
Management's Discussion and Analysis of Financial Condition and Results of Operations

""Management's Discussion and Analysis of Financial Condition and Results courses. In addition to the ability to acquire golf courses for cash and/or the
of Operations,'' and other sections of this report contain various ""forward-looking assumption of indebtedness, the Company has the ability to issue units of limited
statements'' which represent the Company's expectations concerning future partnership interest (""OP Units'') in the Operating Partnership. OP Unit holders
events including the following: statements regarding the Company's continuing are partners who have the right (""their Redemption Right''), subject to certain
ability to target and acquire high-quality golf courses; the expected availability of terms and conditions to convert their OP Units to shares of Common Stock, or to
the Credit Facility, Line of Credit and other debt and equity Ñnancing; the cash at the discretion of the Company. When the Company acquires a golf
Lessees' and Mortgagee's future cash Öows and ability to make Lease and course in exchange for OP Units, in most instances the seller of the course does
Mortgage Payments; results of operations and overall Ñnancial performance and not recognize taxable income gain until it exercises the Redemption Right. OP
the expected tax treatment of the Company's operations; and the Company's Units can thus provide an attractive tax-deferred sale structure for golf course
beliefs about continued growth in the golf industry. Because of the foregoing sellers. The Company believes it is highly regarded and recognized as having a
factors, the actual results achieved by the Company in the future may diÅer signiÑcant presence in the ownership of upscale assets due to (i) its utilization of
materially from the expected results described in the forward-looking statements. a multiple independent lessee structure (ii) management's substantial industry
The following discussion should be read in conjunction with the accompanying knowledge, experience, and relationships within the golf community, (iii) the
Consolidated Financial Statements appearing elsewhere herein. Company's strategic alliances with prominent golf course operators and (iv) its

ability to issue OP Units to golf course owners on a tax-deferred basis.

Overview and Formation
The Company's primary sources of revenue are lease payments under the

participating leases and mortgage payments under the participating mortgage.Golf Trust of America, Inc. (the ""Company'') conducts business through
The Company generally participates in the increase in gross golf revenues overGolf Trust of America, L.P. (the ""Operating Partnership''), of which the
the base year. Base rent will generally increase each year between 3% and 5%.Company, as of March 22, 2000, owns 64.4 percent interest through its two
Annual increases in lease payments are generally limited to a maximum of 5% towholly owned subsidiaries and is the general partner. Larry D. Young, a director
7% for the Ñrst Ñve years of the lease term.of the Company, along with his aÇliates, owns 27.0 percent of the Operating

Partnership and is a signiÑcant lessee. Operators of the golf courses, their
Management believes the principal source of growth in gross golf revenues

aÇliates and an oÇcer of the Company hold the remaining interest in the
at the golf courses will be increased green fees, cart fees, and other related fees

Operating Partnership.
(due to increases in rounds and/or rates). In order to achieve higher revenues,
management believes the lessees will need to continue to oÅer golfers a highConcurrent with the initial public oÅering of the Company's stock, the
quality golf experience as it relates to the pace of play, condition of the golfCompany acquired ten initial golf courses in exchange for the issuance of 4.1
course and overall quality of the facilities and services.million OP units, the repayment of $47.5 million of notes payable and aÇliate

debt, and $6.2 million cash. The seven golf courses acquired from Legends Golf
have been accounted for at a carryover basis as Legends Golf is considered the Golf Course Acquisitions
accounting acquirer under APB Opinion No. 16. The value of the OP units

For the year ended December 31, 1999, the Company purchased two Golfissued and debt assumed was approximately $73.7 million greater than the
Courses for an aggregate acquisition cost of approximately $15.9 million. Incarryover basis of Legends Golf.
conjunction with the purchase of the Pete Dye Golf Club, the lessee executed

The Company was formed to capitalize upon consolidation opportunities in two promissory notes: (i) a $2.3 million capital improvement loan to construct
the ownership of upscale golf courses in the United States. The Company's the new clubhouse and (ii) a $3.5 million secured land loan. These two
principal business strategy is to own upscale golf courses and lease these golf promissory notes initially bear interest at 10.5% per annum with annual increases
courses to qualiÑed third-party operators which may include the sellers of the of 5% per annum. The purchase price, together with the original balance of the
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promissory notes totaled $21.7 million and were funded as follows: $8.6 million in 37%, reÖects 1) additional depreciation of $5,658,000 for the acquisitions and
cash, $10.0 million in assumed debt, $1.4 million in deferred payments ($0.7 improvements made during 1999 and a full year of depreciation for those courses
million on the Pete Dye Clubhouse Construction and $0.7 million reserve for a added in 1998, 2) increase in loan cost amortization of $370,000, 3) a one-time
Maintenance Facility and Wastewater Treatment at Metamora), and $1.7 charge of approximately $500,000 which was primarily severance costs related to
million represented by the issuance of Preferred OP Units (approximately 59,000 the reorganization of the Acquisition department, oÅset by 4) a reduction in
OP Units) to the sellers. general and administrative costs and restricted stock compensation expense of

$214,000.

Dispositions
For the year ended December 31, 1999, interest expense was $15,603,000,

In June 1999, Sandpiper GTA Development, Inc. sold the undeveloped 14- compared to $9,673,000 for the year ended December 31, 1998. The increase of
acre parcel of land located near Sandpiper Golf Course in Santa Barbara, $5,930,000 can be primarily attributed to the increase of $60,000,000 in the
California for $5.3 million, which approximated our basis in the property. The average balance of outstanding debt for the four quarters of 1999 versus the
sales price included a $4.2 million promissory note from the buyer secured by a average balance of outstanding debt for the four quarters of 1998. The increase in
Ñrst deed of trust on the parcel; the promissory note accrues interest at 10% per the average balance of outstanding debt is due to a full year of the outstanding
annum and matures one year from closing, subject to two one-year extensions. debt obtained to fund 1998 acquisitions and to the $10,000,000 debt assumption
These extensions can only be exercised by the borrower subject to borrower's in 1999 for the purchase of Pete Dye Golf Club. In addition, the interest rates
payment of all outstanding and accrued interest on the note, an installment have increased primarily in the last quarter of 1999 causing an increase in the
payment of $1,000,000 from the buyer for each extension, and an increase in the interest expense on our Öoating rate debt which averaged approximately
interest rate on the note to 12% per annum eÅective as of the second installment. $133,900,000 in 1999.
The installment dates are June 2, 2000 and June 2, 2001. The Promissory Note

Net income for the years ended December 31, 1999, and December 31,matures on June 2, 2000 in the event no extensions are exercised.
1998, was $11,231,000 and $10,606,000, respectively for a year over year increase
of $625,000.Results of Operations

Results of operations for the years ended December 31, 1999 and December 31, For the year ended December 31, 1999 the diluted earnings per share was
1998 $1.27 reÖecting a $0.07, or 5%, decrease over the prior year. This decrease is

primarily due to Preferred Dividend payments in 1999 to AEW of $1,383,000For the years ended December 31, 1999, and December 31, 1998, the
which reduces the earnings available to common shareholders. Diluted earningsCompany recognized $55,777,000 and $44,384,000, respectively, in revenue from
per share prior to reduction for Preferred Dividends would be $1.45, or an 8%the participating leases and from the mortgage note receivable. The increase in
increase.revenues of $11,393,000 or 25.7% is due to 1) minimum increases in rent

(including additional rent on improvements at the courses acquired in 1997) of
Results of operations for the year ended December 31, 1998 and the periodapproximately $1,554,000, 2) rent for a full year of operations for 1998 acquisi-
from February 12 (inception) to December 31, 1997tions (including additional rent on improvements at these courses) of approxi-

mately $8,305,000, 3) rent from Golf Courses acquired in 1999 of approximately
For the year ended December 31, 1998 and the period from February 12 to

$1,179,000, 4) increased interest from the Mortgage Note Receivable of approxi-
December 31, 1997, the Company recognized $44,384,000 and $18,727,000,

mately $672,000, 5) increase in straight line rents of approximately $33,000,
respectively, in revenue from the participating leases and from the mortgage note

oÅset by 6) a decrease of approximately $350,000 in Participating Rent and/or
receivable. The increase in revenues of $25,657,000 or 137% is due to 1) mini-

Participating Interest.
mum increases in rent of approximately $422,000, 2) rent of $14,735,000 from

Expenses totaled $23,397,000 and $17,083,000 for the years ended Decem- new course acquisitions and expansions subsequent to December 31, 1997,
ber 31, 1999 and December 31, 1998, respectively. The increase of $6,314,000 or 3) $4,604,000 of increased interest from the Mortgage Note Receivable, which
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was issued June 20, 1997, 4) the $369,000 increase in Participating Rent, 5) rent in these Participating Leases to a new lessee. The Ñnancial results submitted by
of $5,527,000 for a full year of operations for 1997 acquisitions. the new lessee indicated that same store rounds at these Golf Courses for the

fourth quarter 1999 increased Ì 75% for Bonaventure and an average of 6% for
Expenses totaled $17,083,000 and $5,705,000 for the year ended December

the four Granite Golf Courses. Same store revenues for the fourth quarter 1999
31, 1998 and the period from February 12 to December 31, 1997, respectively.

increased 23% for Bonaventure and an average of 23% for the four Granite Golf
The increase of $11,378,000 or 200%, reÖects 1) additional depreciation of

Courses. GTA has also declared events of default in the past several months at
$8,494,000 for the acquisitions made during 1998 and a full year of depreciation

four other Golf Courses, ""Tierra Del Sol Golf Club,'' ""Osage National Golf
for those courses added in 1997, and 2) additional general and administrative

Club,'' ""Mystic Creek Golf Course,'' and ""Brentwood Golf & Country Club''.
costs of $2,884,000 for loan cost amortization, for amortization of restricted stock

GTA management believes that in cases where events of default occurcompensation, additional salaries and administrative costs.
under its Participating Leases, proactive management of the issues in a timely

For the year ended December 31, 1998, interest expense was $9,673,000, manner is required and, that such action is necessary (i) to ensure an eÅective
compared to $1,879,000 for the period from February 12 to December 31, 1997. and eÇcient legal process, (ii) to maintain the value of the Golf Course, and
The increase for $7,794,000 reÖects the increase in outstanding borrowings from (iii) to stabilize and/or improve operating performance of the applicable Golf
$4,325,000 at December 31, 1997 to $210,634,000 at December 31, 1998. The Course. When GTA is forced to ""foreclose'' on a Golf Course, the Internal
proceeds of the current year borrowings ($188,600,000) and $14,968,000 of the Revenue Code (Section 856(e)(4)(C)) allows a 90-day grace period during
proceeds of the Company's secondary oÅering were used primarily to fund which GTA can operate the Golf Course and still permit these revenues to be
$195,541,000 of the cash paid for acquisitions and improvements and advances of qualifying income for REIT tax purposes. At the expiration of such period, the
$5,963,000 under the mortgage note receivable commitment. Golf Course should either be sold, leased to an experienced Golf Course

operator, or an agreement must be secured with an independent contractor toThe loss on disposal of assets occurred when the golf carts at one course
assume management of the applicable Golf Course. Management by an indepen-were traded in as part of a new leasing program and at another location where a
dent contractor is allowed until the close of the third taxable year following thenew clubhouse was built and the existing facility was removed.
taxable year in which the ""foreclosure'' occurred.

Net income for the period from February 12 to December 31, 1997 and the
year ended December 31, 1998 was $5,969,000 and $10,606,000, respectively. Granite Golf Assignment of Leases

For the year ended December 31, 1998 the diluted earnings per share was Granite Golf or one of its aÇliates was the lessee (""Granite'') at four GTA
$1.34, reÖecting a $0.05, or 4%, increase over the period from February 12 to Golf Courses until June of 1999. Those Golf Courses included: Silverthorn
December 31, 1997. Country Club, an 18-hole private Golf Course located in Florida and purchased

in June of 1998 for $4,700,000; Black Bear Golf Course, an 18-hole high-end
Lessee Results of Operations daily fee Golf Course located in Florida and purchased in November of 1997 for

$4,784,000; Tiburon Golf Club, a 27-hole high-end daily fee Golf Course located
GTA has a policy of acting promptly and aggressively on tenant defaults in

in Nebraska and purchased in August of 1997 for $6,003,000; Persimmon Ridge
accordance with the terms of the Participating Leases. In the event a tenant fails

Country Club, an 18-hole high-end daily fee Golf Course located in Kentucky
to pay rent in accordance with the applicable Participating Lease, an ""Event of

and purchased in March of 1998 for $7,500,000. On June 24, 1999, GTA
Default'' may be asserted by GTA as landlord.

declared a tenant default under each of the Participating Leases where Granite
In the third quarter of 1999, GTA elected to pursue legal remedies available Golf or one of its aÇliates was the lessee for failure to timely pay rent under the

to it under its Participating Leases as a result of tenant defaults at Bonaventure respective Participating Leases. GTA applied the redemption value of Granite's
and the four Golf Courses previously leased to Granite Golf (i.e., Tiburon Golf OP units against past due rent obligations. W. Bradley Blair, II, President and
Club, Silverthorn Country Club, Persimmon Ridge Golf Club and Black Bear Chief Executive OÇcer of GTA, purchased the 21,429 common shares (previ-
Golf Course). As a result, GTA approved the assignment of the tenant's interest ously held by Granite as OP units) for $22.15 per share, the 10 day trailing

Golf Trust of America



average market price of GTA common stock, from Golf Trust of America, L.P., result of this lawsuit, the tenant was removed and GTA took possession of this
in conjunction with this default. EÅective August 17, 1999, each of the tenant's Golf Course on February 7, 2000, pursuant to an order issued by the District
interest in the Participating Leases with Granite was assigned to and assumed by Court. GTA has created a wholly owned subsidiary, GTA Tierra Del Sol, LLC,
Legends National Golf Management, LLC, an aÇliate of Mr. Young. As yet, we to operate this Golf Course during the 90-day grace period. It is GTA's view that
have not restructured the Participating Leases in any material manner. However, the operational problems at this Golf Course were due to the tenant's executive
new working capital loans aggregating $1.2 million and bearing interest under management; therefore, the existing Golf Course-level management team and all
existing lease terms were committed by GTA to facilitate the transition period Course-level key employees at the Golf Course have remained employed at the
and to cover seasonal Ñnancial needs. The new lessee had a positive impact on Golf Course. GTA has also implemented Ñnancial reporting policies and proce-
the Ñnancial performance of these Golf Courses in the fourth quarter of 1999 dures to enhance internal controls and facilitate tracking of the Ñnancial
reporting an average increase of 6% in same store rounds and an average increase performance of the Golf Course. GTA has initiated a business plan to explore
of 23% in same store revenues for the four Golf Courses. opportunities to (i) seek to re-let the Golf Course, (ii) enter into a management

agreement with a more experienced golf operator than the original tenant, or
(iii) potentially sell the Golf Course. OP Units initially pledged as collateral forBonaventure Assignment of Lease
the lease by the former tenant of the Golf Course have been redeemed and

Bonaventure: This club is made up of two 18 hole, high-end daily fee Golf applied to past due rent obligations and other accrued charges. The collateral
Courses located in Ft. Lauderdale, Florida which GTA purchased in January of balance remaining after these outstanding amounts were cured is valued at
1998 for $24,500,000. EÅective July 1, 1999, Mr. Young acquired the outstand- approximately $170,000, which represents approximately Ñve months of Base
ing stock of Emerald Dunes Ì Bonaventure, Inc., the lessee at Bonaventure. Rent, and will be recognized as Other Income in the Ñrst quarter of 2000.
There was no reduction in payment terms under the Participating Lease;
however, the Participating Lease was modiÑed to allow the new lessee additional

Osage National Golf Club
capital improvement and working capital funding to facilitate the repositioning
and improvement of the facility. The collateral to secure the lessee's obligations Osage National Golf Club: This Golf Course is a 27-hole, high-end daily
under the participating lease pledged by the initial lessee was released and fee Golf Course in Lake of the Ozarks, Missouri, which GTA purchased in
substituted with equivalent collateral by Mr. Young and his aÇliates. This August 1998 for $11,200,000 in a sale-leaseback transaction. On February 25,
restructure had a positive impact on the Ñnancial performance of the Course in 1999, GTA declared an event of default under the Participating Lease as a result
the fourth quarter of 1999 with the lessee reporting an increase in same store of the tenant's failure to pay rent. As a result, GTA, the prior owner of the Golf
rounds of 75% with a corresponding increase in same store revenue of 23%. Course, and the tenant entered into discussions to terminate the tenant's

Participating Lease and the tenant's possessory rights at the Golf Course. GTA
expects to have the Participating Lease terminated and obtain possession of the
Golf Course within approximately 30-45 days. GTA has created a wholly ownedGTA has elected to pursue legal remedies available to it under its Partici-
subsidiary, GTA Osage, LLC, which expects to assume management of the Golfpating Lease to cure events of default that have occurred in the past several
Course during the 90-day grace period, implement additional internal controls tomonths at the four Golf Courses listed below:
more eÅectively manage the operations of the Golf Course and implement
additional Ñnancial reporting policies and procedures to improve the monitoringGTA Assumes Management of Tierra Del Sol Golf Club
of the Ñnancial performance of the Golf Course. In addition, GTA has initiated a

Tierra Del Sol Golf Club: This Golf Course is an 18 hole, high-end daily business plan to explore opportunities to (i) seek to re-let the Golf Course,
fee Golf Course located in Albuquerque, New Mexico which GTA purchased in (ii) enter into a management agreement with a more experienced golf course
May 1998 for $3,600,000. On November 3, 1999, GTA Ñled an eviction action operator than the original tenant, or (iii) potentially sell the Golf Course. GTA
against the tenant at Tierra Del Sol Golf Club with the District Clerk of Court in expects that all Golf Course-level key management and employees will remain
Valencia County, New Mexico, as a result of the tenant's failure to pay rent. As a employed at the Golf Course. Under GTA management's current assumptions,
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the value of the tenant's collateral (66,124 OP Units) securing the obligations of entered requiring escrow payment of rent and prorated taxes within seven days of
the defaulting tenant under the Participating Lease is adequate to cover accrued the Order, and thereafter, within seven days of the 25th of each month. The Ñrst
rent (approximately $408,000 through February 25, 2000) and any other accrued payment required will be February and March rents, and payments in subsequent
charges. The remaining collateral value will be recognized as Other Income and months will be current month's rent. Subject to the foregoing limitations, the
should oÅset any possible shortfalls in revenue in Ñscal year 2000 resulting from tenant continues to operate the Golf Course pending resolution of the pending
tenant's event of default. actions. Under GTA management's current assumptions, the value of the

tenant's collateral (a $350,000 CertiÑcate of Deposit and 24,482 OP Units)
Mystic Creek Golf Course securing the obligations of the defaulting tenant under the Participating Lease is

adequate to cover accrued rent (approximately $455,000 through February 29,
Mystic Creek Golf Course: This Golf Course is a 27-hole, high-end daily

2000) and any other accrued charges. Any remaining collateral value will be
fee Golf Course located in Milford, Michigan, which GTA purchased in January

recognized as Other Income and will be used to oÅset any possible shortfalls in
1998 for $10,000,000 in a sale-leaseback transaction. On October 25, 1999, GTA

revenue in Ñscal year 2000 resulting from tenant's event of default.
declared an event of default under the Participating Lease as a result of the
tenant's failure to pay rent. On February 3, 2000, GTA Ñled an eviction action

Liquidity and Capital Resources of the Company
with a District Court in Oakland County, Michigan. A hearing was set for

Cash Öows for the years ended December 31, 1999 and December 31, 1998February 29, 2000, but was stayed because the tenant Ñled a voluntary petition
for Chapter 11 Bankruptcy in the United States Bankruptcy Court on Febru- Cash Öows from operating activities for the year ended December 31, 1999
ary 25, 2000. It is our intention to continue the eviction action as soon as legally was $24,467,000 compared to $30,593,000 for the year ended December 31,
permissible to seek to shorten the time for the tenant to accept the lease (by 1998. This reÖects net income before minority interest, plus non-cash charges to
bringing rent current) or reject the lease (which would mean a return of the Golf income for depreciation, loan cost amortization, restricted stock compensation
Course to GTA). The tenant continues to operate the Golf Course pending the amortization, straight line rents and interest and working capital changes. The
resolution of the pending action and its bankruptcy. Under GTA management's decrease of $6,126,000 year over year is primarily due to the release of escrowed
current assumptions, the value of the tenant's collateral ($879,630 in cash and funds from Golf Courses purchased in 1998.
52,724 OP units) securing the obligations of the defaulting tenant under the

Cash Öows used in investing activities reÖect increases in the ParticipatingParticipating Lease is adequate to cover accrued rent (approximately $554,000
Mortgage notes receivable related to the Westin Innisbrook facility of $94,000,through February 29, 2000) and any other accrued charges. Any remaining
golf course acquisitions and capital additions of $15,371,000 oÅset by thecollateral value will be recognized as Other Income and will be used to oÅset any
disposition of a parcel of land at the Sandpiper Golf Course for $975,000. Thepossible shortfalls in revenue in Ñscal year 2000 resulting from tenant's event of
Golf Course acquisitions and capital additions included the $3.3 million acquisi-default.
tion of an additional nine holes at Northgate Country Club, the cash portion of
the Metamora Golf Course of $5.0 million, and $3.6 million for improvements atBrentwood Golf & Country Club
Eagle Ridge and $3.5 million in improvements at other Golf Courses. This

Brentwood Golf & Country Club: This Golf Course is an 18-hole, daily fee
compares to acquisitions of 22 Golf Courses plus capital additions totaling

Golf Course located in White Lake, Michigan, that GTA purchased in Decem-
$195,541,000, and the increase in the Participating Mortgage notes receivable of

ber of 1998 for $7,000,000. On November 21, 1999, GTA declared an event of
$5,963,000 in the year ended December 31, 1998.

default under the Participating Lease as a result of the tenant's failure to pay
rent. On February 3, 2000, GTA Ñled an eviction action with a District Court in On April 2, 1999, GTA completed a private placement of 800,000 shares of
Oakland County, Michigan. In response, the tenant Ñled a counterclaim against its 9.25% Series A Cumulative Convertible Preferred Stock, par value $0.01 per
GTA. On March 8, 2000, a hearing was held and the Court ruled that the case be share (""Series A Preferred Stock''), at a price of $25.00 per share to a single
moved to Oakland County Circuit Court, where the action for possession and the purchaser, AEW Targeted Securities Fund, L.P., for gross proceeds of
allegations in the counterclaim will be heard. On March 28, 2000, an Order was $20,000,000, net of associated costs of approximately $878,000. The net proceeds
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were used as follows: (i) to pay down $1,025,000 under the Credit Facility, Financing and Capital Resources
(ii) to repay promissory notes to Nations Credit of $5,169,000; (iii) to pay loan
costs associated with the amendment and restatement of the Credit Facility of Revolving Credit Facility and Line of Credit
$1,399,000; (iv) to make new oÇcer loans of $648,000; and (v) the balance for
general working capital needs. As of April 6, 1999, GTA amended and restated its unsecured Revolving

Credit Facility (""Credit Facility'') to increase the borrowing capacity to $200.0
Cash Öows used in Ñnancing activities, totaling $7,963,000 represents the net million with a consortium of banks led by Bank of America, as lead agent. GTA

proceeds from the AEW oÅering of $19,122,000, net borrowings of $6,255,000 pays interest-only on the Credit Facility with the principal balance due in April
under the Credit Facility and Line of Credit, proceeds from issuance of common 2002. Borrowings typically bear interest at an adjusted Eurodollar rate plus an
stock of $42,000, less promissory note payments to Nations Credit of $5,324,000, applicable margin. The applicable margin (between 1.50% and 2.00%) is subject
redemption of OP units of $2,478,000, loans to oÇcers of $1,278,000, and to adjustment based upon certain leverage ratios. At December 31, 1999, all
dividends and partner distributions totaling $24,302,000 for the year ended amounts outstanding under the Credit Facility were based on the Eurodollar rate
December 31, 1999. The 1999 Ñnancing activities compare to net borrowings of and a margin of 1.75% for an average interest rate of 7.0% per annum. The
$188,600,000 under the Credit Facility and Bridge Loan, less dividends and amended and restated Credit Facility replaced the Bridge Loan.
partner distributions totaling $27,135,000 for the year ended December 31, 1998.

The Credit Facility availability is limited to an unencumbered pool calcula-
Cash Öows for the year ended December 31, 1998 and the period from tion, including a 20% limitation for working capital needs. Financial covenants
February 12 (inception) to December 31, 1997 include net worth, liquidity and cash Öow covenants, among others. Non-

Ñnancial covenants include restrictions on loans outstanding, construction in
Cash Öows from operating activities for the year ended December 31, 1998 progress, loan to oÇcers and changes in the Board of Directors, among others. At

was $30,593,000 compared to $13,644,000 for the period from February 12, 1997 the present time, these covenants have been met.
to December 31, 1997. This reÖects net income before minority interest, plus
noncash charges to income for depreciation, loan cost amortization and working

In addition to the amended and restated Credit Facility, on April 6, 1999
capital changes.

GTA also obtained a $25.0 million unsecured line of credit from Bank of
America which may be incorporated into the $200.0 million Credit Facility at aCash Öows used in investing activities reÖect increases in the mortgage notes
later date. The rates, covenants, conditions and other material provisions arereceivable of $5,963,000 and golf course acquisitions of $195,541,000 for the year
essentially the same as the Credit Facility, except for the term, which was oneended December 31, 1998. This compares to acquisitions and capital additions of
year with an expiration date of April 1, 2000. In March of 2000, this line was$84,332,000 and the increase in the mortgage notes receivable of $64,406,000 in
granted a six-month extension with a new maturity date of October 1, 2000. Thethe period from February 12 to December 31, 1997.
extension was granted with the same pricing that was in eÅect under the original
line plus a ∂% up-front commitment fee.Cash Öows provided by Ñnancing activities, totaling $157,834,000 represents

the net borrowing of $188,600,000 under the Credit Facility and Bridge Loan,
less dividends and partner distributions totaling $27,135,000 for the year ended The Company believes that its current borrowing capacity and anticipated
December 31, 1998. This compares to the initial and follow-on oÅering proceeds cash Öow from operations are suÇcient to meet liquidity needs for the foresee-
of $155,720,000 and borrowings of $4,325,000 to fund the 1997 acquisitions and able future. There can be no assurance that the Company will be able to
the participating mortgage for the period from February 12, 1997 to Decem- negotiate extensions of such facilities or borrow from other lenders on similar
ber 31, 1997. Distributions to partners and stockholders totaled $8,535,000 terms. There can be no assurance that the impact of market conditions on the
represented a partial period distribution of $.21 per share for the Ñrst quarter of debt and equity markets will not adversely aÅect the Company's future needs for
1997 and $.41 per share for the remaining quarters through December 31, 1997. capital.
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Interest Rate Swap Agreement categories and therefore the balance may not be currently available to the lessees.
At December 31, 1999, the amount reserved was $2,452,000 compared to

The interest rate swap agreement that GTA entered into with Bank of $1,105,000 at December 31, 1998.
America in September 1998 expired on March 27, 2000. The notional amount
under this agreement of $76,800,000 converted to Öoating rate debt as of the Under certain circumstances, the underlying base rent for a course will be
March 27th expiration date. This brings the total Öoating rate debt to increased when the Company agrees to pay for signiÑcant capital improvements
$210,700,000. As of the date of this Ñling, GTA had not entered into a new or to expand the existing facilities. Of the Company's $8,478,000 outstanding
interest rate swap agreement. capital improvement commitments (which includes the Pete Dye Clubhouse

loan for $2,300,000), approximately $1,918,000 has been funded to date. This
loan may be capitalized into the base rent when the Clubhouse is completed.Universal Shelf Registration

In limited circumstances the Company agrees to provide working capitalGTA has on Ñle with the Securities and Exchange Commission a universal
loans to existing lessees. Working capital loans are evidenced by promissory notesshelf registration statement registering the issuance of debt securities, common
or as set forth in the lease agreement and bear interest at Ñxed rates betweenstock, preferred stock or warrants as well as resales of securities issued upon
9.74% and 10.5%. Of the Company's $12,224,000 working capital commitments,redemption of certain OP Units by their holders, with a remaining availability of
approximately $9,245,000 has been funded to date. In addition, a $3,500,000 landapproximately $280.0 million. The exact amount of debt, common stock, pre-
loan was funded to the Lessee of the Pete Dye Golf Club at the time of purchase.ferred stock, and warrants issued will depend on acquisitions, asset shares, GTA's
Typically, the Lessee is required to increase the pledged collateral for the fundedunsecured debt and preferred stock ratings, and the general interest rate
amounts.environment.

In summary, the Company has currently funded $14,663,000 of the total
Future Investments in Assets commitments to date of $24,202,000, and subject to certain conditions, antici-

pates it will fund the balance of $9,539,000 over the next two years.The Company intends to continue to analyze potential investments in
additional golf courses as suitable opportunities arise, but the Company will not The Company has agreed to maintain minimum loan balances of approxi-
undertake investments unless adequate sources of Ñnancing are available. The mately $17.2 million for up to ten years to accommodate certain prior owners'
Company anticipates that future acquisitions would be funded with debt Ñnanc- eÅorts to seek to minimize certain adverse tax consequences from their contribu-
ing provided by the Credit Facility, secured borrowing options, the issuance of tion of their courses to the Company.
OP Units or with proceeds of additional equity oÅerings. In the future, the
Company may negotiate additional credit facilities or issue corporate debt

Litigation
instruments. Any debt issued or incurred by the Company may be secured or
unsecured, long-term or short-term, Ñxed or variable interest rate and may be Owners and operators of golf courses are subject to a variety of legal
subject to such other terms as the Board of Directors deems prudent. proceedings arising in the ordinary course of operating a golf course, including

proceedings relating to personal injury and property damage. Such proceedings
Commitments to Lessees are generally brought against the operator of a golf course, but may also be

brought against the owner. Although the Company is currently not a party to any
The participating leases generally require the Company to reserve annually legal proceedings relating to the Golf Courses that would have a material adverse

between 2% to 5% of the annual gross golf revenues of the golf courses to fund eÅect upon the Company's business or Ñnancial position, it is possible that in the
capital expenditures, which are funded on a monthly basis from the lessees in future the Company could become a party to such proceedings.
addition to the base rent. The lessees will fund any capital expenditures in excess
of such amounts. The capital expenditure reserve is used for replacement and See ""Lessee Results of Operations'' regarding litigation between GTA and
enhancement of the existing facilities and is allocated to short and long-term certain lessees of its of Golf Courses arising through events of default.
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New Courses Adoption of Shareholder Rights Plan

On August 6, 1999, the Board of Directors of Golf Trust of America, Inc.The Company may from time to time be in various stages of negotiation and
declared a dividend distribution of one preferred stock purchase right (""Right'')due diligence review for the acquisition of a golf course. Completion of such a
for each outstanding share of common stock to stockholders of record at the closetransaction would be subject to negotiation and execution of deÑnitive documen-
of business on September 6, 1999 (the ""Record Date''). Each Right entitles thetation and certain other customary closing conditions. No assurances can be
registered holder to purchase from the Company one one-hundredth of a share ofgiven that the Company will continue to pursue or complete any future golf
Series B Junior Participating Preferred Stock, par value $0.01 per share (thecourse acquisitions.
""Preferred Stock''), at a purchase price of $75.00, subject to adjustment. The
agreement (the ""Rights Agreement'') is between the Company and the rights

Commitments to OÇcers agent thereunder. On August 30, 1999, the Company Ñled a current report on
Form 8-K more fully describing the terms of the Rights.

Loans of approximately $890,000, secured by OP Units and common stock,
with interest rates of between 4.4% to 6.2% per annum were made to oÇcers of Reorganization of the Acquisition Department
the Company for the payment of related taxes for Restricted Stock Grants issued

In November 1999, Mr. David D. Joseph resigned as Director of Acquisi-in 1997, 1998 and 1999. Of this total, approximately $173,000 related to the
tions and Executive Vice President of the Company and as a member of ourRestricted Stock Grants issued on March 10, 1999 for 44,000 shares. It is
Board of Directors to pursue other business interests. At the present time, we doexpected that additional loans will be made to the oÇcers to cover tax liabilities
not contemplate replacing this management position due to (i) the currentresulting from future vesting of the Restricted Stock Grants. In addition, under
reduced priority on acquisitions, (ii) the skills of our existing acquisition staÅ,the 1998 Senior Executive Loan Program, as amended on August 10, 1999, loans
and (iii) our ability to utilize outside brokers and tenant introductions to supportof $2.3 million have been made to oÇcers of the Company to purchase Company
this function. As a part of the separation agreement, Mr. Joseph executed anstock on the open market. These loans are collateralized by the shares purchased,
extension to his covenant not to compete. A one-time charge of approximatelybear interest at rates between 4.51% to 5.89% per annum and are due at the
$0.5 million is included in the General & Administrative expenses for fourthearliest of the following times: (i) three years following termination of the
quarter 1999 related to this reorganization.borrower's employment with the Company, (ii) Ñve years after the making of the

promissory note, or (iii) for promissory notes issued in conjunction with open
Stock Repurchase Programmarket stock purchases, at the time of sale of such stock at the price speciÑed in

the promissory notes. These promissory notes are recourse to the borrower. If and On December 15, 1999, GTA announced that its Board of Directors
for so long as the Company reduces its common dividend by more than 33% from authorized a program to repurchase up to one million shares of its common stock.
the current rate of $0.44 per quarter, interest on loans to the Company's current Any such repurchases will be made on the open market or in block purchase
oÇcers will not be payable and instead will accrue and be added to principal. transactions. The timing of any repurchases and the number of shares repur-
Upon any change of control in the lender, all outstanding amounts to the current chased pursuant to the stock repurchase program are dependent upon market
oÇcers will be forgiven and the promissory notes will be canceled. conditions and corporate requirements. Under this program, on January 4, 2000,

GTA purchased 10,000 shares of its common stock at a price of $16.9375 per
Of the total oÇcer loans outstanding, including tax-related loans and stock

share.
purchase loans, approximately $725,000 in loans to the former Executive Vice
President, Mr. Joseph, were reclassiÑed to Other Assets from Stockholders'

Unsolicited Proposal
Equity upon his resignation. These loans are recourse to the borrower and are
subject to the terms of Mr. Joseph's separation agreement. All of the Company's On December 15, 1999, GTA received a letter from Schooner Capital LLC.
loans to Mr. Joseph were consolidated into a single master loan eÅective In sum, Schooner expressed its belief that GTA's current real estate investment
December 31, 1999. trust structure is not optimal to best leverage both current and future marketing

Golf Trust of America



opportunities. Schooner expressed interest in working with GTA on a going Funds From Operations and Cash Available for Distribution
private transaction that would seek to address the interests of all shareholders.

Funds From Operations and Cash Available for Distribution are calculatedSchooner Capital LLC Ñled a 13D, a General Statement of BeneÑcial Owner-
as follows:ship, on January 28, 2000. As yet, Schooner Capital LLC has not been willing to

meet with our Ñnancial advisor, Banc of America Securities LLC, to review any
proposal it may have. Year Year Period from

Ended Ended February 12 to
December 31, 1999 December 31, 1998 December 31, 1997

Appointment of Financial Advisor
(In thousands)

After a deliberate interview and due diligence process by management and Income before minority
interestÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $18,257 $17,736 $11,767review by the Company's Board of Directors, on February 9, 2000, the Company

Loss on sale of assetsÏÏÏÏÏÏ Ó 370 Óengaged Banc of America Securities LLC to act as its Ñnancial advisor to
Depreciation andundertake a review of a broad range of strategic alternatives available to the

amortization for realCompany in light of the current and prospective market conditions facing the
estate assetsÏÏÏÏÏÏÏÏÏÏÏÏ 17,299 11,667 3,132Company and the REIT industry. Executive management is meeting regularly

Funds from operations ÏÏÏÏÏ 35,556 29,773 14,899with this Ñnancial advisor in furtherance of considering alternatives to enhance
Adjustments:shareholder value. These alternatives include the possibility of a merger, sale,

Noncash mortgagerecapitalization, privatization or restructuring, including de-REITing (revoking
interest and straightelection of REIT-tax status), among others. The professional fee structure of our
line rents ÏÏÏÏÏÏÏÏÏÏÏÏ (1,106) (1,417) (723)agreement with Banc of America Securities LLC should not have a material

Preferredimpact on General & Administrative expenses for 2000.
Dividends/distributions (1,449) Ó Ó

Capital expenditure
reserve ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,452) (1,135) (524)

Cash available for
distribution ÏÏÏÏÏÏÏÏÏÏÏÏ $30,549 $27,221 $13,652

Noncash mortgage interest revenue and straight line rents represents the
diÅerence between interest revenue on the Participating Mortgage and the rent
recognized and reported by the Company in accordance with generally accepted
accounting principles (""GAAP'') and the actual cash payments received by the
Company. The participating leases generally require the Company to reserve
annually between 2% to 5% of the gross golf revenues of the golf courses to fund
capital expenditures. The lessees will fund any capital expenditures in excess of
such amounts. 

Preferred dividends/distributions represent preferred dividends paid on the
800,000 shares of 9.25% Series A Cumulative Convertible Preferred Stock that
were issued to AEW Targeted Securities through a private placement in April of
1999 and preferred distributions on 59,118 preferred OP units issued to the
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sellers in the 1999 acquisitions of Pete Dye Golf Club and Metamora Golf & tive Instruments and Hedging Activities,'' eÅective for Ñscal quarters of Ñscal
Country Club. years beginning after June 15, 1999 (subsequently delayed to June 5, 2000).

SFAS No. 133 requires recording all derivative instruments as assets or liabilities
In accordance with the resolution adopted by the Board of Governors of the measured at fair value. The Company does not expect this pronouncement to

National Association of Real Estate Investment Trusts, Inc. (""NAREIT'') (as have a material impact on its Ñnancial results.
revised on October 27, 1999), Funds From Operations represents net income
(computed in accordance with GAAP) including all operating results, both

InÖationrecurring and non-recurring Ì excluding those results deÑned as ""extraordinary
items'' under GAAP and gains (or losses) from sales of depreciable property.
Funds From Operations should not be considered as an alternative to net income The golf course leases generally provide for initial term of 10 years with base
or other measurements under GAAP as an indication of operating performance rent and participating rent features. Base rent will increase by a base rent
or to cash Öows from operating investing or Ñnancial activities as a measure of escalator for each year during the Ñrst Ñve years of the term of each lease and for
liquidity. Funds From Operations does not reÖect working capital changes, cash an additional Ñve years if certain conditions are met. All of such leases are triple
expenditures for capital improvements or principal payments on indebtedness. net leases requiring the lessees to pay for all maintenance and repair, insurance,
The Company believes that Funds From Operations (FFO) is helpful to utilities and services. The participating mortgage has a 5% increase in the base
investors as a measure of the performance of an equity REIT, because along with interest for up to Ñve years, and an additional 3% for an additional Ñve years if the
cash Öows from operating activities, Ñnancing activities and investing activities, it performance option is exercised. As a result, the Company believes the eÅect of
provides investors with an understanding of the ability of the Company to incur inÖation on the Company is not material.
and service debt and make capital expenditures. Compliance with the NAREIT
deÑnition of Funds From Operations is voluntary. Accordingly, the Company's

Seasonalitycalculation of Funds From Operations in accordance with the NAREIT deÑni-
tion may be diÅerent than similarly titled measures used by other REITs.

The golf industry is seasonal in nature because of weather conditions and
As noted above NAREIT approved a revision to the deÑnition of FFO on fewer available tee times in the rainy season and the winter months. The operator

October 27, 1999. EÅective January 1, 2000, FFO includes both recurring and of each of the daily fee golf courses may vary greens fees based on changes in
non-recurring results of operations which encompasses ""costs of unusual com- demand. The Company does not expect seasonal Öuctuation in Lessee revenues
pensation or severance arrangements.'' This deÑnition has been applied in to have a signiÑcant impact on the Company's operating result. The Company's
calculating FFO in this report. Under the former deÑnition of FFO, the leases require Base Rent to be paid ratably throughout the year.
Company's non-recurring restructuring charge of $462,000 would be added back
to Net Income in the FFO calculation resulting in Total FFO of $36,018,000 and
Total Cash Available for Distribution of $31,011,000. Impact of Year 2000

There have been no malfunctions, to date, of the Company's computerRecent Accounting Pronouncements
system with respect to dates in the Year 2000 and thereafter. In addition, there

In June 1998, the Financial Accounting Standards Board issued Statement has been no impact on the Company with respect to third parties and any Year
of Financial Accounting Standards (""SFAS'') No. 133, ""Accounting for Deriva- 2000 complications that they may have experienced.
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CONSOLIDATED BALANCE SHEETS
December 31, December 31,

1999 1998

ASSETS

Property and equipment (Notes 1, 3 and 7):
Land ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 53,779 $ 55,462
Golf course improvementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 204,635 171,348
Buildings and improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 80,708 77,629
Furniture, Ñxtures, and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,581 44,756

Total property and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 370,703 349,195
Less accumulated depreciation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,001 25,695

Property and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 327,702 323,500

Mortgage notes receivable (Notes 4 and 6) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 73,160 72,252
Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,905 1,891
Receivable from aÇliates (Note 13)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,952 1,030
Other assets (Note 5, 6 and 9) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,193 13,308

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $433,912 $411,981

LIABILITIES AND STOCKHOLDERS' EQUITY
Debt (Note 7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $223,085 $210,634
Accounts payable and other liabilities (Note 3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,796 15,190

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $233,881 $225,824

Commitments and Contingencies (Notes 4, 6, 7 and 14)
Minority interest (Notes 8, 12 and 14)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 69,747 76,510

Stockholders' equity:
Convertible Preferred stock, $.01 par value, 10,000,000 shares authorized, 800,000 and 0 issued and outstanding, respectively (Note 8) ÏÏ 20,000 Ó
Common stock, $.01 par value, 90,000,000 shares authorized, 7,736,450 and 7,637,488 issued and outstanding, respectively ÏÏÏÏÏÏÏÏÏÏÏÏÏ 78 76
Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 125,218 120,253
Accumulated earnings (dividends in excess of accumulated earnings) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,720) (3,958)
Unamortized restricted stock compensation (Note 9)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,530) (1,533)
Note receivable from stock sale (Note 4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,298) (3,298)
Loans to oÇcers (Note 9) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,464) (1,893)

Stockholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 130,284 109,647

Total liabilities and stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $433,912 $411,981

See accompanying notes to consolidated Ñnancial statements.
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CONSOLIDATED STATEMENTS OF INCOME
(In thousands except for Per Share Data)

Period from
February 12

Year Ended Year Ended (inception)
December 31, December 31, through

1999 1998 December 31, 1997

Revenues (Notes 4 and 5):
Rent from aÇliates (Note 13)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 15,041 $12,365 $10,802
RentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,630 23,097 3,607
Mortgage interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,106 8,922 4,318

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55,777 44,384 18,727

Expenses:
Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,299 11,667 3,173
General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,098 5,416 2,532

Total expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,397 17,083 5,705

Operating incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,380 27,301 13,022

Other income (expense):
Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,480 478 624
Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15,603) (9,673) (1,879)
Loss on disposal of assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó (370) Ó

Total other income (expense) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,123) (9,565) (1,255)

Income before minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,257 17,736 11,767
Income applicable to minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,026 7,130 5,798

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,231 $10,606 $ 5,969

Preferred dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,383) Ó Ó

Net income available to common shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 9,848 $10,606 $ 5,969

Basic earnings per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.28 $ 1.39 $ 1.32

Weighted average number of shares Ì basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,720 7,635 4,535

Diluted earnings per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.27 $ 1.34 $ 1.29

Weighted average number of shares Ì dilutedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,734 7,905 4,626

See accompanying notes to consolidated Ñnancial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(In thousands)

Accumulated
Earnings

(Dividends in Unearned Note
Additional Excess of Restricted Receivable Total

Preferred Shares Common Stock Paid-In Accumulated Stock from Stock Loans to Stockholders'
Shares Amount Shares Amount Capital Earnings) Compensation Sale OÇcers Equity

Balance, February 12, 1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó $ Ó Ó $ Ó $ Ó $ Ó $ Ó $ Ó $ Ó $ Ó
Proceeds from Initial Public OÅeringÏÏÏÏÏÏÏÏÏÏÏ Ó Ó 3,910 39 82,071 Ó Ó Ó Ó 82,110
Payment of underwriters discount and initial

oÅering costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó (9,055) Ó Ó Ó Ó (9,055)
Issuance of shares in exchange for note ÏÏÏÏÏÏÏÏÏ Ó Ó 159 2 3,296 Ó Ó (3,298) Ó Ó
Issuance of shares for acquisition ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó 22 Ó 600 Ó Ó Ó Ó 600
Issuance of restricted stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó 70 1 1,827 Ó (1,828) Ó Ó Ó
Proceeds from follow-on oÅeringÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó 3,450 34 88,372 Ó Ó Ó Ó 88,406
Payment of underwriters discount and costs ÏÏÏÏÏ Ó Ó Ó Ó (5,741) Ó Ó Ó Ó (5,741)
Amortization of restricted stock compensation ÏÏÏ Ó Ó Ó Ó Ó Ó 115 Ó Ó 115
Adjustment for minority interest in operating

partnership ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó (33,882) Ó Ó Ó Ó (33,882)
Dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó Ó (4,195) Ó Ó Ó (4,195)
Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó Ó 5,969 Ó Ó Ó 5,969

Balance, December 31, 1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó $ Ó 7,611 $ 76 $127,488 $ 1,774 $(1,713) $(3,298) $ Ó $124,327
Issuance of restricted stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó 21 Ó 607 Ó (607) Ó Ó Ó
Issuance of shares for option exercise and

employee stock purchase plans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó 5 Ó 159 Ó Ó Ó Ó 159
Amortization of restricted stock compensation ÏÏÏ Ó Ó Ó Ó Ó Ó 787 Ó Ó 787
Loans to oÇcers ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó Ó Ó Ó Ó (1,893) (1,893)
Adjustment for minority interest in operating

partnership ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó (8,001) Ó Ó Ó Ó (8,001)
Dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó Ó (16,338) Ó Ó Ó (16,338)
Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó Ó 10,606 Ó Ó Ó 10,606

Balance, December 31, 1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó $ Ó 7,637 $ 76 $120,253 $ (3,958) $(1,533) $(3,298) $(1,893) $109,647

See accompanying notes to consolidated Ñnancial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(In thousands)

Accumulated
Earnings

(Dividends in Unearned Note
Additional Excess of Restricted Receivable Loans Total

Preferred Shares Common Stock Paid-In Accumulated Stock from Stock to Stockholders'
Shares Amount Shares Amount Capital Earnings) Compensation Sale OÇcers Equity

Issuance of preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 800 $20,000 Ó $ Ó $ Ó $ Ó $ Ó $ Ó $ Ó $ 20,000
Costs of preferred stock issuanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó (878) Ó Ó Ó Ó (878)
Issuance and cancellation of restricted stock ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó 32 1 555 Ó (4,001) Ó Ó (445)
Amortization and cancellation of restricted stock ÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó Ó Ó 1,004 Ó Ó 1,004
Value of unvested options for non-employeesÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó 72 Ó Ó Ó Ó 72
Adjustments for minority interest in operating partnershipÏÏ Ó Ó Ó Ó 3,503 Ó Ó Ó Ó 3,503
Conversion of OP Units into common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó 63 1 1,671 Ó Ó Ó Ó 1,672
Loans to oÇcersÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó Ó Ó Ó Ó (571) (571)
Issuance of shares of employee stock purchase plan ÏÏÏÏÏÏÏ Ó Ó 4 Ó 42 Ó Ó Ó Ó 42
Dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó Ó (14,993) Ó Ó Ó (14,993)
Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó Ó Ó 11,231 Ó Ó Ó 11,231

Balance at December 31, 1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 800 $20,000 7,736 $78 $125,218 $ (7,720) $(1,530) $(3,298) $(2,464) $130,284

See accompanying notes to consolidated Ñnancial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Period from
February 12
(inception)

Year Ended Year Ended through
December 31, December 31, December 31,

1999 1998 1997

Cash Öows from operating activities:
Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $11,231 $ 10,606 $ 5,969
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,414 11,667 3,173
Loss on disposal of assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó 370 Ó
Loan cost amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 958 588 280
Straight-line interest and rent ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,106) (1,417) (723)
Amortization of restricted stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 563 787 115
Income applicable to minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,026 7,130 5,798
Increase in receivable from aÇliate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,922) (26) (1,004)
Increase in other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,303) (8,265) (2,993)
Increase (decrease) in accounts payable and other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,394) 9,153 3,029

Net cash provided by operating activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,467 30,593 13,644

Cash Öows from investing activities:
Golf course acquisitions and improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15,371) (195,541) (84,332)
Disposition of property ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 975
Increase in mortgage notes receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (94) (5,963) (64,406)

Net cash used in investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,490) (201,504) (148,738)

Cash Öows from Ñnancing activities:
Net borrowings on line of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,775 120,675 4,325
Payments on notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,324) (292) Ó
Bridge loan proceedsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó 67,925 Ó
Loan fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,520) (1,213) (1,448)
Loans to oÇcers ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,278) (1,853) Ó
Net proceeds from issuance of preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,122
Net proceeds from issuance of common stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42 159 155,720
Redemption of OP Units ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,478) (432) Ó
Distributions to partners ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,309) (10,797) (4,340)
Dividends paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,993) (16,338) (4,195)

Net cash (used in) provided by Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,963) 157,834 150,062

Net increase (decrease) in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,014 (13,077) 14,968

Cash and cash equivalents, beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,891 14,968 Ó

Cash and cash equivalents, end of periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3,905 $ 1,891 $ 14,968

See accompanying notes to consolidated Ñnancial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Period from
February 12
(inception)

Year Ended Year Ended through
December 31, December 31, December 31,

1999 1998 1997

Non-cash Investing and Financing Transactions
Net assets of Legends Golf transferred to the Company ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ó $ 3,296 $ 981
Accrued receivables for disposals of property and equipment and deferred payments for purchases of property and

equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,588) 4,523 Ó
OP Units issued in golf course acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,645 14,687 18,304
Common stock issued in golf course acquisition ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó 600
Debt assumed with acquisitionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,000 18,001 Ó

Supplemental Disclosure of Cash Flow Information
Interest paid during the periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $15,603 $ 9,243 $ 1,829

See accompanying notes to consolidated Ñnancial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Basis of Presentation 3,450,000 shares of common stock. The Company contributed the net proceeds
of approximately $82.7 million to the Operating Partnership to repay approxi-

Golf Trust of America, Inc. (the ""Company'') was incorporated in Mary-
mately $60.6 million under the credit facility that had been used primarily for

land on November 8, 1996. The Company is a self-administered real estate
golf course acquisitions and for golf course acquisitions subsequent to the

investment trust (""REIT'') formed to capitalize upon consolidation opportunities
oÅering. On April 2, 1999, GTA completed a private placement of 800,000

in the ownership of upscale golf courses in the United States. The principal
shares of its 9.25% Series A Cumulative Convertible Preferred Stock, par value

business strategy of the Company is to own upscale golf courses with superior
$0.01 per share (""Series A Preferred Stock''), at a price of $25.00 per share to a

marketplace positions and to lease the golf courses pursuant to long-term triple
single purchaser, AEW Targeted Securities Fund, L.P., for gross proceeds of

net leases to qualiÑed third party operators, including aÇliates of the sellers. Title
$20,000,000 net of associated costs of approximately $878,000. The net proceeds

to the acquired courses, is held by Golf Trust of America, L.P., a Delaware
were used as follows: (i) to pay down $1,025,000 under the credit facility; (ii) to

limited partnership (the ""Operating Partnership'' or ""OP'') or a wholly owned
repay promissory notes to Nations Credit of $5,169,000; (iii) to pay loan costs

subsidiary of the Operating Partnership. Golf Trust of America, Inc., through its
associated with the amendment and restatement of the Credit Facility of

wholly owned subsidiaries GTA GP, Inc. (""GTA GP'') and GTA LP, Inc.
$1,399,000; (iv) to make new oÇcer loans of $648,000; and (v) the balance for

(""GTA LP''), holds a 64.4 percent interest as of March 22, 2000, in the
general working capital needs.

Operating Partnership. GTA GP is the sole general partner of the Operating
Partnership and owns a 0.2 percent interest therein. GTA LP is a limited partner In order for the Company to maintain its qualiÑcation as a REIT, not more
in the Operating Partnership and owns a 64.2 percent interest therein. Larry D. than 50% in value of its Common Stock may be owned, directly or constructively,
Young, a director of the Company, along with his aÇliates, owns 27.0 percent of by Ñve or fewer individuals. For the purpose of preserving the Company's REIT
the Operating Partnership and is a signiÑcant lessee. Operators of the golf qualiÑcation, the CertiÑcate of Incorporation prohibits direct or constructive
courses, their aÇliates and oÇcers of the Company hold the remaining interest in ownership of more than 9.8% of the Common Stock by any person. Thus,
the Operating Partnership. although an OP Unit is convertible into a share of Common Stock, the

conversion of the majority of the OP Units owned by aÇliates of Larry D. Young
The Company commenced operations on February 12, 1997 with the

is restricted by the Company through these ownership limitations in order to
completion of its initial public stock oÅering (""IPO'') which raised net proceeds

preserve its REIT status.
of approximately $73.0 million through the sale of 3,910,000 shares of common
stock. The Company contributed the net proceeds of the IPO to the Operating

2. Summary of SigniÑcant Accounting Policies
Partnership in exchange for a then 48.6 percent interest in the Operating

Principles of ConsolidationPartnership. Concurrently with the closing of the IPO, the Operating Partnership
acquired ten golf courses in exchange for the issuance of 4.1 million OP Units,

The accompanying consolidated Ñnancial statements include the accounts of
the repayment of $47.5 million of related debt and $6.2 million in cash. Seven of

the Company, the Operating Partnership and their wholly owned subsidiaries. All
the courses were acquired from Legends Golf, a group of companies controlled

signiÑcant inter-company transactions and balances have been eliminated in
by Larry D. Young in exchange for 3,738,556 OP Units and the repayment of

consolidation.
debt. The courses acquired from Legends Golf have been accounted for at a
carryover basis as Legends Golf is considered the accounting acquirer under APB

Cash Equivalents
Opinion No. 16. The value of the OP Units issued and debt assumed was
approximately $73.7 million greater than the carryover basis of Legends Golf. In The Company considers all highly liquid debt instruments with an original
November 1997, the Company completed a follow-on equity oÅering of maturity of three months or less to be cash equivalents.

Golf Trust of America



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Fair Value of Financial Instruments that state) comprised approximately $15,131,000 in revenue or 27.0% of the
total revenues.

The Company calculates the fair value of Ñnancial instruments and includes
The Company mitigates concentration of credit risk with respect to its leasesthis additional information in the notes to the consolidated Ñnancial statements

by requiring collateral of up to 15% of the initial purchase price. The Companywhen the fair value is diÅerent than the carrying value. The carrying value of
has assessed the credit worthiness of its lessees and is continually evaluating andreceivables, the mortgage notes receivable and liabilities reasonably approximates
monitoring the ongoing and additional collateral requirements. These collateralthe fair value. The estimated fair value has been determined using available
requirements are adjusted annually for working capital loans to certain lesseesmarket information and appropriate valuation methodologies. However, consider-
and for capital improvements made at particular properties.able judgement is required in interpreting market data to develop the estimates of

fair value. Accordingly, the estimates presented herein are not necessarily The Company is also subject to a concentration of credit risk from the
indicative of the amounts that the Company could realize in a current market participating mortgage. The Company has evaluated the credit worthiness of the
exchange. The use of diÅerent market assumptions and/or estimation methodol- borrower and its aÇliates and has obtained a security interest in the property and
ogies may have a material eÅect on the estimated fair value amounts. equipment of the borrower. The Company has also obtained a limited guarantee

of the debt service from the operator of the resort.
Concentration of Credit Risk

Property and Equipment
The Company has cash and cash equivalents in a Ñnancial institution which

is insured by the Federal Deposit Insurance Corporation (FDIC) for amounts up Property and equipment is carried at the lower of cost or net realizable value
to $100,000 per institution. At December 31, 1999, 1998 and 1997, the Company (except for the golf courses acquired from Legends Golf that are carried at the
had amounts in excess of FDIC limits. The Company limits its risk by placing its prior basis of Legends Golf). Cost includes purchase price, closing costs and
cash and cash equivalents in a high quality Ñnancial institution. other direct costs associated with the purchase. Depreciation is computed on a

straight-line basis over the estimated useful lives of the assets as follows:
Concentration of credit risk with respect to the Company's portfolio of 47

Golf course improvementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 yearsgolf courses for 1999 was:
Buildings and improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 years

Revenue
Furniture, Ñxtures, and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3-8 yearsAmounts Percentage

(In thousands)
The leases presently provide that at the end or termination of the existing

Florida(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $19,091 34.2% leases, all improvements and Ñxtures placed on the rental property, become the
South Carolina(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,087 14.5 property of the Company. In addition, the leases provide for a capital replace-
Virginia(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,905 7.0 ment reserve to be established by the Company for each property. The Company
Illinois ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,994 10.8 will approve disbursements from this fund for capital improvements to the
California ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,589 6.4 properties and the acquisition of equipment.
Other(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,111 27.1

The Company assesses whether there has been a permanent impairment in
Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $55,777 100.0%

the value of rental property by considering factors such as expected future
operating income, trends and prospects, as well as the eÅects of demand,

(1) The courses operated by Legends Golf located in VA and in the Myrtle competition and other economic factors. Such factors include a lessee's ability to
Beach areas of NC and SC plus the partial year of revenue on those courses perform its duties and pay rent under the terms of the lease. If the property was
that Legends assumed in 1999 located in NE, KY, and FL (4 out of 14 in leased at a signiÑcantly lower rent, the Company may recognize a permanent

Golf Trust of America



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

impairment of loss if the income stream were not suÇcient to recover its requirements. When GTA is forced to foreclose on a Golf Course, the Internal
investment. Such a loss would be determined as the diÅerence between the Revenue Code (Section 856(e)(4)(C)) allows a 90-day grace period during
carrying value and the fair value of the property. Management believes no which GTA can operate the Golf Course and still permit these revenues to be
permanent impairment has occurred in its net property carrying values. qualifying income for REIT tax purposes. At the expiration of such period, the

property should either be sold or an agreement must be secured with an
independent contractor to assume management. Management by an independentLoan Costs
contractor is allowed until the close of the third taxable year following the taxable

Loan costs, included in other assets, are amortized over the contractual term year in which the foreclosure occurred. The only Golf Course subject to this rule
of the agreement. Accumulated amortization of these costs at December 31, as of March 22, 2000, is Tierra Del Sol Golf Club; however, the other three Golf
1999 and 1998 was approximately $1,826,000 and $868,000, respectively. Courses (""Osage National Golf Club,'' ""Mystic Creek Golf Course'' and

""Brentwood Golf & Country Club'') currently in default may be subject to this
Revenue Recognition rule within the next 30-45 days.

The Company recognizes rental revenue on an accrual basis over the terms The Company paid distributions to common stockholders of $1.76 per share
of the leases. The Company recognizes interest income ratably over the term of in 1999 of which $1.72 was ordinary income and $0.04 was return of capital. The
the loan. Company paid distributions to common stockholders of $2.14 per share in 1998,

of which $2.03 was ordinary income and $0.11 was return of capital. The
In May 1998, the Emerging Issues Task Force (""EITF'') issued Issue

Company paid distributions to common stockholders of $1.03 per share in 1997
No. 98-9, ""Accounting for Contingent Rent in Interim Financial Periods.'' This

which was ordinary income.
statement provided that recognition of contingent rental income should be
deferred until speciÑed targets that trigger the contingent rent are achieved.

Accounting for Stock-Based CompensationConsequently, we generally will not recognize percentage rent until the third or
fourth quarter of a tenant's Ñscal year, which in some instances may be diÅerent

The Company has adopted the disclosure provisions of Statement ofthan the third and fourth quarter of the calendar year. This statement applies to
Financial Accounting Standards (SFAS) No. 123, Accounting for Stock-Basedall contingent rental income eÅective with the second quarter of 1998. On a
Compensation. The Company uses the ""intrinsic value'' method of accountingquarterly basis, there may be material impact to GTA's earnings per share,
for its plan in accordance with Accounting Principle Board (APB) OpinionÑnancial condition, and results of operations while, on an annual basis, there is no
No. 25, and, therefore, recognized no compensation expense for stock options.eÅect to GTA's earnings per share, Ñnancial condition, or results of operations. In
For disclosure purposes only, the Black-Scholes option-pricing model was used toNovember 1998, Issue No. 98-9 was withdrawn by the EITF. However, the
calculate the ""fair values'' of stock options.Company has continued to account for contingent rents in accordance with Issue

No. 98-9. As a result of EITF 98-9, no percentage rent or participating interest
Use of estimateswas recognized in the Ñrst three quarters of 1999.

The preparation of Ñnancial statements, in conformity with generally ac-Income Taxes
cepted accounting principles, requires management to make estimates and

The Company qualiÑes as a real estate investment trust (""REIT'') under assumptions that aÅect the reported amounts of assets and liabilities and
the Internal Revenue Code of 1986, as amended (the ""Code''). A REIT will disclosure of contingent assets and liabilities at the date of the Ñnancial
generally not be subject to federal income taxation to the extent that it distributes statements and the reported amounts of revenues and expenses during the
at least 95% of its taxable income to its stockholders and complies with other reporting period. Actual results could diÅer from those estimates.
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Earnings Per Common Share construct the new clubhouse and the second being a $3.5 million secured land
loan. These two promissory notes initially bear interest at 10.5% per annum with

Earnings per common share are presented under two formats: basic earnings
annual increases of 5% per annum. The purchase price together with the

per common share and diluted earnings per common share. Earnings per
promissory notes totaled $21.7 million and were funded as follows: $8.6 million in

common share are computed by dividing net income (after deducting dividends
cash, $10.0 million in assumed debt, $1.4 million in deferred payments ($0.7

on preferred stock) by the weighted average number of common shares outstand-
million on the Pete Dye Clubhouse Construction and $0.7 million reserve for a

ing during the year. Diluted earnings per common share are computed by
Maintenance Facility and Wastewater Treatment at Metamora), and $1.7

dividing net income (after deducting dividends on preferred stock) by the
million represented by the issuance of Preferred OP Units (approximately 59,000

weighted average number of common shares outstanding during the year, plus
OP Units) to the sellers.

the impact of those common stock equivalents (i.e., stock options, convertible
preferred stock and OP Units) that are dilutive. ""Common stock equivalents for

4. Mortgage Notes Receivable
the eÅect of dilutive stock options were 14,000, 270,000 and 91,000 for the years
ended December 31, 1999, 1998 and for the period from February 12, 1997 In June of 1997, the Operating Partnership closed and funded an initial
through December 31, 1997, respectively. $69.975 million participating loan to Golf Host Resorts, Inc. (""Golf Host

Resorts''), which is aÇliated with Starwood Capital Group LLC. The loan is
Recent Accounting Pronouncements secured by the Innisbrook Resort, a 63-hole destination golf and conference

facility located near Tampa, Florida. The additional collateral includes, cash,
In June 1998, the Financial Accounting Standards Board issued Statement

excess land at the Innisbrook Resort and a security interest in the Tamarron Golf
of Financial Accounting Standards (""SFAS'') No. 133, ""Accounting for Deriva-

Course, which may be released upon the achievement of certain performance
tive Instruments and Hedging Activities,'' eÅective for Ñscal quarters of Ñscal

levels. The operator of the resort, Westin, has guaranteed up to $2.5 million of
years beginning after June 15, 1999 (subsequently delayed to June 15, 2000).

debt service for each of the Ñrst Ñve years. The initial loan of $69.975 million is
SFAS No. 133 requires recording all derivative instruments as assets or liabilities

being followed by a $9 million loan, which is being used for a nine-hole expansion
measured at fair value. The Company does not expect this pronouncement to

and other improvements to the Innisbrook Resort facilities.
have a material impact on its Ñnancial results.

The loan term is 30 years, with an initial base interest rate of 9.63% per
3. Acquisition of Golf Courses annum (10.377% at December 31, 1999), annual increases (of at least 5% but no

more than 7%) in the interest payment for the Ñrst Ñve years, and a participating
The following is a summary of the acquisitions in 1999:

interest feature throughout the term based upon the growth in revenues, if any,
Acquisition over the base year. Participating interest of approximately $100,000 and $243,000Acquisition Date Course Name Location Cost

was received for the years ended December 31, 1999, December 31, 1998(In thousands)

respectively, and none for 1997.5/11/99 Metamora Golf & Country Club Metamora, MI $ 5,900
7/28/99 Pete Dye Golf Club Bridgeport, WV 10,000 Golf Host Resorts used $8,975,000 of the proceeds of the loan to purchase

274,039 OP Units, 159,326 shares of common stock of the Company and were$15,900
granted an option to purchase an additional 150,000 shares of common stock of

For the year ended December 31, 1999, the Company purchased two Golf the Company at a price (subject to certain adjustments) of $26 per share,
Courses for an aggregate acquisition cost of approximately $15.9 million. In exercisable before December 31, 1999 (subject to extension in certain circum-
conjunction with the purchase of the Pete Dye Golf Club, the lessee executed stances). The $5,677,000 used to purchase the OP Units has been recorded as a
two promissory notes: the Ñrst being a $2.3 million capital improvement loan to reduction in minority interest and the $3,298,000 used to purchase common stock
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has been recorded as a reduction of stockholders' equity. The OP Units and 2,985 6. Commitments and Contingencies
common shares are pledged as collateral against the loan. The 274,039 OP Units

Lessees
were converted to shares of common stock at the request of Golf Host Resorts on
March 3, 2000. These shares continue to be pledged as collateral against the loan. Typically, the Company leases its golf courses to aÇliates of the prior

owners and other qualiÑed operators under non-cancelable lease agreements for
The Company recognizes interest income on a straight-line basis. Interest an initial period of ten years with options to extend the term of each lease up to

income in excess of the cash received for this mortgage recognized was approxi- six consecutive times for a period of 5 years. From the minimum lease payments,
mately $814,000, $1,160,000 and $723,000, respectively, for the years ended the Company is generally required to make available a reserve of 2% to 5% of the
December 31, 1999 and 1998 and for the period from February 12 to Decem- annual gross golf revenue of each course for capital expenditure reimbursement
ber 31, 1997. to the lessee subject to approval by the Company. The capital expenditure

reserve is used for replacement and enhancement of the existing facilities and is
allocated to short and long-term categories and therefore the balance may not be

5. Leases currently available to the lessees. At December 31, 1999, the amount reserved
was $2,452,000 compared to $1,105,000 at December 31, 1998.

The non-cancelable leases generally provide for the Company to receive the
Under certain circumstances, the underlying base rent for a course will begreater of Base Rent or Participating Rent. Participating Rent is generally equal

increased when the Company agrees to pay for signiÑcant capital improvementsto the original Base Rent plus 33∏% of the diÅerence between that year's Gross
or to expand the existing facilities. Of the Company's $8,478,000 outstandingGolf Revenue and the Gross Golf Revenue at the Golf Course in the year prior to
capital improvement commitments (which includes the Pete Dye Clubhouseacquisition as adjusted in determining the original Base Rent. The Base Rent
loan for $2,300,000), approximately $1,918,000 has been funded to date. Thisgenerally increases annually by the lesser of (i) 3% to 5% or (ii) a multiple of the
loan may be capitalized into the base rent when the Clubhouse is completed.change in the Consumer Price Index). Annual increases in lease payments are

generally limited to 5% to 7% during the Ñrst Ñve years of the lease terms.
In limited circumstances the Company agrees to provide working capitalParticipating rent was $450,000, $657,000 and $280,000 for the years ended

loans to existing lessees. Working capital loans are evidenced by promissory notesDecember 31, 1999, 1998 and for the period from February 12 (inception)
or as set forth in the lease agreement and bear interest at Ñxed rates betweenthrough December 31, 1997, respectively.
9.74% and 10.5%. Of the Company's $12,224,000 working capital commitments,
approximately $9,245,000 has been funded to date. In addition, a $3,500,000 land

Scheduled future minimum rents to be received by the Company under the
loan was funded to the lessee of the Pete Dye Golf Club at the time of purchase.

Leases, excluding Tierra Del Sol for whom we will recognize their Net Income,
Typically, the lessee is required to increase the pledged collateral for the funded

are as follows for the year ending December 31:
amounts.

Year Amount
In summary, the Company has currently funded $14,663,000 of the total

(In thousands)
commitments to date of $24,202,000, and subject to certain conditions, antici-

2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $44,269 pates it will fund the balance of $9,539,000 over the next two years.
2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,541
2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,822 The Company has agreed to maintain minimum loan balances of approxi-
2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38,792 mately $17.2 million for up to ten years to accommodate certain prior owner's
2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38,792 eÅorts to seek to minimize certain adverse tax consequences from their contribu-
Thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 71,118 tion of their courses to the Company.
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Under the Performance Option for the Participating Leases, during years relating to the Golf Courses that would have a material adverse eÅect upon the
three through Ñve of each Participating Lease, the operator or its aÇliate, subject Company's business or Ñnancial position, it is possible that in the future the
to certain qualiÑcations and restrictions, may elect one time to increase the Base Company could become a party to such proceedings.
Rent in order to receive additional OP Units or Common Stock. An operator's
ability to exercise the Performance Option and the number of OP Units or

Events of Default under the Participating Lease
Common Stock issuable to such Prior Owner in connection therewith, will
depend on future operating results at the applicable Golf Course and therefore

An ""event of default'' may be declared when a tenant fails to pay rent timely
cannot be determined in advance.

under the Participating Lease. GTA has elected to pursue legal remedies
available to it under its Participating leases to cure such events of default that

Litigation
have occurred at the following courses in the past several months: Tierra Del Sol

Owners and operators of golf courses are subject to a variety of legal Golf Club, Osage National Golf Club, Mystic Creek Golf Club and Brentwood
proceedings arising in the ordinary course of operating a golf course, including Golf & Country Club. As a result GTA has taken possession of Tierra Del Sol
proceedings relating to personal injury and property damage. Such proceedings Golf Club and is in various stages of litigation with regard to the possession of the
are generally brought against the operator of a golf course, but may also be other three Golf Courses. These Golf Courses have a combined Net Book Value
brought against the owner. The Participating Leases provide that each Lessee is of approximately $29,993,000 and each of them have adequate pledged collateral
responsible for claims based on personal injury and property damage at the Golf to cover accrued rent and related charges to date. Based on our review of
Courses which are leased and require each Lessee to maintain insurance for such underlying operations of these Golf Courses, we do not believe that there has
purposes. Although the Company is currently not party to any legal proceedings been any permanent impairment in the value of these assets.
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7. Debt

Debt consists of the following:

December 31, December 31,
1999 1998

(In thousands)

Revolving Credit Facility
$200.0 million unsecured revolver with weighted average interest rates of 7.0%
maturing April 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $200,000 $125,000

Line of Credit
$25.0 million unsecured line of credit with weighted average interest rates of 7.3%
maturing October 1, 2000ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 700 Ó

Bridge Loan
$100.0 million unsecured bridge loan with a weighted average interest rate of
6.7% that matured April 1999 and was consolidated into the Revolving Credit
Facility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó 67,925

Note Payable
Secured Ñnancing, net book value of the property of $20.3 million, with an
interest rate of 8.75% maturing November 2016 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,385 12,691

Note Payable
Secured Ñnancing, net book value of the property is $9.8 million with interest rate
of prime (8.25% at December 31, 1999) maturing through 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,000 Ó

Note Repaid in 1999ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó 5,018

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $223,085 $210,634

Revolving Credit Facility and Line of Credit and a margin of 1.75% for an average interest rate of 7.1% per annum. The
amended and restated Credit Facility replaced the Bridge Loan.

On April 6, 1999, GTA amended and restated its unsecured Revolving
Credit Facility (""Credit Facility'') to increase the borrowing capacity to $200.0 The Credit Facility availability is limited to an unencumbered pool calcula-
million with a consortium of banks led by Bank of America, as lead agent. GTA tion, including a 20% limitation for working capital needs of The Company.
pays interest-only on the Credit Facility with the principal balance due in April Financial covenants include net worth, liquidity and cash Öow covenants, among
2002. Borrowings typically bear interest at an adjusted Eurodollar rate plus an others. Non-Ñnancial covenants include restrictions on loans outstanding, con-
applicable margin. The applicable margin (between 1.50% and 2.00%) is subject struction in progress, loans to oÇcers and changes in certain members of the
to adjustment based upon certain leverage ratios. At December 31, 1999, all Board of Directors, among others. At the present time, these covenants have
amounts outstanding under the Credit Facility were based on the Eurodollar rate been met.
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In addition to the amended and restated Credit Facility, on April 6, 1999 8. Preferred Stock and Other Preferred Interests
GTA also obtained a $25.0 million unsecured line of credit from Bank of Series A Preferred Stock
America which may be incorporated into the $200.0 million Credit Facility at a

On April 2, 1999, GTA completed a private placement of 800,000 shares oflater date. The rates, covenants, conditions and other material provisions are
its 9.25% Series A Cumulative Convertible Preferred Stock, par value $0.01 peressentially the same as the Credit Facility, except for the term, which was one
share (""Series A Preferred Stock''), at a price of $25.00 per share to a singleyear with an expiration date of April 1, 2000. In March of 2000, this line was
purchaser, AEW Targeted Securities Fund, L.P.granted a six-month extension with a new maturity date of October 1, 2000. The

extension was granted with the same pricing that was in eÅect under the original Dividends on the Series A Preferred Shares are cumulative from the date of
line plus a ∂% up-front commitment fee. original issue and are payable quarterly in arrears, when, and as if declared by the

Board of Directors, on the 15th day of January, April, July and October,
Debt Maturities commencing on July 15, 1999. Such dividends will be in an amount per share

equal to the greater of (i) $0.578125 per quarter (or $2.3125 per annum) (equalAggregate maturities of long-term debt for each of the Ñve years following
to an annual rate of 9.25% of the $25 price per share) or (ii) the cash dividendDecember 31, 1999, are as follows:
paid or payable on the number of common shares into which a Series A Preferred

Year Amount Share is then convertible (determined on each of the quarterly dividend payment
(In thousands) dates referred to above). The initial dividend paid in second quarter was prorated

2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,035 and paid on July 15, 1999 based on the number of days between April 2, 1999
2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,365 and June 30, 1999, the Ñnal day of the Ñscal quarter.
2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 205,398

The Series A Preferred Stock is convertible, in whole or in part, at the2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 435
option of the holder at any time into common shares at a conversion price of2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 474
$26.25 per common share (equivalent to an initial conversion rate of approxi-Thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,378
mately 0.95238 common shares per Series A Preferred Share), subject to
adjustment in certain circumstances.

Interest Rate Swap Agreement

Except in certain circumstances relating to preservation of GTA's status as a
In September 1998, the Company entered into an interest rate swap

""REIT'', the Series A Preferred Shares are not redeemable at GTA's option
agreement with Bank of America N.A. to reduce the impact of changes in

prior to April 2, 2004. On and after such date, the Series A Preferred Shares will
interest rates on its Öoating rate Credit Facility. The agreement, which covered a

be redeemable, in whole but not in part, at the option of GTA on 20 days' notice
total notional amount of $76,800,000 matures on March 27, 2000. The swap

for a cash payment equal to $25.00 plus accrued and unpaid dividends (whether
agreement eÅectively converts a portion of the Company's Öoating rate debt to a

or not declared) to the redemption date without interest, plus a premium initially
Ñxed rate. The Company pays Bank of America N.A. a Ñxed rate of 5.08% per

equal to 4% of such sum and, thereafter, declining by 1% each year so that the
annum (for an all-inclusive rate of 6.83% for December 31, 1999). The Company

premium is zero on and after April 2, 2008.
is exposed to credit loss in the event of nonperformance by Bank of America
N.A., however, the Company does not anticipate nonperformance by Bank of

Series B OP Units
America N.A. As of the date of this Ñling, the Company had not entered into a
new interest rate swap agreement; therefore, $76,800,000 will convert to Öoating In May 1999, GTA acquired Metamora Golf and Country Club, an 18-hole
rate debt as of March 27, 2000 bringing the total Öoating rate debt to upscale golf facility located in Metamora, Michigan for $5.9 million. As part of
$210,700,000. the purchase price, at the closing, 10,172 units of Series B OP Units valued at
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$295,000 were issued at $29.00 per share (which reÖects a 20% conversion In May 1997, the Company adopted the 1997 Stock-Based Incentive Plan
premium at the time of closing). The newly created Series B OP Units are (the ""New 1997 Plan''). Under the New 1997 Plan, the Compensation Commit-
convertible into OP Units on a one-for-one basis at the election of the holder. tee is authorized to grant awards of up to 600,000 shares of the Company's
These perpetual preferred units are scheduled to pay a distribution of 8.25% common stock. Option grants generally vest ratably over a period of three years
based on the initial issuance price. from the date of grant and expire ten years from the date of grant. At

December 31, 1999, 42,968 shares remained available for options and restricted
stock grants. On January 30, 2000, 25,000 options were issued under this planSeries C OP Units
leaving a remaining balance of 17,968.

In July 1999, GTA acquired the Pete Dye Golf Club, an 18-hole upscale,
On November 11, 1998, the Company adopted the 1998 Stock-Basedprivate golf facility located in Bridgeport, West Virginia, approximately 90 miles

Incentive Plan (the ""1998 Plan'') subject to approval by stockholders. Concur-south of Pittsburgh. As part of the $10.0 million purchase price, at the closing,
rently with the plan approval, the Compensation Committee granted 350,000 of48,949 units of Series C OP Units valued at $1,350,000 were issued at $27.58 per
the authorized 500,000 options at an exercise price of $25.06. These optionsshare. The newly created Series C OP Units are convertible on a one-for-one
generally vest ratably over a period of Ñve years from the date of grant and expirebasis into common OP Units basis at the election of the holder. These perpetual
ten years from the date of grant. Eighty-eight thousand of these options werepreferred units are scheduled to pay a distribution of 8.91% based on the initial
canceled upon the resignation of the Company's executive Vice President inissuance price.
November 1999. In addition, 8,000 of the 44,000 shares that were granted in
March 1999 were cancelled. At December 31, 1999, 202,000 shares remained

9. Stock Options and Awards
available for options and restricted stock grants. On January 30, 2000, 145,000
options and 55,000 restricted shares were issued under this plan leaving aEmployee Stock Options and Awards
remaining balance of 2,000.

The Compensation Committee of the Board of Directors (""Compensation
The New 1997 Plan and the 1998 Plan provides that the Company mayCommittee'') determines compensation, including stock options and awards.

grant stock options or restricted stock to executive oÇcers and other keyOptions are generally awarded with the exercise price equal to the market price
employees. Restricted stock is subject to restrictions determined by the Com-at the date of grant and become exercisable in three to Ñve years.
pany's Compensation Committee. The shares of restricted stock will be sold at a

In February 1997, the Company adopted the 1997 Stock Incentive Plan (the purchase price equal to $0.01 and will vest over a four-year period. Restricted
""Stock Incentive Plan''). Under the Stock Incentive Plan, the Compensation stock has the same dividend and voting rights as other common stock and is
Committee granted stock awards relating to 500,000 shares of Common Stock considered to be currently issued and outstanding.
which vest ratably over a period of three years from the date of grant and expire

On September 19, 1997, the Company issued 70,000 restricted commonten years from the date of grant.
shares for $.01 when the market price was $26.1875 to oÇcers of the Company

In February 1997, the Company adopted the 1997 Non-Employee Direc- under the New 1997 Plan. On January 1, 1998 the Company issued 20,939
tors' Plan (the ""Directors' Plan''). Under the Directors' Plan, the Compensation restricted common shares for $0.01 when the market price was $29.00 to oÇcers
Committee is authorized to grant stock awards to purchase up to 100,000 shares of the Company under the New 1997 Plan. On March 10, 1999, the Company
of the Company's common stock at prices equal to the fair value of the stock on issued 44,000 restricted common shares for $.01 when the market prices was
the date of grant. On February 6, 1997, 1998, 1999, and 2000, respectively, $22.75 to oÇcers of the Company under the 1998 Plan. Subsequent to these
20,000 options were granted and vested immediately. As of February 6, 2000, issuances, loans of approximately $938,000, secured by OP Units and common
20,000 shares remain available for options and restricted stock grants. stock, with interest rates of 4.4% to 6.2% were made to oÇcers of the Company
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for the payment of related taxes through the date of this report. In November Equity upon his resignation. These loans are recourse to the borrower and are
1999, 11,904 of the previously issued grants were cancelled as a result of the subject to the terms of Mr. Joseph's separation agreement. All of the Company's
resignation of one of the oÇcers of the Company. Compensation expense is loans to Mr. Joseph were consolidated into a single master loan eÅective
determined by reference to the market value on the date of grant and is being December 31, 1999.
amortized on a straight-line basis over the vesting period. Such expense
amounted to approximately $563,000, $787,000 and $115,000 for the years ended Transactions involving the plans are summarized as follows:
December 31, 1999, 1998, and for the period ended 1997, respectively.

Weighted
AverageLoans to OÇcers Option Shares Shares Exercise Price

Loans of approximately $890,000, secured by OP Units and common stock, Outstanding at February 12, 1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó $ Ó
with interest rates of between 4.4% to 6.2% per annum were made to oÇcers of Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 940,000 23.88
the Company for the payment of related taxes for Restricted Stock Grants issued ExercisedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó
in 1997, 1998 and 1999. Of this total, approximately $173,000 related to the Expired and/or canceled ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó
Restricted Stock Grants issued on March 10, 1999 for 44,000 shares. It is

Outstanding at December 31, 1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 940,000 23.88
expected that additional loans will be made to the oÇcers to cover tax liabilities

Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 445,000 26.08
resulting from future vesting of the Restricted Stock Grants. In addition, under

ExercisedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,666) (25.75)
the 1998 Senior Executive Loan Program, as amended on August 10, 1999, loans

Expired and/or canceled ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Ó
of $2.3 million have been made to oÇcers of the Company to purchase Company

Outstanding at December 31, 1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,380,334 24.59stock on the open market. These loans are collateralized by the shares purchased,
Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55,000 17.80bear interest at rates between 4.51% to 5.89% per annum and are due at the
ExercisedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ó Óearliest of the following times: (i) three years following termination of the
Expired and/or canceled ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (173,002) (25.27)borrower's employment with the Company, (ii) Ñve years after the making of the

promissory note, or (iii) for promissory notes issued in conjunction with open Outstanding at December 31, 1999.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,262,332 24.30
market stock purchases, at the time of sale of such stock at the price speciÑed in
the promissory notes. These promissory notes are recourse to the borrower. If and

Options Outstandingfor so long as the Company reduces its common dividend by more than 33% from
Remaining Averagethe current rate of $0.44 per quarter, interest on loans to the Company's current Options ExercisableContractual Exercise

oÇcers will not be payable and instead will accrue and be added to principal. Range of Exercise Price Shares Life (Years) Price Shares Price

Upon any change of control in the lender, all outstanding amounts to the current
$16 - 18 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,000 9.9 $17.71 Ó $ Ó

oÇcers will be forgiven and the promissory notes will be canceled.
21 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 335,000 7.1 21.00 230,000 21.00

Of the total oÇcer loans outstanding, including tax-related loans and stock 24 - 26ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 797,332 7.9 25.32 598,999 25.32
purchase loans, approximately $725,000 in loans to the former Executive Vice 29 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 70,000 8.1 29.00 36,666 29.00
President, Mr. Joseph, were reclassiÑed to Other Assets from Stockholders' 32 - 33ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,000 8.4 32.13 8,333 32.13
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Pro forma net income and earnings per share, as if the fair value method in period. The Employee Stock Purchase Plan expires on February 28, 2008. A total
SFAS No. 123 had been used to account for stock-based compensation, and the of 250,000 shares will be available for purchase under this plan. Shares have been
assumptions used, are as follows: issued as per the table below:

Period from Number of
February 12 Purchase Date Shares Issued

Year Ended Year Ended through
December 31, December 31, December 31, 6/30/98 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,128

1999 1998 1997
12/31/98 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,768

Basic earnings per share 6/30/99 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,149
As reportedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1.28 $1.39 $1.32 12/31/99 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,592
Pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1.26 $1.16 $1.03

Compensation expense related to the Employee Stock Purchase Plan wasDiluted earnings per share
$12,000 for 1999 and $18,000 for 1998.As reportedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1.27 $1.34 $1.29

Pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1.26 $1.12 $1.01
Black-Scholes assumptions* Non-AÇliated Stock Options

Fair market value of option granted $2.29 $3.89 $1.16
In conjunction with the February 1998 purchase of the Emerald Dunes GolfRisk-free interest rate ÏÏÏÏÏÏÏÏÏÏÏÏ 5.96% 5.47% 6.00%

Course, Raymond Finch, Jr. and Ray Finch, III (collectively, the ""Finches''),Dividend yield ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.96% 6.72% 5.66%
were granted 50,000 options each, of which 25,000 in the aggregate will vestStock volatility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36.23% 27.21% 17.14%
when, in any calendar year, the Company acquires $25.0 million in golf coursesExpected option lifeÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 years 4.57 years 3 years
identiÑed by the Finches. After year Ñve, all options immediately vest if the stock
price is $10.00 over the strike price at which the options were issued ($28.00)* Weighted-averages
and if the Finches have otherwise undertaken to promote and market the
Company. These options expire on May 1, 2003.Employee Stock Purchase Plan

EÅective March 1, 1998, the Company adopted an Employee Stock In addition, options to acquire 20,000 shares of common stock were granted
Purchase Plan to provide substantially all employees an opportunity to purchase to J. GraÅeo, J. Galante, H. RostoÅ, I. Smoley and A. Inelli (for a total of
shares of its common stock through payroll deduction, up to 10% of eligible 100,000 options) as partial consideration for their interest in the Polo Trace Golf
compensation with a $25,000 maximum deferral. Semi-annually, participant Course. Ten thousand of the options vested on January 4, 1999, at $26.75 and
account balances will be used to purchase shares of stock at the lesser of 85% of 10,000 vested on January 4, 2000, at $16.83. All 100,000 of these options expire
the fair market value of shares at the beginning or ending of such six-month on July 1, 2000.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

10. Quarterly Financial Information (Unaudited) pro forma Ñnancial information is not necessarily indicative of what actual results
of operations of the Company would have been assuming the acquisitions had

Summarized quarterly Ñnancial data is as follows (in thousands, except per
been consummated as of January 1, 1998, nor does it purport to represent a

share amounts):
forecast of the results of operations for future periods (in thousands, except per

Quarter Ended share amounts).
March June September December

31 30 30 31
For the Year Ended For the Year Ended
December 31, 1999 December 31, 19981999

RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $13,325 $13,720 $14,104 $14,628 Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $56,678 $46,229
Operating incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,803 8,513 8,314 7,750 Net income available to common
Net income (after Preferred shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,112 11,177

Dividends) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,714 2,460 2,413 2,261 Basic earnings per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.31 1.45
Basic earnings per share ÏÏÏÏÏÏÏÏÏÏÏ .35 .32 .31 .29 Diluted earnings per share ÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.30 1.40
Diluted earnings per share ÏÏÏÏÏÏÏÏÏ .35 .32 .31 .29
1998

The pro forma Ñnancial information includes the following adjustments:
RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8,920 $10,448 $12,039 $12,977

(1) increase in revenues; (2) an increase in depreciation and amortization
Operating incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,943 6,692 7,646 7,020

expense; (3) an increase in interest expense; (4) an increase in interest income;
Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,081 2,639 2,779 2,107

and (5) an increase in income applicable to minority interest.
Basic earnings per share ÏÏÏÏÏÏÏÏÏÏÏ .40 .35 .36 .28
Diluted earnings per share ÏÏÏÏÏÏÏÏÏ .39 .33 .35 .27
1997 12. Minority Interest
RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,042 $ 3,998 $ 6,065 $ 6,622
Operating incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,383 2,598 4,216 4,825

Minority interest represents the OP Units not held by GTA, GP and GTA,
Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 716 1,292 1,615 2,346

LP and is adjusted for the OP Unit holders', proportionate share of net income
Basic earnings per share ÏÏÏÏÏÏÏÏÏÏÏ .19 .33 .40 .40

and distributions. An OP Unit and share of Common Stock of the Company have
Diluted earnings per share ÏÏÏÏÏÏÏÏÏ .18 .32 .39 .39

the same economic characteristics inasmuch as they eÅectively share equally in
the net income or loss and any distributions of the Operating Partnership. OP

11. Pro Forma Financial Information (unaudited)
Unit holders have the right, subject to certain terms and conditions, to convert

The pro forma Ñnancial information set forth below is presented as if the their OP Units to shares of Common Stock or to cash at the discretion of the
1999 acquisitions (Note 3) had been consummated as of January 1, 1998. The Company. In 2000, 100% of the 5,252,995 OP Units will be convertible. The
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following activity occurred in the OP Unit activity and the minority interest The following table sets forth certain combined condensed Ñnancial infor-
account: mation for Legends Golf:

1999 1998
Year Ended Year Ended Period Ended

(In thousands)December 31, 1999 December 31, 1998 December 31, 1997

OP Units Dollars OP Units Dollars OP Units Dollars Current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 4,912 $ 2,978
(In thousands) Non-current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,884 20,650

Beginning balance ÏÏÏÏÏ 5,325 $76,510 4,815 $54,625 Ó $ Ó
Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $34,796 $ 23,628

Purchase of golf
courses and Payable to Golf Trust of America, L.P. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 6,952 $ 1,030
recapitalization of Other current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,229 1,340
leases ÏÏÏÏÏÏÏÏÏÏÏÏ 90 2,645 524 14,687 4,815 19,296 Total long-term liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,975 20,916

Redemption ÏÏÏÏÏÏÏÏ (162) (3,556) (14) (432) Ó Ó Total owners' equity (capital deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,360) 342
Contribution of

Total liabilities and owners' equity (capitalproperty ÏÏÏÏÏÏÏÏÏÏ Ó Ó Ó 3,296 Ó Ó
deÑcit)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $34,796 $ 23,628Adjustment of

minority interest ÏÏÏ Ó (3,569) Ó 8,001 Ó 33,882
Distributions ÏÏÏÏÏÏÏÏ Ó (9,309) Ó (10,797) Ó (4,351) For the Year Ended For the Year Ended For the Year Ended

December 31, December 31, December 31,Net incomeÏÏÏÏÏÏÏÏÏ Ó 7,026 Ó 7,130 Ó 5,798
1999 1998 1997

Ending balanceÏÏÏÏÏÏÏÏ 5,253 $69,747 5,325 $76,510 4,815 $54,625 (In thousands)
(Unaudited)

Total revenues ÏÏÏÏÏÏÏ $27,375 $22,874 $22,384
13. Transactions with AÇliate and SigniÑcant Lessee Operating lossÏÏÏÏÏÏÏÏ (6,104) (4,685) (4,983)

Net income (loss) ÏÏÏÏ $ (934) $ 746 $ (244)Legends Golf is a signiÑcant lessee of the golf courses in the Company's
portfolio. Legends Golf is a golf course management group consisting of eight

Total revenues from golf course operations for Legends Golf increased bycompanies aÇliated through common ownership that operates a portfolio of
$4.5 million or 19.7 percent to $27.4 million for the year ended December 31,thirteen golf courses owned by the Company under triple-net leases. Legends
1999. The increase was primarily attributed to the additional revenue of $4.2Golf derives revenues from the operation of golf courses principally through
million from the additional six courses under lease and increases in the Myrtlereceipt of green fees, membership fees, golf cart rentals, and sales of food,
Beach revenues of $1.0 million from higher green fees, cart fees, and food andbeverage and merchandise. During 1999, Legends Golf acquired Ñve additional
beverage sales oÅset by a $0.7 million decrease of revenue in Virginia.leases for six courses from the prior lessee in exchange for cash of $25 and the

assumption of debt including advances from the Company of $2,899. Capital
improvement and working capital advances from the Company totaling $5,328
bear interest at 10%. Advances of $661 are due in August 2000 with the balance
due at the end of the lease term.
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Operating loss increased from $4.7 million to $6.1 million for the years Issuance of Stock Options and Restricted Stock Grants
ended December 31, 1998 and 1999, respectively. The increase is primarily due

As consistent with prior years, on February 6, 2000, 20,000 stock options atto the additional administrative, operating, and transition expenses of $6.7 million
an exercise price of $17.938 were issued under the ""Director's Plan'' to GTA'srelated to the additional six Golf Courses under lease oÅset by reductions of $0.8
independent directors. These options vested upon issuance.million in administrative and operating expenses at the Myrtle Beach and

Virginia Golf Courses and the $4.5 million increase in revenues as noted above.
On January 30, 2000, 25,000 stock options under the New 1997 Plan and

145,000 stock options under the 1998 Plan were issued to GTA employees at anLegends Golf incurred a net loss of $0.9 million for the year ended
exercise price of $17.25. These options vest ratably over a period of three years.December 31, 1999 compared to net income of $0.7 million for the year ended
On January 30, 2000, 55,000 restricted stock grants at a par value of $0.01 perDecember 31, 1998 primarily as a result of the increase in the operating loss and
share were issued to the OÇcers of GTA under the 1998 Plan.an increase in interest expense of $0.3 million in 1999.

Stock Repurchase Program
Related Party Transactions

On December 15, 1999, GTA announced that its Board of Directors
Concurrent with the acquisition of the Sandpiper Golf Course, the Company authorized a program to repurchase up to one million shares of its common stock.

formed Sandpiper-Golf Trust, LLC (of which the Operating Partnership is the Any such repurchases will be made on the open market or in block purchase
sole member) to hold title to the golf course. In addition, the Operating transactions. The timing of any repurchases and the number of shares repur-
Partnership owns approximately 95% of the economic interest in a preferred chased pursuant to the stock repurchase program are dependent upon market
stock subsidiary formed to hold title to a 14 acre development site adjacent to the conditions and corporate requirements. Under this program, on January 4, 2000,
Sandpiper Golf Course, with the balance owned by Mr. Blair, President, and GTA purchased 10,000 shares of its stock at a price of $16.9375 per share.
Mr. Young, in order to comply with certain REIT restrictions imposed by the
Internal Revenue Code. This parcel of land was sold in June of 1999 and this

Appointment of Financial Advisor
related preferred stock subsidiary was dissolved eÅective December 31, 1999.

After an extended interview and diligence process by management and
review by the Company's Board of Directors, on February 9, 2000 GTA engaged14. Subsequent Events
Banc of America Securities LLC to act as its Ñnancial advisor to undertake a

Payment of Dividends review of a broad range of strategic alternatives available to the Company in light
of the current and prospective market conditions facing the Company and the

On December 15, 1999 the Board of Directors declared a quarterly dividend REIT industry. Executive management and/or the Board is meeting regularly
distribution of $0.44 per share for the quarter ended December 31, 1999, to with our Ñnancial advisor in furtherance of consideration of alternatives to
common stockholders of record on December 31, 1999, which was paid on enhance shareholder value. These alternatives include a merger, sale, recapitali-
January 15, 2000. Preferred Stockholders were paid the dividend calculated zation, privatization or restructuring, including de-REITing (revoking election of
according to their contracted yield. REIT-tax status), among others.
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REPORT OF MANAGEMENT

To the Directors and Stockholders
of Golf Trust of America, Inc.:

The consolidated Ñnancial statements and other Ñnancial information of Golf Trust of America, Inc. in this
report was prepared by management that is responsible for their contents. They reÖect amounts based upon
management's best estimates and informed judgments. In management's opinion, the Ñnancial statements present
fairly the Ñnancial position, results of operations and cash Öows of the Company in conformity with generally
accepted accounting principles.

The Company maintains a system of internal accounting controls and procedures which is intended, consistent
with reasonable cost, to provide reasonable assurance that transactions are executed as authorized, that they are
included in the Ñnancial records in all material respects, and that accountability for assets is maintained. The
accounting controls and procedures are supported by careful selection and training of personnel and a continuing
management commitment to the integrity of the system.

The Ñnancial statements have been audited to the extent required by generally accepted auditing standards by
BDO Seidman, LLP independent auditors. The independent auditors have evaluated the Company's internal control
structure and performed tests of procedures and accounting records in connection with the issuance of their report
on the fairness of the Ñnancial statements.

The Board of Directors has appointed an Audit Committee composed entirely of directors who are not
employees of the Company. The Audit Committee meets with representatives of management and the independent
auditors, both separately and jointly. The Committee discusses with the independent auditors and approves in
advance the scope of the audit, reviews with the independent auditors the Ñnancial statements and their auditors'
report, consults with and reviews management's administration of the system of internal accounting controls. The
Committee reports to the Board on its activities and Ñndings.

W. Bradley Blair, II Scott D. Peters

Chairman, President and Senior Vice President and
Chief Executive OÇcer Chief Financial OÇcer
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REPORT OF INDEPENDENT
CERTIFIED PUBLIC ACCOUNTANTS

To the Directors and Stockholders
of Golf Trust of America, Inc.:

We have audited the accompanying consolidated balance sheets of Golf Trust of America, Inc. and subsidiaries
as of December 31, 1998 and 1999 and the related consolidated statements of income, stockholders' equity and cash
Öows for the period from February 12, 1997 (inception) through December 31, 1997 and each of the two years in
the period ended December 31, 1999. These Ñnancial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these Ñnancial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the Ñnancial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the Ñnancial statements. An audit also includes assessing the accounting principles used and
signiÑcant estimates made by management, as well as evaluating the overall Ñnancial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated Ñnancial statements referred to above present fairly, in all material respects,
the Ñnancial position of Golf Trust of America, Inc. at December 31, 1998, and 1999 and the results of its operations
and its cash Öows for the period from February 12, 1997 (inception) through December 31, 1997, and each of the
two years in the period ended December 31, 1999 in conformity with generally accepted accounting principles.

BDO SEIDMAN, LLPFebruary 4, 2000
Charlotte, North Carolina
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