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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)

p ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2006

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission file number 000-51963

COLE CREDIT PROPERTY TRUST II, INC.
(Exact name of registrant as specified in its charter)

Maryland 20-1676382
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification Number)
2555 East Camelback Road, Suite 400 (602) 778-8700
Phoenix, Arizona, 85016 (Registrant s telephone number, including area code)

(Address of principal executive offices; zip code)

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Exchange on Which Registered
None None

Securities registered pursuant to Section 12(g) of the Act:
Common Stock, $0.01 par value per share

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yeso Nop

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yeso Nop

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the

Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp Noo
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Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. b

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer p

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nobp

The aggregate market value of the voting stock held by nonaffiliates as of June 30, 2006: approximately
$114.0 million assuming a market value of $10.00 per share

The number of shares of common stock outstanding as of March 16, 2007 was approximately 40,629,207.
Documents Incorporated by Reference:

The Registrant incorporates by reference portions of the Cole Credit Property Trust II, Inc. Definitive Proxy Statement
for the 2007 Annual Meeting of Stockholders (into Items 10, 11, 12, 13 and 14 of Part III).
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CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS

Certain statements contained in this Annual Report on Form 10-K of Cole Credit Property Trust II, Inc. other than

historical facts may be considered forward-looking statements within the meaning of Section 27A of the Securities

Act of 1933, as amended (the Securities Act ), and Section 21E of the Securities Exchange Act of 1934, as amended

(the Exchange Act ). We intend for all such forward-looking statements to be covered by the safe harbor provisions for

forward-looking statements contained in Section 27A of the Securities Act and Section 21E of the Exchange Act, as

applicable by law. Such statements include, in particular, statements about our plans, strategies, and prospects and are

subject to certain risks and uncertainties, as well as known and unknown risks, which could cause actual results to

differ materially from those projected or anticipated. Therefore, such statements are not intended to be a guarantee of

our performance in future periods. Such forward-looking statements can generally be identified by our use of

forward-looking terminology such as may, will, would, could, should, expect, intend, anticipate, estin
continue, or other similar words. Readers are cautioned not to place undue reliance on these forward-looking

statements, which speak only as of the date this report is filed with the Securities and Exchange Commission ( SEC ).

We make no representation or warranty (express or implied) about the accuracy of any such forward-looking

statements contained in this Annual Report on Form 10-K, and we do not undertake to publicly update or revise any

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

statements are subject to unknown risks and uncertainties, including those discussed in Item 1A, the Risk Factors

section of this Annual Report on Form 10-K.
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PART 1
ITEM 1. BUSINESS
Formation

Cole Credit Property Trust II, Inc. (the Company, we, our, or us )isa Maryland corporation formed on September Z
2004, that has elected to be taxed, and currently qualifies, as a real estate investment trust ( REIT ). We were organized

to acquire and operate commercial real estate primarily consisting of high quality, freestanding, single-tenant

properties net leased to investment grade and other creditworthy tenants located throughout the United States. As of
December 31, 2006, we owned 91 properties located in 26 states, comprising approximately 2.9 million rentable

square feet. At December 31, 2006, these properties were 100% leased.

Substantially all of our business is conducted through our operating partnership, Cole Operating Partnership I, LP, a
Delaware limited partnership organized in 2004 ( Cole OP II ). We own a 99.99% interest in Cole OP II as its general
partner. The remaining 0.01% of Cole OP Il is held as a limited partner s interest by Cole REIT Advisors II, LLC

( Cole Advisors II ), which is our affiliated advisor.

Cole Advisors II, pursuant to a contractual arrangement, is responsible for managing our affairs on a day-to-day basis
and for identifying and making acquisitions and investments on our behalf. The agreement with Cole Advisors Il is for
a one-year term and is reconsidered on an annual basis by our board of directors.

On June 27, 2005, we commenced a public offering on a best efforts basis of up to 45,000,000 shares of common
stock offered at a price of $10.00 per share, subject to certain volume and other discounts, pursuant to a Registration
Statement on Form S-11 filed with the SEC under the Securities Act (the Offering ). The Registration Statement also
covered up to 5,000,000 shares available pursuant to a distribution reinvestment plan (the DRIP ) under which our
stockholders may elect to have their distributions reinvested in additional shares of our common stock at the greater of
$9.50 per share or 95% of the estimated value of a share of common stock. On November 13, 2006, we filed a
registration statement with the SEC under Rule 462(b) to add securities to the Offering. The registration statement
registers an additional 4,390,000 shares of common stock for sale in the primary offering and an additional

952,000 shares of common stock for sale pursuant to our DRIP.

On November 6, 2006, we filed a registration statement with the SEC with respect to a proposed secondary public
offering of up to 150,000,000 shares of common stock. The offering would include up to 125,000,000 shares to be
offered for sale at $10.00 per share in the primary offering and up to 25,000,000 shares to be offered for sale pursuant
to our DRIP.

We commenced our principal operations on September 23, 2005, when we issued the initial 486,000 shares of our
common stock in the Offering. Prior to such date, we were considered a development stage company. As of

December 31, 2006, we had accepted subscriptions for 30,691,204 shares of our common stock, including

20,000 shares owned by Cole Holdings Corporation ( Cole Holdings ) for aggregate gross proceeds of approximately
$306.5 million before offering costs and selling commissions of approximately $29.4 million. As of December 31,
2006, we were authorized to issue 10,000,000 shares of preferred stock, but had none issued and outstanding. As of
March 16, 2007, we had raised approximately $406.3 million in gross offering proceeds through the issuance of
40,629,407 shares of our common stock. As of March 16, 2007, approximately $87.6 million in shares

(8,760,593 shares) remained available for sale to the public under the Offering, exclusive of shares available under the
DRIP.
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We admit new stockholders pursuant to the Offering at least monthly. All subscription proceeds are held in a separate
account until the subscribing investors are admitted as stockholders. Upon admission of new stockholders,
subscription proceeds are released to us and may be utilized as consideration for investments and the payment or
reimbursement of dealer manager fees, selling commissions, organization and offering expenses, and operating
expenses. We also have used, and may continue to use, a portion of the net proceeds from the Offering to fund all or
part of our distributions to stockholders. Such distributions may constitute a
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return of capital and reduce the amount of capital we ultimately invest in properties. Until required for use, net
offering proceeds are held in short-term, liquid investments.

Our common stock is not currently listed on a national securities exchange. We will seek to list our stock for trading
on a national securities exchange only if a majority of our independent directors believe listing would be in the best
interest of our stockholders. We do not intend to list our shares at this time. We do not anticipate that there will be any
market for our common stock until our shares are listed or quoted. In the event we do not obtain listing prior to the
tenth anniversary of the completion or termination of the Offering, our charter requires that we either: (1) seek
stockholder approval of an extension or amendment of this listing deadline or (2) seek stockholder approval to adopt a
plan of liquidation of the company.

Investment Objectives and Policies

Our objective is to invest primarily in high quality, freestanding, income-generating properties, net leased to
investment grade and other creditworthy tenants. We may also invest in mortgage loans or other investments related to
real property or entities or joint ventures that make similar investments. Our primary investment objectives are:

to provide current income to our stockholders through the payment of cash distributions; and
to preserve and return our stockholders capital contributions.

We also seek capital gain from our investments. We cannot assure investors that we will attain these objectives or that
our capital will not decrease.

Decisions relating to the purchase or sale of our investments are made by our advisor, Cole Advisors II, subject to
approval by our board of directors, including a majority of our independent directors. Our board of directors may
revise our investment policies without the concurrence of our stockholders. Our independent directors will review our
investment policies at least annually to determine that our policies are in the best interest of our stockholders.

Acquisition and Investment Policies
Primary Investments

We invest primarily in income-generating retail properties, net leased to investment grade and other creditworthy
tenants. Our investments may be direct investments in such properties or in other entities that own or invest in,
directly or indirectly, interests in such properties. We seek to acquire a portfolio of real estate that is diversified by
geographical location and by type and size of property. Currently, our portfolio consists primarily of freestanding,
single-tenant properties net leased for use as retail establishments. A portion of our portfolio also includes multi-tenant
retail properties and single-tenant properties leased to office and industrial tenants. Although we expect our portfolio
will continue to consist primarily of freestanding, single-tenant properties, we expect to continue to invest in other
property types, including office and industrial properties, leased to one or more tenants. In addition, we expect to
further diversify our portfolio by investing in multi-tenant properties that compliment our overall investment
objectives and mortgage loans.

Many of our properties will be leased to tenants in the chain or franchise retail industry, including but not limited to
convenience stores, drug stores and restaurant properties. Other properties may be leased to large, national big box
retailers, so-called power centers, which are comprised of big box retailers and smaller retail establishments, and other
multi-tenant properties that compliment our overall investment objectives. Our advisor monitors industry trends and
invests in properties on our behalf that serve to provide a favorable return balanced with risk. Our management
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primarily targets retail businesses with established track records. This industry is highly property dependent, therefore
our advisor believes it offers highly competitive sale-leaseback investment opportunities.

We believe that our general focus on the acquisition of freestanding, single-tenant retail properties net leased to
investment grade and other creditworthy tenants presents lower investment risks and greater stability than other

sectors of today s commercial real estate market. Unlike funds that invest solely in multi-tenant
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properties, we plan to acquire a diversified portfolio comprised primarily of single-tenant properties and a smaller
number of multi-tenant properties that compliment our overall investment objectives. By primarily acquiring
single-tenant properties, we believe that lower than expected results of operations from one or a few investments will
not necessarily preclude our ability to realize our investment objectives of cash flow and preservation of capital from
our overall portfolio. In addition, we believe that freestanding retail properties, as compared to shopping centers, malls
and other traditional retail complexes, offer a distinct investment advantage since these properties generally require
less management and operating capital, have less recurring tenant turnover and generally offer superior locations that
are less dependent on the financial stability of adjoining tenants. In addition, since we intend to acquire properties that
are geographically diverse, we expect to minimize the potential adverse impact of economic downturns in local
markets. Our management believes that a portfolio consisting primarily of freestanding, single-tenant retail properties,
net leased to creditworthy tenants diversified geographically and by the industry and brand of tenants will enhance our
liquidity opportunities for investors by making the sale of individual properties, multiple properties or our investment
portfolio as a whole attractive to institutional investors and by making a possible listing of our shares attractive to the
public investment community.

To the extent feasible, we seek to achieve a well-balanced portfolio diversified by geographic location, age of the
property and lease maturity. We pursue properties with tenants that represent a variety of industries so as to avoid
concentration in any one industry. We expect these industries to include all types of retail establishments, such as big
box retailers, convenience stores, drug stores and restaurant properties. We expect that tenants of our properties will
also be diversified between national, regional and local brands. We will generally target properties with lease terms in
excess of ten years. We may acquire properties with shorter terms if the property is in an attractive location, if the
property is difficult to replace, or if the property has other significant favorable attributes. We expect that these
investments will provide long-term value by virtue of their size, location, quality and condition and lease
characteristics. We currently expect all of our acquisitions will be in the United States, including United States
protectorates.

Many retail companies today are entering into sale-leaseback arrangements as a strategy for applying more capital that
would otherwise be applied to their real estate holdings to their core operating businesses. We believe that our
investment strategy will enable us to take advantage of the increased emphasis on retailers core business operations in
today s competitive corporate environment as retailers attempt to divest from real estate assets.

There is no limitation on the number, size or type of properties that we may acquire or on the percentage of net

proceeds of this offering that may be invested in a single property. The number and mix of properties will depend

upon real estate market conditions and other circumstances existing at the time of acquisition of properties and the
amount of proceeds raised in this offering. For a further description, see the section titled ~ Other Possible Investments
below.

We intend to incur debt to acquire properties where our board determines that incurring such debt is in our best
interest. In addition, from time to time, we may acquire some properties without financing and later incur mortgage
debt secured by one or more of such properties if favorable financing terms are available. We will use the proceeds
from such loans to acquire additional properties. See ~ Borrowing Policies under this section for a more detailed
explanation of our borrowing intentions and limitations.

Investment Grade and Other Creditworthy Tenants
In evaluating potential property acquisitions consistent with our investment objectives, we apply credit underwriting
criteria to the tenants of existing properties. Similarly, we will apply credit underwriting criteria to possible new

tenants when we are re-leasing properties in our portfolio. Tenants of our properties frequently are national or
super-regional retail chains that are investment grade or otherwise creditworthy entities having high net worth and
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operating income. Generally, these tenants must be experienced multi-unit operators with a proven track record in
order to meet the credit tests applied by our advisor.

A tenant will be considered investment grade when the tenant has a debt rating by Moody s of Baa3 or better or a
credit rating by Standard & Poor s of BBB- or better, or its payments are guaranteed by a company
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with such rating. Changes in tenant credit ratings, coupled with future acquisition and disposition activity, may
increase or decrease our concentration of investment grade tenants in the future.

Moody s ratings are opinions of future relative creditworthiness based on an evaluation of franchise value, financial
statement analysis and management quality. The rating given to a debt obligation describes the level of risk associated
with receiving full and timely payment of principal and interest on that specific debt obligation and how that risk
compares with that of all other debt obligations. The rating, therefore, measures the ability of a company to generate
cash in the future.

A Moody s debt rating of Baa3, which is the lowest investment grade rating given by Moody s, is assigned to
companies with adequate financial security. However, certain protective elements may be lacking or may be

unreliable over any given period of time. A Moody s debt rating of Aaa, which is the highest investment grade rating
given by Moody s, is assigned to companies with exceptional financial security. Thus, investment grade tenants will be
judged by Moody s to have at least adequate financial security, and will in some cases have exceptional financial
security.

Standard & Poor s assigns a credit rating to both companies as a whole and to each issuance or class of a company s
debt. A Standard & Poor s credit rating of BBB—, which is the lowest investment grade rating given by Standard &
Poor s, is assigned to companies that exhibit adequate protection parameters. However, adverse economic conditions
or changing circumstances are more likely to lead to a weakened capacity of the company to meet its financial
commitments. A Standard & Poor s credit rating of AAA+, which is the highest investment grade rating given by
Standard & Poor s, is assigned to companies or issuances with extremely strong capacities to meet their financial
commitments. Thus, investment grade tenants will be judged by Standard & Poor s to have at least adequate protection
parameters, and will in some cases have extremely strong financial positions.

Other creditworthy tenants are tenants with financial profiles that our advisor believes meet our investment objectives.
In evaluating the credit worthiness of a tenant or prospective tenant, our advisor does not use specific quantifiable
standards, but does consider many factors, including the proposed terms of the acquisition. The factors our advisor
considers include the financial condition of the tenant and/or guarantor, the operating history of the property with such
tenant or tenants, the tenant s or tenants market share and track record within its industry segment, the general health
and outlook of the tenant s or tenants industry segment, and the lease length and terms at the time of the acquisition.

Description of Leases

We typically purchase single-tenant properties with existing leases, and when spaces become vacant or existing leases
expire we anticipate entering into net leases. Net leases means leases that typically require that tenants pay all or a
majority of the operating expenses, including real estate taxes, special assessments and sales and use taxes, utilities,
insurance and building repairs related to the property, in addition to the lease payments. There are various forms of net
leases, typically classified as triple net or double net. Triple net leases typically require the tenant to pay all costs
associated with a property in addition to the base rent and percentage rent, if any. Double net leases typically have the
landlord responsible for the roof and structure, or other aspects of the property, while the tenant is responsible for all
remaining expenses associated with the property. In the event that we acquire multi-tenant properties, we expect to
have a variety of lease arrangements with the tenants of such properties. Since each lease is an individually negotiated
contract between two or more parties, each contract will have different obligations of both the landlord and tenant.
Many large national tenants have standard lease forms that generally do not vary from property to property, and we
will have limited ability to revise the terms of leases to those tenants.

We anticipate that a majority of our acquisitions will have lease terms of ten years or more at the time of the
acquisition. We may acquire properties under which the lease term has partially expired. We also may acquire
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properties with shorter lease terms if the property is in an attractive location, if the property is difficult to replace, or if
the property has other significant favorable real estate attributes. Under most commercial leases, tenants are obligated
to pay a predetermined annual base rent. Some of the leases for our properties also will contain provisions that
increase the amount of base rent payable at points during the lease term
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and/or percentage rent that can be calculated by a number of factors. Under triple net and double net leases, the tenants
are generally required to pay the real estate taxes, insurance, utilities and common area maintenance charges
associated with the properties. Generally, the leases require each tenant to procure, at its own expense, commercial
general liability insurance, as well as property insurance covering the building for the full replacement value and
naming the ownership entity and the lender, if applicable, as the additional insured on the policy. As a precautionary
measure, our advisor may obtain, to the extent available, secondary liability insurance, as well as loss of rents
insurance that covers one year of annual rent in the event of a rental loss. The secondary insurance coverage names the
ownership entity as the named insured on the policy. The insurance coverage insures Cole Holdings and any entity
formed under Cole Holdings.

Some leases do require that we procure the insurance for both commercial general liability and property damage
insurance; however, the premiums are fully reimbursable from the tenant. In the event we procures such insurance, the
policy lists us as the named insured on the policy and the tenant as the additional insured.

Tenants are required to provide proof of insurance by furnishing a certificate of insurance to our advisor on an annual
basis. The insurance certificates are carefully tracked and reviewed for compliance by our advisor s property
management department.

In general, leases may not be assigned or subleased without our prior written consent. If we do consent to an
assignment or sublease, the original tenant generally will remain fully liable under the lease unless we release the
tenant from its obligations under the lease.

Other Possible Investments

Although we expect that most of our property acquisitions will be of the type described above, we may make other
investments. For example, we are not limited to investments in single-tenant, freestanding retail properties or
properties leased to investment grade and other creditworthy tenants and complimentary multi-tenant properties. We
may invest in other commercial properties such as business and industrial parks, manufacturing facilities, office
buildings and warehouse and distribution facilities, or in other entities that make such investments or own such
properties, in order to reduce overall portfolio risks or enhance overall portfolio returns if our advisor and board of
directors determine that it would be advantageous to do so. Further, to the extent that our advisor and board of
directors determine it is in our best interest, due to the state of the real estate market, in order to diversify our
investment portfolio or otherwise, we will make or invest in mortgage loans secured by the same types of commercial
properties that we intend to acquire.

Our criteria for investing in mortgage loans will be substantially the same as those involved in our investment in
properties. We do not intend to make loans to other persons (other than mortgage loans), to underwrite securities of
other issuers or to engage in the purchase and sale of any types of investments other than interests in real estate.

Investment Decisions

Cole Advisors II has substantial discretion with respect to the selection of specific investments and the purchase and
sale of our properties, subject to the approval of our board of directors. In pursuing our investment objectives and
making investment decisions for us, Cole Advisors II evaluates the proposed terms of the purchase against all aspects
of the transaction, including the condition and financial performance of the property, the terms of existing leases and
the creditworthiness of the tenant, terms of the lease and property and location characteristics. Because the factors
considered, including the specific weight we place on each factor, will vary for each potential investment, we do not,
and are not able to, assign a specific weight or level of importance to any particular factor.
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In addition to procuring and reviewing an independent valuation estimate and property condition report, our advisor
also, to the extent such information is available, consider the following:

unit level store performance;

property location, visibility and access;

Table of Contents

16



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

Table of Contents

age of the property, physical condition and curb appeal;

neighboring property uses;

local market conditions including vacancy rates;

area demographics, including trade area population and average household income;

neighborhood growth patterns and economic conditions;

presence of nearby properties that may positively impact store sales at the subject property; and

lease terms, including length of lease term, scope of landlord responsibilities, presence and frequency of

contractual rental increases, renewal option provisions, exclusive and permitted use provisions, co-tenancy

requirements and termination options.
Our advisor considers whether properties are leased by, or have leases guaranteed by, companies that maintain an
investment grade rating by either Standard and Poor s or Moody s Investor Services. Our advisor also will consider
non-rated and non-investment grade rated tenants that we consider creditworthy, as described in Investment Grade
and Other Creditworthy Tenants above.
Our advisor reviews the terms of each existing lease by considering various factors, including:

rent escalations;

remaining lease term;

renewal option terms;

tenant purchase options;

termination options;

scope of the landlord s maintenance, repair and replacement requirements;

projected net cash flow yield; and

projected internal rates of return.

Conditions to Closing Our Acquisitions

Generally, we condition our obligation to close the purchase of any investment on the delivery and verification of
certain documents from the seller or developer, including, where appropriate:

plans and specifications;

surveys;
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evidence of marketable title, subject to such liens and encumbrances as are acceptable to Cole Advisors II;
financial statements covering recent operations of properties having operating histories;

title and liability insurance policies; and

tenant estoppel certificates.

We generally will not purchase any property unless and until we also obtain what is generally referred to as a Phase |
environmental site assessment and are generally satisfied with the environmental status of the property. However, we
may purchase a property without obtaining such assessment if our advisor determines it is not warranted. A Phase I
environmental site assessment basically consists of a visual survey of the building and the property in an attempt to
identify areas of potential environmental concerns, visually observing neighboring properties to asses surface
conditions or activities that may have an adverse environmental impact on the property, and contacting local
governmental agency personnel who perform a regulatory agency file search in an attempt to determine any known
environmental concerns in the immediate identity of the property.

8

Table of Contents 18



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

Table of Contents

A Phase I environmental site assessment does not generally include any sampling or testing of soil, ground water or
building materials from the property and may not reveal all environmental hazards on a property.

We may enter into purchase and sale arrangements with a seller or developer of a suitable property under development
or construction. In such cases, we will be obligated to purchase the property at the completion of construction,
provided that the construction conforms to definitive plans, specifications, and costs approved by us in advance. In
such cases, prior to our acquiring the property, we generally would receive a certificate of an architect, engineer or
other appropriate party, stating that the property complies with all plans and specifications. If renovation or
remodeling is required prior to the purchase of a property, we expect to pay a negotiated maximum amount to the
seller upon completion. We do not currently intend to construct or develop properties or to render any services in
connection with such development or construction.

In determining whether to purchase a particular property, we may, in accordance with customary practices, obtain an
option on such property. The amount paid for an option, if any, normally is surrendered if the property is not
purchased and normally is credited against the purchase price if the property is purchased.

In purchasing, leasing and developing properties, we will be subject to risks generally incident to the ownership of
real estate. See Risk Factors General Risks Related to Investments in Real Estate.

Ownership Structure

Our investment in real estate generally takes the form of holding fee title or a long-term leasehold estate. We acquire
such interests either directly through our operating partnership, or indirectly through limited liability companies,
limited partnerships, or through investments in joint ventures, partnerships, co-tenancies or other co-ownership
arrangements with the developers of the properties, affiliates of Cole Advisors II or other persons. See the  Joint
Venture Investments section below. In addition, we may purchase properties and lease them back to the sellers of such
properties. While we will use our best efforts to structure any such sale-leaseback transaction so that the lease will be
characterized as a true lease and so that we will be treated as the owner of the property for federal income tax
purposes, the Internal Revenue Service could challenge this characterization. In the event that any sale-leaseback
transaction is re-characterized as a financing transaction for federal income tax purposes, deductions for depreciation
and cost recovery relating to such property would be disallowed.

Joint Venture Investments

We may enter into joint ventures, partnerships, co-tenancies and other co-ownership arrangements with third parties as
well as affiliated entities, including other real estate programs sponsored by affiliates of our advisor for the
acquisition, development or improvement of properties with affiliates of our advisor, including other real estate
programs sponsored by affiliates of our advisor. We may also enter into such arrangements with real estate
developers, owners and other unaffiliated third parties for the purpose of developing, owning and operating real
properties. In determining whether to invest in a particular joint venture, Cole Advisors II will evaluate the real
property that such joint venture owns or is being formed to own under the same criteria described above in

Investment Decisions for the selection of our real estate property investments.

Our general policy is to invest in joint ventures only when we will have a right of first refusal to purchase the
co-venturer s interest in the joint venture if the co-venturer elects to sell such interest. In the event that the co-venturer
elects to sell property held in any such joint venture, however, we may not have sufficient funds to exercise our right
of first refusal to buy the other co-venturer s interest in the property held by the joint venture. In the event that any
joint venture with an affiliated entity holds interests in more than one property, the interest in each such property may
be specially allocated based upon the respective proportion of funds invested by each co-venturer in each such
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Cole Advisors II may have conflicts of interest in determining which Cole-sponsored program should enter into any
particular joint venture agreement. The co-venturer may have economic or business interests or goals that are or may
become inconsistent with our business interests or goals. In addition, Cole Advisors II may face a conflict in
structuring the terms of the relationship between our interests and the interest of the
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affiliated co-venturer and in managing the joint venture. Since Cole Advisors II and its affiliates will control both the
affiliated co-venturer and, to a certain extent, us, agreements and transactions between the co-venturers with respect to
any such joint venture will not have the benefit of arm s-length negotiation of the type normally conducted between
unrelated co-venturers, which may result in the co-venturer receiving benefits greater than the benefits that we receive.
In addition, we may have liabilities that exceed the percentage of our investment in the joint venture.

We may enter into joint ventures with other Cole real estate programs only if a majority of our directors not otherwise
interested in the transaction and a majority of our independent directors approve the transaction as being fair and
reasonable to us and on substantially the same terms and conditions as those received by other joint venturers.

Borrowing Policies

Our advisor believes that utilizing borrowing is consistent with our investment objective of maximizing the return to
investors. By operating on a leveraged basis, we will have more funds available for investment in properties. This will
allow us to make more investments than would otherwise be possible, resulting in a more diversified portfolio. There
is no limitation on the amount we may borrow against any single improved property. However, under our charter, we
are required to limit our borrowings to 60% of the greater of cost (before deducting depreciation or other non-cash
reserves) or fair market value of our gross assets, unless excess borrowing is approved by a majority of the
independent directors and disclosed to our stockholders in the next quarterly report along with the justification for
such excess borrowing. In the event that we issue preferred stock that is entitled to a preference over the common
stock in respect of distributions or liquidation or is treated as debt under generally accepted accounting principles in
the United States ( GAAP ), we will include it in the leverage restriction calculations, unless the issuance of the
preferred stock is approved or ratified by our stockholders. We expect that during the period of our offering of
common stock we will request that our independent directors approve borrowings in excess of this limitation since we
will then be in the process of raising our equity capital to acquire our portfolio. However, we anticipate that our
overall leverage following our offering stage will be within our charter limit.

Our advisor will use its best efforts to obtain financing on the most favorable terms available to us. All of our
financing arrangements must be approved by a majority of our board members including a majority of our
independent directors. Lenders may have recourse to assets not securing the repayment of the indebtedness. Our
advisor may refinance properties during the term of a loan only in limited circumstances, such as when a decline in
interest rates makes it beneficial to prepay an existing mortgage, when an existing mortgage matures or if an attractive
investment becomes available and the proceeds from the refinancing can be used to purchase such investment. The
benefits of the refinancing may include increased cash flow resulting from reduced debt service requirements, an
increase in dividend distributions from proceeds of the refinancing, if any, and an increase in property ownership if
some refinancing proceeds are reinvested in real estate.

Our ability to increase our diversification through borrowing may be adversely impacted if banks and other lending
institutions reduce the amount of funds available for loans secured by real estate. When interest rates on mortgage
loans are high or financing is otherwise unavailable on a timely basis, we may purchase properties for cash with the
intention of obtaining a mortgage loan for a portion of the purchase price at a later time. To the extent that we do not
obtain mortgage loans on our properties, our ability to acquire additional properties will be restricted.

We may not borrow money from any of our directors or from our advisor or its affiliates unless such loan is approved
by a majority of the directors not otherwise interested in the transaction (including a majority of the independent
directors) as fair, competitive and commercially reasonable and no less favorable to us than a comparable loan
between unaffiliated parties. During the year ended December 31, 2006 and 2005, we borrowed an aggregate of
approximately $7.0 million and approximately $4.5 million, respectively, from our advisor s affiliates. Our board of
directors, including a majority of our independent directors, not otherwise interested in the transaction approved each
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reasonable to the Company and no less favorable to the Company than between unaffiliated parties under the same
circumstances.

Acquisition of Properties from Affiliates

We may acquire properties or interests in properties from or in co-ownership arrangements with entities affiliated with
our advisor, including properties acquired from affiliates of our advisor engaged in construction and development of
commercial real properties. We will not acquire any property from an affiliate unless a majority of our directors not
otherwise interested in the transaction and a majority of our independent directors determine that the transaction is fair
and reasonable to us. The purchase price that we will pay for any property we acquire from affiliates of our advisor,
including property developed by an affiliate as well as property held by an affiliate that has already been developed,
will not exceed the current appraised value of the property. In addition, the price of the property we acquire from an
affiliate may not exceed the cost of the property to the affiliate, unless a majority of our directors and a majority of our
independent directors determine that substantial justification for the excess exists and the excess is reasonable.

Conflicts of Interest

We are subject to various conflicts of interest arising out of our relationship with Cole Advisors I, our advisor, and its
affiliates, including conflicts related to the arrangements pursuant to which Cole Advisors II and its affiliates will be
compensated by us. The agreements and compensation arrangements between us and our advisor and its affiliates

were not determined by arm s-length negotiations. Some of the conflicts of interest in our transactions with our advisor
and its affiliates, and the limitations on our advisor adopted to address these conflicts, are described below.

Our advisor and its affiliates have and will continue to try to balance our interests with their duties to other
Cole-sponsored programs. However, to the extent that our advisor or its affiliates take actions that are more favorable
to other entities than to us, these actions could have a negative impact on our financial performance and, consequently,
on distributions to our stockholders and the value of our stock. In addition, our directors, officers and certain of our
stockholders may engage for their own account in business activities of the types conducted or to be conducted by our
subsidiaries and us.

Our independent directors have an obligation to function on our behalf in all situations in which a conflict of interest
may arise, and all of our directors have a fiduciary obligation to act on behalf of our stockholders.

Interests in Other Real Estate Programs

An affiliate of our advisor acts as an advisor to, and our named executive officers and one of our directors act as
officers and a director of, Cole Credit Property Trust, Inc., which is a real estate investment trust that has similar
investment objectives to us. Affiliates of our officers and entities owned or managed by such affiliates also may
acquire or develop real estate for their own accounts, and have done so in the past. Furthermore, affiliates of our
officers and entities owned or managed by such affiliates intend to form additional real estate investment entities in
the future, whether public or private, which can be expected to have the same investment objectives and policies as we
do and which may be involved in the same geographic area, and such persons may be engaged in sponsoring one or
more of such entities at approximately the same time as our shares of common stock are being offered. Our advisor,
its affiliates and affiliates of our officers are not obligated to present to us any particular investment opportunity that
comes to their attention, even if such opportunity is of a character that might be suitable for investment by us. Our
advisor and its affiliates likely will experience conflicts of interest as they simultaneously perform services for us and
other affiliated real estate programs.
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Any affiliated entity, whether or not currently existing, could compete with us in the sale or operation of the
properties. We will seek to achieve any operating efficiency or similar savings that may result from affiliated
management of competitive properties. However, to the extent that affiliates own or acquire property that is adjacent,
or in close proximity, to a property we own, our property may compete with the affiliate s property for tenants or
purchasers.

11

Table of Contents 24



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

Table of Contents

Every transaction that we enter into with our advisor or its affiliates is subject to an inherent conflict of interest. Our
board of directors may encounter conflicts of interest in enforcing our rights against any affiliate in the event of a
default by or disagreement with an affiliate or in invoking powers, rights or options pursuant to any agreement
between us and our advisor or any of its affiliates.

Other Activities of Cole Advisors 11 and its Affiliates

We rely on Cole Advisors II for the day-to-day operation of our business pursuant to an advisory agreement. As a
result of the interests of members of its management in other Cole-sponsored programs and the fact that they have also
engaged and will continue to engage in other business activities, Cole Advisors II and its affiliates will have conflicts
of interest in allocating their time between us and other Cole-sponsored programs and other activities in which they
are involved. However, Cole Advisors Il believes that it and its affiliates have sufficient personnel to discharge fully
their responsibilities to all of the Cole-sponsored programs and other ventures in which they are involved.

In addition, each of our executive officers, including Christopher H. Cole, who also serves as the chairman of our
board of directors, also serves as an officer of our advisor, our property manager, our dealer manager and/or other
affiliated entities. As a result, these individuals owe fiduciary duties to these other entities which may conflict with the
fiduciary duties that they owe to us and our stockholders.

We may purchase properties or interests in properties from affiliates of Cole Advisors II. The prices we pay to

affiliates of our advisor for these properties will not be the subject of arm s-length negotiations, which could mean that
the acquisitions may be on terms less favorable to us than those negotiated with unaffiliated parties. However, our
charter provides that the purchase price of any property we acquire from an affiliate may not exceed its fair market
value as determined by a competent independent appraiser. In addition, the price must be approved by a majority of
our directors who have no financial interest in the transaction, including a majority of our independent directors. If the
price to us exceeds the cost paid by our affiliate, our board of directors must determine that there is substantial
justification for the excess cost.

Competition in Acquiring, Leasing and Operating of Properties

Conlflicts of interest will exist to the extent that we may acquire properties in the same geographic areas where
properties owned by other Cole-sponsored programs are located. In such a case, a conflict could arise in the leasing of
properties in the event that we and another Cole-sponsored program were to compete for the same tenants in
negotiating leases, or a conflict could arise in connection with the resale of properties in the event that we and another
Cole-sponsored program were to attempt to sell similar properties at the same time. Conflicts of interest may also exist
at such time as we or our affiliates managing property on our behalf seek to employ developers, contractors or
building managers, as well as under other circumstances. Cole Advisors II will seek to reduce conflicts relating to the
employment of developers, contractors or building managers by making prospective employees aware of all such
properties seeking to employ such persons. In addition, Cole Advisors II will seek to reduce conflicts that may arise
with respect to properties available for sale or rent by making prospective purchasers or tenants aware of all such
properties. However, these conflicts cannot be fully avoided in that there may be established differing compensation
arrangements for employees at different properties or differing terms for resales or leasing of the various properties.

Affiliated Dealer Manager
Since Cole Capital Corporation ( Cole Capital ), the dealer manager for our Offering, is an affiliate of Cole Advisors II,

we did not have the benefit of an independent due diligence review and investigation of the type normally performed
by an unaffiliated, independent underwriter in connection with the Offering.
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Affiliated Property Manager

Our properties are, and we anticipate that properties we acquire will be, managed and leased by our affiliated property
manager, Cole Realty Advisors, Inc., f/k/a Fund Realty Advisors, Inc. ( Cole Realty Advisors ), pursuant to a property
management and leasing agreement. Our agreement with Cole Realty
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Adpvisors has a one year term. We expect Cole Realty Advisors to also serve as property manager for properties owned
by affiliated real estate programs, some of which may be in competition with our properties. Management fees to be
paid to our property manager are based on a percentage of the rental income received by the managed properties.

Lack of Separate Representation

Morris, Manning & Martin, LLP acts, and may in the future act, as counsel to us, Cole Advisors II, and certain of our
respective affiliates. There is a possibility that in the future the interests of the various parties may become adverse,
and under the Code of Professional Responsibility of the legal profession, Morris, Manning & Martin, LLP may be
precluded from representing any one or all of such parties. In the event that a dispute were to arise between us, Cole
Adpvisors 11, or any of our respective affiliates, separate counsel for such matters will be retained as and when
appropriate.

Receipt of Fees and Other Compensation by Cole Advisors II and Its Affiliates

A transaction involving the purchase and sale of properties may result in the receipt of commissions, fees and other
compensation by Cole Advisors II and its affiliates, including acquisition and advisory fees, the dealer manager fee,
property management and leasing fees, real estate brokerage commissions and participation in nonliquidating net sale
proceeds. However, the fees and compensation payable to Cole Advisors II and its affiliates relating to the net sale
proceeds from the sale of properties will only be payable after the return to the stockholders of their capital
contributions plus cumulative returns on such capital. Subject to oversight by our board of directors, Cole Advisors II
will have considerable discretion with respect to all decisions relating to the terms and timing of all transactions.
Therefore, Cole Advisors II may have conflicts of interest concerning certain actions taken on our behalf, particularly
due to the fact that such fees will generally be payable to Cole Advisors II and its affiliates regardless of the quality of
the properties acquired or the services provided to us.

Certain Conflict Resolution Procedures

Every transaction that we enter into with Cole Advisors II or its affiliates will be subject to an inherent conflict of
interest. Our board of directors may encounter conflicts of interest in enforcing our rights against any affiliate in the
event of a default by or disagreement with an affiliate or in invoking powers, rights or options pursuant to any
agreement between us and Cole Advisors Il or any of its affiliates.

In order to reduce or to eliminate certain potential conflicts of interest, our charter contains a number of restrictions
relating to (1) transactions we enter into with Cole Advisors II and its affiliates, (2) certain future offerings, and

(3) allocation of investment opportunities among affiliated entities. These restrictions include, among others, the
following:

We will not purchase or lease properties in which Cole Advisors II, any of our directors or any of their
respective affiliates has an interest without a determination by a majority of the directors, including a majority
of the independent directors not otherwise interested in such transaction, that such transaction is fair and
reasonable to us and at a price to us no greater than the cost of the property to the seller or lessor unless there is
substantial justification for any amount that exceeds such cost and such excess amount is determined to be
reasonable. In no event will we acquire any such property at an amount in excess of its appraised value. We
will not sell or lease properties to Cole Advisors II, any of our directors or any of their respective affiliates
unless a majority of the directors, including a majority of the independent directors not otherwise interested in
the transaction, determines that the transaction is fair and reasonable to us.
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We will not make any loans to Cole Advisors II, any of our directors or any of their respective affiliates, except
that we may make or invest in mortgage loans involving Cole Advisors II, our directors or their respective
affiliates, provided that an appraisal of the underlying property is obtained from an independent appraiser and
the transaction is approved as fair and reasonable to us and on terms no less favorable to us than those available
from third parties. In addition, Cole Advisors II, any of our
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directors and any of their respective affiliates will not make loans to us or to joint ventures in which we are a
joint venture partner unless approved by a majority of the directors, including a majority of the independent
directors not otherwise interested in the transaction, as fair, competitive and commercially reasonable, and no
less favorable to us than comparable loans between unaffiliated parties.

Cole Advisors II and its affiliates will be entitled to reimbursement, at cost, for actual expenses incurred by
them on behalf of us or joint ventures in which we are a joint venture partner; provided, however, Cole
Adpvisors II must reimburse us for the amount, if any, by which our total operating expenses, including the
advisor asset management fee, paid during the previous fiscal year exceeded the greater of: (i) 2.0% of our
average invested assets for that fiscal year, or (ii) 25.0% of our net income, before any additions to reserves for
depreciation, bad debts or other similar non-cash reserves and before any gain from the sale of our assets, for
that fiscal year.

In the event that an investment opportunity becomes available that is suitable, under all of the factors
considered by Cole Advisors II, for both us and one or more other entities affiliated with Cole Advisors II, and
for which more than one of such entities has sufficient uninvested funds, then the entity that has had the longest
period of time elapse since it was offered an investment opportunity will first be offered such investment
opportunity. It will be the duty of our board of directors, including the independent directors, to insure that this
method is applied fairly to us. In determining whether or not an investment opportunity is suitable for more
than one program, Cole Advisors II, subject to approval by our board of directors, shall examine, among
others, the following factors:

the anticipated cash flow of the property to be acquired and the cash requirements of each program;

the effect of the acquisition on diversification of each program s investments by type of property, geographic
area and tenant concentration;

the policy of each program relating to leverage of properties;
the income tax effects of the purchase to each program;
the size of the investment; and

the amount of funds available to each program and the length of time such funds have been available for
investment.

If a subsequent development, such as a delay in the closing of a property or a delay in the construction of a
property, causes any such investment, in the opinion of Cole Advisors II, to be more appropriate for a program
other than the program that committed to make the investment, Cole Advisors II may determine that another
program affiliated with Cole Advisors II or its affiliates will make the investment.

We will not accept goods or services from Cole Advisors II or its affiliates or enter into any other transaction
with Cole Advisors II or its affiliates unless a majority of our directors, including a majority of the independent
directors, not otherwise interested in the transaction approve such transaction as fair and reasonable to us and

on terms and conditions not less favorable to us than those available from unaffiliated third parties.

Employees
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We have no direct employees. The employees of Cole Advisors II and other affiliates of our advisor provide services
for us related to acquisition, property management, asset management, accounting, investor relations, and all other
administrative services. The employees of Cole Capital, our affiliated dealer manager, provide wholesale brokerage
services.

We are dependent on our advisor and its affiliates for services that are essential to us, including the sale of shares of
our common stock, asset acquisition decisions, property management and other general administrative responsibilities.
In the event that these companies were unable to provide these services to us, we would be required to obtain such
services from other sources.
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We reimburse Cole Advisors II and its affiliates for expenses incurred in connection with its provision of
administrative services to us, including personnel costs, subject to certain limitations. During the year ended
December 31, 2006 and 2005, no amounts were reimbursed to Cole Advisors II or its affiliates for personnel costs and
third-party costs allocated in connection with the issuance of shares under the Offering.

Insurance
See  Description of Leases section above.
Competition

As we purchase properties to build our portfolio, we are in competition with other potential buyers for the same
properties and may have to pay more to purchase the property than if there were no other potential acquirers or we
may have to locate another property that meets our investment criteria. Although our properties are currently 100%
leased and we intend to acquire properties subject to existing leases, the leasing of real estate is highly competitive in
the current market, and we may experience competition for tenants from owners and managers of competing projects.
As aresult, we may have to provide free rent, incur charges for tenant improvements, or offer other inducements, or
we might not be able to timely lease the space, all of which may have an adverse impact on our results of operations.
At the time we elect to dispose of our properties, we will also be in competition with sellers of similar properties to
locate suitable purchasers for its properties.

Concentration of Credit Risk

At December 31, 2006 and 2005, we had cash on deposit in one financial institution in excess of federally insured
levels; however, we have not experienced any losses in such accounts. We limit investment of cash investments to
financial institutions with high credit standing; therefore, we believe we are not exposed to any significant credit risk
on cash.

No single tenant accounted for greater than 10% of our gross annualized base rental revenues as of December 31,
2006. One tenant in the drugstore industry and one tenant in the automotive supply industry accounted for
approximately 34% and 31% of our gross annualized base rental revenues, respectively, as of December 31, 2005.
Tenants in the drugstore, specialty retail and automotive supply industries comprised approximately 25%, 12% and
11%, respectively, of our gross annualized base rental revenues as of December 31, 2006. Tenants in the drugstore and
automotive supply industries comprised approximately 44% and 31% of our gross annualized base rental revenues,
respectively, as of December 31, 2005.

Litigation

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

Environmental Matters
In connection with the ownership and operation of real estate, we may be potentially liable for costs and damages
related to environmental matters. We have not been notified by any governmental authority of any non-compliance,

liability or other claim, and we are not aware of any other environmental condition that we believe will have a
material adverse effect on the consolidated results of operations.
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Available Information

We electronically file an annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K
and all amendments to those reports with the SEC. We have also filed a registration statement and supplements to our
prospectus in connection with our Offering with the SEC. Copies of our filings with the SEC may be obtained from
the SEC s website, at http://www.sec.gov. Access to these filings is free of charge.
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ITEM 1A. RISK FACTORS
Set forth below are investment risks that we believe are material to our investors.
Risks Related to an Investment in Cole Credit Property Trust II, Inc.

You will not have the opportunity to evaluate our future investments before we make them, which makes an
investment in us more speculative.

We will not provide you with information to evaluate our future investments prior to our acquisition of properties. We
will seek to use our net offering proceeds, after the payment of fees and expenses, to continue to acquire a portfolio of
commercial real estate comprised primarily of a large number of freestanding, single-tenant commercial properties net
leased to investment grade or other creditworthy tenants and a smaller number of multi-tenant properties that
compliment our overall investment objectives. We may also, in the discretion of our advisor, invest in other types of
real estate or in entities that invest in real estate. In addition, our advisor may make or invest in mortgage loans or
participations therein on our behalf if our board of directors determines, due to the state of the real estate market or in
order to diversify our investment portfolio or otherwise, that such investments are advantageous to us. We established
policies relating to the creditworthiness of tenants of our properties, but our board of directors has wide discretion in
implementing these policies, and you will not have the opportunity to evaluate potential tenants.

There is no public trading market for our shares and there may never be one; therefore, it will be difficult for you
to sell your shares.

There currently is no public market for our shares and there may never be one. If you are able to find a buyer for your
shares, you may not sell your shares unless the buyer meets applicable suitability and minimum purchase standards.
Our charter also prohibits the ownership of more than 9.8% of our stock by a single investor, unless exempted by our
board of directors, which may inhibit large investors from desiring to purchase your shares. Moreover, our share
redemption program includes numerous restrictions that would limit your ability to sell your shares to us. Our board of
directors may reject any request for redemption of shares, or amend, suspend or terminate our share redemption
program upon 30 days notice. Therefore, it will be difficult for you to sell your shares promptly or at all. If you are
able to sell your shares, you will likely have to sell them at a substantial discount to the price you paid for the shares.
It also is likely that your shares would not be accepted as the primary collateral for a loan. You should purchase the
shares only as a long-term investment because of the illiquid nature of the shares.

We may suffer from delays in locating suitable additional investments, which could adversely affect our ability to
mabke distributions and the value of your investment.

Our ability to achieve our investment objectives and to pay distributions is dependent upon the performance of Cole
REIT Advisors II, our advisor, in the acquisition of our investments, the selection of our tenants and the determination
of any financing arrangements. You must rely entirely on the management ability of Cole Advisors II and the
oversight of our board of directors. We could suffer from delays in locating suitable additional investments,
particularly as a result of our reliance on our advisor at times when management of our advisor is simultaneously
seeking to locate suitable investments for other affiliated programs. Delays we encounter in the selection, acquisition
and, in the event we develop properties, development of income-producing properties, likely would adversely affect
our ability to make distributions and the value of your overall returns. In such event, we may pay all or a substantial
portion of our distributions from the proceeds of our offering or from borrowings in anticipation of future cash flow,
which may constitute a return of your capital. Distributions from the proceeds of our offering or from borrowings also
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could reduce the amount of capital we ultimately invest in properties. This, in tu