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PART I

Unless context requires otherwise, references in this Annual Report on Form 10-K to the terms "registrant," the
"Company," "Spirit," "Spirit Realty Capital,” "we" or "us" refer to Spirit Realty Capital, Inc. and its consolidated
subsidiaries.

The following discussion relates to our consolidated financial statements and should be read in conjunction with the
consolidated financial statements and notes thereto appearing elsewhere in this Annual Report on Form 10-K.
Statements contained in Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” that are not historical facts may be forward-looking statements. Such statements are subject to certain risks
and uncertainties, which could cause actual results to differ materially from those projected. Some of the information
presented is forward-looking in nature, including information concerning projected future occupancy rates, rental rate
increases, property development timing and investment amounts. Although the information is based on our current
expectations, actual results could vary from expectations stated in this report. Numerous factors will affect our actual
results, some of which are beyond our control. These include the breadth and duration of the current economic
situation and its impact on our tenants, the strength of commercial and industrial real estate markets, market
conditions affecting tenants, competitive market conditions, interest rate levels, volatility in our stock price and capital
market conditions. You are cautioned not to place undue reliance on this information, which speaks only as of the date
of this report. We assume no obligation to update publicly any forward-looking information, whether as a result of
new information, future events, or otherwise, except to the extent we are required to do so in connection with our
ongoing requirements under federal securities laws to disclose material information. For a discussion of important
risks related to our business, and related to investing in our securities, including risks that could cause actual results
and events to differ materially from results and events referred to in the forward-looking information, see Item 1A.
“Risk Factors - Special Note Regarding Forward-Looking Statements” and Item 7. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations - Liquidity and Capital Resources.” In light of these risks,
uncertainties and assumptions, the forward-looking events discussed in this Annual Report on Form 10-K might not
occur.

Available Information

Spirit Realty Capital, Inc.'s principal executive offices are located at 16767 North Perimeter Dr., Suite 210, Scottsdale,
Arizona 85260. Our telephone number at that location is 480-606-0820. We maintain an Internet Web site at
www.spiritrealty.com. On the Investor Relations page on our Web site, we post the following filings as soon as
reasonably practicable after they are electronically filed with or furnished to the U.S. Securities and Exchange
Commission (the "SEC"): our Annual Report on Form 10-K, our Quarterly Reports on Form 10-Q, our Current
Reports on Form 8-K, and the Section 16 filings of our directors and officers as well as any amendments to those
reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”). All such filings on our Investor Relations page of our Web site are available to be viewed free of
charge. Also available on our Web site, free of charge, are our corporate governance guidelines, the charters of the
nominating and corporate governance, audit and compensation committees of our board of directors and our code of
business conduct and ethics (which applies to all directors and employees, including our principal executive officer,
principal financial officer and principal accounting officer).

Information contained on or hyperlinked from our Web site is not incorporated by reference into and should not be
considered part of this Annual Report on Form 10-K or our other filings with the SEC. A copy of this Annual Report
on Form 10-K is available without charge upon written request to: Investor Relations, Spirit Realty Capital, Inc.,
16767 North Perimeter Dr., Suite 210, Scottsdale, Arizona 85260. All reports we file with the SEC are available free
of charge on the SEC's Web site at www.sec.gov. In addition, the public may read and copy materials we file with the
SEC at the SEC’s public reference room located at 100 F Street, N.E., Washington, D.C. 20549. Shares of our common
stock are traded on the New York Stock Exchange ("NYSE") under the symbol “SRC.”
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Item 1. Business

The Company

Spirit Realty Capital, Inc., a Maryland Corporation, 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 to tenants operating within retail, office and industrial property types.
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As of December 31, 2014, our undepreciated gross investment in real estate and loans totaled approximately $8.04
billion, representing investments in 2,509 properties, including properties securing our mortgage loans. Of this
amount, 98.6% consisted of our gross investment in real estate, representing ownership of 2,364 properties, and the
remaining 1.4% consisted primarily of commercial mortgage loans receivable secured by 145 real properties.

As of December 31, 2014, our owned properties were approximately 98.4% occupied (based on number of properties),
and our leases had a weighted average non-cancelable remaining lease term (based on rental revenue) of
approximately 10.8 years. Our leases are generally long-term, typically with non-cancelable initial terms of 15 to 20
years and tenant renewal options for additional terms. As of December 31, 2014, approximately 89% of our
single-tenant leases (based on rental revenue) provided for increases in future annual base rent. See Item 2. "Properties
- Our Real Estate Investment Portfolio" for further information on our properties and tenants.

Our operations are carried out through an operating partnership, Spirit Realty, L.P. (the “Operating Partnership™). Spirit
General OP Holdings, LLC, one of our wholly-owned subsidiaries, is the sole general partner and owns 1.0% of the
Operating Partnership. Spirit Realty Capital and a wholly-owned subsidiary are the only limited partners and together
own the remaining 99.0% of the Operating Partnership.

Although the Operating Partnership is wholly-owned by us, in the future, we may issue partnership interests in the
Operating Partnership to third parties in exchange for assets owned by such third parties. In general, any partnership
interests of the Operating Partnership issued to third parties would be exchangeable for cash or, at our election, shares
of our common stock at specified ratios set when partnership interests in the Operating Partnership are issued.

As of December 31, 2014, we had 73 employees, as compared to 59 employees as of December 31, 2013. None of
these employees are represented by a labor union.

History

We began operations through a predecessor legal entity in 2003. We became a public company in December 2004 and
were subsequently taken private in August 2007 by a consortium of private investors. On September 25, 2012, we
completed our initial public offering (the “IPO”) of 33.35 million shares of common stock (including shares issued on
October 1, 2012 pursuant to the underwriters’ option to purchase additional shares).

On July 17, 2013, we completed the acquisition of Cole Credit Property Trust II, Inc. ("Cole II") through a transaction
in which our prior legal entity merged into the Cole II legal entity (the "Merger"). Our board of directors (including
two additional members designated by Cole II) and executive team managed the surviving entity, which was renamed
Spirit Realty Capital, Inc. and began trading on the NYSE under the "SRC" symbol. Cole II was the "legal acquirer" in
the Merger for certain legal and regulatory matters and Spirit Realty Capital was deemed the "accounting acquirer” in
the Merger for accounting and financial reporting purposes, including the financial information set forth herein.
Business and Growth Strategies

Our objective is to maximize stockholder value by seeking superior risk-adjusted returns with an emphasis on stable
rental revenue, primarily by investing in and managing a portfolio of single-tenant, operationally essential real estate
throughout the United States that is generally leased on a long-term, triple-net basis. We generate our revenue
primarily by leasing our properties to our tenants. We operate in one reporting segment. See Item 2. "Properties" for
property information and Item 6. "Selected Financial Data" for additional financial and asset information.
Single-tenant, operationally essential real estate consists of properties that are generally free-standing, commercial real
estate facilities where our tenants conduct 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 other loans. We view our operations as one segment consisting of leased
properties. We intend to pursue our objective through the following business and growth strategies:
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Focus on Small and Middle Market Companies. We primarily focus on investing in properties that we net lease to
small and middle market companies that we determine have attractive credit characteristics and stable operating
histories, but who may not carry a credit rating from a rating agency. This strategy offers us the opportunity to achieve
superior risk-adjusted returns when coupled with our intensive credit and real estate analysis, lease

4




Edgar Filing: Spirit Realty Capital, Inc. - Form 10-K

Table of Contents

structuring and ongoing portfolio management. 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. 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.

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. In particular, our underwriting
and risk management processes emphasize the following:

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.

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 December 31, 2014, we had 105 active master leases with portfolios of leased properties ranging
from 2 to 191 and a weighted average non-cancelable remaining lease term (based on rental revenues) of 13.6 years.
Master lease revenues contributed approximately 45% of our rental revenues. One master lease, consisting of 112
properties, contributed 12.3% of our rental revenues, and our smallest master lease, consisting of 2 properties,
contributed less than 1% of our rental revenues. As of December 31, 2014, the majority of our master leases include
between two and eight properties.
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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. We seek to measure these risks through various processes, including the use of a credit
modeling product that we license from Moody’s Analytics that estimates the performance of the leased properties
relative to rental payments due under the leases, and a 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. Since our inception, our occupancy has never been below 96.1%
(based on number of properties), despite the economic downturn of 2008 through 2010.

Portfolio Diversification. We monitor and manage the diversification of our real estate investment portfolio in order to
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 made, and may make investments in the future 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.

Enhance Our Portfolio through Contractual Growth. Approximately 89% of our single-tenant properties (based on
rental revenue) contain contractual provisions that increase the rental revenue over the term of 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 consumer price index ("CPI") over a specified period, or (b) a fixed percentage, typically 1% to 2% per
year.

Selectively Grow Our Portfolio through Acquisitions. We plan to selectively make acquisitions that we believe will
contribute to our business objective. We believe there will be ample acquisition opportunities in the single-tenant
market fitting our underwriting and acquisition criteria, which may include improving our portfolio’s tenant, industry
and geographic diversification, among other rationale. Acquisitions of such properties or portfolios may be subject to
existing indebtedness or to new indebtedness which may be incurred in connection with acquiring or refinancing these
investments.

Deleverage Our Portfolio. A significant amount of our debt is 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 $180.9 million prior to January 1, 2020. We may also selectively
reduce our indebtedness using cash from operations in excess of our distributions or proceeds from equity offerings.
We may also strategically replace or refinance certain indebtedness with proceeds from new borrowings that represent
a lower cost of capital. We believe contractual rent growth, selective growth through acquisitions and the ongoing
deleveraging of our portfolio will contribute to our cash available for distributions.

Disciplined Disposition of Select Assets. We typically retain and manage real estate assets that fit within our
investment criteria, which criteria are subject to change without notice to or vote by our stockholders. Additionally,
management may elect to dispose of assets when it believes appropriate in view of our business objective, considering
criteria including, but not limited to, tenant concentration, tenant credit quality, unit financial performance, local
market conditions and lease rates, associated indebtedness, asset location, tenant operation type (e.g., industry, sector,
or concept/brand), and asset zoning, as well as potential capital appreciation, potential uses of proceeds and tax
considerations, among others.

Financing Strategy
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Our long-term financing strategy is to maintain a leverage profile that creates operational flexibility and generates
superior risk-adjusted returns for our stockholders. We intend to employ prudent amounts of equity and debt financing
as a means of providing additional funds for the acquisition of assets, to refinance existing debt or for general
corporate purposes.

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
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and maturity), our cost of equity capital and our assessment of the particular asset’s risk. Historically, a significant
portion of our debt has consisted of long-term borrowings secured by specific real estate assets or, more typically,
pools of real estate assets.

We also utilize our asset-backed securitization platform to raise capital through the issuance of non-recourse net-lease
mortgage notes collateralized by commercial real estate, net-leases and mortgage loans (the “Spirit Master Funding
Program”).

We anticipate that we will continue to use a number of different sources to finance our acquisitions and operations
going forward, including cash from operations and dispositions of assets, issuance of debt securities (including from
our Spirit Master Funding Program), funds available under the Credit Facility, private financings (such as bank credit
facilities, which may or may not be secured by our assets), property-level mortgage debt, issuances of common or
preferred equity or partnership interests in our Operating Partnership 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.

Recent Developments
Financing Activities
Spirit Master Funding Program

In May 2014, we completed an offer to exchange the outstanding principal balance of three series of existing net-lease
mortgage notes for three series of newly issued notes (the “Exchange Offer”) in one of the two securitization trusts
within our Spirit Master Funding Program. The revisions to this trust (Master Trust 2014), in connection with the
issuance of the new notes, generally provide the Company more administrative flexibility as property manager and
special servicer.

In November 2014, the existing issuers under Master Trust 2014 and two additional indirect wholly-owned
subsidiaries of ours, collectively as co-issuers, completed the issuance of $510.0 million aggregate principal amount
of net-lease mortgage notes comprised of $150.0 million of 3.50% interest only notes expected to be repaid in January
2020 and $360.0 million of 4.63% amortizing notes (interest only through November 2017) expected to be repaid in
January 2030. Net proceeds from this offering were used to fund acquisitions and for general corporate purposes.

Convertible Notes and Equity Offerings

In May 2014, the Company completed registered offerings of $402.5 million aggregate principal amount of 2.875%
Convertible Senior Notes due 2019 and $345.0 million aggregate principal amount 3.75% Convertible Senior Notes
due 2021 (collectively the “Convertible Notes”). The Convertible Notes sold in the offering include $52.5 million of the
2019 Notes and $45.0 million of the 2021 Notes sold pursuant to the underwriters’ option to purchase additional
Convertible Notes (the “Convertible Notes Offering”).

Concurrent with the Convertible Notes Offering in May 2014, we completed a registered offering of 26.45 million
shares of our common stock, par value $0.01 per share, including shares issued pursuant to the underwriters’ option to
purchase additional shares (the “Common Stock Offering”).

Net proceeds of $726.2 million from the Convertible Notes Offering and $271.2 million from the concurrent Common
Stock Offering were used to extinguish $509.8 million of senior mortgage notes, $488.7 million of which related to
the Shopko defeasance discussed below, and redeem $18.0 million of net-lease mortgage notes that were not tendered
in connection with the Exchange Offer, repay all amounts drawn against the Credit Facility as of May 20, 2014, fund
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future acquisitions and for general corporate purposes.
ATM Program

In April 2014, we commenced a continuous equity offering under which we may sell up to an aggregate $350.0

million of shares of our common stock from time to time through broker-dealers in “at the market” offerings (the “ATM
Program”). We may sell the shares in amounts and at times that we determine, but we have no obligation to sell any of
the shares in the ATM Program. Through December 31, 2014, we have sold an aggregate total of 14.4 million shares,
raising net proceeds of approximately $163.8 million.

7
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See Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations - Liquidity and
Capital Resources - Description of Certain Debt” for further information on our debt and equity financings.

Real Estate Portfolio Activities
Tenant Concentration

Specialty Retail Shops Holding Corp. ("Shopko") is our most significant tenant, representing 14.0% of our total
revenue as of December 31, 2014. Shopko leases 181 properties under three separate master leases and two properties
under individual leases with four indirect wholly-owned subsidiaries of ours. We took a number of steps during 2014
designed to permit us to reduce the tenant concentration of Shopko assets which, combined with growth in our overall
portfolio, should help us execute our portfolio diversification strategy over time.

In June 2014, we released 112 Shopko properties (relating to a single master lease) from the security liens under a
master loan agreement through the defeasance of an aggregate loan principal balance of approximately $488.7 million.

In December 2014, we amended the aforementioned master lease concerning 112 properties to permit us to sell
properties or sub-portfolios leased thereunder, as well as extend the weighted average lease term by approximately
five years to 15.9 years.

As of December 31, 2014, no other tenant exceeded 4% of our total revenues, and no one single property contributed
more than 1.6% of our total rental revenue. See Item 2. “Properties - Our Real Estate Investment Portfolio" for further
information on our ten largest tenants and the composition of our tenant base.

Acquisition and Dispositions

During the year ended December 31, 2014, we purchased 361 properties, representing an aggregate gross investment
of $971.7 million, which includes $3.1 million in revenue producing follow-on investments in existing properties. The
properties acquired had a weighted average lease term of 15.7 years. During the same period, we sold 38 properties for
$121.2 million in gross sales proceeds. See Note 4 to our Consolidated Financial Statements included in this Annual
Report on Form 10-K for additional discussion of the Company's investments.

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.
This competition will increase if investments in real estate become more attractive relative to other forms of
investment.

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. In operating and managing our portfolio, we compete for tenants based on a number of factors, including
location, rental rates and flexibility. Some of our competitors have greater economies of scale, have lower cost of
capital, 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.

14
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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.
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Americans With Disabilities Act

Pursuant to the Americans with Disabilities Act (the “ADA”), our properties are required to meet federal requirements
related to access and use by persons with disabilities. Compliance with the ADA, as well as a number of additional
federal, state and local laws and regulations, 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 repair costs
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 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 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 contributions from other identified, solvent, responsible parties for 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 are or were used for commercial or industrial 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 asbestos-containing materials (“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
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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
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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.
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. However, 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 generally 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.
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 Item 1A. “Risk
Factors-Risks Related to Our Business and Properties-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 of $52,000,000. We also maintain full property coverage on all unleased
properties and other property coverage as may be required by our lenders and which is not required to be carried by
our tenants under our leases.

10
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Item 1A. Risk Factors

Special Note Regarding Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the federal securities
laws. In particular, statements pertaining to our business and growth strategies, investment, financing 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 Annual Report on Form 10-K, the
words “estimate,” “anticipate,
these words and phrases or similar words or 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).

EEINT3 99 cer

The following risks and uncertainties, among others, could cause actual results and future events to differ materially
from those set forth or contemplated in the forward-looking statements:

tndustry and economic conditions;

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

our success in implementing our business strategy and our ability to identify, underwrite, finance, consummate,
integrate and manage diversifying acquisitions or investments;

our ability to diversify our tenant base and reduce the concentration of our significant tenant;

the nature and extent of our competition;

tncreases in our costs of borrowing as a result of changes in interest rates and other factors;

our ability to access debt and equity capital markets;

our ability to pay down, refinance, restructure and/or extend our indebtedness as it becomes due;

our ability and willingness to renew our leases upon expiration and to reposition our properties on the same or better
terms upon expiration in the event such properties are not renewed by tenants or we exercise our rights to replace
existing tenants upon default;

the impact of any financial, accounting, legal or regulatory issues or litigation that may affect us or our major tenants;
our ability to manage our expanded operations;

our ability and willingness to maintain our qualification as a REIT; and

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.

You are cautioned not to place undue reliance on forward-looking statements, which speak only as of the date of this
Annual Report on Form 10-K. While forward-looking statements reflect our good faith beliefs, they are not guarantees
of future performance. We disclaim any obligation to publicly update or revise any forward-looking statement to
reflect changes in underlying assumptions or factors, new information, data or methods, future events or other
changes, except as required by law.

Set forth below are some (but not all) of the risk factors that could adversely affect our business and financial
performance. Because we operate in a highly competitive and rapidly changing environment, new risk factors emerge
from time to time, and it is not possible for management to predict all such risk factors, nor can management assess
the impact of all such risk factors on our business or the extent to which any factor, or combination of factors, may
cause actual results to differ materially from those contained in any forward-looking statements. Given these risks and
uncertainties, investors should not place undue reliance on forward-looking statements as a prediction of actual
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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:

tnability to collect rent from tenants due to financial hardship, including bankruptcy;

changes in local real estate markets, 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;
tnability 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;
subjectivity of real estate valuations and changes in such valuations over time;

tlliquid nature of real estate compared to most other financial assets;

changes in laws and 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.

Credit and capital market conditions may adversely affect our access to capital and/or the cost of capital.

Periods of volatility in the credit and capital markets negatively affect the amounts, sources and cost of capital
available to us. We primarily use external financing to fund acquisitions and to refinance indebtedness as it matures. If
sufficient sources of external financing are not available to us on cost effective terms, we could be forced to limit our
acquisition activity and/or to take other actions to fund our business activities and repayment of debt, such as selling
assets. To the extent that we access capital at a higher cost (reflected in higher interest rates for debt financing or
lower stock price for equity financing), our acquisition yields, earnings per share and cash flow could be adversely
affected.

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

The success of our investments is materially dependent on the financial stability of 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 condition of our tenants and result in a
decline in rent or an increased incidence of default under existing leases. Reduced demand for rental space could
adversely affect our ability to maintain our current tenants and attract new tenants, which may affect our growth and
profitability.

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. As a result, the general failure of that tenant or a significant
decline in its business could materially and adversely affect us.

At any given time, our tenants may experience a downturn in their business that may weaken the operating results and
financial condition of individual properties or of their business as whole. As a result, a tenant may delay lease
commencement, decline to extend a lease upon its expiration, fail to make rental payments when due, become
insolvent or declare bankruptcy. We depend on our tenants to operate the properties we own in a manner which
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generates revenues sufficient to allow them to meet their obligations to us, including their obligations to pay rent,
maintain certain insurance coverage and 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 our occupied properties are
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generally 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 be able to meet all of its obligations to us. Our tenants’ failure to successfully operate their businesses could
materially and adversely affect us.

Single-tenant leases involve particular and significant risks related to 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
reduction in, or elimination of, 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. The failure or default of a tenant
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 properties from the portfolio of properties leased from us, there is no guarantee
that a tenant will not default in its obligations to us or decline to renew its master lease upon expiration. 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 concentration.

Currently, we lease 181 properties to Shopko, primarily pursuant to three master leases. The Shopko leases are
guaranteed by Specialty Retail Shops Holding Corp., the parent company of Shopko. Revenues generated from
Shopko represented 14.0% of our total revenues for the three months ended December 31, 2014. Because a significant
portion of our revenues are derived from rental revenues received from Shopko, any default, breach or delay in the
payment of rent by Shopko may materially and adversely affect us.

As a result of the significant number of properties leased to Shopko, our results of operations and financial condition
are closely tied to Shopko's performance under its leases, which is ultimately tied to the performance of its stores and
the retail industry in which it operates. Shopko operates as a multi-department general merchandise retailer and retail
health services provider primarily in mid-size and large communities in the Midwest, Pacific Northwest, North
Central 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 performance and thus its ability to pay rent to us:

The retail industry in which Shopko operates is highly competitive, which could limit its growth opportunities and
reduce profitability. 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. It 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 concentrated in the Midwest, Pacific Northwest, North Central and Western
Mountain states. As a result, adverse economic conditions in these regions may materially and adversely affect its
results of operations and retail sales.

The seasonality in retail operations may cause fluctuations in Shopko’s quarterly performance and results of operations
and could adversely affect its cash flows.

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

Shopko stores depend on attracting and retaining quality employees. Many employees are entry-level or part-time
with historically high rates of turnover.
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If Shopko experiences a decline in its business, financial condition or results of operations, it may request discounts or
deferrals on the rents it pays to us, seek to terminate its master leases with us or close certain of its stores, all of which
could decrease the amount of revenue we receive from it. While we seek to reduce the tenant concentration of Shopko,
we may have difficulty in selling or leasing to other tenants the properties currently leased by Shopko, due to, among
other things, market demand or tax constraints. Furthermore, we can provide no assurance that we will deploy the
proceeds from the disposition of any Shopko properties in a manner that would produce comparable or better yields.
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A substantial portion of our properties are leased to unrated tenants and the tools we use to measure the credit quality
of such tenants may not be accurate.

A substantial portion our properties are leased to unrated tenants whom we determine, through our internal

underwriting and credit analysis, to be creditworthy. Many of our tenants are required to provide financial

information, which includes balance sheet, income statement and cash flow statement data, on a quarterly and or

annual basis, and approximately 50% of our lease investment portfolio require the tenant to provide property-level
performance information, which includes income statement data on a quarterly and or 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 (“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 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. (“Moody’s”), Standard & Poor’s (“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 measurement of credit quality proves to be inaccurate, we may be subject to defaults, and
investors may view our cash flows as less stable.

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

As of December 31, 2014, leases representing approximately 68.4% and 17.3% of our rental revenues 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 adversely impact us.
The market for retail and restaurant space has previously 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
catalogs or over the Internet. To the extent that these conditions continue, they are likely to negatively affect market
rents for retail and restaurant space, which could materially and adversely affect us.

High concentration of our properties in a geographic area could magnify the effects of adverse economic or regulatory
developments in such area on our results of operations and financial condition.

As of December 31, 2014, 12.0% of our portfolio (as a percentage of rent) was located in Texas, representing the
highest concentration of our assets. Geographic concentration exposes us to greater economic or regulatory risks than
if we owned a more geographically diverse portfolio. We are susceptible to adverse developments in the economic or
regulatory environments of the geographic areas in which we concentrate (or in which we may develop a substantial
concentration of assets in the future), such as business layoffs or downsizing, industry slowdowns, relocations of
businesses, increases in real estate and other taxes or costs of complying with governmental regulations.

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 expire, optimizing our
tenant mix or leasing properties on more economically favorable terms. As of December 31, 2014, leases representing
approximately 2.4% of our rental revenue will expire during 2015. As of December 31, 2014, 37 of our properties,
representing approximately 1.6% 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
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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, below-market
renewal options or other lease incentive payments will not be offered to attract new
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tenants. We may experience significant costs in connection with renewing, leasing or 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 CPL

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 (a) 1 to 1.25 times any increase in the CPI over a specified period or (b) 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 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.

Moreover, 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 under such master leases. We cannot
guarantee that we will be able to sell or re-lease such properties or that lease termination fees, if any, received in
exchange for such releases will be sufficient to make up for the rental revenues lost as a result of such lease
amendments. As a result, tenant bankruptcies may materially and adversely affect us.

Property vacancies could result in significant capital expenditures and illiquidity.

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 thus incur significant
costs. Many of the leases we enter into or acquire are for properties that are especially 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 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.

Our future results will suffer if we do not effectively manage our expanded operations.

We may continue to expand our operations through additional acquisitions and other strategic transactions, and
modernize our information technology and management systems through new systems implementations, some of

which may involve complex challenges. Our future success will depend, in part, upon our ability to manage our
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expansion opportunities, integrate new operations into our existing business in an efficient and timely manner,
successfully monitor our operations, costs and regulatory compliance, and develop and maintain other necessary
systems, processes and internal controls. We cannot assure you that our expansion or acquisition opportunities will be

successful, or that we will realize their expected operating efficiencies, cost savings, revenue enhancements, synergies
or other benefits.

15

28



Edgar Filing: Spirit Realty Capital, Inc. - Form 10-K

Table of Contents

We may be unable to identify and complete acquisitions of suitable properties, which may impede our growth, or 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
tnvestment 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;

Wwe 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

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.

We rely on information systems in our operations and corporate functions, and any material failure, weakness,
interruption or breach in security of such systems could prevent us from effectively operating our business.

We rely on information systems across our operations and corporate functions, including finance and accounting, and
depend on such systems to ensure payment of obligations, collection of cash, data warehousing to support analytics,
and other various processes and procedures. Our ability to efficiently manage our business depends significantly on
the reliability and capacity of these systems. The failure of these systems to operate effectively, maintenance
problems, upgrading or transitioning to new platforms, or a breach in security of these systems could result in reduced
efficiency in our operations and in the accuracy in our internal and external financial reporting. The remediation of
such problems could result in significant unplanned expenditures.

[liquidity 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, financial or
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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
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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 and changes in laws, regulations or fiscal policies of the jurisdiction in which a
property is located.

In addition, the Internal Revenue Code of 1986, as amended (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, below-market renewal options or other lease incentive payments 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 other 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 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.
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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
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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. Our leases typically contain provisions designed to mitigate the adverse impact of inflation on our results of
operations. Because 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, which could increase our exposure to inflation. Additionally, the increases in rent
provided by many of our leases may not keep up with the rate of inflation. Increased costs may also 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.

The market price and trading volume of our common stock may be adversely impacted by various factors.
The market price and trading volume of our common stock may fluctuate widely due to various factors, including:

actual or anticipated variations in our quarterly operating results or distributions, or those of our competitors;
publication of research reports about us, our competitors or the real estate
industry;

adverse market reaction to any additional indebtedness we incur or debt or equity securities we or the Operating

Partnership issue in the future;

additions or departures of key management personnel;

changes in our credit ratings;

the financial condition, performance and prospects of our tenants; and

the realization of any of the other risk factors presented in this Annual Report on Form 10-K.

We may issue shares of our common stock, preferred stock, or other securities without stockholder approval,
including shares issued to satisfy REIT dividend distribution requirements. The Operating Partnership may issue
partnership interests to third parties, and such partnership interests would be exchangeable for cash or, at our election,
shares of our common stock at specified ratios set when partnership interests in the Operating Partnership are issued.
Our existing stockholders have no preemptive rights to acquire any of these securities, and any issuance of equity
securities by us or the Operating Partnership may dilute stockholder investment.

Increases in market interest rates may have an adverse effect on the value of our common stock as prospective
purchasers of our common stock may expect a higher dividend yield and increased borrowing costs may decrease our
funds available for distribution.

The market price of our common stock will generally be influenced by the dividend yield on our common stock (as a
percentage of the price 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 dividend yield. However, higher market interest rates would likely increase our borrowing
costs and potentially decrease funds available for distribution. Thus, higher market interest rates could cause the
market price of our common stock to decrease.

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.
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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
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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:
eeneral 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.

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.

Historically, we have raised a significant amount of debt capital through our Spirit Master Funding Program and the
commercial mortgage backed securities ("CMBS") market . We have generally used the proceeds from these
financings to repay debt and fund real estate acquisitions. As of December 31, 2014, we had issued notes under our
Spirit Master Funding Program in 8 different classes over five separate issuances with an aggregate outstanding
principal balance of $1.71 billion. Collectively these notes are referred to as the "Master Trust Notes" and had a
weighted average maturity of 8.2 years, as of December 31, 2014. In addition, we had CMBS loans with an aggregate
outstanding principal balance of $1.9 billion and an average maturity of 3.1 years, as of December 31, 2014. Our
obligations under these loans are generally secured by liens on certain of our properties. In the case of our Spirit
Master Funding Program, subject to certain conditions, we may substitute real estate collateral within our two
securitization trusts from time to time. No assurance can be given that the CMBS market will be available to us in the
future, whether to refinance existing debt or to raise additional debt capital. Moreover, we view our ability to
substitute collateral under our Spirit Master Funding Program favorably, and no assurance can be given that financing
facilities offering similar flexibility will be available to us in the future.

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 on our borrowings may materially and adversely affect us.

Our decision to dispose of real estate assets would change the holding period assumption in our valuation analyses,
which could result in material impairment losses and adversely affect our financial results.

We evaluate real estate assets for impairment based on the projected cash flow of the asset over our anticipated
holding period. If we change our intended holding period due to our intention to sell or otherwise dispose of an asset,
we must reevaluate whether that asset is impaired under accounting principles generally accepted in the United States
of America ("GAAP"). Depending on the carrying value of the property at the time we change our intention and the
amount that we estimate we would receive on disposal, we may record an impairment loss that would adversely affect
our financial results. This loss could be material to our assets in the period that it is recognized.

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 Executive Vice President and Chief Investment Officer, Gregg A. Seibert, who have extensive market
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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.
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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.

Prior to our September 2012 PO, we had not been publicly traded since 2007. We cannot assure you that our past
experience is sufficient to allow us to successfully operate as a public company, including compliance with the timely
disclosure requirements of the SEC and the corporate governance requirements of the Sarbanes-Oxley Act of 2002. As
a public company, we are required to develop and implement control systems and procedures in order to satisfy our
periodic and current reporting requirements under applicable SEC regulations and NYSE listing standards, and this
transition could place a significant strain on our management systems, infrastructure and other resources. As a result,
we may not be able to operate successfully as a public company going forward.

If we fail to maintain an effective system of internal control over financial reporting and disclosure controls, we may
not be able to accurately and timely report our financial results.

Effective internal control over financial reporting 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. Beginning with our
2014 Annual Report on Form 10-K to be filed in 2015, we are required to perform system and process evaluation and
testing of our internal control over financial reporting to allow management to report on, and our independent
registered public accounting firm to attest to, the effectiveness of our internal control over financial reporting, as
required by Section 404 of the Sarbanes-Oxley Act of 2002. Prior to this annual report, the audit of our consolidated
financial statements by our independent registered public accounting firm has included a consideration of internal
control over financial reporting as a basis of designing their audit procedures but not for the purpose of expressing an
opinion (as will be required pursuant to Section 404 of the Sarbanes-Oxley Act of 2002) on the effectiveness of our
internal control over financial reporting. As a result of material weaknesses or significant deficiencies that may be
identified in our internal control over financial reporting, we may also identify certain deficiencies in some of our
disclosure controls and procedures that we believe require remediation. If we or our independent registered public
accounting firm discover weaknesses, we will make efforts to improve our internal control over financial reporting
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 control over financial reporting 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 control over financial reporting 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.

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

In the ordinary course of business, we may become subject to litigation, including claims relating to our operations,
security offerings and otherwise. 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
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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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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 |
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 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, 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.
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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.
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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.

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 ADA 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 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.
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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
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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.

If we acquire any asset from a corporation that is or has been a C corporation in a carry-over basis transaction, 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 basis in the asset, in each case
determined as of the date on which we acquired the asset. 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 (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 (“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 (“IFRS”) instead of GAAP. IFRS is a
comprehensive set of accounting standards promulgated by the International Accounting Standards Board (“IASB”)
which are rapidly gaining worldwide acceptance. The SEC currently has not finalized the timeframe it expects that
U.S. issuers would first report under the new standards. 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
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aspects of our tenants’ businesses, including their credit quality and the factors 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
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sheet. The proposal could also make lease renewal options less attractive, because, 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 the 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 have approximately $4.42 billion principal balance of indebtedness outstanding, which may expose us to the risk
of default under our debt obligations, limit our ability to obtain additional financing or affect the market price of our
common stock or debt securities.

As of December 31, 2014, our total outstanding consolidated indebtedness was approximately $4.42 billion principal
balance, of which $110.7 million (or approximately 2.5%) is variable-rate debt (we have entered into eleven
amortizing interest rate swaps that effectively fixed the interest rates on substantially all of this variable-rate debt at
approximately 4.55%), and we may incur significant additional debt to finance future investment activities. In
addition, we have a secured revolving Credit Facility with a borrowing capacity of up to $400.0 million, under which
no amount was drawn as of December 31, 2014. 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 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;

pecause 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;

we may default on our obligations and the lenders or mortgagees may foreclose on our properties or our interests in
the entities that own the properties that secure their loans and receive an assignment of rents and leases;

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.
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Changes in our leverage ratios may also negatively impact the market price of our equity or debt securities.
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.

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 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. Total debt service for 2015 and 2016 are $564.4
million and $513.3 million, respectively.

Some of our financing arrangements involve balloon payment obligations.

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 certain balloon maturities of $840.0 million in 2017. 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.

The agreements governing our indebtedness 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 indebtedness contain restrictions and covenants 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 indebtedness, could cause us to forgo 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 may have cross default provisions, which provide that a default
under one of our financing agreements would lead to a default on some or 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 that secure the
CMBS loans, fail to maintain certain EBITDAR ratios (earnings before interest, taxes, depreciation, amortization and
rent) 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 until the terms are cured or the
debt refinanced. If the financial performance of the collateral for our indebtedness under our Spirit Master Funding
Program fails to achieve certain financial performance criteria, cash from such collateral may be unavailable to us
until the terms are cured or the debt refinanced. Such cash sweep triggering events have occurred previously and may
be ongoing from time to time. The occurrence of these events 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:
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encur indebtedness;

create liens on assets;

sell or substitute assets;

modify certain terms of our leases;
prepay debt with higher interest rates;
manage our cash flows; and

make distributions to equity holders.

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.

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 the interest of our stockholders, 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

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. 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 (the “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
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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 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.
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, including gross-ups for tax liabilities,
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.

As permitted by Maryland law, our charter limits 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.
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As a result, we and our stockholders have rights against our directors and officers that are more limited 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 authorizes us to obligate our company, and our bylaws 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.

We are a holding company with no direct operations and will rely on funds received from the Operating Partnership to
pay liabilities.

We are a holding company and conduct substantially all of our operations through the Operating Partnership. We do
not have, apart from an interest in the Operating Partnership, any independent operations. As a result, we rely on
distributions from the Operating Partnership to pay any dividends we might declare on shares of our common stock.
We also rely on distributions from the Operating Partnership to meet any of our obligations, including any tax liability
on taxable income allocated to us from the Operating Partnership. In addition, because we are 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 the Operating Partnership and its subsidiaries. Therefore, in the event of our
bankruptcy, liquidation or reorganization, our assets and those of the Operating Partnership and its subsidiaries will be
able to satisfy the claims of our stockholders only after all of our and the Operating Partnership’s and its subsidiaries’
liabilities and obligations have been paid in full.

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

Conflicts of interest could arise in the future between the interests of our stockholders and the interests of holders of
partnership interests in the 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 the 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 the management of our company. At the same
time, one of our wholly-owned subsidiaries, Spirit General OP Holdings, LLC, as the general partner of the Operating
Partnership, has fiduciary duties and obligations to the Operating Partnership and its future limited partners under
Delaware law and the partnership agreement of the Operating Partnership in connection with the management of the
Operating Partnership. The fiduciary duties and obligations of Spirit General OP Holdings, LL.C, as general partner of
the Operating Partnership, and its future partners may come into conflict with the duties of the directors and officers
of our company.

Under the terms of the partnership agreement of the 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 the 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 also provides that the general partner will not be liable to the Operating Partnership, its
partners or any other person bound by the partnership agreement for monetary damages for losses sustained, liabilities
incurred or benefits not derived by the Operating Partnership or any future limited partner, except for liability for the
general partner’s intentional harm or gross negligence. Moreover, the partnership agreement provides that the
Operating Partnership is required to indemnify the general partner and its members, managers, managing members,
officers, employees, agents and designees from and against any and all claims that relate to the operations of the
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 or deliberate dishonesty, (2) for any
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Risks Related to Taxes and 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, 2005, 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 Annual Report on Form 10-K 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 ("TRS") will be subject to income tax as regular
corporations in the jurisdictions in which they operate.

If the Operating Partnership fails to qualify as a partnership for federal income tax purposes, we would cease to
qualify as a REIT and suffer other adverse consequences.

The Operating Partnership is currently treated as a partnership for federal income tax purposes. As a partnership, the
Operating Partnership is not subject to federal income tax on its income. Instead, each of its partners, including us, is
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 the Operating Partnership or any other subsidiary partnership or limited
liability company 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 the Operating Partnership or
any such other subsidiary partnership or limited liability company 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 REITSs
and, accordingly, we would likely cease to qualify as a REIT. Also, the failure of the Operating Partnership or any
subsidiary partnerships or limited liability company to qualify as a disregarded entity or partnership for applicable
income tax purposes 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 or members, including us.
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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.

TRS 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 TRS 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 TRS 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.

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 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.

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

56



Edgar Filing: Spirit Realty Capital, Inc. - Form 10-K

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
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stockholders at the time of declaration rather than the stockholders existing in the taxable year affected by the
re-characterization.

Dividends payable by REITs generally do not qualify for the reduced tax rates available for some dividends, which
may negatively affect the value of our shares.

Income from “qualified dividends” payable to U.S. stockholders that are individuals, trusts and estates are generally
subject to tax at preferential rates. Dividends payable by REITs, however, generally are not eligible for the preferential
tax rates applicable to qualified dividend income. Although these rules do not adversely affect the taxation of REITs
or dividends payable by REITs, to the extent that the preferential rates continue 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.

Item 1B. Unresolved Staff Comments

None.
Item 2. Properties
Our Real Estate Investment Portfolio

As of December 31, 2014, our gross investment in real estate and loans totaled approximately $8.04 billion,
representing investments in 2,509 properties. Of this amount, 98.6% consisted of our gross investment in real estate,
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loans receivable secured by 145 real properties. Over 85.5% of our leases (based on rental revenues) as of
December 31, 2014 are
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triple-net, under 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.

Property Portfolio Information

Our diverse real estate portfolio at December 31, 2014 consisted of 2,364 owned properties:

deased to 454 tenants;

located in 49 states as well as in the U.S. Virgin Islands, with only 3 states each contributing more than 5% of our
rental revenue;

operating in 27 different industries;

with an occupancy rate of 98.4%; and

with a weighted average remaining lease term of 10.8 years.

The following tables present the diversity of our portfolio and are calculated based on percentage of contractual rental
revenue or total revenue as noted.

Diversification By Tenant

The following table lists the top 10 tenants of our owned real estate properties as of December 31, 2014:

Total Square

Number of . Percent of Total
Tenant . Footage (in
Properties Revenue (D
thousands)
Specialty Retail Shops Holding Corp. (Shopko) 181 13,502 14.0 %
Walgreen Company 67 969 3.7
84 Properties, LLC 109 4,118 3.1
Cajun Global, LLC (Church's Chicken) 201 257 2.3
Academy Sports + Outdoors 8 1,852 2.0
Alimentation Couche-Tard, Inc. (Circle K) 83 251 2.0
CVS Caremark 37 413 1.6
CarMax, Inc. 9 368 1.4
Carmike Cinemas, Inc. 13 625 1.3
Rite Aid Corp 30 357 1.3
Other 1,626 34,249 67.3
Total 2,364 56,961 100.0 %

() Total revenue for the quarter ended December 31, 2014.
(@) Tenants represent legal entities ultimately responsible for obligations under the lease agreements. Other tenants
may operate certain of the same business concepts or brands set forth above, but represent distinct tenant credits.
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Diversification By Industry

The following table sets forth information regarding the diversification of our owned real estate properties among
different industries as of December 31, 2014:

Industry

General Merchandise
Restaurants - Casual Dining
Restaurants - Quick Service
Drug Stores / Pharmacies
Convenience Stores / Car Washes
Building Materials

Movie Theatres

Medical / Other Office
Distribution

Automotive Parts & Service
Grocery

Apparel

Home Furnishings

Health & Fitness

Education

Home Improvement
Sporting Goods
Automotive Dealers
Entertainment
Manufacturing

Specialty Retail

Consumer Electronics

Pet Supplies & Service
Office Supplies

Financial Services
Wholesale Clubs

Dollar Stores

Other

Total

* Less than 1%

Number of
Properties

228
389
546
134
210
177
44
98
17
151
49
11
31
24
41
10
23
22
10
27
23
16
5
20
4

3
41
10
2,364

Total Square
Footage (in
thousands)
14,841
2,505
1,473
1,739
743
5,750
2,178
1,071
4,077
1,280
1,846
2,261
1,922
933
1,054
1,492
1,223
657
661
4,094
870
1,270
1,126
546
422
355
449
123
56,961

Percent of
Total Rent (D

15.9
9.8
7.5
6.8
6.5
5.6
5.1
39
3.8
3.2
3.1
29
2.6
25
24
23
23
23
1.9
1.7
1.7
1.5
1.0
1.0

*
*
*
*

100.0

() Total rental revenue for the month ended December 31, 2014 for properties owned at December 31, 2014.
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Diversification By Asset Type
The following table sets forth information regarding the diversification of our owned real estate properties among
different asset types as of December 31, 2014:

Total Square

Asset Tvbe Number of Footage (in Percent of Total
yp Properties & Rent (D
thousands)
Retail 2,170 43,426 85.7 %
Industrial 80 11,376 8.2
Office 114 2,159 6.1
Total 2,364 56,961 100.0 %

(1) Total rental revenue for the month ended December 31, 2014 for properties owned at December 31, 2014.

Diversification By Geography
The following table sets forth information regarding the geographic diversification of our owned real estate properties
as of December 31, 2014:

Total Square

Location Numbe.r of Footage (in Percent of
Properties Total Rent (1)
thousands)

Texas 270 6,101 12.0 %
Illinois 126 3,694 6.7
Wisconsin 63 5,047 5.5
Georgia 167 1,944 4.9
Florida 136 2,195 4.9
Ohio 127 2,144 4.3
California 49 1,065 3.5
Missouri 74 1,272 3.0
Minnesota 52 1,704 2.9
Tennessee 118 1,772 2.9
Indiana 80 1,493 2.8
North Carolina 66 1,517 2.7
South Carolina 47 1,024 2.7
Michigan 82 1,759 2.6
Alabama 103 818 2.5
Nebraska 21 1,972 2.4
Pennsylvania 71 1,657 2.3
Arizona 51 799 2.2
Kansas 40 973 2.1
Virginia 47 1,546 2.0
Colorado 29 774 1.6
Utah 16 1,494 1.5
Oklahoma 53 536 1.5
Idaho 17 1,235 1.5
New York 45 945 1.4
Washington 22 950 1.4
Massachusetts 8 1,390 1.3
Nevada 5 1,039 1.3
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Total Square

Location Numbe.r of Footage (in Percent of

Properties Total Rent (1)
thousands)

New Mexico 33 330 1.2

Iowa 39 732 1.2

Kentucky 45 952 1.2

Oregon 13 364 1.0

Mississippi 34 410 *

Arkansas 35 643 *

Louisiana 30 315 *

New Hampshire 16 852 *

South Dakota 11 522 *

West Virginia 28 568 *

Maryland 22 409 *

New Jersey 13 463 *

Montana 7 512 *

North Dakota 5 250 *

Maine 26 79 *

Rhode Island 4 128 *

Connecticut 2 171 *

Wyoming 9 186 *

Delaware 3 86 *

Vermont 2 42 *

Virgin Islands 1 38 *

Alaska 1 50 *

Total properties owned 2,364 56,961 100.0 %

* Less than 1%
() Total rental revenue for the month ended December 31, 2014 for properties owned at December 31, 2014.
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Lease Expirations

The following table sets forth a summary schedule of expiration dates for leases in place as of December 31, 2014. As
of December 31, 2014, the weighted average remaining non-cancelable initial term of our leases (based on total rent)
was 10.8 years. The information set forth in the table assumes that tenants exercise no renewal options and or any
early termination rights:

Expiring Total Square Percent of Total
.. Number of . . ..

Leases Expiring In: Properties Annual Rent (in Footage (in Expiring Annual
thousands) ) thousands) Rent

2015 47 $14,194 2,439 2.4 %

2016 47 22,746 2,390 3.8

2017 63 19,515 2,021 33

2018 77 24,271 2,141 4.0

2019 117 22,900 2,376 3.8

2020 74 25,957 1,685 4.3

2021 193 43,345 4,839 7.2

2022 103 25,163 1,997 4.2

2023 89 34,832 3,274 5.8

2024 64 18,795 874 3.1

2025 and thereafter 1,453 347,633 30,978 58.1

Vacant 37 — 1,947 —

Total owned properties 2,364 $599,351 56,961 100.0 %

() Total rental revenue for the month ended December 31, 2014 for properties owned at December 31, 2014
multiplied by twelve.

Item 3. Legal Proceedings

From time-to-time, we may be subject to certain claims and lawsuits in the ordinary course of business, the outcome
of which cannot be determined at this time. In the opinion of management, any liability we might incur upon the
resolution of these claims and lawsuits will not, in the aggregate, have a material adverse effect on our consolidated
financial position or results of operations.

In connection with the Merger, a putative class action and derivative lawsuit was filed in the Circuit Court for
Baltimore City, Maryland on March 5, 2013 against and purportedly on behalf of the Company captioned Kendrick, et
al. v. Spirit Realty Capital, Inc., et al. The complaint named as defendants Spirit, the members of the board of
directors of Spirit, the Operating Partnership, Cole II and Cole Operating Partnership II, LP ("Cole Operating
Partnership"), and alleged that the directors of Spirit breached their fiduciary duties by engaging in an unfair process
leading to the merger agreement, failing to disclose sufficient material information for pre-merger Spirit stockholders
to make an informed decision regarding whether or not to approve the Merger, agreeing to a merger agreement at an
opportunistic and unfair price, allowing draconian and preclusive deal protection devices in the merger agreement, and
engaging in self-interested and otherwise conflicted actions. The complaint alleged that the Operating Partnership,
Cole II and the Cole Operating Partnership aided and abetted those breaches of fiduciary duty. The complaint sought a
declaration that defendants had breached their fiduciary duties or aided and abetted such breaches and that the merger
agreement was unenforceable, an order enjoining a vote on the transactions contemplated by the merger agreement,
rescission of the transactions in the event they were consummated, imposition of a constructive trust, an award of fees
and costs, including attorneys’ and experts’ fees and costs, and other relief.

On June 4, 2013, solely to avoid the costs, risks and uncertainties inherent in litigation, the named defendants signed a
memorandum of understanding providing for the release and dismissal of all asserted claims (the "Stipulation of
Settlement"). Under the Stipulation of Settlement filed with the court on January 22, 2014 and approved by the court
on September 5, 2014, all asserted claims were dismissed with prejudice. The final terms of the settlement, as
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approved by the court, did not have a material adverse effect on the Company’s financial position or results of
operations.
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Item 4. Mine Safety Disclosure
None.
PART II

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

Market Information for Common Stock, Holders of Record and Dividend Policy

Our common stock is traded on the NYSE under the symbol “SRC.” The following table shows the high and low sales
prices per share for our common stock as reported by the NYSE, and distributions declared per share of common
stock, for the periods indicated.

Price Per Share

of Common Stock (1) Distributions

High Low Declared (D
2014
First quarter $11.43 $9.83 $0.16625
Second quarter 11.49 10.62 0.16625
Third quarter 12.02 10.92 0.16625
Fourth quarter 12.02 11.06 0.17000
Total $0.66875
2013
First quarter $10.78 $9.06 $0.16406
Second quarter 12.11 8.94 0.16406
Third quarter 10.05 8.53 0.16406
Fourth quarter 10.50 9.12 0.16625
Total $0.65843

(1) Share price and distributions declared prior to July 17, 2013 have been adjusted for the Merger.

The closing sale price per share of our common stock on February 20, 2015, as reported by the NYSE, was $12.47. As
of February 20, 2015, there were approximately 3,800 stockholders of record of our common stock. Because many of
our shares of common stock are held by brokers and other institutions on behalf of stockholders, we are unable to
estimate the total number of stockholders represented by these record holders.

We intend to pay regular quarterly dividends to our stockholders, although all future distributions will be declared and
paid at the discretion of the board of directors and will depend upon cash generated by operating activities, our
financial condition, capital requirements, annual distribution requirements under the REIT provisions of the Code and
such other factors as the board of directors deems relevant.

Recent Sales of Unregistered Securities; Use of Proceeds From Registered Securities

None.

Issuer Purchases of Equity Securities

The Company did not repurchase equity securities during the fourth quarter of 2014.

Equity Compensation Plan Information

Our equity compensation plan information required by this item will be included in the Proxy Statement to be filed
relating to our 2015 Annual Meeting of Stockholders and is incorporated herein by reference.
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Performance Graph

The information below shall not be deemed to be “soliciting material” or to be “filed” with the SEC or subject to
Regulation 14A or 14C, other than as provided in Item 201 of Regulation S-K, or to the liabilities of Section 18 of the
Exchange Act, except to the extent we specifically request that such information be treated as soliciting material or
specifically incorporate it by reference into a filing under the Securities Act of 1933, as amended or the Exchange Act.

The following graph shows our cumulative total stockholder return for the period beginning with the initial listing of
our common stock on the NYSE on September 20, 2012 and ending on December 31, 2014, with stock prices
retroactively adjusted for the 1.9048 merger exchange ratio ("Merger Exchange Ratio"). The graph assumes a $100
investment in each of the indices on September 20, 2012 and the reinvestment of all dividends. Our stock price
performance shown in the following graph is not indicative of future stock price performance.

The graph also shows the cumulative total returns of the S&P 500 Index and two industry peer groups. In order to
provide a better comparison, we have replaced the Dow Jones REIT Index with the FTSE NAREIT US Equity REIT
index for stockholder return purposes. The FTSE NAREIT US Equity REIT Index was chosen because we believe it
provides a better comparison and benchmark against which to measure our stock performance. Applicable regulations
require that both the new and old index be shown if the graph shows a different index from that used in the preceding
year. We will not include the Dow Jones REIT Index in next year's performance graph.
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Period Ended
Index: 9/20/2012 12/31/2012 6/30/2013 12/31/2013  6/30/2014 12/31/2014
Spirit Realty Capital, Inc. $100 $121 $125 $136 $162 $175
S&P 500 $100 $98 $112 $130 $139 $148
NAREIT US Equity REIT Index $100 $105 $112 $105 $121 $135
Dow Jones REIT Index $100 $102 $107 $104 $122 $134

Item 6. Selected Financial Data

The following tables set forth, on a historical basis, selected financial and operating data for the Company. The
following data should be read in conjunction with our financial statements and notes thereto and Item
7."Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in this Annual
Report on Form 10-K.
Our historical consolidated balance sheet data as of December 31, 2014 and 2013 and consolidated operating data for
the years ended December 31, 2014, 2013, and 2012 have been derived from our audited historical consolidated
financial statements included elsewhere in this Annual Report on Form 10-K, and audited by Ernst & Young LLP.
Our historical consolidated balance sheet data as of December 31, 2012, 2011 and 2010 and our consolidated
operating data for the years ended December 31, 2011 and 2010 have been derived from our historical consolidated
financial statements not included in this Annual Report on Form 10-K.

(Dollars in thousands, except share and per share data)

Years Ended December 31,

2014 O 2013 2012 2011 2010
Operating Data:
Revenues:
Rentals $574,456 $404,402 $266,567 $255,672 $255,148
Interest income on loans receivable 7,239 5,928 5,696 6,772 9,572
E'arnec'l income from direct 3.343 1572 o o .
financing leases
Tenant reimbursement income 13,085 5,637 — — —
Interest income and other 4,748 1,928 852 786 14,473
Total revenues 602,871 419,467 273,115 263,230 279,193
Expenses:
General and administrative 44,252 35,146 36,252 27,854 19,575
Litigation — — — — 22,282
Finance restructuring charges 13,022 717 — — —
Merger costs — 56,644 — — —
Property costs 23,383 11,760 5,176 4,693 2,631
Real estate acquisition costs 3,631 1,718 1,054 553 —
Interest 220,070 179,267 156,220 169,343 172,500
Depreciation and amortization 247,966 164,054 104,984 103,179 103,409
Impairments (recoveries) 36,019 (185 ) 8,918 5,646 20,291
Total expenses 588,343 449,121 312,604 311,268 340,688
Income (loss) from continuing
operations before other expense and 14,528 (29,654 ) (39,489 ) (48,038 ) (61,495 )
income tax expense
Other (expense) income:
Loss on debt extinguishment (64,750 ) (2,405 ) (32,522 ) — —
Gain on debt repurchases — — — — 9,455
Loss on sale of loans receivable — — — — (12,565 )
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Total other expense (64,750
Loss frf)m continuing operations (50.222
before income tax expense
Income tax expense (benefit) 673
Loss from continuing operations (50,895
Discontinued operations: 2
Income (loss) from discontinued
operations

Gain (loss) on dispositions of assets 488
Income (loss) from discontinued

3,368

. 3,856
operations
(Loss) income before dispositions (47,039
of assets
Gain on dispositions of assets 13,240
Net (loss) income (33,799
Less: preferred dividends —
Net (loss) income attributable to
common stockholders $(33,799
Net (loss) income per share of
common stock—basic and diluted:
Continuing operations $(0.10
Discontinued operations 0.01
Net (loss) income per share
attributable to common $(0.09
stockholders—basic and diluted
Weighted average common shares
outstanding:
Basic and diluted common shares 386.809.746

3

)

(2,405
(32,059

1,113
(33,172

(2,077
36,926
34,849

1,677

1,677

$1,677

$(0.14
0.14

$0.00

255,020,565

)

(32,522
(72,011

504
(72,515

(369
(3,349
(3,718

(76,233

(76,233
(63

$(76,296

$(0.92
(0.05

$(0.97

78,625,102

) —
) (48,038

(60
) (47,978

) (13,149
) (2,736
) (15,885

) (63,863

) (63,863
) (16

) $(63,879

) $(0.97
) (0.33

) $(1.30

49,265,701

)

)
)

)

(3,110 )
(64,605 )
239

(64,844 )
(21,302 )
(391 )
(21,693 )
(86,537 )
(86,537 )
(15 )
$(86,552 )
$(1.32 )
(0.44 )
$(1.76 )
49,265,701

(1) As a result of the Merger completed on July 17, 2013, Operating Data includes the results of operations from the
acquired properties for less than half a year in 2013 and for a full year in 2014.
@ Includes gains, losses and results of operations from all property dispositions and from properties classified as held
for sale at the end of the period for all periods prior to 2014. During 2014, only those properties classified as held for
sale as of December 31, 2013 are reported as discontinued operations and will continue to be reported as such until

they are disposed of.

() Historical weighted average number of shares of common stock outstanding (basic and diluted) have been adjusted
for the Merger Exchange Ratio. No potentially dilutive securities were included as their effect would be anti-dilutive

on results from continuing operations.

(Dollars in thousands)

Years Ended December 31,
2014 M 2013
Balance Sheet Data (end of
period):
Gross investments i‘ncluding $8.044.363 $7.235.732
related lease intangibles
Net investments 7,317,560 6,743,439
Cash and cash equivalents 176,181 66,588

2012

$3,654,925

3,119,608
73,568

2011

$3,582,870

2,867,302
49,536

2010

$3,610,834

2,979,496
88,341
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Total assets 8,017,001
Debt obligations, net 4,369,634
Total liabilities 4,698,900

Total stockholders' equity @ 3,318,101

Other Data:
FFO ® $236,490
AFFO ® $320,785

Number of properties in
investment portfolio

Owned properties occupancy at
period end (based on number of 98
properties)

2,509

40

7,231,045
3,778,218
4,113,011
3,118,034

$139,487
$208,853

2,186

% 99

3,247,677
1,894,878
1,994,234
1,253,443

$52,830
$119,248

1,207

% 99

3,231,561
2,627,146
2,705,201
526,360

$69,766
$99,574

1,153

% 98

3,396,842
2,730,994
2,806,741
590,101

$70,548
$113,206

1,161

% 96

%
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(1 As a result of the Merger completed on July 17, 2013, Balance Sheet Data and Other Data include the impact of the
acquired properties for the years ended December 31, 2013 and 2014.

(@) Stockholders’ equity for the year ended December 31, 2012 includes the issuance of 33.35 million shares of our
common stock in connection with the IPO.

(3) We calculate funds from operations ("FFQ") in accordance with the standards established by the National
Association of Real Estate Trusts. FFO represents net income (loss) attributable to common stockholders (computed
in accordance with GAAP), excluding real estate-related depreciation and amortization, impairment charges and
losses (gains) from property dispositions. 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. Adjusted FFO (“AFFO”) is a non-GAAP financial measure of operating
performance used by many companies in the REIT industry. It adjusts FFO to eliminate the impact of non-recurring
items that are not reflective of ongoing operations and certain non-cash items that reduce or increase net income (loss)
in accordance with GAAP. Our computation of AFFO may differ from the methodology for calculating AFFO used
by other equity REITs, and, therefore, may not be comparable to such other REITs. The following table sets forth a
reconciliation of our FFO and AFFO to net income (loss), the nearest GAAP equivalent for the periods presented.

(Dollars in thousands)

Years Ended December 31,

2014 2013 2012 2011 2010
Net (loss) income attributable to common
stockholders (1 $(33,799 ) $1,677 $(76,296 ) $(63,879 ) $(86,552 )
Add/(less):
Portfolio depreciation and amortization
Continuing operations 247,587 163,874 104,929 103,086 103,237
Discontinued operations — 3,545 7,116 8,691 10,239
Portfolio impairment
Continuing operations 36,013 183 9,098 2,546 18,771
Discontinued operations 417 7,134 4,634 16,586 24,462
g)eahzed (gain) loss on sales of real estate(l3’728 ) (36.926 ) 3.349 2,736 391
Total adjustments 270,289 137,810 129,126 133,645 157,100
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Funds from operations (FFO) attributable
to common stockholders

Add/(less):

Loss (gain) on debt extinguishment
Continuing operations

Discontinued operations

Loss on derivative instruments related to
term note extinguishment

Expenses incurred to secure lenders’
consents to the [PO

Expenses incurred to amend term note
Litigation

41

$236,490

64,750

$139,487 $52,830

2,405 32,522
(1,028 ) —

— 8,688
— 4,743

$69,766

1,025

374

7,226
151

$70,548

22,282
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Cole IT merger related costs ©) — 66,700 — — —
Finance restructuring charges 13,022 717 — — —

Real estate acquisition costs 3,631 1,718 1,054 553 —
Non-cash interest expense 5,175 8,840 16,495 22,704 19,554
Non-cash revenues (16,732 ) (18,755 ) (3,015 ) (2,225 ) (2,288 )
Accrued interest on defaulted loans 3,103 — — — —
Non-cash compensation expense 11,346 8,769 5,931 — —

Other expense (income) — — — — 3,110
Total adjustments to FFO 84,295 69,366 66,418 29,808 42,658
Adjusted funds from operations (AFFO) ¢ 3, 765 ¢o03853  §119248  $99,574 $113,206
attributable to common stockholders

FFO per share of common stock

Diluted 3 $0.61 $0.54 $0.57 $1.42 $1.43
AFFO per share of common stock

Diluted ¥ $0.82 $0.81 $1.14 $2.02 $2.30
Weighted average shares of common

stock outstanding:

Basic 386,809,746 255,020,565 78,625,102 49,265,701 49,265,701
Diluted 387,585,580 255,210,757 112,509,283 49,265,701 49,265,701

() Amount is net of distributions paid to preferred stockholders.

@ Includes amounts related to discontinued operations.

() FFO per share for the years ended December 31, 2014 and 2013 deducts dividends paid to participating
stockholders of $1,099 and $1,291, respectively, in its computation. Earnings per share for 2012 adds back cash and
non-cash interest savings under the "if converted method" of $11,578 for assumed conversion of the term note in the
computation of diluted earnings per share.

@4 AFFO per share for the years ended December 31, 2014 and 2013 deducts dividends paid to participating
stockholders of $1,099 and $1,291, respectively, in its computation. Earnings per share for 2012 adds back cash
interest savings under the "if converted method" of $9,020 for assumed conversion of the term note in the computation
of diluted earnings per share.

) Includes $10.1 million of interest expense charges related to the Merger.
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Annualized Adjusted EBITDA and Leverage

Revolving credit facilities
Mortgages and notes payable, net
Convertible Notes

Add/(less):

Preferred stock

Unamortized debt discount/(premium)

Cash and cash equivalents

Cash collateral deposits for the benefit of lenders classified as other assets
Total adjustments

Adjusted Debt (D)

Net income (loss) attributable to common stockholders
Add/(less):

Interest

Depreciation and amortization (2

Income tax expense

Total adjustments

Earnings before interest, income tax, and depreciation and amortization expenses
("EBITDA")

Add/(less): @

Merger related costs

Finance restructuring costs

Real estate acquisition costs

Impairments

Losses / (gains) on sales of assets

Losses on debt extinguishment

Total adjustments to EBITDA

Adjusted EBITDA

Annualized Adjusted EBITDA 4

Leverage ) (Adjusted Debt / Annualized Adjusted EBITDA)

(1) Adjusted Debt represents interest bearing debt (reported in accordance with GAAP) adjusted to include preferred

December 31,

2014 2013
$15,181 $35,120
3,658,496 3,743,098
695,957 —
4,369,634 3,778,218
51,586 (1,669

(176,181 ) (66,588
(29,483 ) (16,927
(154,078 ) (85,184
$4,215,556 $3,693,034

Three Months

Ended December 31,
2014 2013
$34,113 $43,586
56,144 52,890
63,380 59,263
87 168
119,611 112,321
$153,724 $155,907
— 16

— 717
1,259 1,030
(5,631 ) 1,282
(11,557 ) (35,700
254 2,405
(15,675 ) (30,250
$138,049 $125,657
$552,196 $502,628
7.6 7.3

stock and exclude unamortized debt discount, as further reduced for cash and cash equivalents and cash collateral
deposits retained by lenders. We believe that including preferred stock in Adjusted Debt is appropriate because it is an

equity security that has properties of a debt instrument not possessed by common stock. Additionally, by excluding

unamortized debt discount, cash and cash equivalents, and cash collateral deposits retained by lenders, the result
provides an estimate of the contractual amount of borrowed capital to be repaid which we believe is a beneficial

disclosure to investors.

@ Adjustments include all amounts charged to continuing and discontinued operations.

R 2
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(3) Adjusted EBITDA represents EBITDA, modified to include other adjustments to GAAP net income (loss)
attributable to common stockholders for Merger costs, real estate acquisition costs, impairment losses, gains/losses
from the sale of real estate and debt transactions and other items that are not considered to be indicative of our
on-going operating performance. We exclude these items as they are not key drivers in our investment decision
making process. We focus our business plans to enable us to sustain increasing shareholder value. Accordingly, we
believe that excluding these items, which may cause short-term fluctuations in net income, but are not indicative of
overall long-term operating performance, provides a useful supplemental measure to investors and analysts in
assessing the net earnings contribution of our real estate portfolio. Because these measures do not represent net
income that is computed in accordance with GAAP, they should not be considered alternatives to net income (loss) or
as an indicator of financial performance.

4 Annualized Adjusted EBITDA is calculated by multiplying Adjusted EBITDA for the quarter by four.

() Leverage is a supplemental non-GAAP financial measure we use to evaluate the level of borrowed capital being
used to increase the potential return of our real estate investments. We calculate Leverage by dividing Adjusted Debt
by Annualized Adjusted EBITDA. The utility of Leverage should be considered as a supplemental measure of the
level of risk that stockholder value may be exposed to.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

Spirit Realty Capital, Inc. is a self-administered and self-managed 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 to tenants
operating within retail, office and industrial property types. Single-tenant, operationally essential real estate consists of
properties that are generally free-standing, commercial real estate facilities where our tenants conduct activities that
are essential to the generation of their sales and profits. In support of our primary business of owning and leasing real
estate, we have also strategically originated or acquired long-term, commercial mortgage and other loans to provide a
range of financing solutions to our tenants.

We generate our revenue primarily by leasing our properties to our tenants. As of December 31, 2014, our
undepreciated gross investment in real estate and loans totaled approximately $8.04 billion, representing investment in
2,509 properties, including properties securing our mortgage loans. Of this amount, 98.6% consisted of our gross
investment in real estate, representing ownership of 2,364 properties, and the remaining 1.4% consisted primarily of
commercial mortgage loans receivable secured by 145 real properties.

Our operations are carried out through the Operating Partnership, a Delaware limited partnership. Spirit General OP
Holdings, LLC, one of our wholly-owned subsidiaries, is the sole general partner and owns 1.0% of the Operating
Partnership. Spirit Realty Capital, Inc. and one of its wholly-owned subsidiaries are the only limited partners, and
together own the remaining 99.0% of the Operating Partnership. Although the Operating Partnership is wholly-owned
by us, in the future, we may issue partnership interests in the Operating Partnership to third parties in exchange for
property owned by such third parties. In general, any partnership interests in the Operating Partnership issued to third
parties would be exchangeable for cash or, at our election, shares of our common stock at specified ratios set when
such partnership interests in the Operating Partnership are issued.

We have elected to be taxed as a REIT for federal income tax purposes commencing with our taxable year ended
December 31, 2005. 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.

2014 Highlights

For the year ended December 31, 2014:
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{ncreased revenues to $602.9 million, compared to $419.5 million for the year ended December 31, 2013.
Produced FFO of $0.61 per diluted share, AFFO of $0.82 per diluted share and net loss of $(0.09) per share.

Generated $121.2 million in gross sales proceeds by selling 38 properties at a weighted average cap rate of 7.59%
with a weighted average remaining lease term of 9.1 years.
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Acquired 361 properties for a gross investment of $971.7 million, including follow-on investments, in 82 real estate
transactions with a weighted average initial cash yield of 7.55% and a weighted average remaining lease term of 15.7
years.

Strengthened our balance sheet and acquisition capacity:

Issued $402.5 million of 2.875% Convertible Senior Notes due 2019 and $345.0 million of 3.75% Convertible Senior
Notes due 2021, resulting in net proceeds of approximately $726.2 million.

Completed an underwritten public offering of 26.45 million shares of our common stock, resulting in net proceeds of
approximately $271.2 million.

Completed an exchange offer for $912.4 million outstanding principal balance of net-lease mortgage notes issued
under our Spirit Master Funding Program, with a blended coupon rate of 5.602%, a weighted average life of 6.5 years
and a rating of "A+" by S&P.

Issued $510.0 million aggregate principal amount of net-lease mortgage notes under our Spirit Master Funding
Program with a blended coupon rate of 4.42%, a weighted average life of 9.4 years and a rating of "A+" by S&P.
Established an ATM Program allowing for the periodic sale of our common stock, pursuant to which we sold 14.4
million shares of our common stock, resulting in net proceeds of approximately $163.8 million.

Extinguished $583.8 million of debt with a weighted average interest rate of 6.41%.

Factors that May Influence Our Operating Results

Acquisitions

Our principal line of business is acquiring commercial real estate properties and leasing these properties to our
tenants. Our ability to grow revenue and produce superior risk adjusted returns will principally depend on our ability
to acquire additional properties that meet our investment criteria at a yield sufficiently in excess of our cost of capital.
We primarily focus on opportunities to acquire attractive commercial real estate by providing 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. Small and middle-market companies are
often willing to enter into leases with structures and terms that we consider appealing (such as master leases and leases
that require ongoing tenant financial reporting) and that we believe increase the security of rental payments. In the
year ended December 31, 2014, we acquired 361 properties for a gross investment of $971.7 million in 82 real estate
transactions, including follow-on investments, with a weighted average initial cash yield of 7.55% and a weighted
average remaining lease term of 15.7 years, as compared to 194 properties for a gross investment of $408.6 million in
40 real estate transactions with a weighted average initial cash yield of 7.92% and a weighted average remaining lease
term of 16.8 in the year ended December 31, 2013. The increase in our acquisition activity was primarily attributable
to our being an active acquirer throughout the 2014 calendar year, after having spent a substantial portion of 2013
focusing our human and capital resources on the Merger transactions and integration of the acquired portfolio.

Operationally Essential Real Estate with Relatively Long-Term Leases

We seek to own properties that are operationally essential to our tenants, thereby reducing the risk that our 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. Without giving effect to the exercise of tenant renewal
options, the weighted average remaining term of our leases as of December 31, 2014 was 10.8 years (based on rental
revenue). Approximately 17.3% of our leases (based on rental revenue) as of December 31, 2014 will expire prior to
January 1, 2020.

Portfolio Diversification

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
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when making investments, we have opportunistically made investments in the past that do not meet one or more of

45

83



Edgar Filing: Spirit Realty Capital, Inc. - Form 10-K

Table of Contents

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 believe that our experience, in-depth market knowledge and extensive network of long-standing relationships in
the real estate industry will continue to provide us access to an ongoing pipeline of attractive acquisitions. However,
because we primarily use external financing to fund acquisitions, periods of volatility in the credit and capital markets
that negatively affect the amounts, sources and cost of capital available to us could force us to limit our acquisition
activity. Additionally, to the extent that we access capital at a higher cost (reflected in higher interest rates for debt
financing or lower stock price for equity financing), our financial results could be adversely affected.

Our Leases

Rent Escalators

Generally, our single-tenant leases contain contractual provisions increasing the rental revenue over the term of the
lease at specified dates by: (1) a fixed amount or (2) the lesser of (a) 1 to 1.25 times any increase in CPI over a
specified period or (b) a fixed percentage, typically 1% to 2% per year. The percentage of our single-tenant properties
(based on total rental revenue) containing rent escalators increased to approximately 89% as of December 31, 2014
compared to approximately 86% as of December 31, 2013. This increase was primarily attributable to the vast
majority of the properties acquired during the year ended December 31, 2014, were under triple-net leases.

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. We seek to use the master lease structure to prevent a tenant from unilaterally giving up
underperforming properties while retaining well-performing properties. We had 105 active master leases with
properties ranging from two to 191 and a weighted average non-cancelable remaining lease term (based on rental
revenue) of 13.6 years as of December 31, 2014 compared to 76 active master leases with properties ranging from two
to 191 and a weighted average non-cancelable remaining lease term (based on rental revenue) of 12.4 years as of
December 31, 2013. This increase was primarily attributable to the acquisition of 230 properties under 25 master
leases during 2014 with a weighted average lease term of 17.7 years. Master lease revenue contributed approximately
45% of our rental revenues in the year ended December 31, 2014 compared to approximately 42.8% of our rental
revenues in the year ended December 31, 2013. One master lease, consisting of 112 properties, contributed 12.3% of
our rental revenues in the year ended December 31, 2014 and 12.9% to our rental revenues in the year ended
December 31, 2013. Our smallest master lease, consisting of two properties, contributed less than 1% to our rental
revenues in each of the years ended December 31, 2014 and 2013, respectively. As of December 31, 2014, the
majority of our master leases include between two and eight properties.

Triple-Net Leases

Our leases are predominantly triple-net which require the tenant to pay all property operating expenses such as real
estate taxes, insurance premiums and repair and maintenance costs. As a result of our Merger, we acquired a limited
number of single and double-net leases where we initially incur property expenses for which we are ultimately
reimbursed by the tenant, subject to certain caps and limitations as provided in the leases. We occasionally enter into
leases, or acquire properties with existing leases, pursuant to which we retain responsibility for the costs of structural
repair, maintenance and certain other property costs. Although such leases have not historically resulted in significant
costs to us, an increase in costs related to these responsibilities could negatively impact our operating results.
Similarly, an increase in the vacancy rate of our portfolio would increase our costs, as we would be responsible for
expenses that our tenants are currently required to pay. As of December 31, 2014, approximately 85.5% of our
properties (based on rental revenue) are subject to triple-net leases.
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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, which could increase our exposure to inflation. Additionally, our leases generally
provide for rent
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escalators 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.

Asset Management

The stability of the rental revenue generated by our properties depends principally on our tenants’ ability to pay rent
and our ability to collect rent due, renew expiring leases or re-lease space upon expiration or other termination, lease
currently vacant properties and maintain or increase rental rates, all of which could be negatively impacted by adverse
economic conditions, particularly those that affect the markets in which our properties are located, downturns in our
tenants’ industries, increased competition for our tenants at our property locations, or the bankruptcy of one or more of
our tenants. We seek to manage these risks by using our developed underwriting and risk management processes to
structure and manage our portfolio.

Active Management and Monitoring of Risks Related to Our Investments

We seek to measure tenant financial distress risk and lease renewal risk through various processes. Many of our
tenants are required to provide corporate-level financial information, which includes balance sheet, income statement
and cash flow statement data on a quarterly and/or annual basis, and approximately 64.3% of our leases as of
December 31, 2014 require the tenant to provide property-level performance information, which includes income
statement data on a quarterly and/or 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 and a “shadow rating,” and we evaluate a
lease’s property-level rent coverage ratio. We also review 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 the risks above, and preserve the
long-term return on our invested capital. We continuously monitor our underperforming and non-performing
properties for potential re-lease or disposition which may trigger impairment charges when the expected future cash
flows from these properties are less than their net book value. Since our inception, our occupancy has never been
below 96.1% (based on number of properties), despite the economic downturn of 2008 through 2010. The percentage
of our properties (based on number of properties) that were occupied decreased slightly to approximately 98.4% as of
December 31, 2014 from approximately 99.0% as of December 31, 2013.

We monitor and manage the diversification of our real estate investment portfolio in order to reduce the risks
associated with adverse developments affecting a particular tenant, property, industry or region. In the year ended
December 31, 2014, we reduced our tenant concentrations, with no tenant exceeding 4.0% of our total revenues in the
year ended December 31, 2014 compared to 4.5% in the year ended December 31, 2013, and no one single property
contributing more than 1.6% of our rental revenue in the year ended December 31, 2014 compared to 1.8% in the year
ended December 31, 2013, in each case excluding Shopko. Shopko is our most significant tenant, representing 14.0%
and 19.7% of our total revenue in the years ended December 31, 2014 and 2013, respectively. We lease 181 properties
to Shopko, 179 of which are under three master leases 