.

Forward-Looking Statements

Except for historical information, this section contains certain forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995, including discussion and analysis of our financial condition and our subsidiaries, our anticipated capital expenditures,

amounts of anticipated cash distributions to our stockholders in the future and other matters. These forward-looking statements are not historical

facts but are the intent, belief or current expectations of our management based on their knowledge and understanding of our business and

industry. Words such as may, will, anticipates, expects, intends, plans, believes, seeks, estimates, would, could, should
variations and similar expressions are intended to identify forward-looking statements. All statements not based on historical fact are forward

looking statements. These statements are not guarantees of future performance and are subject to risks, uncertainties and other factors, some of

which are beyond our control, are difficult to predict and could cause actual results to differ materially from those expressed or implied in the
forward-looking statements.

Forward-looking statements that were true at the time they were made may ultimately prove to be incorrect or false. Investors are cautioned not
to place undue reliance on forward-looking statements, which reflect our management s views only as of the date of this Quarterly Report on
Form 10-Q. We undertake no obligation to update or revise forward-looking statements to reflect changed assumptions, the occurrence of
unanticipated events or changes to future operating results. Factors that could cause actual results to differ materially from any forward-looking
statements made in this Quarterly Report on Form 10-Q include, among others, changes in general economic conditions, changes in real estate
conditions, construction costs that may exceed estimates, construction delays, inability to obtain real estate financing, increases in interest rates,
lease-up risks, inability to obtain new tenants upon the expiration of existing leases, and the potential need to fund tenant improvements or other
capital expenditures out of operating cash flows. The forward-looking statements should be read in light of the risk factors identified in the Risk
Factors section of our Annual Report on Form 10-K for the year ended December 31, 2007 and the Risk Factors section of the registration
statement relating to the Follow-on Offering (SEC Registration No. 333-138444), as supplemented and amended, each as filed with the
Securities and Exchange Commission.

Management s discussion and analysis of financial condition and results of operations are based upon our condensed consolidated unaudited
financial statements, which have been prepared in accordance with accounting principles generally accepted in the United States of America

( GAAP ). The preparation of these financial statements requires our management to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On a regular basis, we evaluate
these estimates. These estimates are based on management s historical industry experience and on various other assumptions that are believed to
be reasonable under the circumstances. Actual results may differ from these estimates.

Overview

We commenced our principal operations on September 23, 2005, when we issued the initial 486,000 shares of common stock in the Initial
Offering. Prior to such date, we were considered a development stage company.
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Our operating results and cash flows are primarily influenced by rental income from our commercial properties and interest expense on our
property acquisition indebtedness. Rental income accounted for approximately 89% of total revenue during the three an