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as practicable after the effective date of this registration statement.

If this Form is filed to register additional securities for an offering
pursuant to Rule 462 (b) under the Securities Act, check the following box and
list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. [ ]

If this Form is a post-effective amendment filed pursuant to Rule 462 (c)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [ ]

If this Form is a post effective amendment filed pursuant to Rule 462 (d)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [ ]

If delivery of the prospectus is expected to be made pursuant to Rule 434,
check the following box. [ ]

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR
DATES AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL
FILE A FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION
STATEMENT SHALL THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8 (a) OF
THE SECURITIES ACT OF 1933 OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME
EFFECTIVE ON SUCH DATES AS THE COMMISSION, ACTING PURSUANT TO SAID SECTION 8 (a),
MAY DETERMINE.

THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. WE MAY
NOT SELL THESE SECURITIES UNTIL THE REGISTRATION STATEMENT FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION IS EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER
TO SELL THESE SECURITIES AND IT IS NOT SOLICITING AN OFFER TO BUY THESE
SECURITIES IN ANY STATE WHERE THE OFFER OR SALE IS NOT PERMITTED.

SUBJECT TO COMPLETION, DATED JANUARY 26, 2004

PROSPECTUS
14,000,000 SHARES

(GPT LOGO)
GOVERNMENT PROPERTIES TRUST, INC.
COMMON STOCK

We invest in single tenant properties under long-term leases to the U.S.
government, state governments, local governments, and government-sponsored
enterprises. We are a self-managed, self-administered company that will elect to
be taxed as a real estate investment trust, or REIT, under the federal tax laws.

No public market currently exists for our common stock. We expect the
initial public offering price will be between $9.00 and $11.00 per share. Our
shares have been approved for listing on the New York Stock Exchange under the
symbol "GPP."

INVESTING IN OUR COMMON STOCK INVOLVES RISKS. SEE "RISK FACTORS" BEGINNING
ON PAGE 11 OF THIS PROSPECTUS TO READ ABOUT RISKS YOU SHOULD CONSIDER BEFORE
BUYING OUR COMMON STOCK. THESE RISKS INCLUDE:
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- Our president and chief executive officer joined us in June 2003, our chief
financial officer joined us in September 2003, our director of asset
acquisition joined us in December 2003, our director of asset management
joined us in December 2003 and the remainder of our management will join us
after the closing of this offering. Our management does not have any history
operating a REIT or a public company. Accordingly, we do not have a track
record upon which you can base your investment decision.

— Upon completion of this offering, we will experience a capital infusion from
the net offering proceeds, which we intend to use to acquire properties under
long-term lease to governmental tenants. If we are unable to complete the
acquisitions we are currently negotiating or acquire other properties, we may
not be able to invest this capital on acceptable terms or timeframes, which
may harm our cash flow and ability to pay dividends.

- An affiliate of one of our underwriters, Friedman, Billings, Ramsey & Co.,
Inc., or FBR, has provided us with a $1,000,000 line of credit, of which
approximately $950,000 is outstanding. Outstanding amounts under this line of
credit will be repaid from the proceeds of this offering. This creates a
conflict of interest because FBR has an interest in the successful completion
of this offering in addition to receiving customary underwriting compensation.

— We depend on the U.S. government, our largest tenant, for a significant
portion of our revenues. Any failure by the U.S. government to perform its
obligations or renew its leases will harm our cash flow and may harm our
ability to pay dividends. In addition, our leases with the U.S. government
provide that the U.S. government may assign the lease and be relieved from all
obligations under the lease, other than unpaid rent and other liabilities
outstanding on the date of the assignment, subject to our prior written
consent, which we may not unreasonably withhold.

— Because our largest tenant is the U.S. government, our properties may have a
higher risk of terrorist attack than similar properties that are leased to
non—-governmental tenants. This could harm the value of our properties through
damage, increased insurance costs or increased security costs.

— We have no charter limitations regarding the amount of indebtedness we may
incur. Our policy 1is to use debt to finance, on average, approximately 75% of
the acquisition cost of the properties that we buy, which may harm our cash
flow and our ability to pay dividends. We plan to implement this policy after
we have completed the acquisitions described in this prospectus.

- Some of our leases may not provide for a full pass-through to our tenants of
increases in property operating costs. Increases in property operating costs
that we must bear would harm our cash flow and may harm our ability to pay
dividends.

- We may make distributions that include a return of capital. All of our prior
distributions consisted of a return of capital. Our prior borrowings allowed
us to pay distributions from our cash from operations. We may need to borrow
funds on a short-term basis to meet the distribution requirements that are
necessary to achieve and maintain REIT status. These borrowings may decrease
cash available for distribution.

— We have not yet elected to be taxed as a REIT. If we fail to make such
election or if we fail to remain qualified as a REIT after our REIT election,
our dividends will not be deductible by us and we will be subject to a
corporate level tax on our taxable income. This would substantially reduce our
cash available to pay dividends and the yield on your investment.
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NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS
PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

PER SHARE TOTAL
Public offering pPrice. ...ttt ittt ittt ieeeeeeenennnnns S S
Underwriting discount (1) « v vv vt i it ittt i teeeeeeeeeeeeeeeeennns S S
Proceeds, before expenses, LO US. ...ttt reennneeeeeeenennnnns S S

(1) The underwriters will receive compensation in addition to the underwriting
discount in the form of interest on a line of credit, warrants and expense
reimbursement. See "Underwriting."

We have granted to our underwriters an option for a period of thirty days to
purchase up to an additional 2,100,000 shares of our common stock at the public
offering price, less the underwriting discount and commissions, solely to cover
over—allotments, if any.

We have been advised by certain of our directors and executive officers that
they intend to purchase common stock in this offering. The underwriters have no
obligation to sell shares to these persons or any other persons designated by
us.

We expect the common stock to be available for delivery on or about January
2004.
4

FRIEDMAN BILLINGS RAMSEY
BB&T CAPITAL MARKETS
FLAGSTONE SECURITIES
January , 2004.

[inside front cover of prospectus]

[Government Properties Trust, Inc. Logo]

[Picture of our U.S. Border Patrol Property in Harlingen, Texas]

TOP: U.S. Border Patrol Station in
Harlingen, Texas.**

[Picture of our U.S. Social Security MIDDLE: U.S. Social Security
Administration Building in Administration building in
Charleston, West Virginia] Charleston, West Virginia.*

BOTTOM: U.S. Social Security
Administration building in
Kingsport, Tennessee.*

*Owned. **Under Contract. See "Our
Business and Properties - Our
Properties" and "Our Business and
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Properties - Acquisition Properties."

[Picture of our U.S. Social Security
Administration building in
Kingsport, Tennessee]
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SUMMARY

The following summary highlights information contained elsewhere in this
prospectus. You should read the entire prospectus, including "Risk Factors,"
before deciding whether to invest in our common stock. In this prospectus,
references to "the company," "we," "us," and "our" mean Government Properties
Trust, Inc. and its predecessor company. Unless indicated otherwise, the
information included in this prospectus assumes the consummation of our Maryland
reincorporation, our common stock is sold at $10.00 per share and no exercise by
the underwriters of their over-allotment option.

OVERVIEW

We invest in single tenant properties under long-term leases to the U.S.
government, state governments, local governments and government-sponsored
enterprises. We are a self-managed, self-administered company that will elect to
be taxed as a real estate investment trust, or REIT, under the federal tax laws.
We believe that we will be the only public company focused solely on investing
in government-leased properties. We believe our singular focus and status as a
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public company will make us an attractive buyer for owners and developers of
government-leased properties, and creates an opportunity for us to become a
national consolidator of such properties.

We were formed to take advantage of what we believe is a unique market
opportunity in the government sector of the commercial real estate market. Total
government spending in the United States during 2002 amounted to $3.1 trillion,
according to the federal Office of Management and Budget. The federal government
occupies approximately 835 million square feet of office space in the U.S.,
approximately 191 million square feet of which, or approximately 23%, is leased
according to the 2002 Federal Real Property Profile published by the General
Services Administration, or GSA, the federal government's property management
arm. The U.S. government spends approximately $3.6 billion annually on rent,
according to the August 2003 issue of Real Estate Forum. State and local
government spending accounted for 34% of total government spending, or $1.0
trillion, in 2002, according to the federal Office of Management and Budget.
Accordingly, we believe that there is also a substantial investment opportunity
with state and local governmental tenants. In addition, as government has
continued to grow and as existing facilities have become outdated, construction
of new properties for governmental tenants has been significant. In particular,
we expect government demand for new office space to grow substantially,
particularly in areas such as law enforcement and the judiciary, homeland
security, healthcare, human services and regulatory agencies.

At the same time, however, because governments are facing significant
budgetary constraints, we expect governmental entities will increasingly lease
properties instead of building and owning properties. The federal government
currently owns approximately 77% of the office space it occupies in the U.S.,
but the federal government's new properties are increasingly being leased.
Between 2000 and 2002, total commercial square footage owned by the U.S.
government grew by only 0.2%, while total commercial square footage leased by
the U.S. government grew by 7.8% based on the GSA's 2000 Summary Report of Real
Property Owned and Leased and the 2002 Federal Real Property Profile.

OUR COMPANY

Our business consists of buying and managing recently built or renovated
office properties primarily leased to the federal government, acting through the
GSA, under long-term leases. Our portfolio consisted of five properties totaling
248,848 square feet as of September 30, 2003. These properties are 100% occupied
and have a weighted-average remaining lease term of approximately 13 years based
on the square footage of the properties as of September 30, 2003. Our tenants
include the Department of Justice, the Drug Enforcement Administration, the
Federal Bureau of Investigation and the Social Security Administration. We own
each of our properties through separate wholly-owned, special-purpose entities.

Based on the credit worthiness of our governmental tenants, our policy is
to use debt to finance, on average, approximately 75% of the acquisition cost of
the properties that we buy. We plan to implement this policy after we have
completed the acquisitions described in this prospectus. We intend to finance
our future acquisitions with a combination of equity, long-term fixed-rate debt
and short-term credit lines. We intend to

use our credit lines to finance acquisitions and deposits on a short-term basis.
We have received a commitment for a $50 million line of credit from a group of
commercial banks. Our objective is to finance each property with long-term
fixed-rate debt whose maturity matches or exceeds, to the extent possible, the
remaining term of the lease. This strategy minimizes interest rate risk and
should result in more consistent and reliable cash flow.
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With the proceeds of this offering, we intend to expand our portfolio by
acquiring additional government-leased properties. We intend to acquire eight
GSA-leased properties totaling approximately 487,000 square feet for an
aggregate price of approximately $128.9 million that have a remaining average
lease term of approximately 14 years based on square footage as of September 30,
2003. However, we cannot assure you that we will be able to complete the
acquisition of these properties.

Our management team has significant experience in the real estate business.
Thomas Peschio, our President and Chief Executive Officer, has more than 35
years of experience in the real estate business and has particular expertise in
acquiring, leasing, managing, financing and selling commercial properties. Our
other senior managers and outside directors also have extensive experience in
various aspects of the real estate industry. One of our directors is the former
head of the GSA's Public Building Service.

OUR BUSINESS AND GROWTH STRATEGY

We intend to acquire properties leased to a variety of governmental
entities on a nationwide basis. We expect most of our properties initially will
be leased to the U.S. government under long-term leases. We will market both to
owners and developers of government-leased properties and directly to
governmental entities. We intend to expand our existing relationships with
GSA-approved real estate developers, the GSA and various other governmental
tenants, owners and developers around the country. We plan to continue to enter
into pre-completion purchase agreements with developers to acquire newly
developed properties upon completion and occupancy by governmental tenants. As a
public company, we believe that developers and owners will view us as a more
attractive and credible buyer than other potential buyers.

Our acquisition criteria includes analyzing not only the in-place lease,
but also analyzing the real estate characteristics of the property including
location, parking, floor plans and construction quality. We focus on newer, well
located properties that have remaining lease terms of ten years or more. By
"newer, well located properties," we mean properties that have been constructed
or significantly renovated within the last five years and that are located in
established downtown or suburban office markets or locations that are crucial to
the government entity. We also consider, on a case-by-case basis, newer, well
located properties that are more special use in nature due to specific
government requirements or that have remaining lease terms of less than ten
years. Special use or "build-to-suit" properties, however, generally must have
remaining lease terms of fifteen years or more before we will consider them for
acquisition. We believe our focus on newer properties reduces the risk of
tenants failing to renew their lease at maturity and increases our ability to
re—-lease the property if the tenant does not renew. We intend to establish fully
funded reserves, based on independent third-party reports, for future capital
expenditures to ensure that our properties are properly maintained.

Leases for governmental tenants vary widely and include net leases, gross
leases and "modified" gross leases. Net leases require the tenant to pay all
operating expenses, gross leases require the landlord to pay all operating
expenses, and modified gross leases require the landlord and the tenant each to
pay a portion of the operating expenses. We intend to acquire properties with
all three types of leases, as well as variations of these leases, because we
believe that gross leases and modified gross leases may provide higher returns
for us than net leases. In our experience, GSA leases are generally modified
gross leases. We plan to mitigate the higher risk of gross leases and modified
gross leases through strict underwriting, due diligence and intensive property
management. With respect to services provided to governmental tenants, we will
only provide those services that are customarily provided to governmental
tenants of other similar properties.



Edgar Filing: GOVERNMENT PROPERTIES TRUST INC - Form S-11/A

SUMMARY RISK FACTORS

You should carefully consider the matters discussed in "Risk Factors"
beginning on page 11 prior to deciding whether to invest in our common stock.
Please refer to Risk Factors for a more complete discussion of the risks
summarized below.

— Our president and chief executive officer joined us in June 2003, our
chief financial officer joined us in September 2003, our director of
asset acquisition joined us in December 2003, our director of asset
management joined us in December 2003, and the remainder of our
management will join us after the closing of this offering. Our
management does not have any history operating a REIT or a public
company. Accordingly, we do not have a track record upon which you can
base your investment decision.

— Upon completion of this offering, we will experience a capital infusion
from the net offering proceeds, which we intend to use to acquire
properties under long-term lease to governmental tenants. If we are
unable to complete the acquisitions we are currently negotiating or
acquire other properties, we may not be able to invest this capital on
acceptable terms or timeframes, which may harm our cash flow and ability
to pay dividends.

- An affiliate of one of our underwriters, FBR, has provided us with a
$1,000,000 line of credit, of which approximately $950,000 is
outstanding. Outstanding amounts under this line of credit will be repaid
from the proceeds of this offering. In addition, we have issued to such
affiliate of FBR a warrant to purchase 210,000 shares of our common
stock. This affiliate has informed us that it intends to exercise the
warrant upon the completion of this offering. Based on the mid-point of
the estimated public offering price, the value of these shares would be
$2,100,000. This creates a conflict of interest because FBR has an
interest in the successful completion of this offering in addition to
receiving customary underwriting compensation.

— The closings of our property acquisitions are subject to conditions that
may prevent us from acquiring such properties. Our ability to complete
these acquisitions depends upon many factors, such as satisfaction of due
diligence and customary closing conditions. Any inability to complete
these acquisitions within our anticipated time frames may harm our
financial results and our ability to pay dividends.

— We depend on the U.S. government, our largest tenant, for a significant
portion of our revenues. Any failure by the U.S. government to perform
its obligations or renew its leases will harm our cash flow and may harm
our ability to pay dividends. In addition, our leases with the U.S.
government provide that the U.S. government may assign the lease and be
relieved from all obligations under the lease, other than unpaid rent and
other liabilities outstanding on the date of the assignment, subject to
our prior written consent, which we may not unreasonably withhold.

— Because our largest tenant is the U.S. government, our properties may
have a higher risk of terrorist attack than similar properties that are
leased to non-governmental tenants. This could harm the value of our
properties through damage, increased insurance costs or increased
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security costs.

— We have no charter limitations regarding the amount of indebtedness we
may incur. Our use of debt financing could decrease our cash flow and
expose us to risk of default under our debt documents. Our policy is to
use debt to finance, on average, approximately 75% of the acquisition
cost of the properties that we buy, which may harm our cash flow and our
ability to pay dividends.

- We may make distributions that include a return of capital. All of our
prior distributions consisted of a return of capital. Our prior
borrowings allowed us to pay distributions from our cash from operations.
We may need to borrow funds on a short-term basis to meet the
distribution requirements that are necessary to achieve and maintain REIT
status. These borrowings may decrease cash available for distribution.

— Some of our leases may not provide for a full pass-through to our tenants
of increases in property operating costs. Increases in property operating
costs that we must bear would harm our cash flow and may harm our ability
to pay dividends.

- Restrictive covenants in our future loan documents may restrict our
operating or acquisition activities, which may harm our financial
condition and operating results.

— Purchasers of our common stock will experience immediate dilution.

— We depend on key personnel with long-standing business relationships, the
loss of whom could threaten our ability to operate our business
successfully.

- Our board of directors may authorize the issuance of additional shares
that may cause dilution.

— We have not yet elected to be taxed as a REIT. If we fail to make such
election or if we fail to remain qualified as a REIT after our REIT
election, our dividends will not be deductible by us and we will be
subject to a corporate level tax on our taxable income. This would
substantially reduce our cash available to pay dividends and the yield on
your investment.

INITIAL PORTFOLIO

Our portfolio consisted of five properties totaling 248,848 square feet as
of September 30, 2003. These properties are 100% occupied and have a
weighted-average remaining lease term of approximately 13 years based on the
square footage of the properties as of September 30, 2003. Four of the
properties are occupied by U.S. government agencies and one property is occupied
by Federal Express Corporation, which is rated investment grade by both Moody's
Investors Service and Standard & Poor's Corporation. We do not intend to
purchase any additional properties that are primarily occupied by
non—-governmental tenants. Our portfolio as of September 30, 2003 consisted of
the following:



Edgar Filing: GOVERNMENT PROPERTIES TRUST INC - Form S-11/A

YEAR BUILT/

LOCATION TENANT/ OCCUPANT RENOVATED
Bakersfield, United States of America/Drug 2000
California Enforcement Administration
Kingsport, United States of 1999
Tennessee America/Social Security
Administration
Charleston, United States of 1959/1999
West Virginia America/Social Security
Administration
Clarksburg, United States of America/ 1998
West Virginia Department of Justice, Drug
Enforcement Administration,
Federal Bureau of
Investigation, Social Security
Administration
Harahan (New Federal Express Corporation 1996
Orleans),
Louisiana

As used in the table above and throughout this prospectus,
is determined by multiplying November 2003 rents by 12 and "Rent Per

is determined by dividing the Gross Annualized Rent by the leased
"Our Business and Properties —-- Our

Rent"
Square Foot"
square footage of the property. See
Properties" for more information.

ACQUISITION PROPERTIES

As of January 1, 2004,
properties is probable:

PURCHASE
LOCATION PRICE
Harlingen, Texas...... $ 19,125,000
Harlingen, Texas...... $ 26,750,000

Baton Rouge,

Louisiana............ $ 6,600,000

TENANT/
OCCUPANT

United States of
America/Border Patrolx*
United States of
America/Immigration &
Naturalization Service
I*

United States of
America/Immigration &
Naturalization Service
II~*

United States of
America/Veterans
Administration**

SQ. FT. REN
LEASED SQ.
9,800 $31
22,848 $17.
90,050 $22.
55,443 $23.
70,707 $ 5.

"Gross Annualized

we believe that the acquisition of the following

YEAR BUILT/
RENOVATED

2000

1998

2002

Under
construction
(completion
expected
first

GROSS
T/ ANNUALIZED
FOOT RENT
87 $ 312,338
30 $ 395,291
19 $1,998,170
20 $1,286,017
14 $ 363,440
SQ. FT. RENT/
LEASED SQ. FOC
53,075 $32.33
17,423 $16.87
107,836 $22.53
36,287 $19.94

10



Edgar Filing: GOVERNMENT PROPERTIES TRUST INC - Form S-11/A

Parkersburg, West

Virginia............

College Park,

Maryland............

Mineral Wells,

West Virginia.......

Pittsburgh,
Pennsylvania

LOCATION

Harlingen, Texas.....

Harlingen, Texas.....

Baton Rouge,

Louisiana...........

Parkersburg, West

Virginia............

College Park,

Maryland............

Mineral Wells,

West Virginia.......

Pittsburgh,

$ 20,270,000

$ 21,100,000 (4)

$ 5,035,000

$ 30,000,000

Modified
Gross
Lease
Modified
Gross
Lease
Modified
Gross
Lease

Modified
Gross
Lease

Modified
Gross
Lease

Modified
Gross
Lease

Modified
Gross
Lease

United States of
America/Bureau of
Public Debt *

United States of
America/Food and Drug
Administration**

United States of
America/Bureau of
Public Debt*

United States of

America/Federal Bureau

of Investigation**

quarter
2004)

Under
construction
(completion
expected
fourth
quarter
2004)

Under
construction
(completion
expected
first
quarter
2004)

2003

2001

80,657

65,760 (4)

38,324

87,178

11

$26.63

$35.2

$15.44

$36.38
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Pennsylvania Modified
Gross
Lease

Total......coo.

* Under contract
** Under letter of intent

(1) The GSA has agreed to extend the term of this lease to August 2020 with no
early termination provision. We are finalizing this agreement. We will not
acquire the property unless and until the lease extension is finalized.

5

(2) The GSA has agreed to extend the term of these leases to October 2022 with
no early termination provisions. We are finalizing this agreement. We will
not acquire the property unless and until the lease extension is finalized.

(3) The lease is for a fixed term commencing on the property completion date.
The Lease Maturity Date is estimated based on an assumed property completion
date. See "Business and Properties —-- Acquisition Properties."

(4) Does not include approximately 15,000 square feet of vacant office space
that may be leased in the future. If this vacant space is leased prior to
building completion, we must pay an additional $2.4 million.

While we believe that these acquisitions will close, we cannot guarantee that
they will close because they remain subject to, in certain circumstances, the
negotiation of definitive purchase agreements and, in general, our completion of
due diligence and customary closing conditions.

DIVIDEND POLICY

We intend to distribute to our stockholders all or substantially all of our
taxable REIT income each year in order to comply with the distribution
requirements of the federal tax laws and to avoid federal income tax and the
nondeductible excise tax. The actual amount and timing of distributions,
however, will be at the discretion of our board of directors and will depend
upon our actual results of operations and a number of other factors discussed in
"Dividend Policy and Distributions." In addition, our board of directors has the
power to issue preferred stock or other securities that have distribution rights
senior to that of the common stock.

We declared our initial dividend of $0.075 per share of common stock, which
we paid on January 31, 2003. We paid subsequent dividends of $0.15 per share on
April 15, 2003 and July 15, 2003. The foregoing dividends were paid to our
stockholders on a pro-rata basis based upon the date on which the shares of our
common stock were obtained by such stockholders. On September 26, 2003, we
declared a dividend of $0.15 per share, which was paid on October 15, 2003. On
November 20, 2003, we declared a dividend of $0.15 per share, which was paid on
January 15, 2004 to our stockholders of record on December 1, 2003. In
accordance with our recently adopted policy, these dividends and future
dividends will not be paid on a pro rata basis. There is, of course, no
assurance that we will be able to maintain our dividend at this level, or at
all. See "Risk Factors."

THE OFFERING
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Common stock offered 14,000,000 shares

Common stock to be outstanding
after this offering 15,223,052 shares

The share figures set forth above exclude:

- up to 2,100,000 additional shares that may be issued upon exercise of the

underwriters' over—-allotment option; and

- 1,000,000 shares of common stock available for grant under our 2003
Equity Incentive Plan. We intend to limit the number of shares granted

under the 2003 Equity Incentive Plan to no more than 2.5%

outstanding common stock.

of our

We will receive approximately $128.7 million

from this offering after deducting the
underwriting discount and estimated offering
expenses payable by us. We plan to use the

proceeds as follows:

- approximately $950,000 to repay outstanding
indebtedness owed to an affiliate of one of
our underwriters, FBR. This indebtedness was
incurred in the fourth quarter of 2003,
accrues interest at an annual rate of 20% and
matures on the earlier of March 31, 2004, or
the closing of this offering. Of this

outstanding indebt-

edness, $800,000 was used to fund property
acquisitions and $150,000 was used for

working capital;

— approximately $1.6 million to repay
outstanding indebtedness owed to Genesis
Financial Group, Inc. used to finance our
acquisition of the Bakersfield property. This
indebtedness was incurred in January 2003,
accrues interest at an annual rate of LIBOR
plus 250 basis points (3.64% at September 30,
2003) and matures on December 30, 2004;

— approximately $2.3 million to repay
outstanding indebtedness under a line of
credit owed to Citizens First Bancorp, Inc.
used to finance the acquisition of our
Charleston property. This indebtedness was
incurred in April 2003, accrues interest on

an annual basis at prime plus 50 basis points
(4.50% at September 30, 2003) and matures on
February 20, 2004;

approximately $110,000 to repay indebtedness
owed to Citizens First Savings Bank used for
working capital purposes. This indebtedness

was incurred in June 2003, accrues interest

on an annual basis at prime (4.00% at

13
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September 30, 2003) and matures on October
31, 2004;

— approximately $108.9 million to fund the
purchase price (including closing costs but
excluding indebtedness owed to FBR) of the
Harlingen, Baton Rouge, Parkersburg, Mineral
Wells and Pittsburgh properties described
under "Acquisition Properties." We will pay
an acquisition fee to Genesis equal to 1% of
the purchase price of these properties;

- approximately $4.9 million to fund the equity
portion of the purchase price (including
closing costs) of the College Park property
described under "Acquisition Properties." We
will pay an acquisition fee to Genesis equal
to 1% of the purchase price of this property;

- approximately $8.6 million to fund the
purchase price (including closing costs) of
the additional properties to be purchased in
2004; and

— the remainder for general corporate and
working capital purposes.

Pending these uses, we intend to invest the net
offering proceeds in marketable,
investment-grade securities that are consistent
with our intention to qualify as a REIT.

New York Stock Exchange symbol "Gpp"
CONFLICT OF INTEREST

In connection with this offering, one of our underwriters, FBR, will
receive benefits in addition to customary underwriting compensation. These
benefits consist of the repayment of loans made by an affiliate of FBR in the
amount of approximately $950,000 and the issuance to such affiliate of FBR a
warrant to purchase our common stock. These transactions create a conflict of
interest because FBR has an interest in the successful completion of this
offering in addition to receiving customary underwriter compensation.

TAX STATUS

We intend to qualify as a REIT, commencing with our taxable year ending
December 31, 2003. We believe that our current investments, proposed investments
and proposed method of operation will enable us to meet the requirements for
qualification as a REIT for federal income tax purposes. We intend to elect REIT
status for our taxable year ending December 31, 2003. Assuming we qualify for
REIT status, we must meet a number of organizational and operational
requirements, including a requirement that we annually distribute at least 90%
of our taxable REIT income to our stockholders to maintain our REIT status. As a
REIT, we generally will not be subject to federal income tax on taxable REIT
income we currently distribute to our stockholders. If we fail to qualify as a
REIT in any taxable year, we will be subject to federal income tax at regular
corporate rates. Even if we qualify as a REIT, we may be subject to some
federal, state and local taxes on our income or property. See "Material United

14
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States Federal Income Tax Consequences."
CORPORATE INFORMATION

We were incorporated in Michigan under the name Genesis Net Lease Realty,
Inc. in September 1998. We sold 955,207 shares of our common stock between
October 2002 and August 2003 in an SEC-registered public offering for $10.00 per
share. As of September 30, 2003, we had approximately 265 stockholders and
975,552 shares of common stock outstanding. Until this offering, we have elected
not to list our common stock on any securities market. We intend to
reincorporate in Maryland and change our name to Government Properties Trust,
Inc. immediately prior to the completion of this offering. See "Related Party

Transactions." Our principal executive offices are located at 10250 Regency
Circle, Suite 100, Omaha, Nebraska 68114. Our telephone number is (402)
391-0010.
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SUMMARY FINANCIAL DATA

The following summary historical consolidated financial information as of
December 31, 2002 and 2001 and for the years then ended were derived from our
audited financial statements contained elsewhere in this prospectus. The
following summary historical consolidated financial information as of September
30, 2003 and for the nine months ended September 30, 2003 and 2002, were derived
from our unaudited financial statements contained elsewhere in this prospectus.
The unaudited historical consolidated financial statements include all
adjustments, consisting of normal recurring adjustments, which we considered
necessary for a fair presentation of our financial condition and the results of
operations as of such date and for such periods under generally accepted
accounting principles.

You should read the information below in conjunction with the other
financial information and analysis presented in this prospectus, including the
"Management's Discussion and Analysis of Financial Condition and Results of
Operations" and our consolidated financial statements and related notes.

NINE MONTHS ENDED YEAR ENDED
SEPTEMBER 30, DECEMBER 31,
2003 2002 2002 2001
OPERATING INFORMATION(1) :
Revenue:
ReNtAl dNCOME . v it ittt et et e ettt et et e ettt et eennnn $2,112,377 S - $ 4,885 S -
Amortization of lease intangible costs................ (148,997) - - -
Total NEL FeVENUE . « i it it ittt ettt ettt ettt e eeeneean 1,963,380 —— 4,885 -
Expenses:
Operating EXPEeNSES . vt ittt i ittt ettt ettt e (565,479) - - -
Depreciation and amortization............c.coiiiiiiennn. (477,925) (4,220) ——
General and administrative........ ..ot (398, 824) (51) (8,8306) -
Interest income (expense), Net.......c.coeiiiieeeennnenn. (860,677) (44) 2,361 1,340
Income tax (expense) benefit........... .. —— 725 (725)
Total eXPEensesS, Net ...t i i it eeeeeeeeeeaneeeeenns (2,302,905) (95) (9,970) 615
Net 1nCOME (L1OSS) v vt ittt ettt ettt ettt ettt eaeennn $ (339,525) S (95) $(5,085) S 615
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Earnings per share (basic and diluted)................ S (0.43) $(0.01) S (0.24) $ 0.06

DECEMBER 31
SEPTEMBER 30  ————————————————————

2003 2002 2001
BALANCE SHEET INFORMATION(1) :
Investment in real estate, nNet.......c.iiiiiiiiinennennnn $38, 645,992 $4,384,090 $ -
Cash and cash equivalents(2) ...ttt it eennenens 1,062,060 2,314,319 956
TOtaAl S S St it ittt ettt it e e et eeeeeeeeeeeeeeaneeeeeeeeenns 40,186,261 6,879,595 181,101
Lines of credit ... ..ttt ittt ettt e e e 2,397,655 337,867 ——
Mortgage notes pavable. .. ...ttt e e e e 27,892,521 3,202,333 -
Mortgage note payable —— affiliate.......... ... .. ... 1,639,219 - -
Total liabilitdes. ...t ittt ittt eeneeeeeneeenns 32,528,012 3,917,057 80,486
Total liabilities and shareholders' equity............... 40,186,261 6,879,595 181,101
9
NINE MONTHS ENDED YEAR ENDED
SEPTEMBER 30, DECEMBER 31,
2003 2002 2002 2001

OTHER INFORMATION:
Cash flow:

Provided by (used in) operating activity.... $ (325,997) S 14,662 S 153,208 $ 5,989

Used in investing activity........ccceeevenn. $(32,256,934) S —— $(4,523,548) S ——

Provided by (used in) financing activity.... $ 30,839,752 $(15,606) $ 6,683,703 $(5,033)
Property rentable square footage(l)........... 248,848 - 70,707 -
EBITDA-historical (3) «uue ittt e i neeeeeeeeennnnn $ 1,187,430 $ 82 S (1,590) $ 1,340
EBITDA-Pro forma(3) « vttt ettt eeeeeeennnnn $ 5,110,873 $ 4,960,839

(1) We acquired our first operating property on December 26, 2002.
(2) Includes restricted cash of $490,920 at September 30, 2003.

(3) EBITDA is defined as earnings before interest, income taxes, depreciation
and amortization. We believe EBITDA is useful to investors as an indicator
of our ability to service debt and pay cash distributions. EBITDA, as
calculated by us, may not be comparable to EBITDA reported by other
companies that do not define EBITDA exactly as we define the term. EBITDA
does not represent cash generated from operating activities determined in
accordance with generally accepted accounting principles (GAAP), and should
not be considered as an alternative to operating income or net income
determined in accordance with GAAP as an indicator of performance or as an
alternative to cash flows from operating activities as an indicator of
liquidity.
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GAAP Reconciliation

Net income (loss)...

Add back (deduct):
Depreciation and

amortization(a)...
Interest expense....
Income taxes........

EBITDA. .. ...

2003
......... $ (339,525)
......... 626,922
......... 900,033
eeieiee. $1,187,430

HISTORICAL PRO FORMA

NINE MONTHS ENDED
SEPTEMBER 30,

$ 82

YEAR ENDED

DECEMBER 31, NINE MONTHS ENDED YER
———————————————— SEPTEMBER 30, DECE
2002 2001 2003
$(5,085) $ 615 $1,027,203 S
4,220 -- 2,819,148 3,
- - 1,264,522 1,
(725) 725 -—
$(1,590) $1,340 $5,110,873 sS4,

(a) Includes amortization of lease intangibles of $148,977, $653,673 and
$740,916 for the historical nine months ended September 30, 2003, the

pro forma nine months ended September 30,

ended December 31, 2002, respectively,
of rental revenue.
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RISK FACTORS

2003 and the pro forma year

which is included as a reduction

An investment in our common stock involves risks. You should carefully
consider the following risks before making an investment decision. If any of

these risks occurs, our business,
operations could be seriously harmed,

financial condition, liquidity and results of
in which case the price of our common

stock could decline and you could lose all or a part of your investment.

RISKS RELATED TO OUR BUSINESS AND PROPERTIES

WE COMMENCED OPERATIONS IN DECEMBER 2002.

OUR MANAGEMENT ONLY RECENTLY JOINED US

AND DOES NOT HAVE ANY EXPERIENCE OPERATING A REIT OR A PUBLIC COMPANY.
ACCORDINGLY, WE DO NOT HAVE A TRACK RECORD UPON WHICH YOU CAN BASE YOUR

INVESTMENT DECISION.

We commenced operations in December 2002.
risks associated with the operation of any new business. Further, our president
and chief executive officer joined us in June 2003,

joined us in September 2003,

We are, therefore, subject to the

our chief financial officer

our director of asset acquisition joined us in

December 2003, our director of asset management joined us in December 2003, and
the remainder of our management will join us after the closing of this offering.
Our management does not have any experience operating a REIT or a publicly-owned
you will be unable to fully evaluate our management's

company. Consequently,

public company operational abilities.

management experience,

about our ability to execute our business plan.

Given our recent organization and

you should be especially cautious in drawing conclusions

WE EXPECT TO EXPERIENCE RAPID GROWTH IN THE NUMBER OF PROPERTIES ACQUIRED AND

UNDER OUR MANAGEMENT.

17
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We expect to experience a period of rapid growth upon the completion of
this offering. Since December 2002, we have acquired five properties, containing
248,848 square feet for an aggregate purchase price of approximately $39.1
million. As of January 1, 2004, we intend to acquire eight GSA-leased properties
containing approximately 487,000 square feet, for an aggregate purchase price of
$128.9 million. Due to the anticipated rapid growth of our portfolio, we cannot
assure you that we will be able to expand our management and staff with
qualified and experienced personnel and implement administrative, accounting and
operational systems sufficient to integrate these properties into our portfolio
and manage any future acquisitions of additional properties without disruptions
or unanticipated costs. Any failure to successfully integrate any future
acquisitions into our portfolio could seriously harm our results of operations
and financial condition and our ability to pay dividends.

THE CLOSINGS OF OUR PROPERTY ACQUISITIONS ARE SUBJECT TO CONDITIONS THAT MAY
PREVENT US FROM ACQUIRING SUCH PROPERTIES.

As of January 1, 2004, we intend to acquire eight GSA-leased properties
containing approximately 487,000 square feet for an aggregate purchase price of
$128.9 million. Our ability to complete these acquisitions depends upon many
factors, such as, in certain circumstances, the negotiation of definitive
purchase agreements and, in general, the satisfaction of due diligence,
completion of construction, and satisfaction of customary closing conditions.
Any inability to complete these acquisitions within our anticipated time frames
may harm our financial results and our ability to pay dividends.

OUR USE OF DEBT FINANCING COULD DECREASE OUR CASH FLOW AND EXPOSE US TO RISK OF
DEFAULT UNDER OUR DEBT DOCUMENTS.

Our policy is to use debt to finance, on average, approximately 75% of the
acquisition cost of the properties that we buy. We plan to implement this policy
after we have completed the acquisitions described in this prospectus. As of
September 30, 2003, we had approximately $32 million of outstanding
indebtedness. We have a line of credit with an affiliate of FBR for up to $1
million, the outstanding balance of which will be repaid with a portion of the
net proceeds of this offering.

Since we anticipate that our cash from operations will be insufficient to
repay all of our indebtedness prior to maturity, we expect that we will have to
repay debt through refinancings, sale of properties or sale of

11

additional equity. If we are unable to refinance our indebtedness on acceptable
terms, or at all, we might be forced to dispose of one or more of our properties
on unfavorable terms, which might result in losses to us and which might
adversely affect our cash available for distribution to our stockholders. If
prevailing interest rates or other factors at the time of a refinancing result
in higher interest rates on such refinancing, our interest expense would
increase, which could seriously harm our operating results and financial
condition and our ability to pay dividends.

Our debt and any increases in our debt may be detrimental to our business
and financial results by:

- requiring us to use a substantial portion of our cash flow from
operations to pay interest, which reduces the amount available for the

operation of our properties or the payment of dividends;

- violating restrictive covenants in our loan documents, which would
entitle the lenders to accelerate our debt obligations and foreclose on

18
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our properties;

- placing us at a competitive disadvantage compared to our competitors that
have less debt;

— making us more vulnerable to economic and industry downturns and reducing
our flexibility in responding to changing business and economic
conditions;

- requiring us to sell one or more properties, possibly on unfavorable
terms; and

— limiting our ability to borrow funds for operations or to finance
acquisitions in the future or to refinance our indebtedness at maturity
on terms as or more favorable than the terms of our original
indebtedness.

BECAUSE OUR PRINCIPAL TENANT IS THE U.S. GOVERNMENT, OUR PROPERTIES MAY HAVE A
HIGHER RISK OF TERRORIST ATTACK THAN SIMILAR PROPERTIES THAT ARE LEASED TO
NON-GOVERNMENTAL TENANTS.

Because our principal tenant is the U.S. government, our properties may
have a higher risk of terrorist attack than similar properties that are leased
to non-governmental tenants. Terrorist attacks may negatively affect our
operations and your investment in our common stock. We cannot assure you that
there will not be further terrorist attacks against the United States or the
United States government. Some of our properties could be considered "high
profile" government buildings, which may make these properties more likely to be
viewed as terrorist targets. These attacks or armed conflicts may directly
impact the value of our properties through damage, destruction, loss or
increased security costs. Certain losses resulting from these types of events
are uninsurable and others would not be covered by our current terrorism
insurance. Additional terrorism insurance may not be available at a reasonable
price or at all.

WE MAY BE UNABLE TO INVEST THE PROCEEDS OF THIS OFFERING ON ACCEPTABLE TERMS
WHICH MAY HARM OUR FINANCIAL CONDITION AND OPERATING RESULTS.

Until we are able to acquire the government-leased properties we have under
contract and are able to identify and purchase other government-leased
properties, we intend to invest temporarily the portion of the proceeds of this
offering not used to fund property acquisitions, in marketable, investment-grade
securities. We do not have any policies that 1limit the duration of these
temporary investments or the amount of the offering proceeds that may be
invested in those securities. We cannot assure you that we will be able to
acquire the properties we have under contract or identify and purchase other
government-leased properties that meet our investment criteria in sufficient
time or on acceptable terms to produce an acceptable return on our investment.
We will have broad authority to invest the remaining proceeds of this offering
in other government-leased properties that we may identify in the future.

WE DEPEND ON THE U.S. GOVERNMENT FOR A SIGNIFICANT PORTION OF OUR REVENUES. ANY
FAILURE BY THE U.S. GOVERNMENT TO PERFORM ITS OBLIGATIONS OR RENEW ITS LEASES
UPON EXPIRATION MAY HARM OUR CASH FLOW AND ABILITY TO PAY DIVIDENDS.

Rent from the U.S. government represented approximately 87% of our revenues
for the nine months ended September 30, 2003. In addition, the U.S. government
leased approximately 72% of our total leased square feet as of September 30,

2003. Any default by the U.S. government, or its failure to renew its leases
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with us upon their expiration, could cause interruptions in the receipt of lease
revenue or result in vacancies, or both, which would reduce our revenue until
the affected property is leased, and could decrease the ultimate value of the
affected property upon sale. Further, failure on the part of a tenant to comply
with the terms of a lease may give us the right to terminate the lease,
repossess the applicable property and enforce the payment obligations under the
lease; however, we would be required to find another tenant. We cannot assure
you that we would be able to find another tenant without incurring substantial
costs, or at all, or that, if another tenant were found, we would be able to
enter into a new lease on favorable terms. Our leases with the U.S. government
provide that the U.S. government may assign the lease and be relieved from all
obligations under the lease, other than unpaid rent and other liabilities
outstanding on the date of the assignment, subject to our prior written consent,
which we may not unreasonably withhold. If this were to occur, it is unlikely
that a successor tenant would have the same credit strength as the U.S.
government.

AN INCREASE IN THE OPERATING COSTS OF OUR GOVERNMENT-LEASED PROPERTIES WOULD
HARM OUR CASH FLOW AND ABILITY TO PAY DIVIDENDS.

Our objective is to acquire government-leased properties in which the
tenant is wholly responsible for any increases in operating costs that apply to
the property. However, this type of triple-net lease is not typical of the
leases entered into through the GSA. Under present practice, GSA leases cover
increases in real estate taxes above a base amount. GSA leases also increase
that portion of the rent applicable to other operating expenses by an agreed
upon percentage based upon the Consumer Price Index. To the extent operating
costs other than real estate taxes increase at a rate greater than the specified
percentage, our cash flow would be harmed and our ability to pay dividends may
be harmed.

IF WE ARE UNABLE TO LEASE PROPERTIES THAT ARE PARTIALLY OR COMPLETELY VACANT, WE
MAY BE REQUIRED TO RECOGNIZE AN IMPAIRMENT LOSS WITH RESPECT TO THE CARRYING
VALUES OF THESE PROPERTIES, WHICH MAY SERIOUSLY HARM OUR OPERATING RESULTS AND
FINANCIAL CONDITION.

We intend to acquire properties that are fully leased to government
entities. However, any of our properties may become partially or completely
vacant in the future. If we are unable to lease these properties and generate
sufficient cash flow to recover the carrying value of these properties, we may
be required to recognize an impairment loss, which could seriously harm our
operating results and financial condition.

RESTRICTIVE COVENANTS IN OUR LOAN DOCUMENTS MAY RESTRICT OUR OPERATING OR
ACQUISITION ACTIVITIES, WHICH MAY HARM OUR FINANCIAL CONDITION AND OPERATING
RESULTS.

The mortgages on our properties contain customary restrictive covenants,
including provisions that may limit the borrowing subsidiary's ability, without
the prior consent of the lender, to incur additional indebtedness, further
mortgage or transfer the applicable property, purchase or acquire additional
property, discontinue insurance coverage, change the conduct of its business or
make loans or advances to, enter into any transaction of merger or consolidation
with, or acquire the business, assets or equity of, any third party. In
addition, any of our future lines of credit or loans may contain financial
covenants, further restrictive covenants and other obligations. If we breach
covenants or obligations in our debt agreements, the lender can generally
declare a default and require us to repay the debt immediately and, if the debt
is secured, can foreclose on the property securing the loan. In order to meet
our debt service obligations, we may have to sell properties either potentially
at a loss or at times that prohibit us from achieving attractive returns. Any
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failure to pay our indebtedness when due or failure to cure events of default
could result in higher interest rates during the period of the loan default and
could ultimately result in the loss of properties through foreclosure.

INCREASING COMPETITION FOR THE ACQUISITION OF GOVERNMENT-LEASED PROPERTIES MAY
IMPEDE OUR ABILITY TO MAKE FUTURE ACQUISITIONS OR MAY INCREASE THE COST OF THESE
ACQUISITIONS, WHICH COULD HARM OUR OPERATING RESULTS AND FINANCIAL CONDITION.

We compete with many other entities for the acquisition of
government-leased properties. Our competitors include financial institutions,
institutional pension funds, other REITs, other public and private real estate
companies and private real estate investors. These competitors may prevent us
from acquiring
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desirable properties or increase the price we must pay for our real estate
investments. Our competitors may have greater resources than we do, and may be
willing to pay more for similar property. In particular, larger REITs may enjoy
significant competitive advantages that result from, among other things, a lower
cost of capital and enhanced operating efficiencies. In addition, the number of
entities and the amount of funds competing for government-leased properties may
increase, resulting in increased demand and increased prices paid for these
properties. If we are forced to pay higher prices for properties, our
profitability may decrease, and you may experience a lower return on your
investment. Increased competition for properties may also preclude us from
acquiring those that would generate attractive returns to us.

OUR ACQUISITIONS OF GOVERNMENT-LEASED PROPERTIES MAY RESULT IN DISRUPTIONS TO
OUR BUSINESS AS A RESULT OF THE BURDEN PLACED ON MANAGEMENT.

Our growth strategy involves the acquisition of government-leased
properties. These acquisitions may cause disruptions in our operations and
divert management's attention away from our day-to-day operations, which could
impair our relationships with our current tenants and employees. In addition, if
we were to acquire properties indirectly by acquiring another entity, we may be
unable to integrate effectively the operations and personnel of the acquired
business or to train, retain and motivate any key personnel from the acquired
business. Any inability of our management to implement effectively our
acquisitions may cause disruptions to our business and may harm our operating
results and financial condition, as well as our ability to pay dividends.

WE HAVE LIMITED TIME TO PERFORM DUE DILIGENCE ON MANY OF OUR ACQUIRED
PROPERTIES, WHICH COULD SUBJECT US TO SIGNIFICANT UNEXPECTED LIABILITIES AND
UNDER-PERFORMANCE OF THE ACQUIRED PROPERTIES.

When we enter into an agreement to acquire a property, we often have
limited time to complete our due diligence prior to acquiring the property.
Because our internal resources are limited, we may rely on third parties to
conduct a portion of our due diligence. For example, we have in the past engaged
environmental consultants, appraisers, professional engineers and lawyers to
help perform due diligence. To the extent we or these third parties
underestimate or fail to identify risks and liabilities associated with the
properties we acquire, we may incur unexpected liabilities or the property may
fail to perform in accordance with our projections. If we do not accurately
assess during the due diligence phase the value of, and liabilities associated
with, properties prior to their acquisition, we may pay a purchase price that
exceeds the current fair value of the assets. As a result, material goodwill and
other intangible assets would be required to be recorded, which could result in
significant charges in future periods. These charges, in addition to the
financial impact of significant liabilities that we may assume, could seriously
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harm our financial and operating results, as well as our ability to pay
dividends.

OUR CASH FLOW IS NOT ASSURED. IF OUR CASH FLOW IS REDUCED, WE MAY NOT BE ABLE TO
PAY DIVIDENDS.

We intend to distribute to our stockholders all or substantially all of our
taxable REIT income each year in order to comply with the distribution
requirements of the federal tax laws and to avoid federal income tax and the
nondeductible excise tax. We have not established a minimum dividend payment
level. Our ability to pay dividends may be adversely affected by the risks
described in this prospectus. All distributions will be made at the discretion
of our board of directors and will depend on our earnings, our financial
condition, maintenance of our REIT status and other factors that our board of
directors may deem relevant from time to time. We cannot assure you that we will
be able to pay dividends in the future.

Our ability to pay dividends is based on many factors, including:
- our ability to make additional acquisitions;

— our success in negotiating favorable lease terms;

— our tenants' ability to perform under their leases; and

- efficient management of our properties.
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We also cannot assure you that the level of our dividends will increase
over time or the receipt of rental revenue in connection with future
acquisitions of properties will increase our cash available for distribution to
stockholders. In the event of defaults or lease terminations by our tenants,
rental payments could decrease or cease, which would result in a reduction in
cash available for distribution to our stockholders. If our cash available for
distributions generated by our assets is less than our expected dividend
distributions, or if such cash available for distribution decreases in future
periods from expected levels, our ability to make the expected distributions
would be adversely affected. Any such failure to make expected distributions may
result in a decrease in the market price of our stock. See "Dividend Policy and
Distributions."

OUR BOARD OF DIRECTORS MAY ALTER OUR INVESTMENT POLICIES AT ANY TIME WITHOUT
STOCKHOLDER APPROVAL.

Our board of directors may alter our investment policies at any time
without stockholder approval. Changes to these policies may adversely affect our
financial performance and your investment.

WE HAVE INCURRED HISTORICAL LOSSES AND MAY INCUR FUTURE LOSSES.

We have had historical accounting losses of $339,525 and $5,085 for the
nine months ended September 30, 2003 and the year ended December 31, 2002,
respectively, and had an accumulated deficit of $713,739 as of September 30,
2003. We cannot assure you that we will not have similar losses in the future.

RISKS RELATED TO THIS OFFERING

WE HAVE BORROWED MONEY FROM AN AFFILIATE OF ONE OF OUR UNDERWRITERS, WHICH
CAUSES A CONFLICT OF INTEREST.
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In connection with this offering, one of our underwriters, FBR, will
receive benefits in addition to customary underwriting compensation. These
benefits consist of the repayment of the loan made by an affiliate of FBR of
approximately $950,000 and the issuance to such affiliate of FBR of a warrant to
purchase 210,000 shares of our common stock. This affiliate has informed us that
it intends to exercise the warrant upon the completion of this offering. Based
on the mid-point of the estimated public offering price, the value of these
shares would be $2,100,000. These transactions create a conflict of interest
because FBR has an interest in the successful outcome of this offering in
addition to receiving customary underwriter compensation.

THERE IS CURRENTLY NO PUBLIC MARKET FOR OUR COMMON STOCK. AN ACTIVE TRADING
MARKET FOR OUR COMMON STOCK MAY NOT DEVELOP FOLLOWING THIS OFFERING.

There has not been any public market for our common stock prior to this
offering. We have applied to have our common stock listed on the NYSE following
the completion of this offering. We cannot assure you, however, that an active
trading market for our common stock will develop after the offering or, if one
does develop, that it will be sustained.

THE MARKET PRICE AND TRADING VOLUME OF OUR COMMON STOCK MAY BE VOLATILE
FOLLOWING THIS OFFERING.

Even if an active trading market develops for our common stock, the market
price of our common stock may be volatile. In addition, the trading volume in
our common stock may fluctuate and cause significant price variations to occur.
If the market price of our common stock declines significantly, you may be
unable to resell your shares at or above the public offering price. We cannot
assure you that the market price of our common stock will not fluctuate or
decline significantly in the future. Some of the factors that could negatively
affect our share price or result in fluctuations in the price or trading volume
of our common stock include:

— actual or anticipated variations in our quarterly operating results or
dividends;

- changes in our funds from operations or earnings estimates;
- publication of research reports about us or the real estate industry;

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

— changes in market valuations of similar companies;
- adverse market reaction to any increased indebtedness we incur in the
future;
15
- additions or departures of key management personnel;
- actions by institutional stockholders;
— speculation in the press or investment community; and
- general market and economic conditions.

BROAD MARKET FLUCTUATIONS COULD NEGATIVELY IMPACT THE MARKET PRICE OF OUR COMMON
STOCK.
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The stock market has experienced extreme price and volume fluctuations that
have affected the market price of many companies in industries similar or
related to ours and that have been unrelated to these companies' operating
performances. These broad market fluctuations could reduce the market price of
our common stock. Furthermore, our operating results and prospects may be below
the expectations of public market analysts and investors or may be lower than
those of companies with comparable market capitalizations, which could seriously
harm the market price of our common stock.

AN INCREASE IN MARKET INTEREST RATES MAY HARM THE MARKET PRICE OF OUR STOCK.

One of the factors that investors may consider in deciding whether to buy
or sell our common stock is our dividend rate as a percentage of our share
price, relative to market interest rates. If market interest rates increase,
prospective investors may desire higher dividends on our stock or seek other
securities paying higher dividends or rates of interest. The market price of our
common stock likely will be based primarily on the earnings that we derive from
rental income with respect to our properties and our related distributions to
stockholders, and not from the underlying appraised value of the properties
themselves. As a result, interest rate fluctuations and capital market
conditions can affect the market price of our common stock. For instance, if
interest rates rise without an increase in our dividend rate, the market price
of our common stock could decrease because potential investors may require a
higher dividend yield on our common stock as market rates on interest-bearing
securities, such as bonds, rise. In addition, rising interest rates would result
in increased interest expense on our variable rate debt, thereby adversely
affecting cash flow and our ability to service our indebtedness and pay
dividends.

PURCHASERS OF OUR COMMON STOCK WILL EXPERIENCE IMMEDIATE DILUTION.

The assumed public offering price of our common stock in this offering is
higher than the book value per share of our outstanding common stock. If you
purchase common stock in this offering, you will experience immediate dilution
in book value per share.

FUTURE SALES OF OUR COMMON STOCK MAY HARM OUR SHARE PRICE.

We cannot predict the effect, if any, of future sales of common stock, or
the availability of stock for future sales, on the market price of our common
stock. Sales of substantial amounts of common stock or the perception that these
sales could occur, may harm prevailing market prices for our common stock.

RISKS RELATED TO OUR ORGANIZATION AND STRUCTURE

WE DEPEND ON KEY PERSONNEL WITH LONG-STANDING BUSINESS RELATIONSHIPS, THE LOSS
OF WHOM COULD THREATEN OUR ABILITY TO OPERATE OUR BUSINESS SUCCESSFULLY.

Our future success depends, to a significant extent, upon the continued
services of Thomas D. Peschio, our president and chief executive officer, and of
the other members of our management team. In particular, the relationships that
Mr. Peschio and the other members of our management team have developed with
existing and prospective developers of government-leased properties is
critically important to the success of our business. Although we have an
employment agreement with Mr. Peschio and other key executives, we cannot assure
you that Mr. Peschio or the other executives will remain employed with us. We do
not maintain key person life insurance on any of our officers. The loss of
services of Mr. Peschio or other senior managers would harm our business and our
prospects.
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OUR BOARD OF DIRECTORS MAY AUTHORIZE THE ISSUANCE OF ADDITIONAL SHARES THAT MAY
CAUSE DILUTION.

In connection with future equity offerings, the board of directors may
authorize the issuance of additional shares of common stock. The issuance of
additional shares could substantially dilute our existing stockholders.

OUR BOARD OF DIRECTORS MAY AUTHORIZE THE ISSUANCE OF SHARES WITH DIFFERING
DIVIDEND RIGHTS THAT COULD HARM YOUR RIGHT TO RECEIVE DIVIDENDS

Our board of directors has the power to issue preferred stock or other
securities that have distribution rights senior to that of the common stock. Any
superior dividend rights could prevent us from paying dividends to the holders
of our common stock.

OUR RIGHTS AND THE RIGHTS OF OUR STOCKHOLDERS TO TAKE ACTION AGAINST DIRECTORS
AND OFFICERS ARE LIMITED, WHICH COULD LIMIT YOUR RECOURSE IN THE EVENT OF
ACTIONS THEY TAKE OR FAIL TO TAKE WHICH ARE NOT IN YOUR BEST INTERESTS.

Maryland law provides that a director has no liability in that capacity if
he or she performs his or her duties in good faith, in a manner he or she
reasonably believes to be in our best interests and with the care that an
ordinarily prudent person in a like position would use under similar
circumstances. Our governing documents obligate us to indemnify our directors
and officers for actions taken by them in those capacities to the extent
permitted by Maryland law. Generally, Maryland law permits indemnification
except in instances where the person seeking indemnification acted in bad faith
or with active and deliberate dishonesty, or in instances where the person
actually received an improper personal benefit in money, property or services
or, in the case of a criminal proceeding, the person had reasonable cause to
believe that his or her actions were unlawful. Additionally, we may be obligated
to fund the defense costs incurred by our directors and officers. In addition,
our governing documents limit the liability of our directors and officers for
money damages, except for liability resulting from:

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

- a final judgment based upon a finding of active and deliberate dishonesty
by the director, trustee or officer that was material to the cause of
action adjudicated.

As a result, we and our stockholders may have more limited rights against
our directors and officers than might otherwise exist. See "Certain Provisions
of Maryland Law and our Charter and Bylaws —-- Limitation of Liability and
Indemnification."

OUR OWNERSHIP LIMITATIONS MAY RESTRICT BUSINESS COMBINATION OPPORTUNITIES.

To qualify as a REIT under the federal tax laws, no more than 50% of our
outstanding shares may be owned, directly or indirectly by five or fewer
individuals (as defined in the federal tax laws to include certain entities)
during the last half of each taxable year (other than our first REIT taxable
year) . To preserve our REIT status, our charter generally prohibits direct or
indirect ownership by any person of more than 9.8% of the number or value of
outstanding shares of any class of our securities, including our common stock.
Generally, common stock owned by affiliated owners will be aggregated for
purposes of the ownership limitation. Any transfer of our common stock that
would disqualify our REIT status will be null and void, and the intended
transferee will acquire no rights in such stock. The ownership limitation could
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have the effect of delaying, deterring or preventing a change in control or
other transaction in which holders of common stock might receive a premium for
their common stock over the then current market price or which such holders
might believe to be otherwise in their best interest. Further, shares that are
transferred in excess of the 9.8% ownership limit will be designated as "excess
shares" subject to redemption. The ownership limitation provisions also may make
our common stock an unsuitable investment vehicle for any person seeking to
obtain, either alone or with others as a group, ownership of more than 9.8% of
the number or value of outstanding shares of any class of our securities.
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PROVISIONS OF OUR CHARTER DOCUMENTS COULD DETER A TAKEOVER, WHICH COULD INHIBIT
YOUR ABILITY TO RECEIVE AN ACQUISITION PREMIUM FOR YOUR SHARES.

Provisions of our charter and bylaws could make it more difficult for a
third party to acquire us, even if doing so would be beneficial to our
stockholders. See "Material Provisions of Maryland Law and of our Charter and
Bylaws."

MARYLAND LAW MAY DISCOURAGE A THIRD PARTY FROM ACQUIRING US, WHICH COULD INHIBIT
YOUR ABILITY TO RECEIVE AN ACQUISITION PREMIUM FOR YOUR SHARES.

Maryland law provides broad discretion to our board of directors with
respect to its duties in considering a change in control of our company,
including that our board is subject to no greater level of scrutiny in
considering a change in control transaction than with respect to any other act
by our board.

Maryland law restricts mergers and other business combinations between our
company and an interested stockholder. An "interested stockholder" is defined as
any person who is the beneficial owner of 10% or more of the voting power of our
common stock and also includes any of our affiliates or associates that, at any
time within the two year period prior to the date of a proposed merger or other
business combination, was the beneficial owner of 10% or more of our voting
power. A person is not an interested stockholder if, prior to the most recent
time at which the person would otherwise have become an interested stockholder,
our board of directors approved the transaction which otherwise would have
resulted in the person becoming an interested stockholder. For a period of five
years after the most recent acquisition of shares by an interested stockholder,
we may not engage in any merger or other business combination with that
interested stockholder or any affiliate of that interested stockholder. After
the five year period, any merger or other business combination must be approved
by our board of directors and by at least 80% of all the votes entitled to be
cast by holders of outstanding voting stock and two-thirds of all the votes
entitled to be cast by holders of outstanding voting stock other than the
interested stockholder or any affiliate or associate of the interested
stockholder unless, among other things, the stockholders (other than the
interested stockholder) receive a minimum price for their common stock and the
consideration received by those stockholders is in cash or in the same form as
previously paid by the interested stockholder for its common stock. These
provisions of the business combination statute do not apply to business
combinations that are approved or exempted by our board of directors prior to
the time that the interested stockholder becomes an interested stockholder.
However, the business combination statute could have the effect of discouraging
offers from third parties to acquire us and increasing the difficulty of
successfully completing this type of offer. See "Material Provisions of Maryland
Law and of our Charter and Bylaws —-- Maryland Takeover Statutes."

OUR PRESIDENT AND CEO HAS AN EMPLOYMENT AGREEMENT THAT PROVIDES HIM WITH
BENEFITS IN THE EVENT HIS EMPLOYMENT IS TERMINATED, WHICH COULD PREVENT OR DETER
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A POTENTIAL ACQUIRER FROM PURSUING A CHANGE OF CONTROL OF OUR COMPANY.

We have entered into an employment agreement with Thomas D. Peschio, our
president and chief executive officer, that provides him with severance benefits
if his employment ends due to a termination by us without cause. In the case of
such termination, the vesting of his restricted stock will accelerate. Mr.
Peschio also has the right to terminate his employment agreement for good
reason, which includes a change of control. Mr. Peschio's ability to terminate
his employment with us could prevent or deter a change of control of our company
that might involve a premium price for our common stock or otherwise be in the
best interests of our stockholders. See "Management -- Employment Agreements."

RISKS RELATED TO THE REAL ESTATE INDUSTRY

MORTGAGE DEBT OBLIGATIONS EXPOSE US TO INCREASED RISK OF PROPERTY LOSSES, WHICH
COULD HARM OUR FINANCIAL CONDITION, CASH FLOW AND ABILITY TO SATISFY OUR OTHER
DEBT OBLIGATIONS AND PAY DIVIDENDS.

Our policy is to use debt to finance, on average, approximately 75% of the
acquisition cost of the properties that we buy. We will implement this policy
after we have completed the acquisitions described in this prospectus. Incurring
mortgage debt increases our risk of property losses because defaults on
indebtedness
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secured by properties may result in foreclosure actions initiated by lenders and
ultimately our loss of the property securing any loans for which we are in
default. For tax purposes, a foreclosure of any of our properties would be
treated as a sale of the property for a purchase price equal to the outstanding
balance of the debt secured by the mortgage. The outstanding balance of the debt
secured by the mortgage could exceed our tax basis in the property. If this
occurs, we would recognize taxable income on foreclosure, but would not receive
any cash proceeds. As a result, we may be required to identify and utilize other
sources of cash to pay our taxes, which may result in a decrease in cash
available for distribution to our stockholders.

In addition, our default under any one of our mortgage debt obligations may
increase the risk of our default on our other indebtedness. If this occurs, our
financial condition, cash flow and ability to satisfy our other debt obligations
or ability to pay dividends may be harmed.

ILLIQUIDITY OF REAL ESTATE INVESTMENTS COULD SIGNIFICANTLY IMPEDE OUR ABILITY TO
RESPOND TO ADVERSE CHANGES IN THE PERFORMANCE OF OUR PROPERTIES AND HARM OUR
FINANCIAL CONDITION.

Because real estate investments are relatively illiquid, our ability to
promptly sell one or more properties in our portfolio in response to changing
economic, financial and investment conditions is limited. The real estate market
is affected by many factors that are beyond our control, including:

- adverse changes in national and local economic and market conditions;

— changes in interest rates and in the availability, cost and terms of debt
financing;

— changes in governmental laws and regulations, fiscal policies and zoning
ordinances and costs of compliance with laws and regulations, fiscal

policies and ordinances;

- the ongoing need for capital improvements, particularly in older
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structures;
- changes in operating expenses; and

— civil unrest, acts of war and natural disasters, including earthquakes
and floods, which may result in uninsured and underinsured losses.

We cannot predict whether we will be able to sell any property for the
price or on the terms set by us, or whether any price or other terms offered by
a prospective purchaser would be acceptable to us. We also cannot predict the
length of time needed to find a willing purchaser and to close the sale of a
property. These factors and any others that would impede our ability to respond
to adverse changes in the performance of our properties could harm our operating
results and financial condition, as well as our ability to pay dividends to
stockholders.

COMPLIANCE WITH ENVIRONMENTAL LAWS COULD MATERIALLY INCREASE OUR OPERATING
EXPENSES.

Our properties may be subject to environmental liabilities. An owner of
real property can face liability for environmental contamination created by the
presence or discharge of hazardous substances on the property. We may face
liability regardless of:

— our knowledge of the contamination;

- the timing of the contamination;

- the cause of the contamination; or

— the party responsible for the contamination of the property.

There may be environmental problems associated with our properties of which
we are unaware. Some of our properties use, or may have used in the past,
underground tanks for the storage of petroleum-based or waste products that
could create a potential for release of hazardous substances. If environmental
contamination exists on our properties, we could become subject to strict, joint
and several liability for the contamination by virtue of our ownership interest.
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The presence of hazardous substances on a property may adversely affect our
ability to sell the property and we may incur substantial remediation costs. In
addition, although we may require in our leases that tenants operate in
compliance with all applicable laws and to indemnify us against any
environmental liabilities arising from a tenant's activities on the property, we
could nonetheless be subject to strict liability by virtue of our ownership
interest, and we cannot be sure that our tenants would satisfy their
indemnification obligations under the applicable sales agreement or lease. The
discovery of environmental liabilities attached to our properties could harm our
results of operations and financial condition and our ability to pay dividends
to stockholders.

OUR PROPERTIES MAY CONTAIN OR DEVELOP HARMFUL MOLD, WHICH COULD LEAD TO
LIABILITY FOR ADVERSE HEALTH EFFECTS AND COSTS OF REMEDIATING THE PROBLEM.

When excessive moisture accumulates in buildings or on building materials,
mold growth may occur, particularly if the moisture problem remains undiscovered
or is not addressed over a period of time. Some molds may produce airborne
toxins or irritants. Concern about indoor exposure to mold has been increasing
as exposure to mold may cause a variety of adverse health effects and symptoms,
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including allergic or other reactions. As a result, the presence of significant
mold at any of our properties could require us to undertake a costly remediation
program to contain or remove the mold from the affected property. In addition,
the presence of significant mold could expose us to liability from our tenants,
employees of our tenants and others if property damage for health concerns
arise.

COMPLIANCE WITH THE AMERICANS WITH DISABILITIES ACT AND FIRE, SAFETY AND OTHER
REGULATIONS MAY REQUIRE US TO MAKE UNEXPECTED EXPENDITURES THAT ADVERSELY IMPACT
OUR ABILITY TO PAY DIVIDENDS.

Some or all of our properties may be required to comply with the Americans
with Disabilities Act, or the ADA. The ADA has separate compliance requirements
for "public accommodations" and "commercial facilities," but generally requires
that buildings be made accessible to people with disabilities. Compliance with
the ADA requirements could require removal of access barriers and non-compliance
could result in imposition of fines by the U.S. government or an award of
damages to private litigants, or both. We will attempt to shift the cost of
compliance with the ADA to our tenants whenever possible. However, if we are
unable to negotiate lease terms to this effect, if required changes involve
greater expenditures than anticipated, or if the changes must be made on a more
accelerated basis than anticipated, we could be required to expend our own funds
to comply with the provisions of the ADA, which could adversely affect our
results of operations and financial condition and our ability to make
distributions to stockholders. In addition, we are required to operate our
properties in compliance with fire and safety regulations, building codes and
other land use regulations, as they may be adopted by governmental agencies and
bodies and become applicable to our properties. We may be required to make
substantial capital expenditures to comply with those requirements and these
expenditures could harm our ability to pay dividends to our stockholders.

AN UNINSURED LOSS OR A LOSS THAT EXCEEDS THE INSURANCE POLICY LIMITS ON OUR
PROPERTIES COULD SUBJECT US TO LOST CAPITAL OR REVENUE ON THOSE PROPERTIES.

Some of our properties may be covered by flood and earthquake insurance
policies obtained by and paid for by the tenants as part of their risk
management programs. Additionally, we have obtained blanket liability, flood and
property damage insurance policies to protect us and our properties against loss
should the indemnities and insurance policies provided by the tenants fail to
restore the properties to their condition prior to a loss. All of these policies
may involve substantial deductibles and certain exclusions. In certain areas, we
may have to obtain earthquake insurance on specific properties as required by
our lenders or by law. We have also obtained terrorism insurance on all of our
GSA-leased properties, but this insurance is subject to exclusions for loss or
damage caused by nuclear substances, pollutants, contaminants and biological and
chemical weapons. Should a loss occur that is uninsured or in an amount
exceeding the combined aggregate limits for the policies noted above, or in the
event of a loss that is subject to a substantial deductible under an insurance
policy, we could lose all or part of our capital invested in, and anticipated
revenue from, one or more
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of the properties, which could harm our operations results and financial
condition, as well as our ability to pay dividends to stockholders at historical
levels or at all.

TAX RISKS OF OUR BUSINESS AND STRUCTURE

AN INVESTMENT IN OUR COMMON STOCK HAS VARIOUS TAX RISKS THAT COULD AFFECT THE
VALUE OF YOUR INVESTMENT, INCLUDING THE TREATMENT OF DISTRIBUTIONS IN EXCESS OF
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EARNINGS, THE TIMING OF DIVIDEND PAYMENTS, AND THE INABILITY TO APPLY "PASSIVE
LOSSES" AGAINST DISTRIBUTIONS.

An investment in our common stock has various tax risks including the
treatment of distributions in excess of current and accumulated earnings and
profits, to the extent that they exceed the adjusted basis of an investor's
common stock, as long-term capital gain (or short-term capital gain if the
shares have been held for less than one year), the treatment of any dividend
declared by us in October, November or December of any year payable to a
stockholder of record on a specific date in any such month as being paid by us
and received by the stockholder on December 31 of such year, the treatment of
any gain or loss realized upon a taxable disposition of shares by a stockholder
who is not a dealer in securities as a long-term capital gain or loss if the
shares have been held for more than one year, otherwise as short-term capital
gain or loss, the treatment of distributions that we properly designate as
capital gain dividends as taxable to stockholders as gains (to the extent that
they do not exceed our actual net capital gain for the taxable year) from the
sale or disposition of a capital asset held for greater than one year, and the
failure to treat distributions we make and gain arising from the sale or
exchange by a stockholder of shares of our stock as passive income, meaning
stockholders generally will not be able to apply any "passive losses" against
such income or gain.

FUTURE DISTRIBUTIONS MAY INCLUDE A SIGNIFICANT PORTION AS A RETURN OF CAPITAL.
OUR PRIOR BORROWINGS ALLOWED US TO PAY DISTRIBUTIONS FROM OUR CASH FROM
OPERATIONS.

Our distributions may exceed the amount of our income as a REIT. If so, the
excess distributions will be treated as a return of capital to the extent of the
stockholder's basis in our stock and the stockholder's basis in our stock will
be reduced by such amount. To the extent distributions exceed a stockholder's
basis in our stock, the stockholder will recognize capital gain, assuming the
stock is held as a capital asset. All of our prior distributions consisted of a
return of capital.

DISTRIBUTION REQUIREMENTS IMPOSED BY LAW LIMIT OUR FLEXIBILITY IN EXECUTING OUR
BUSINESS PLAN.

After our election to become a REIT, we generally will be required to
distribute to our stockholders at least 90% of our taxable REIT income each year
in order to maintain our status as a REIT for federal income tax purposes.
Taxable REIT income is determined without regard to the deduction for dividends
paid and by excluding net capital gains. We are also required to pay tax at
regular corporate rates to the extent that we distribute less than 100% of our
taxable income (including net capital gains) each year. In addition, we are
required to pay 4% nondeductible excise tax on the amount, if any, by which
certain distributions we pay with respect to any calendar year are less than the
sum of 85% of our ordinary income for that calendar year, 95% of our capital
gain net income for the calendar year and any amount of our income that was not
distributed in prior years.

We intend to distribute to our stockholders all or substantially all of our
taxable REIT income each year in order to comply with the distribution
requirements of the federal tax laws and to avoid federal income tax and the
nondeductible excise tax. Differences in timing between the receipt of income
and the payment of expenses in arriving at taxable REIT income and the effect of
required debt amortization payments could require us to borrow funds on a
short-term basis to meet the distribution requirements that are necessary to
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achieve the tax benefits associated with qualifying as a REIT.

WE MAY INCUR ADDITIONAL INDEBTEDNESS IN ORDER TO MEET OUR DISTRIBUTION
REQUIREMENTS. OUR PRIOR BORROWINGS ALLOWED US TO PAY DISTRIBUTIONS FROM OUR CASH
FROM OPERATIONS.

We intend to elect REIT status for the taxable year ending December 31,
2003. Assuming we qualify as a REIT, we will be required to distribute at least
90% of our taxable REIT income, which limits the amount of
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cash we will have available for other business purposes, including amounts to
fund our growth. It is possible that the differences between the time we
actually receive revenue or pay expenses and the period we report those items
for distribution purposes, and potentially insufficient cash, could result in
our having to borrow funds on a short-term basis to meet the 90% distribution
requirement. Our prior borrowings allowed us to pay distributions from our
operations. These borrowings may decrease cash available for distribution.

OUR DISPOSAL OF PROPERTIES MAY HAVE NEGATIVE IMPLICATIONS, INCLUDING UNFAVORABLE
TAX CONSEQUENCES.

If we make a sale of a property directly, and it is deemed to be a sale of
dealer property or inventory, the sale may be deemed to be a "prohibited
transaction" under the provisions of the federal tax laws applicable to REITs,
in which case our gain from the sale would be subject to a 100% penalty tax. If
we believe that a sale of a property might be treated as a prohibited
transaction, we will attempt to structure a sale through a taxable REIT
subsidiary, in which case the gain from the sale would be subject to corporate
income tax but not the 100% prohibited transaction tax. We cannot assure you,
however, that the IRS would not assert successfully that sales of properties
that we make directly, rather than through a taxable REIT subsidiary, were sales
of dealer property or inventory, in which case the 100% penalty tax would apply.

WE HAVE NOT YET ELECTED TO BE TAXED AS A REIT. IF WE FAIL TO MAKE SUCH ELECTION
OR IF WE FAIL TO REMAIN QUALIFIED AS A REIT AFTER OUR REIT ELECTION, OUR
DIVIDENDS WILL NOT BE DEDUCTIBLE BY US, AND OUR INCOME WILL BE SUBJECT TO
TAXATION.

We have not yet elected to be taxed as a REIT. If we fail to make such
election or if we fail to remain qualified as a REIT after our REIT election,
our dividends will not be deductible by us and we will be subject to a corporate
level tax on our taxable income. This would substantially reduce our cash
available to pay dividends and the yield on your investment. Incurring corporate
income tax liability might cause us to borrow funds, liquidate some of our
investments or take other steps which could negatively affect our operating
results. If our REIT status is terminated because of our failure to meet a REIT
qualification requirement or if we voluntarily revoke our election, we would be
disqualified from electing treatment as a REIT for the four taxable years
following the year in which REIT status is lost.

WE MAY BE SUBJECT TO FEDERAL AND STATE INCOME TAXES THAT WOULD HARM OUR
FINANCIAL CONDITION.

Even if we qualify and maintain our status as a REIT, we may become subject
to federal income taxes and related state taxes. For example, if we have net
income from a sale of dealer property or inventory, that income will be subject
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to a 100% penalty tax. In addition, we may not be able to pay sufficient
distributions to avoid corporate income tax and the 4% excise tax on
undistributed income. We may also be subject to state and local taxes on our
income or property, either directly or at the level of our operating partnership
or at a level of the other entities through which we indirectly own our
properties that would aversely affect our operating results. We cannot assure
you that we will be able to maintain REIT status, or that it will be in our best
interests to continue to do so.

WE MAY BE SUBJECT TO ADVERSE LEGISLATIVE OR REGULATORY TAX CHANGES THAT COULD
REDUCE THE MARKET PRICE OF OUR COMMON STOCK.

The federal tax laws governing REITs and the administrative interpretations
of those laws may be amended at any time. Any of those new laws or
interpretations may take effect retroactively. On May 28, 2003, President Bush
signed into law a tax bill that reduces the tax rate on both dividends and
long-term capital gains for most non-corporate taxpayers to 15% until 2008. This
reduced tax rate generally does not apply to ordinary REIT dividends, which will
continue to be taxed at the higher tax rates applicable to ordinary income. This
legislation could cause shares in non-REIT corporations to be a more attractive
investment to individual investors than they had been, and could harm the market
price of our common stock.
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FORWARD-LOOKING STATEMENTS

We make forward-looking statements in this prospectus that are subject to
risks and uncertainties. These forward-looking statements are based on our
beliefs, assumptions and expectations of our future performance, taking into
account all information currently available to us. These beliefs, assumptions
and expectations can change as a result of many possible events or factors, not
all of which are known to us. Our actual results could vary materially from
those expressed in our forward-looking statements.

When we use the words "expect," "anticipate," "estimate," "may," "will,"
"should," "intend," "plan" or similar expressions, we intend to identify
forward-looking statements. Forward-looking statements also include the
assumptions that underlie such statements. The pro forma financial information
in this prospectus and our expectations about our probable acquisitions also
include forward-looking statements. We assume no obligation to update any of our
forward-looking statements.

You should not place undue reliance on these forward-looking statements
because they depend on assumptions, data or methodology that may be incorrect or
imprecise and we may not be able to realize them. You should carefully consider
the risks described in "Risk Factors" and elsewhere in this prospectus, which
could cause our actual results to differ materially from those contemplated in
our forward-looking statements.
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USE OF PROCEEDS
Our net proceeds from this offering will be approximately $128.7 million,
after deducting the underwriting discount and estimated offering expenses
pavable by us. If the underwriters' over-allotment option is exercised in full,

our net proceeds will be approximately $148.1 million.

We plan to use these proceeds as follows:
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- approximately $950,000 to repay outstanding indebtedness owed to an
affiliate of one of our underwriters, FBR. This indebtedness was incurred
in the fourth quarter of 2003, accrues interest on an annual basis at a
rate of 20% and matures on the earlier of March 31, 2004 or the closing
of this offering. Of this outstanding indebtedness, $800,000 was used to
fund property acquisitions and $150,000 was used for working capital;

- approximately $1.6 million to repay outstanding indebtedness owed to
Genesis Financial Group, Inc. used to finance the acquisition of our
Bakersfield property. This indebtedness was incurred in January 2003,
accrues interest on an annual basis at an annual rate of LIBOR plus 250
basis points (3.64% at September 30, 2003) and matures on December 30,
2004;

- approximately $2.3 million to repay outstanding indebtedness under a line
of credit owed to Citizens First Bancorp, Inc. and used to finance the
acquisition of our Charleston property. This indebtedness was incurred in
April 2003, accrues interest on an annual basis at prime plus 50 basis
points (4.50% at September 30, 2003) and matures on February 20, 2004;

- approximately $110,000 to repay outstanding indebtedness owed to Citizens
First Savings Bank and used for working capital purposes. This
indebtedness was incurred in June 2003, accrues interest on an annual
basis at prime (4.00% at September 30, 2003) and matures on October 31,
2004;

— approximately $108.9 million to fund the purchase price (including
closing costs but excluding indebtedness owed to FBR) of the Harlingen,
Baton Rouge, Parkersburg, Mineral Wells and Pittsburgh properties
described under "Acquisition Properties." We will pay an acquisition fee
to Genesis equal to 1% of the purchase price of these properties;

- approximately $4.9 million to fund the equity portion of the purchase
price (including closing costs) of the College Park property described
under "Acquisition Properties." We will pay an acquisition fee to Genesis
equal to 1% of the purchase price of this property;

— approximately $8.6 million to fund the purchase price (including closing
costs) of the additional properties to be purchased in 2004; and

— the remainder for general corporate and working capital purposes.

Pending these uses, we intend to invest the net offering proceeds in
marketable, investment-grade securities that are consistent with our intention
to qualify as a REIT. We do not have any policies in place that would limit the
duration of investments in these securities or the amount of the proceeds that
may be invested in those securities.

24

As of January 1, 2004, we believe that the acquisition of the following
properties is probable:

PURCHASE TENANT/ YEAR BUILT/ SQ. FT.
LOCATION PRICE OCCUPANT RENOVATED LEASED
Harlingen, Texas...... $ 19,125,000 United States of 2000 53,075

RENT/SQ.

FOOT
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Harlingen, Texas......

Baton Rouge,
Louisiana............

Parkersburg, West
Virginia.............

College Park,
Maryland.............

Mineral Wells, West
Virginia.............
Pittsburgh,
Pennsylvania.........
Total....ovviiiio..
LOCATION

Harlingen, Texas......
Harlingen, Texas......

Baton Rouge,
Louisiana............

$ 26,750,000

$ 6,600,000

$ 20,270,000

$ 21,100,000 (4)

$ 5,035,000

Modified
Gross
Lease
Modified
Gross
Lease
Modified
Gross
Lease

Modified

America/Border Patrol*
United States of
America/Immigration &
Naturalization Service
I*

United States of
America/Immigration &
Naturalization Service
II*

United States of
America/Veterans
Administration**

United States of
America/Bureau of
Public Debt*

United States of
America/Food and Drug
Administration**

United States of
America/Bureau of
Public Debt*

United States of
America/Federal Bureau
of Investigation**

1998

2002 (2)

Under
construction
(completion
expected
first
quarter
2004)

Under
construction
(completion
expected
fourth
quarter
2004)

Under
construction
(completion
expected
first
quarter
2004)

2003

2001

17,423

107,836

36,287

80,657

65,760 (4)

38,324

87,178

34

$16.

$22.

$19.

$26.

87

53

94

63

$35.23

$15.

$36.

44
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Gross
Lease
Parkersburg, West
Virginia............. Modified
Gross
Lease
College Park,
Maryland............. Modified
Gross
Lease
Mineral Wells, West
Virginia............. Modified
Gross
Lease
Pittsburgh,
Pennsylvania......... Modified
Gross
Lease
Total....ovviiiio..

* Under contract
** Under letter of intent

(1) The GSA has agreed to extend the term of this lease to August 2020 with no
early termination provision. We are finalizing this agreement. We will not
acquire the property unless and until the lease extension is finalized.

(2) The GSA has agreed to extend the term of these leases to October 2022 with
no early termination provisions. We are finalizing this agreement. We will
not acquire the property unless and until the lease extension is finalized.

(3) The lease is for a fixed term commencing on the property completion date.
The Lease Maturity Date is estimated based on an assumed property completion
date. See "Business and Properties —-- Acquisition Properties."

(4) Does not include approximately 15,000 square feet of vacant office space
that may be leased in the future. If this vacant space is leased prior to
building completion, we must pay an additional $2.4 million.
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While we believe that these acquisitions will close, we cannot guarantee
that they will close because they remain subject to, in certain circumstances,
the negotiation of definitive purchase agreements and, in general, our
completion of due diligence and customary closing conditions.

As used in the table above and throughout this prospectus, "Gross Annualized
Rent" is determined by multiplying November 2003 rents by 12 and "Rent Per
Square Foot" is determined by dividing the Gross Annualized Rent by the leased

square footage of the property.
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CAPITALIZATION

The following table sets forth:
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— our actual capitalization as of September 30, 2003; and

- our pro forma capitalization, as adjusted to give effect to the sale of
common stock in this offering at an assumed offering price of $10.00 per
share, not including shares subject to the underwriters' over-allotment
option, net of the underwriting discount and estimated expenses payable
by us in connection with this offering and the assumption of an
additional mortgage note payable associated with the purchase of the
College Park property identified in "Acquisition Properties."

This table should be read in conjunction with "Management's Discussion and
Analysis of Financial Condition and Results of Operations" and our historical
and unaudited pro forma financial information and related notes included

elsewhere in this prospectus. This table does not reflect the effects of any of

our acquisition properties.

HISTORICAL

SEPTEMBER 30, 2003

DEBT:

Line of credit.....oviiiiiiiia.,
Mortgage notes payable................
Mortgage note payable-affiliate.......

$ 2,397,655
27,892,521
1,639,219

Total debt. ...ttt

SHAREHOLDERS' EQUITY:

Common StoCK (@) v v v i vt ittt e e e et et eeen 8,371,988
Retained deficit...... ... .. (713,739)
Total shareholders' equity............ 7,658,249

Total capitalization..................

PRO FORMA
ADJUSTMENTS

$ (2,397,655)
16,500,000
(1,639,219)

PRO FORMA
SEPTEMBER 30, 2003

137,071,988
(713,739)

(a) As of September 30, 2003, we had 10,000,000 shares of common stock
authorized, of which 975,552 shares were outstanding, with a par value of
$10.00 per share. All of these outstanding shares were sold at $10.00 per
share. Immediately upon the completion of this offering and our
reincorporation as a Maryland corporation, we will have 50,000,000 shares of
common stock authorized, of which 15,223,052 will be outstanding, with a par
value of $0.01 per share.

The following summarizes the changes in our common stock as a result of
this offering, assuming a sales price of $10.00 per share:

GrOSS PrOCEEAS s v vttt ittt et e ettt eeeee e eeeeeeeeeeaneeeeenes
Underwriting discounts, commissions and expenses............
Other Offering COSES .t ittt ittt ittt ettt et ettt eaaeeeeenes

$140,000,000
(10,450,000)
(850,000)

Net offering ProCeedsS . @ vttt ittt ittt et ettt e eeeeeeeeeenns
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DILUTION
NET TANGIBLE BOOK VALUE

As of September 30, 2003, we had net tangible book value of $1,234,901 or
approximately $1.27 per share. Net tangible book value per share represents the
amount of our total tangible assets less our total liabilities, divided by the
number of shares of our common stock outstanding.

In connection with the purchase of the five properties in our initial
portfolio, we allocated $3,022,778 to tenant origination costs and $3,657,682 to
intangible lease costs. If we included the net, unamortized amount of these
tenant origination costs and intangible lease costs at September 30, 2003 of
$6,423,368 to our net tangible book value at September 30, 2003, our net
tangible book value per share would be $7.85 per share.

DILUTION AFTER THIS OFFERING

Dilution in net tangible book value per share represents the difference
between the amount per share paid by purchasers of common stock in this offering
and the net tangible book value per share of our common stock immediately after
this offering. After giving effect to the sale of the common stock offered by
this prospectus, at an assumed public offering price of $10.00 per share, and
our receipt of approximately $128.7 million in net proceeds from this offering,
after deducting the underwriting discount and estimated offering expenses
(assuming no exercise of the underwriters' overallotment option), our pro forma
net tangible book value as of September 30, 2003 would have been approximately
$107.6 million, or $7.07 per share. This amount represents an immediate increase
in net tangible book value of $5.80 per share to existing stockholders prior to
this offering and an immediate dilution in pro forma net tangible book value of
$2.93 per share to new investors. The following table illustrates this per share
dilution:

Public offering price per share in this offering............ $10.00
Historical net tangible book value per share as of September

30, 2003 . i i e e e e e e e e e e e e e e $ 1.27
Increase in pro forma net tangible book value per share to

existing stockholders attributable to this offering....... $ 5.80
Pro forma net tangible book value per share after this

o = 1o Y $ 7.07
Dilution in pro forma net tangible book value per share to

NeW 1NVESTOLS. @ittt ittt e e e e ettt e $ 2.93

With respect to the purchase of our five properties in our initial
portfolio and the three properties in our acquisitions under contract included
in our consolidated pro forma balance sheet, $28,969,648 was allocated to tenant
origination costs and intangible lease costs. If we included the pro forma net,
unamortized amount of the tenant origination costs and intangible lease at
September 30, 2003 of $28,712,536 to our pro forma tangible net book at
September 30, 2003, our pro forma tangible net book value per share would be
$8.96 per share.
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DIVIDEND POLICY AND DISTRIBUTIONS

We intend to distribute to our stockholders all or substantially all of our
taxable REIT income each year in order to comply with the distribution
requirements of the federal tax laws and to avoid federal income tax and the
nondeductible excise tax. To qualify as a REIT, we must distribute to our
stockholders an amount at least equal to (i) 90% of our taxable REIT income
(determined before the deduction for dividends paid and excluding any net
capital gain) plus (ii) 90% of the excess of our net income from foreclosure
property over the tax imposed on such income less (iii) any excess non-cash
income (as determined under the federal tax laws). See "Material United States
Federal Income Tax Consequences."

Dividends must be authorized by our board of directors and will be based
upon a number of factors, including restrictions under applicable law. In
addition, our board of directors will be prohibited from authorizing a dividend
if, after giving effect to the dividend, we would not be able to pay our
indebtedness as it becomes due in the usual course of business or our total
assets would be less than our total liabilities.

Our board of directors has the power to issue preferred stock or other
securities that have distribution rights senior to that of the common stock. Any
superior dividend rights could prevent us from paying dividends to the holders
of our common stock.

To the extent not inconsistent with maintaining REIT status, we may retain
accumulated earnings of any taxable REIT subsidiaries in those subsidiaries.

We declared our initial distribution of $0.075 per share of common stock,
which we paid on January 31, 2003. We paid subsequent distributions of $0.15 per
share on April 15, 2003 and July 15, 2003. The foregoing distributions were paid
to our stockholders on a pro-rata basis based upon the date on which the shares
of our common stock were obtained by such stockholders. On September 26, 2003,
we declared a distribution of $0.15 per share, which was paid on October 15,
2003. On November 20, 2003, we declared a distribution of $0.15 per share, which
was paid on January 15, 2004 to our stockholders of record on December 1, 2003.
In accordance with our recently adopted policy, these distributions and future
distributions will not be paid on a pro rata basis. There is, of course, no
assurance that we will be able to maintain our distribution at this level, or at
all. See "Risk Factors."

All of our prior distributions consisted of a return of capital. Our prior
borrowings allowed us to pay distributions from our cash from operations. Future
distributions may represent returns of capital. Additional borrowing may be
required to pay future distributions.
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SELECTED FINANCIAL INFORMATION

The following table sets forth our selected historical operating and
financial data. The following selected historical consolidated financial
information as of December 31, 2002 and 2001 and for the years then ended were
derived from our audited financial statements contained elsewhere in this
prospectus. The following selected historical consolidated financial information
as of September 30, 2003 and for the nine months ended September 30, 2003 and
2002, were derived from our unaudited financial statements contained elsewhere
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in this prospectus. The unaudited historical consolidated financial statements
included all adjustments, consisting of normal recurring adjustments, which we
considered necessary for a fair presentation of our financial condition and the
results of operations as of such date and for such periods under generally
accepted accounting principles.

You should read the information below in conjunction with the other
financial information and analysis presented in this prospectus, including
"Management's Discussion and Analysis of Financial Condition and Results of
Operations" and our consolidated financial statements and related notes.

NINE MONTHS ENDED YEAR ENDED
SEPTEMBER 30, DECEMBER 31,
2003 2002 2002 2001

OPERATING INFORMATION(1) :

Revenue:

ReNtAl dNCOME . v ittt ittt et e ettt et et e e ettt eeannn $2,112,377 S - $ 4,885 S -
Amortization of lease intangible costs................ (148,997) —— —— ——
Total NEL FeVENUE. ¢ v it ittt ittt ettt ettt teeeeeeeaeean 1,963,380 —— 4,885 -
Expenses:

Property oOperations. ...ttt ittt et 380,110 - - -
Real estate taXesS .. v i ittt ittt ittt ettt tieeeeeaeeens 185,369 - -
Depreciation and amortization............c.coiiiiiiennn. 477,925 —— 4,220 ——
General and administrative....... ..ottt 398,824 51 8,836 ——
TOLaAl XN S S e v v e et e et ettt e e ettt aeeeeeeseeaneeaeeses 1,442,228 51 13,056 ——
Operating income (lOSS) c v v vttt in et e oo eeeeneeeeeeeanns 521,152 (51) (8,171) ——
OLher INCOME. ¢ ittt ittt ettt ettt et ettt ettt eeeeeennanaes 39,356 133 3,183 1,340
Interest:

D4 1D o =P (885,572) (177) (822) ——
Amortization of deferred financing fees............... (14,461) -
Income (loss) before income taAaXeS ... .u i eeeeenenenn (339,525) (95) (5,810) 1,340
Income tax (expense) benefit......... ... —— —— 725 (725)
Net 1nCOME (L1OSS) v vt ittt ettt ettt ettt ettt eaeennns $ (339,525) S (95) $(5,085) S 615
Earnings per share (basic and diluted)................ S (0.43) $(0.01) S (0.24) $ 0.06

30
DECEMBER 31,
SEPTEMBER 30,  —————————————————————
2003 2002 2001

BALANCE SHEET INFORMATION(1) :
Investment in real estate, nNet.......c.i it iinennennn. $38,645,992 $4,384,090 S -
Cash and cash equivalents(2) ...ttt eeennennns 1,062,060 2,314,319 956
B o B R = =T Y i L 40,186,261 6,879,595 181,101
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Lines of credit. ...ttt et ettt it e e e 2,397,655 337,867 ——
Mortgage notes pavable. ... ...ttt e e e 27,892,521 3,202,333 -
Mortgage note payable —— affiliate.......... ... .. ... 1,639,219 - -
Total liabilities. .. ...ttt ittt it 32,528,012 3,917,057 80,486
Total liabilities and shareholders' equity............... 40,186,261 6,879,595 181,101
NINE MONTHS ENDED YEAR ENDED
SEPTEMBER 30, DECEMBER 31,
2003 2002 2002 2001
OTHER INFORMATION:
Cash flow:
Provided by (used in) operating activity.... $ (325,997) $ 14,662 S 153,208 $ 5,989
Used in investing activity........ccceeeeenn. $(32,256,934) S —— $(4,523,548) S ——
Provided by (used in) financing activity.... $ 30,839,752 $(15,606) $ 6,683,703 $(5,033)
Property rentable square footage(l)........... 248,848 - 70,707 -
EBITDA —- historical(3) ........ciiiiiiiannan $ 1,187,430 $ 82 S (1,590) $ 1,340
EBITDA —= Pro forma(3) « vttt eenneneeeeeennnnn $ 5,110,873 $ 4,960,839
(1) We acquired our first operating property on December 26, 2002.
(2) Includes restricted cash of $490,920 at September 30, 2003.
(3) EBITDA is defined as earnings before interest, income taxes, depreciation
and amortization. We believe EBITDA is useful to investors as an indicator
of our ability to service debt and pay cash distributions. EBITDA, as
calculated by us, may not be comparable to EBITDA reported by other
companies that do not define EBITDA exactly as we define the term. EBITDA
does not represent cash generated from operating activities determined in
accordance with generally accepted accounting principles (GAAP), and should
not be considered as an alternative to operating income or net income
determined in accordance with GAAP as an indicator of performance or as an
alternative to cash flows from operating activities as an indicator of
liquidity.
GAAP Reconciliation
HISTORICAL PRO FORMA
NINE MONTHS ENDED YEAR ENDED

Net income
Add back
Depreciation and

amortization (a)

Interest expense
Income taxes

(loss)
(deduct) :

SEPTEMBER 30, DECEMBER 31, NINE MONTHS ENDED
————————————————————————————————— SEPTEMBER 30,
2003 2002 2002 2001 2003
.............. $ (339,525) $(95) $(5,085) $ 615 $1,027,203
.............. 626,922 - 4,220 - 2,819,148
............... 900,033 177 - - 1,264,522
............... -- - (725) 725 -
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EBITDA. ¢ ittt it i iieiiienenennnn $1,187,430 $ 82 $(1,590) $1,340 $5,110,873

(a) Includes amortization of lease intangibles of $148,977, $653,673 and
$740,916 for the historical nine months ended September 30, 2003, the
pro forma nine months ended September 30, 2003 and the pro forma year
ended December 31, 2002, respectively, which is included as a reduction
of rental revenue.
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UNAUDITED PRO FORMA
CONSOLIDATED FINANCIAL INFORMATION

The following unaudited pro forma consolidated financial information sets
forth:

— the historical financial information as of September 30, 2003, for the
nine months ended September 30, 2003 and for the year ended December 31,
2002 derived from our audited and unaudited financial statements;

- adjustments to give effect for our initial portfolio as if we owned them
from the inception of each period presented;

- adjustments to give effect to our probable acquisition properties;
- adjustments to give effect to the offering; and

- our pro forma, as adjusted unaudited consolidated balance sheet as of
September 30, 2003 and the pro forma, as adjusted, unaudited consolidated
statement of operations of us for the nine months ended September 30,
2003 and for the year ended December 31, 2002, as adjusted to give effect
to our initial portfolio, our probable acquisition properties and this
offering.

This section contains forward-looking statements, which are projections of
future performance and the assumptions upon which the forward-looking statements
are based. Our actual results could differ materially from those expressed in
our forward-looking statements as a result of various risks, including those set
forth in "Risk Factors" and elsewhere in this prospectus. You should read the
information below along with all other financial information and analysis
presented in this prospectus, including the sections captioned "Management's
Discussion and Analysis of Financial Condition and Results of Operations" and
our historical financial statements and related notes.

The unaudited pro forma consolidated financial information is presented for
information purposes only. We do not expect that this information will reflect
our future results of operations or financial position. The unaudited pro forma
adjustments and eliminations are based on available information and upon
assumptions that we believe are reasonable. The unaudited pro forma financial
information assumes that the transactions and offering were completed as of
September 30, 2003 for purposes of the unaudited pro forma consolidated balance
sheet and as of the first day of the period presented for purposes of the
unaudited pro forma consolidated statements of operations.
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CONSOLIDATED BALANCE SHEET
HISTORICAL AND PRO FORMA
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SEPTEMBER 30, 2003

UNAUDITED PRO FORMA
HISTORICAL ADJUSTMENTS PRO FORMA
SEPTEMBER 30, AND SEPTEMBER 30

2003 ELTMINATIONS 2003
ASSETS

Real Estate, Nel .. ...ttt it eeneeeeeeneenennns $38,645,990 $130,813,201(3) $169,459,191
Cash and cash equivalents.........iii i, 571,140 10,349,925 (2) 10,921,065
Restricted cash €SCrows. ...ttt ittt e iennnnn 490,920 —— 490,920
Tenant receivable. . ...ttt ittt ittt tneennenn 332,651 —— 332,651
Deferred costs, Net. ...ttt ittt teeinnnenn 120,249 —— 120,249
Other aSSeL S . i ittt ittt it ettt e ettt ettt et 25,311 —— 25,311
$40,186,261 $141,163,126 $181,349,387

LIABILITIES AND SHAREHOLDERS' EQUITY

Accounts payable and accrued eXpensesS............. $ 355,472 S - $ 355,472
Dividends payable. .. ...ttt ittt 147,620 - 147,620
Lines of credit..... ..ottt 2,397,655 (2,397,655) (4) —=
Mortgage notes payvable....... ...t 27,892,521 16,500,000 (5) 44,392,521
Mortgage note payable —- affiliate................ 1,639,219 (1,639,219) (4) —=
Advances from affiliate.. ...ttt ennnn. 95,525 —— 95,525
Total liabilities.......i.iiiiiiiiiiiiniiinennnenn. 32,528,012 12,463,126 44,991,138
Shareholders' equity

CommON STOCK . v vttt ittt e e e e e e e e e 8,371,988 128,700,000 (1) 137,071,988
Retained deficit.... ...t (713,739) -— (713,739
Total shareholders' equity.......ccuiiiiinnnnn. 7,658,249 128,700,000 136,358,249
Total liabilities and shareholders' equity........ $40,186,261 $141,163,126 $181,349,387

(1) Reflects the sale of 14,000,000 shares of our common stock at an assumed
sale price of $10 per share. In connection with our Maryland
reincorporation, we will increase our authorized shares of common stock to
50,000,000 shares.

GrOSS PrOCEEAS e v vt ittt ettt e e e et eeeeeeeeeeeeeenneeeeeeeeennns $140,000, 000
Underwriting discounts and commissions and expenses......... (10,450,000)
Other Offering EXPENS . v v i ittt ittt ettt eeeeeeeeeeaeeeaeens (850,000)
Net offering ProcCeedsS . @ vttt ittt ittt ettt eeeeeeeeeanns $128,700,000

(2) Adjustments to reflect use of proceeds:

Net proceeds from our offering.......c.c.u it iinennneeeenns $128,700,000
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Uses of proceeds:

Repayment of line-of-credit —-- underwriter(a)............... —=
Repayment of line-of-credit -- financial institution........ (2,397,655)
Repayment of mortgage note payable —-- affiliate............. (1,639,219)

Proceeds to be used for our probable acquisition

properties (b) (114,313,201)

(a) We intend to use a portion of the proceeds to repay borrowings from
line of credit provided by an affiliate of one of our underwriters,

FBR. The borrowings under this line were used to fund a portion

33

No amoun
The

of our probable acquisition properties and working capital.
were drawn from this line of credit at September 30, 2003.

a

ts

estimated amount to be repaid from our offering proceeds is $950,000.

Since no amounts were drawn at September 30, 2003, we have shown use
proceeds to fund our probable acquisition properties.

We intend to use proceeds from our offering to fund 100% of the
purchase price of our probable acquisition properties except for the
College Park FDA Property. See Note 5 below for debt associated with
those acquisitions.

Building and

improvements

Tenant origination

of

S 691,477
3,548,628

394,011
476,769

(3) Adjustment to reflect the purchase of our probable acquisition properties:
HARLINGEN HARLINGEN PITTSBURGH
B/P PROPERTY INS PROPERTY FBI PROPERTY
Land. .ttt iiiinineeeeens $ 2,626,516 $ 3,673,689 $ 4,120,025
Building and
improvements............. 13,477,781 18,851,275 21,141,617
Tenant origination
COSES .ttt it i 1,496,615 2,093,304 2,347,631
Lease intangibles......... 1,810,964 2,532,982 2,840,727

MINERAL WELLS
BPD PROPERTY

BATON
VA PR

COLLEGE PARK
FDA PROPERTY

$ 2,897,751
14,869,604

1,651,167
1,997,978

$ 17,699,626
90,824,387

10,085,423
12,203,765
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The above amounts are based upon the contract price and include estimated
closing costs equal to 1.5% of the purchase price. We have not yet
determined the allocation of the above purchase prices to their fair value
components (land, building and improvements, tenant origination costs and
lease intangibles) in accordance with Statement of Financial Accounting
Standards No. 141 "Business Combinations"™ ("SFAS No. 141"). We used our
historical averages to estimate the fair market value components to
determine our pro forma adjustments for depreciation and amortization.

In addition, the Harlingen INS Properties were built in two phases: Phase I
was placed in service in 1998 and Phase II was placed in service on October
16, 2002. Phase I was occupied for all 2002 and 2003 while Phase II was
occupied when it was completed in October 2002 and for all of 2003. We
allocated the purchase price between Phase I and Phase II, based upon our
estimate of the relative fair value of the two phases, for pro forma 2002
depreciation and amortization expense and interest expense to match Phase
IT revenue and related expenses.

The Baton Rouge VA Property 1is under construction and is expected to be
available for occupancy in the fourth quarter of 2003, the College Park FDA
Property is under construction and is expected to be available for
occupancy in the first quarter of 2004, and the Parkersburg BPD Property is
under construction and is expected to be available for occupancy in the
fourth quarter of 2004. Our intention is to acquire these properties on the
dates they become available for occupancy. Since these properties are
currently under construction, they have no historical operating activity.

(4) Adjustment to reflect the repayment of amounts outstanding at September 30,
2003 on our lines of credit from financial institutions and a mortgage note
payable to an affiliate with proceeds from our offering:

Lines of credit -- financial institutions................... $2,397,655

Mortgage note payable —— affiliate......... ... $1,639,219

(5) Adjustment to reflect additional mortgage debt related to the purchase of
our acquisition properties:

MORTGAGE
DEBT

College Park FDA Property (@) « vt eeeeeeeeeeeeeeeeeennns $16,500,000

(a) We will assume the existing mortgage on the College Park Property as
part of our purchase, which bears interest at a fixed rate of 6.75% per
annum, requires monthly principal and interest payments, and matures in
2011. The College Park Property is currently under construction and has
no historical operating activity.
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CONSOLIDATED STATEMENTS OF OPERATIONS
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HISTORICAL AND PRO FORMA
NINE MONTHS ENDED SEPTEMBER 30, 2003 AND THE
YEAR ENDED DECEMBER 31, 2002

NINE MONTHS ENDED SEPTEMBER 30, 2003

UNAUDITED PRO FORMA
HISTORICAL ADJUSTMENTS PRO FORMA
Revenue:
Rental income........... $2,112,377 $1,183,253(1) $ 9,447,611
6,151,981 (2)
Tenant reimbursements... —— -—(1) 10,171
10,171 (2)
Amortization of
intangible costs...... (148,997) (75,939) (1) (653,673)
(428,737) (2)
Total net revenue....... 1,963,380 6,840,729 8,804,109
Expenses:
Property Operations..... 380,110 278,385(1) 2,184,026
1,525,531 (2)
Real estate taxes....... 185,369 110,039(1) 852,239
556,831 (2)

Depreciation and
amortization.......... 477,925 236,714 (3) 2,165,475
1,450,836 (4)
General and

YEAR ENDED DECEMBER 31
AUDITED PRO FORMA
HISTORICAL ADJUSTMENTS

$ 4,885 $ 4,344,770 (1)
5,704,342 (2)

— 113,632 (1)
3,208 (2)

— (299, 915) (1)
(441,001) (2)

4,885 9,425,036

— 1,034,305 (1)
1,297,736 (2)

— 381,760 (1)
699,380 (2)

4,220 907,228 (3)
1,395,003 (4)

administrative........ 398,824 951,176 (5) 1,350,000 8,836 1,791,164 (5)
Total expenses.......... 1,442,228 5,109,512 6,551,740 13,056 7,506,576
Operating income

(lOoSS) v v e v ieeiie i 521,152 1,731,217 2,252,369 (8,171) 1,918,460
Other income............ 39,356 —— 39,356 3,183 -
Interest expense........ (885,572) (359,948) (6) (1,245,520) (822) (1,653,148) (6)
Amortization of deferred

financing fees........ (14,461) (4,541) (6) (19,002) —— (14,461) (6)
Income (loss) before

income taxes.......... (339,525) 1,366,728 1,027,203 (5,810) 250,851
Income tax benefit...... —— —(7) —— 725 (725) (7)
Net income (loss)....... $ (339,525) $1,366,728 $ 1,027,203 $(5,085) S 250,126
Earnings per common

share —-- diluted...... S (0.43) $ 0.07 S (0.24)

Weighted average common

shares outstanding —--

diluted............... 794,590 (8) 15,223,052 21,182 (8)
(1) Adjustments to reflect the historical operations (except (a)) of our initial

portfolio as if we owned them from January 1, 2002 through their date of

acquisition as follows:
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PROPERTY

MONTH/YEAR OF ACQUISITION

Bakersfield Properiy . v e ittt it ittt ittt eanaeaeeens
Charleston PropPeriy . v ittt et ittt ettt eaneeeeens
ClarksbuUrg Properiy . v v ittt ittt ettt et ettt et aaeeaeenn
JaSiR oY F=3 oTo R an i = o o) oY w0
Harahan Property . .o i ittt ittt ettt et ettt eaaeeeeees

Revenue:

Amortization of intangible lease

COSE S (@) v vttt ettt ettt ettt eeee e

Net rental revenue..........ceoeueeeee.e..

Expenses:

Property Operations...........couu...
Real estate taxes..... ..o,

Total EXPENSES . i i vttt teeeeeeeneenns

Revenue in excess of expenses.........
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January 2003
April 2003
April 2003
April 2003

December 2002

ADJUSTMENTS FOR NINE MONTHS ENDED SEPTEMBER 30, 2003
CHARLESTON CLARKSBURG KINGSPORT
PROPERTY PROPERTY PROPERTY TOTAL
... $622,148 $427,762 $133,343 $1,183,253
... (32,816) (33,535) (9,588 (75,939)
... 589,332 394,227 123,755 1,107,314
e 130,601 114,875 32,909 278,385
... 66,130 36,370 7,539 110,039
e 196,731 151,245 40,448 388,424
... $392,601 $242,982 $ 83,307 $ 718,890
ADJUSTMENTS FOR YEAR ENDED DECEMBER 31, 2002
BAKERSFIELD CHARLESTON CLARKSBURG KINGSPORT HARAHAN
PROPERTY PROPERTY PROPERTY PROPERTY PROPERTY TOTAL
Revenue:
Rent........ooiiiie.... $311,519 $1,994,322 $1,280,345 $400,029 $358,555 $4,344,77
Tenant
reimbursements....... —— 112,252 —— 1,380 —— 113,63
Amortization of
intangible lease
COSES(A) v v ve v i e eeee (33,792) (107,400) (106,836) (28,764) (23,123) (299,91
Net rental revenue..... 277,727 1,999,174 1,173,509 372,645 335,432 4,158,148
Expenses:
Property
Operations(b)........ 77,960 481,967 361,790 98,728 13,860 1,034,30
Real estate taxes...... 22,692 219,804 116,647 22,617 —— 381,76
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Total expenses......... 100, 652 701,771 478,437 121,345 13,860 1,416,06

Revenue in excess of
EXPENSES . et eveennnn. $177,075 $1,297,403 $ 695,072 $251,300 $321,572 $2,742,42

(a) Represents the amortization of intangible lease costs for our initial
portfolio in accordance with SFAS No. 141. See Note 7 to our
consolidated financial statements for additional information.

(b) Historical property operations for the Bakersfield Property has been
adjusted to include property management fees of 3% of rental revenue
totaling $9,346. Historically, the property did not incur property
management fees. However, on a going forward basis the property will
incur property management fees.

(2) Adjustments to reflect the historical operations (except (c) and (d)) of our
probable acquisition properties that had historical operations prior to
September 30, 2003 as if we owned them from the beginning of each period
presented as follows:

PROPERTY ESTIMATED CLOSING DATE
Harlingen Border Patrol Property. ... ie e e ettt enneneenns January 2004
Harlingen INS Properties (@) « v v i i ittt etneeeeeeeonneeeenns January 2004
Pittsburgh FBI PropRerty . e v e et oot e ittt ittt eeeeeeeaneeeeenns January 2004
Mineral Wells BPD Property (D) ...ttt ei et January 2004
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ADJUSTMENTS FOR NINE MONTHS ENDED SEPTEMBER 30, 2003

HARLINGEN HARLINGEN PITTSBURGH MINERAL
BORDER PATROL INS FBI WELLS BPD
PROPERTY PROPERTIES PROPERTY PROPERTY TOTAL
Revenue:
Rent......cuiiiiinnn. $1,295,417 $2,047,530 $2,378,652 $430,382 $6,151,981
Tenant reimbursement..... - - 10,171 - 10,171
Amortization of
intangible lease
COSES(C) vt eeeeeeeenn (110,875) (111,212) (178,787) (27,863) (428,737)
Net rental revenue....... 1,184,542 1,936,318 2,210,036 402,519 5,733,415
Expenses:
Property Operations(d) ... 318,552 662,481 481,594 62,904 1,525,531
Real estate taxes........ 98,799 195,103 251,910 11,019 556,831
Total exXpenses........... 417,351 857,584 733,504 73,923 2,082,362
Revenue in excess of
EXPENSES . v v v v e e e eennnns $ 767,191 $1,078,734 $1,476,532 $328,596 $3,651,053
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Revenue:

Net rental revenue

Expenses:

Property Operations (d)
Real estate taxes

Total expenses

Revenue in excess of expenses

(a)

(c)
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ADJUSTMENTS FOR

Amortization of intangible lease
costs (e)

YEAR ENDED DECEMBER 31, 2002
HARLINGEN HARLINGEN PITTSBURGH
BORDER PATROL INS FBI
PROPERTY PROPERTIES PROPERTY TOTAL

$1,726,245 $806, 561 $3,171,536 $5,704,342
- - 3,208 3,208
(147,834) (54,784) (238,383) (441,001)
1,578,411 751,777 2,936,361 5,266,549
400,016 272,105 625,615 1,297,736
137,882 229,050 332,448 699,380
537,898 501,155 958,063 1,997,116
$1,040,513 $250, 622 $1,978,298 $3,269,433

The construction of an addition to the building (107,836 square feet)

was completed on October 16,

paying rent.

addition included in the year ended December 31,

period from October 16, 2002 through December 31,

The building was placed in service on December 1,

2002,

2002 ar
2002.

2002.

at which time the tenant began
Rental revenue and related operating expenses for the

e for the

The historical

operations for 2002 have not been included as they were not material.

Represents the amortization of our estimate of intangible lease costs
for our probable acquisition properties in accordance with SFAS No.

141.

additional information.)

(See Note 3 to our consolidated pro forma balance sheet for

Historically the Harlingen and Mineral Wells properties did not incur

property management fees.

In addition,

the Pittsburgh pr

operty incurred

property management fees at a rate well below our historical levels. We
have included in pro forma property operations expenses an estimate of

property
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management fees based upon the fees we will incur on a going forward
basis of 3% of gross revenue as follows:

ADJUSTMENTS FOR

ADJUSTMENTS FOR

NINE MONTHS ENDED
SEPTEMBER 30, 2003

YEAR ENDED
DECEMBER 31,

2002
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Harlingen Border Patrol Property........... $38,863 $51,787
Harlingen INS PropertiesS........eeeeeeeeenn. $61,426 $24,197
Pittsburgh FBI Property....e.eeeeeeeneennn. $41,665 $55,242
Mineral Wells BPD Property.....eeeeeeenennnn. $12,911

(3) Adjustments to reflect depreciation and amortization expense of our initial
portfolio as if we owned them from January 1, 2002 through their date of
acquisition. The adjustments are based upon the individual properties'
depreciable costs utilizing our depreciation policy.

ADJUSTMENTS FOR

NINE MONTHS ENDED SEPTEMBER 30, 2003

CHARLESTON CLARKSBURG KINGSPORT

PROPERTY PROPERTY PROPERTY TOTAL
Building and improvementsS............c.c..... $ 97,238 568,544 $15,573 $181,355
Tenant origination costs...........c........ 27,125 19,113 9,121 55,359
Total depreciation and amortization
1D 1= 0 1= R $124,363 $87,657 $24,694 $236,714
ADJUSTMENTS FOR YEAR ENDED DECEMBER 31, 2002
BAKERSFIELD CHARLESTON CLARKSBURG KINGSPORT HARAHAN
PROPERTY PROPERTY PROPERTY PROPERTY PROPERTY
Building and improvements.... $38,448 $315,480 $216,612 $46,716 $76,528
Tenant origination costs..... 22,860 88,776 60,888 27,360 13,560
Total depreciation and
amortization expense....... $61,308 $404,256 $277,500 $74,076 $90,088
(4) Adjustments to reflect our estimate of depreciation and amortization expense
of our probable acquisition properties as if we owned them from the
beginning of each period presented. The adjustments are based upon our
estimate of the individual properties' depreciable costs utilizing our
depreciation policy. (See Note 3 to our consolidated pro forma balance sheet
for additional information.)
ADJUSTMENTS FOR
NINE MONTHS ENDED SEPTEMBER 30, 2003
HARLINGEN MINERAL
BORDER HARLINGEN PITTSBURGH WELLS
PATROL INS FBIT BPD
PROPERTY PROPERTIES PROPERTY PROPERTY TOTAL
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Building and improvements..... $259,188 $362,525 $406,570 $68,236 $1,096,519
Tenant origination costs...... 91,629 91,908 147,753 23,027 354,317

Total depreciation and
amortization expense........ $350,817 $454,433 $554,323 $91,263 $1,450,836

ADJUSTMENTS FOR
YEAR ENDED DECEMBER 31, 2002

HARLINGEN
BORDER HARLINGEN PITTSBURGH
PATROL INS FBI
PROPERTY PROPERTIES PROPERTY TOTAL
Building and improvements................ $345,584 $142,874 $542,093 $1,030,551
Tenant origination costs................. 122,173 45,275 197,004 364,452
Total depreciation and amortization
S0 <1 0 =T $467,757 $188,149 $739,097 $1,395,003
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(5) After the completion of this offering, we plan to become self managed and
will terminate the service agreement with our affiliate. On a going forward
basis, we will have increased general and administrative expenses, including
salaries, rent, professional fees and other corporate level activity. We
estimate that our annualized general and administrative expenses for our
first full year of operations to be in the range of $1.8 million to $2.2
million. We assume that we will build up these costs over the first full
year of operations. We anticipate that our staffing levels will increase
from our current level to between 8-12 corporate staff during the next
twelve months. We are also entering into an agreement to rent space and
computer systems from a third party to facilitate our own processing of
operating activity. We also will incur additional professional fees to meet
year—-end and quarterly public reporting requirements. We have included a pro
forma adjustment equal to our best estimate of additional costs ($1.8
million) on an annualized basis. The timing and level of these costs
incurred, primarily salaries and professional fees, is dependent upon the
execution of our business plan, the number of properties we ultimately
acquire and our ability to attract qualified individuals to fill these new

positions.
ADJUSTMENTS FOR ADJUSTMENTS FOR
NINE MONTHS ENDED YEAR ENDED
SEPTEMBER 30, 2003 DECEMBER 31, 2002
General and administrative eXpPensesS..........eeee... $951,176 $1,791,164
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In connection with the providing of a line of credit, an affiliate of one
of our underwriters has been issued a warrant to purchase up to 210,000
shares of our common stock. Based upon an assumed initial public offering

price of $10 per share,

we will recognize an expense of approximately

$2,100,000 upon issuance. We also intend to issue restricted common shares
to our directors and certain officers after the completion of this
offering. Each non-employee director, other than Messrs. Bringard and

will receive a one-time grant of 2,500 shares of our restricted
common stock in connection with their initial election to the board. Our
non-employee founding directors, Jerry D. Bringard and Richard H.

will each receive one time restricted stock grant of 15,000
shares, which will vest over a three to five year period as directed by

Schwachter,

Schwachter,

each founding director.

The board common share grants will be made under

our 2003 Equity Incentive Plan and will not be issued until early 2004. We
would recognize additional expenses at an assumed initial public offering
price of $10.00 per share for each warrant or restricted share granted over
the related vesting period. No adjustments have been recorded in the pro
forma statements of operations as they would be nonrecurring charges.
However, we have included the warrants and board member stock grants as
common stock equivalents for computing our diluted earnings per share

computations.

(See Note 8 below.)

(6) Adjustments to reflect interest expense of our initial portfolio as if we
owned the properties from January 1, 2002 through their date of acquisition.
The adjustments are based upon the individual properties' mortgage debt,
including the stated interest rate and amortization of deferred loan fees.
See Note 4 to our consolidated financial statements for additional

information.

Interest expense
Amortization of

ADJUSTMENTS FOR NINE MONTHS ENDED SEPTEMBER 30, 2003

deferred financing

Interest expense

CHARLESTON
BAKERSFIELD CHARLESTON PROPERTY CLARKSBURG KINGSPORT
PROPERTY (A) PROPERTY ELIMINATION (A) PROPERTY PROPERTY
..... $(44,180) $247,777 $(54,316) $147,339 $63,328
..... - 1,517 - 1,925 1,099
$(44,180) $249,294 $(54,316) $149,264 $64,427

Amortization of deferred

financing fees
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ADJUSTMENTS FOR YEAR ENDED DECEMBER 31, 2002

CHARLESTON CLARKSBURG KINGSPORT HARAHAN

PROPERTY PROPERTY PROPERTY PROPERTY TOTAL
$803, 600 $477,855 $189,983 $181, 710 $1,653,148
4,919 6,244 3,298 - 14,4061
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(a) We will use a portion of the net proceeds to repay lines of credit from
financial institutions and a mortgage note payable —-- affiliate. These
adjustments eliminate the historical interest expense we incurred
related to the lines of credit from financial institutions and mortgage
note payable —-- affiliate as if they were repaid as of January 1, 2003.
We have not included any adjustment to interest expense for the year
ended December 31, 2002 for these debt instruments since the amounts
were not outstanding during 2002.

(b) The pro forma statements of operations do not include any adjustment
for an assumed $16.5 million mortgage note payable related to the
College Park FDA Property, as the property is currently under
construction and has no historical operating activity. See adjustment 5
to the pro forma balance sheet for additional information.

(7) Elimination of income tax expenses (benefit) since we intend to qualify as a
REIT. Other income taxes incurred as a REIT are deemed not significant.

(8) Adjustments to reflect the number of shares outstanding after this offering
and for common shares previously issued as if they were all outstanding at
January 1, 2002. We have also included the warrant to purchase shares of our
common stock and board common share grants described in Note 5 above, which
we have assumed is fully exercisable at the beginning of each period
presented. We also intend to issue restricted common shares to our directors
and certain officers after the completion of this offering. We have not
included any other restricted common shares to be issued to our directors
and certain officers being outstanding for purposes of earnings per share.

NINE MONTHS
ENDED YEAR ENDED
SEPTEMBER 30, 2003 DECEMBER 31, 2002

Shares issued from this Offering.................... 14,000,000 14,000,000
Shares outstanding at September 30, 2003............ 975,552 975,552
Common stock warrants -- an affiliate of one of our
LS R0 LT el I = o= 210,000 210,000
Common stock grants —-- board members................ 37,500 37,500
15,223,052 15,223,052
40

MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with "Selected
Financial Information" and our audited financial statements and the related

notes thereto.

OVERVIEW
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We invest in single tenant properties under long-term leases to the U.S.
government, state governments, local governments, and government-sponsored
enterprises. We are a self-managed, self-administered company that will elect to
be taxed as a real estate investment trust, or REIT, under the federal tax laws.
We believe that we will be the only public company focused solely on investing
in government-leased properties. We own each of our properties through separate
wholly-owned, special-purpose entities.

Our business consists of buying and managing recently built or renovated
office properties primarily leased to the federal government, acting through the
GSA, under long-term leases. Our portfolio as of September 30, 2003 consisted of
five properties totaling 248,848 square feet. These properties are 100% occupied
and have a weighted-average remaining lease term of approximately 13 years based
on the square footage of the properties as of September 30, 2003. Our tenants
include the Department of Justice, the Drug Enforcement Administration, the
Federal Bureau of Investigation and the Social Security Administration.

Based on the credit worthiness of our governmental tenants, our policy is
to use debt to finance, on average, approximately 75% of the acquisition cost of
the properties that we buy. We intend to finance our future acquisitions with a
combination of equity, long-term fixed-rate debt and short-term credit lines. We
intend to use our credit lines to finance acquisitions and deposits on a
short-term basis. We are currently in discussions with a number of lenders to
provide us with a line of credit. Our objective is to finance each property with
long-term fixed-rate debt whose maturity matches or exceeds, to the extent
possible, the remaining term of the lease. This strategy minimizes interest rate
risk and should result in more consistent and reliable cash flow.

Leases for governmental tenants vary widely and include net leases, gross
leases and "modified" gross leases. Net leases require the tenant to pay all
operating expenses, gross leases require the landlord to pay all operating
expenses, and modified gross leases require the landlord and the tenant each to
pay a portion of the operating expenses. We intend to acquire properties with
all three types of leases, as well as variations of these leases, because we
believe that gross leases and modified gross leases may provide higher returns
for us than net leases. In our experience, GSA leases are generally modified
gross leases. We plan to mitigate the higher risk of gross leases and modified
gross leases through strict underwriting, due diligence and intensive property
management .

CRITICAL ACCOUNTING POLICIES
Revenue Recognition

We recognize rental revenue based upon the terms of the related lease
agreements for new leases and the remaining terms of existing leases for
acquired properties. Our leases are generally only subject to annual inflation
increases over the term of the lease for a portion of the rent due. Rental
payments received prior to their recognition as revenue are classified as rent
received in advance. Our leases generally contain provisions under which the
tenants reimburse us for real estate taxes incurred by us over a specified base
amount . Such amounts are recognized as tenant reimbursement revenue in the
period in which the real estate tax expenses over the specified base amount are
incurred.

We make estimates related to the collectibility of our accounts receivable
related to rent, expense reimbursements and other revenue. We specifically
analyze accounts receivable and historical bad debts, tenant concentrations,
tenant credit worthiness, geographic concentrations and current economic trends
when evaluating the adequacy of the allowance for doubtful accounts receivable.
These estimates have a direct impact on our net income because a higher bad debt
allowance would result in lower net income.
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Real Estate

We record real estate at depreciated cost. Expenditures for ordinary
maintenance and repairs are expensed to operations as incurred. Significant
renovations and improvements that improve or extend the useful life of an asset
are capitalized and depreciated over their estimated useful life.

Depreciation is computed using the straightline method over the estimated
useful life of 39 years for buildings and improvements, five to seven years for
equipment and fixtures and the shorter of the useful life or the remaining lease
term for tenant improvements, tenant origination costs and intangible lease
costs.

We must estimate the useful lives of our properties for purposes of
determining the amount of depreciation to record on an annual basis with respect
to our investments in real estate. These assessments have a direct impact on our
net income because if we were to shorten the expected useful lives of our
investments in real estate we would depreciate these investments over fewer
years, resulting in more depreciation expense and lower net income on an annual
basis.

When circumstances such as adverse market conditions indicate a possible
impairment of the value of a property, we review the recoverability of the
property's carrying value. Our review of recoverability is based on an estimate
of the future undiscounted cash flows (excluding interest charges) expected to
result from the real estate investment's use and eventual disposition. Our cash
flow estimate considers factors such as expected future operating income, trends
and prospects, as well as the effects of leasing demand, competition and other
factors. If an impairment exists due to the inability to recover the carrying
value of a real estate investment, an impairment loss is recorded to the extent
that the carrying value exceeds the estimated fair value of the property. These
estimates have a direct impact on our net income because recording an impairment
loss results in an immediate negative adjustment to net income.

Purchase Price Allocation

We allocate the purchase price of properties we acquire to net tangible and
identified intangible assets acquired based on their fair values in accordance
with the provisions Statement of Financial Accounting Standards No. 141
"Business Combinations." In making estimates of fair values for purposes of
allocating purchase price, we utilize a number of sources, including independent
appraisals that may be obtained in connection with the acquisition or financing
of the respective property and other market data. We also consider information
obtained about each property as a result of our due diligence, marketing and
leasing activities in estimating the fair value of the tangible and intangible
assets acquired.

We allocate a portion of the purchase price to above-market and
below-market in-place lease values for acquired properties based on the present
value (using an interest rate which reflects the risks associated with the
leases acquired) of the difference between (i) the contractual amounts to be
paid pursuant to the in-place leases and (ii) our estimate of fair market lease
rates for the corresponding in-place leases, measured over the remaining
non-cancelable term of the lease. In the case of below market leases, we
consider the remaining contractual lease period and renewal periods, taking into
consideration the likelihood of the tenant exercising its renewal options. The
capitalized above-market lease values (presented as lease intangibles in
consolidated balance sheet) are amortized as a reduction of rental income over
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the remaining non-cancelable terms of the respective leases, which currently
range from seven to 19 years. The capitalized below-market lease values
(presented as deferred income) are amortized as an addition to rental income
over the remaining contractual lease period and any renewal periods included in
the valuation analysis. We currently have no below-market leases. We also assume
that our at market rate tenants would not exercises any early terminations
clauses in determining the value allocated to their lease or the amortization of
the related lease costs. If a tenant terminates its lease, the unamortized
portion of the lease intangibles would be charged to expense.

We allocate a portion of the purchase to the value of leases acquired based
on the difference between (i) the property valued with existing in-place leases
adjusted to market rental rates and (ii) the property valued as if vacant. We
utilize independent appraisals or our estimates to determine the respective
in-place lease values. Our estimates of value are made using methods similar to
those used by independent appraisers. Factors we consider in our analysis
include an estimate of carrying costs during the expected lease-up periods
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considering current market conditions, and costs to execute similar leases. In
estimating carrying costs, we include real estate taxes, insurance and other
operating expenses and estimates of lost rentals at market rates during the
expected lease-up periods. We also estimate costs to execute similar leases
including leasing commissions, legal and other related expenses.

We also consider an allocation of purchase price to in-place leases that
have a related customer relationship intangible value. Characteristics we
consider in allocating these values include the nature and extent of existing
business relationships with the tenant, growth prospects for developing new
business with the tenant, the tenant's credit quality and expectations of lease
renewals, among other factors. We currently have the U.S. government as our
major tenant, but have not yet developed a relationship that we would consider
to have any current intangible value.

The value of in-place leases (presented as tenant origination costs in
consolidated balance sheet) is amortized to expense over the remaining initial
term of the respective leases. The value of customer relationship intangibles is
amortized to expense over the remaining initial term, including any renewal
periods included in the valuation analysis for the respective leases considered
in our valuation analysis, but in no event does the amortization period for
intangible assets exceed the remaining depreciable life of the building. Should
a tenant terminate its lease, the unamortized portion of the tenant origination
costs and customer relationship intangibles would be charged to expense.

Amounts allocated to tangible land, building, tenant improvements,
equipment and fixtures are based on independent appraisals or our own analysis
of comparable properties in the existing portfolio. Depreciation is computed
using the straight-line method over the estimated life of 39 years for
buildings, five to seven years for building equipment and fixtures, and the
lesser of the useful life or the remaining lease term for tenant improvements.

RESULTS OF OPERATIONS

The following table presents a comparison of our operating results for the
nine months ended September 30, 2003 and 2002 and for the years ended December
31, 2002 and 2001. We commenced operations in December 2002 when we acquired our
first property. During 2003, we acquired four additional properties. Prior to
December 2002, our operations were limited to pursuing property acquisitions.
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Revenue:

Rental income...............

Amortization of lease
intangible costs..........

Total net revenue...........

Expenses:

Property Operations.........

Real estate taxes...........

Depreciation and
amortization..............

General and
administrative............

Total exXpPensesS....ueeeeeeenn.

Operating income
Other income................

NINE MONTHS ENDED SEPTEMBER 30

YEAR ENDED DECEMBER 31

INCREASE

2003 2002 (DECREASE)
$2,112,377 $ -——  $2,112,377
(148,997) — (148,997)
1,963,380 — 1,963,380
380,110 — 380,110
185,369 — 185,369
477,925 477,925
398,824 51 398,773
1,442,228 51 1,442,177
521,152 (51) 521,203
39,356 133 39,223

INCREASE

2002 2001 (DECREASE)
S 4,885 $ - $ 4,885
4,885 - 4,885
4,220 - 4,220
8,836 - 8,836
13,056 - 13,056
(8,171) -- (8,171)
3,183 1,340 1,843
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NINE MONTHS ENDED SEPTEMBER 30

YEAR ENDED DECEMBER 31

INCREASE INCREASE
2003 2002 (DECREASE) 2002 2001 (DECREASE)
Interest expense............ (885,572) (177) (885, 395) (822) —— 822
Amortization of deferred
financing fees............ (14,461) —— (14,461) —— —— ——
Income (loss) from
continuing operations and
before income taxes....... (339,525) (95) (339,430) (5,810) 1,340 (7,150)
Income tax benefit.......... —— —— 725 (725 1,450
Net income (loSS)...veeen... $ (339,525) $ (95) $ (339,430) $(5,085) S 615 $(5,700)

COMPARISON OF NINE MONTHS ENDED SEPTEMBER 30, 2003 TO NINE MONTHS ENDED

SEPTEMBER 30, 2002

Rental Revenue. Rental revenue was $2,112,377 and amortization of lease
intangible cost was $148,997 for the nine months ended September 30, 2003. We
had no property operations in the nine months ended September 30, 2002.
Therefore, the increase was due to our commencement of operations and
acquisition of five properties.

Property operations.
months ended September 30,

Property operations expense was $380,110 for the nine
2003. We had no property operations in the nine
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months ended September 30, 2002. Therefore, the increase was due to our
commencement of operations and acquisition of five properties.

Real estate taxes. Real estate tax expense was $185,369 for the nine
months ended September 30, 2003. We had no property operations in the nine
months ended September 30, 2002. Therefore, the increase was due to our
commencement of operations and acquisition of five properties.

Depreciation and amortization. Depreciation and amortization was $477,925
for the nine months ended September 30, 2003. We had no property operations in
the nine months ended September 30, 2002. Therefore, the increase was due to our
commencement of operations and acquisition of five properties.

General and administrative. General and administrative expense was
$398,824 for the nine months ended September 30, 2003. We had minimal operations
in the nine months ended September 30, 2002. Therefore, the increase was due to
our commencement of operations and acquisition of five properties.

Other income. Other income, which consists primarily of interest income,
was $39,356 for the nine months ended September 30, 2003. We had minimal
operations in the nine months ended September 30, 2002. The increase was
primarily due to interest income earned on short-term investments, which were
raised in our previous offering.

Interest expense. Interest expense (including amortization of deferred
financing fees) was $900,033 for the nine months ended September 30, 2003. We
had no property operations in the nine months ended September 30, 2002. The
increase was due to our commencement of operations and acquisition of five
properties.

COMPARISON OF YEAR ENDED DECEMBER 31, 2002 TO YEAR ENDED DECEMBER 31, 2001

Rental Revenue. Rental revenue was $4,885 for the year ended December 31,
2002. We had no operations in the year ended December 31, 2001. Therefore, the
increase was due to our commencement of operations with our first property
acquisition in December 2002.

Property operations. We had no property operations expense in either 2002
or 2001 since we did not acquire our first property until December 2002.

Real estate taxes. We had no real estate taxes in either 2002 or 2001
since we did not acquire our first property until December 2002.
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Depreciation and amortization. Depreciation and amortization was $4,220
for the year ended December 31, 2002. We had no operations in the year ended
December 31, 2001. Therefore, the increase was due to our commencement of
operations with our first property acquisition in December 2002.

General and administrative. General and administrative expense was $8,836
for the year ended December 31, 2002. We had no operations in the year ended
December 31, 2001. Therefore, the increase was due to our commencement of
operations with our first property acquisition in December 2002.

Other income. Other income, which consists primarily of interest income,
increased $1,843 to $3,183 for the year ended December 31, 2002 from $1,340 for
the year ended December 31, 2001. We had no operations in the year ended
December 31, 2001. Therefore, the increase was primarily due to interest income
earned on short-term invested proceeds from our previous offering.
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Interest expense. Interest expense was $822 for the year ended December
31, 2002. We had no operations in the year ended December 31, 2001. Therefore,
the increase was due to our commencement of operations with our first property
acquisition in December 2002.

LIQUIDITY AND CAPITAL RESOURCES

Our short-term liquidity requirements consist primarily of funds to pay for
operating expenses and other expenditures directly associated with our
properties, including:

- recurring maintenance, repairs and other operating expenses necessary to
maintain our properties;

- property taxes and insurance expenses;

- interest expense and scheduled principal payments on outstanding
indebtedness;

— capital expenditures incurred to facilitate the leasing of space at our
properties, including tenant improvements and leasing commissions;

- general and administrative expenses; and
- future distributions paid to our stockholders.

Historically, we have satisfied our short-term liquidity requirements through
our existing working capital and cash provided by our operations.

Our long-term liquidity requirements consist primarily of funds to pay for
scheduled debt maturities, renovations, expansions and other non-recurring
capital expenditures that need to be made periodically to our properties and the
costs associated with acquisitions of properties that we pursue. Historically,
we have satisfied our long-term liquidity requirements through various sources
of capital, including our existing working capital, cash provided by operations,
equity contributions from investors, and long-term property mortgage
indebtedness. We intend to establish fully-funded reserves, based on independent
third-party reports, for future capital expenditures.

As of January 1, 2004, the aggregate purchase price of our acquisition
properties (including closing costs) was expected to be approximately $128.9
million. We intend to finance these acquisitions with a portion of the net
proceeds of this offering and the assumption of debt.

The U.S. government has an option to cause a building to be built adjacent
to our proposed Parkersburg property. If the U.S. government exercises its
option by March 1, 2005, then we must purchase the building. If built, this
building would contain approximately 49,700 square feet and have a purchase
price of approximately $10.5 million. In addition, our proposed College Park
property contains approximately 15,000 of vacant space that may be leased in the
future. If this vacant space is leased prior to building completion, we must pay
additional purchase price of $2.4 million. See "Acquisition Properties."

An affiliate of one of our underwriters, FBR, has provided us with a $1
million line of credit, of which approximately $950,000 is outstanding. This

indebtedness was incurred in the fourth quarter of 2003, accrues
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interest on an annual basis at a rate of 20% and matures on the earlier of March
25, 2004 or the closing of this offering. Outstanding amounts under this line of
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credit will be repaid from the proceeds of this offering.

We currently have outstanding indebtedness of approximately $2.3 million
under a $5 million line of credit with Citizens First Bancorp, Inc. The
indebtedness was incurred in April 2003, accrues interest on an annual basis at
prime plus 50 basis points (4.50% at September 30, 2003) and matures on February
20, 2004. The indebtedness is secured by a subordinated mortgage on the
Charleston Property. Outstanding amounts under this line of credit will be
repaid from the proceeds of this offering.

In addition, we currently have outstanding unsecured indebtedness of
approximately $110,000 under a $150,000 line of credit with Citizens First
Savings Bank. The indebtedness was incurred in June 2003, accrues interest at
prime (4.00% at September 30, 2003) and matures on October 31, 2004. Outstanding
amounts under this line of credit will be repaid from the proceeds of this
offering.

We also have an unsecured $34,670 line of credit with Citizens First
Savings Bank. There are currently no amounts outstanding under this line of
credit. The line of credit accrues interest on an annual basis at Citizens First
Savings Bank's prime rate and is due upon demand.

We financed the acquisition of our Bakersfield property in part through an
approximately $1.6 million loan from Genesis Financial Group, Inc. The loan was
incurred in January 2003, accrues interest on an annual basis at a rate of LIBOR
plus 250 basis points (3.64% at September 30, 2003) and matures on December 30,
2004. The loan is secured by a corporate guaranty of DEA Bakersfield, LLC and a
mortgage on the Bakersfield property. Subsequently, DEA Bakersfield, LLC agreed
to be primarily responsible for repaying amounts owed under the loan. We intend
to repay this loan with the net proceeds of this offering and to then refinance
this property through a new long-term mortgage loan secured by this property.

We financed the acquisition of our Kingsport property in April 2003 through
the assumption of the seller's first mortgage loan in the amount of $2.3 million
from Bank of America, which matures on April 1, 2010, and an unsecured loan
issued by the seller in the amount of $188,230, which represents amounts due to
the seller for the seller's escrow funds that remain on deposit with the first
mortgage loan holder. The unpaid principal balance of the first mortgage loan
bears interest at a rate of 8.23% per annum, with monthly payments being
amortized on a 25-year schedule and has a balloon payment due April 1, 2010. The
unpaid principal balance of the seller loan bears interest at a rate of 8.00%
per annum, requires no monthly payments and has a balloon payment of principal
and interest due April 1, 2010.

We financed the acquisition of our Charleston property in April 2003
through a $14 million loan from LaSalle Bank, which matures on May 1, 2013. The
unpaid principal balance of the note bears interest at a rate of 5.74% per
annum. Monthly payments are amortized on a 30-year schedule, with a balloon
payment due May 1, 2013.

We financed the acquisition of our Clarksburg property in April 2003
through an approximately $8.3 million loan from LaSalle Bank, which matures on
May 1, 2013. The unpaid principal balance of the note bears interest at a rate
of 5.74% per annum. Monthly payments are amortized on a 30-year schedule, with a
balloon payment due May 1, 2013.

We financed the acquisition of our Harahan property in December 2002
through a $3.2 million loan from Nomura Credit, which matures on January 11,
2013. The unpaid principal balance of the note bears interest at a rate of 5.70%
per annum. Monthly payments are amortized on a 27-year schedule, with a balloon
payment due January 11, 2013.
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In connection with our acquisition of the College Park property, we plan to
assume an existing mortgage on the property. The mortgage has an aggregate
principal amount of $16.5 million, which bears interest at a fixed rate of 6.75%
per annum and matures in 2011.

The mortgages on our properties and our existing lines of credit contain
customary restrictive covenants, including provisions that may limit the
borrowing subsidiary's ability, without the prior consent of the lender, to
incur additional indebtedness, further mortgage or transfer the applicable
property, purchase or acquire additional property, discontinue insurance
coverage, change the conduct of its business or make loans or
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advances to, enter into any transaction of merger or consolidation with, or
acquire the business, assets or equity of, any third party.

We have received a commitment for a $50 million revolving credit facility,
which will be lead by First National Bank of Omaha. Outstanding amounts under
this facility will accrue interest at the floating prime rate, as published by
the Wall Street Journal, which will not be lower than 4%. We will pay a
commitment fee equal to 0.50% of the total commitment and an advance fee of
0.50% of each advance. All amounts provided pursuant to this facility will be
due within 364 days of our execution of a definitive loan agreement. The
facility will contain customary restrictive covenants, including limitations on
our ability to purchase properties under development and through unconsolidated
affiliates. We will also be required to maintain a minimum tangible net worth of
not less than $90 million, a total liabilities to tangible net worth ratio of no
less than 4.0 to 1, and a minimum debt service coverage ratio of 1.2 to 1. We
will not be allowed to make distributions that exceed 100% of funds from
operations for the most recent four quarters, unless required to maintain REIT
status. The proceeds of this facility will be used for short-term acquisition
financing for the purchase of federal government-leased properties that have a
minimum remaining lease term of 10 years. This facility may also be used to
provide deposits for purchase contracts or good faith deposits. We cannot assure
you that we will be able to reach agreement on a definitive loan agreement or
the terms of a definitive loan agreement.

Since we will be self-managed, we will have increased general and
administrative expenses, including salaries, rent, professional fees and other
corporate level activity. We estimate that our annualized general and
administrative expenses for our first full year of operations to be in the range
of $1.8 million to $2.2 million. We assume that we will build up these costs
over the first full year of operations. We anticipate that our staffing levels
will increase from our current level to between 8-12 corporate staff during the
next twelve months. We are also entering into an agreement to rent space and
computer systems from a third party to facilitate our own processing of
operating activity. We also will incur additional professional fees to meet
year—-end and quarterly public reporting requirements. The timing and level of
these costs incurred and the payment of these costs with cash flow from our
operations, primarily salaries and professional fees, is dependent upon the
execution of our business plan, the number of properties we ultimately acquire
and our ability to attract qualified individuals to fill these new positions.

We believe that our existing cash, together with the net proceeds from this
offering, will be sufficient to fund our operations for at least the next twelve
months.

COMMITMENTS AND CONTINGENCIES

The following table outlines the timing of payment requirements related to
our commitments as of September 30, 2003:
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MATURITIES DUE BY PERIOD

LESS THAN
1 YEAR 2-3 YEARS 4-5 YEARS AFTER 5 YEARS TOTAL
Line of credit -- variable
rate. ... i, $2,397,655 $ - $ - $ - $ 2,397,655
Mortgage notes payable ——
fixed rate........... ... 242,087 745,208 875,894 26,029,332 27,892,521
Mortgage note payable —-
affiliate variable
rate. ... ...t 1,639,219 - - - 1,639,219
$4,278,961 $745,208 $875,894 $26,029,332 $31, 929,395

We intend to refinance our mortgage notes payable as they become due or
repay them if they related to properties being sold.

CASH DISTRIBUTION POLICY

We intend to elect to be taxed as a REIT under the federal tax laws
commencing as of our taxable year beginning January 1, 2003. To qualify as a
REIT, we must, among other things, distribute at least 90% of our
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ordinary taxable income to our stockholders. We intend to comply with these
requirements and elect and maintain our REIT status. As a REIT, we generally
will not be subject to corporate federal income taxes on taxable income we
distribute (in accordance with the federal tax laws and applicable regulations)
to our stockholders. If we fail to qualify as a REIT in any taxable year, we
will be subject to federal income taxes at regular corporate rates and may not
be able to qualify as a REIT for four subsequent tax years. Even if we qualify
for federal taxation as a REIT, we may be subject to certain state and local
taxes on our income and property and to federal income and excise taxes on our
undistributed taxable income, i.e., taxable income not distributed in the
amounts and in the time frames prescribed by the federal tax laws and applicable
regulations thereunder.

We intend to pay to our stockholders, within the time periods prescribed by
the federal tax laws (in our case by January 31 of the following year), all or
substantially all of our annual taxable income, including gains from the sale of
real estate and recognized gains on sale of securities. We will continue our
policy of making sufficient cash distributions to stockholders in order for us
to elect and maintain REIT status under the federal tax laws and to avoid
corporate income and excise tax on undistributed income.

INFLATION

Our GSA leases generally contain provisions designed to mitigate the
adverse impact of inflation. These provisions increase rental rates during the
terms of the leases by indexed escalations based on the Consumer Price Index. In
addition, our GSA leases generally require the tenant to pay a share of
increases in operating expenses and all increases in real estate taxes. This may
reduce our exposure to increases in costs and operating expenses resulting from
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inflation. However, increases in property operating costs above the escalation
amount would harm our cash flow and may harm our ability to pay dividends.

FUNDS FROM OPERATIONS

REIT analysts generally consider funds from operations or FFO an
alternative measure of performance for an equity REIT. The National Association
of Real Estate Investment Trusts, or NAREIT, defines funds from operations as
net income, computed in accordance with accounting principles generally accepted
in the United States ("GAAP"), excluding gains or losses from sales of
properties, but including real estate related depreciation and amortization and
after adjustments for unconsolidated partnerships and joint ventures. We believe
that FFO is helpful to investors as one of several measures of the performance
of an equity REIT. We further believe that by excluding the effect of
depreciation, amortization and gains or losses from sales of real estate, all of
which are based on historical costs, which may be of limited relevance in
evaluating current performance, FFO can facilitate comparison of operating
performance between periods and between other equity REITs. Investors should
review FFO along with GAAP Net Income Available for Common Shares and cash flow
from operating activities, investing activities and financing activities, when
trying to understand an equity REIT's operating performance. We compute FFO in
accordance with standards established by NAREIT, which may not be comparable to
FFO reported by other REITs that do not define the term in accordance with the
current NAREIT definition or that interpret the current NAREIT definition
differently than us. FFO does not represent cash generated from operating
activities in accordance with GAAP, nor does it represent cash available to pay
distributions and should not be considered as an alternative to net income,
determined in accordance with GAAP, as an indication of our financial
performance, or to cash flow from operating activities, determined in accordance
with GAAP, as a measure of our liquidity, nor is it indicative of funds
available to fund our cash needs, including our ability to make cash
distributions.
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The following table presents a reconciliation of GAAP to our funds from
operations for the periods presented:

HISTORICAL
NINE MONTHS ENDED YEAR ENDED

SEPTEMBER 30, DECEMBER 31, SEPTEMBER 30,

2003 2002 2003
Net income (loss) (a).... $(339,525) $(5,810) $1,027,203
Adjustments to reconcile
to Funds from
Operations:
Real estate
depreciation and
amortization(b).... 475,300 4,220 2,162,850
Funds from Operations... $ 135,775 $(1,590) $3,190,053
Funds from Operations
per common share(c)... S 0.17 S (0.08) S 0.21

PRO FORMA

NINE MONTHS ENDED

YEAR ENDELD
DECEMBER 31
2002

$ 245,041

2,306,451
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(a) The historical amount for the year ended December 31, 2002 represents loss
from continuing operations and before income taxes.

(b) Excludes depreciation of non-real estate assets of $2,625 for historical
and pro forma amounts for the nine months ended September 30, 2003. Also
excludes amortization of lease intangible costs of $148,977, $653,673 and
$740,916 for the historical nine months ended September 30, 2003 and the
pro forma nine months ended September 30, 2003 and the pro forma year ended
December 31, 2002, respectively.

(c) Funds from Operations per share is based upon our weighted average common
shares outstanding for each period presented as follows: 794,590 for the
historical nine months ended September 30, 2003; 21,182 for the historical
year ended December 31, 2002 and 15,223,052 for both the pro forma nine
months ended September 30, 2003 and the pro forma year ended December 31,
2002.

INTEREST RATE SENSITIVITY

The following table provides information about our financial instruments
that are subject to interest rate sensitivity. The table presents our lines of
credit, mortgage notes payable and mortgage note payable —-- affiliate cash flows
by expected maturity date and weighted average interest rate.

PRINCIPAL AMOUNT BY EXPECTED MATURITY
AVERAGE INTEREST RATE

2003 2004 2005 2006 2007

LINES OF CREDIT:
Variable rate amount... $2,397,655 S - S - S - S -
Weighted-average

interest rate........ 5.23% - - - -
MORTGAGE NOTES PAYABLE:
Fixed rate amount...... $ 242,087 $353,105 $392,103 $416,466 $459,428
Weighted-average

interest rate........ 7.56% 5.99% 5.99% 6.00% 5.99%
MORTGAGE NOTES

PAYABLE ——- AFFILIATE:
Variable rate amount... $1,639,219 S - S - S - S -
Weighted-average

interest rate........ 3.64% - - - -
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our future income, cash flows and fair values relevant to financial
instruments depend upon prevailing market interest rates. Market risk refers to
the risk of loss from adverse changes in market prices and interest rates.

Market Risk Related to Fixed-Rate Debt

As of September 30, 2003, our debt included fixed-rate mortgage notes with

THEREAFTER
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a carrying value of $27.9 million. Changes in market interest rates on our
fixed-rate debt impacts the fair market value of the debt, but it has no impact
on interest incurred or cash flow. The sensitivity analysis related to our fixed
debt assumes an immediate 100 basis point move in interest rates from their
actual September 30, 2003 levels, with all other variables held constant.

A 100 basis point increase in market interest rates would result in a
decrease in the fair value of our fixed-rate debt by approximately $1.8 million
at September 30, 2003. A 100 basis point decrease in market interest rates would
result in an increase in the fair market value of our fixed-rate debt by
approximately $2.0 million at September 30, 2003. As of September 30, 2003, a
100 basis point increase or decrease in variable interest rates on our bridge
notes would have increased or decreased our interest expense by approximately
$39,000 annually.
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OUR BUSINESS AND PROPERTIES
OUR COMPANY

We invest in single tenant properties under long-term leases to the U.S.
government, state governments, local governments, and government-sponsored
enterprises. We are a self-managed, self-administered company that will elect to
be taxed as a real estate investment trust, or REIT, under the federal tax laws.
We believe that we will be the only public company focused solely on investing
in government-leased properties.

Our business consists of buying and managing recently built or renovated
office properties primarily leased to the federal government, acting through the
GSA, the federal government's property management arm, under long-term leases.
Our portfolio consisted of five properties totaling 248,848 square feet as of
September 30, 2003. These properties are 100% occupied and have a
weighted-average remaining lease term of approximately 13 years based on the
square footage of the properties as of September 30, 2003. Our tenants include
the Department of Justice, the Drug Enforcement Administration, the Federal
Bureau of Investigation and the Social Security Administration. We own each of
our properties through separate wholly-owned, special-purpose entities.

With the proceeds of this offering, we intend to expand our portfolio by
acquiring additional government-leased properties. We intend to acquire eight
GSA-leased properties totaling approximately 487,000 square feet for an
aggregate price of approximately $128.9 million, which have a remaining average
lease term of approximately 14 years based on square footage as of September 30,
2003. However, we cannot assure you that we will be able to complete the
acquisition of the properties we have under contract or letter of intent.

Based on the credit worthiness of our governmental tenants, our policy is
to use debt to finance, on average, approximately 75% of the acquisition cost of
the properties that we buy. We will implement this policy after we have
completed the acquisitions described in this prospectus. We intend to finance
our future acquisitions with a combination of equity, long-term fixed-rate debt
and short-term credit lines. We intend to use our credit lines to finance
acquisitions and deposits on a short-term basis. We have received a commitment
for a $50 million line of credit from a group of commercial banks. Our objective
is to finance each property with long-term fixed-rate debt whose maturity
matches or exceeds, to the extent possible, the remaining term of the lease.
This strategy minimizes interest rate risk and should result in more consistent
and reliable cash flow.

OUR STRATEGY AND OBJECTIVES
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Operational Objectives

Our primary operational objective is to generate funds from operations to
make distributions to our stockholders. We focus on the following activities to
achieve this objective:

— Acquiring properties that meet our acquisition criteria;

— Financing properties at a lower cost of capital than the capitalization
rate used in connection with the acquisition of the property;

— Increasing our access to capital to finance property acquisitions; and

- Effectively managing properties through lease terms, oversight, property
expansions, and opportunistic property sales and redeployment of assets,
when advisable.

We intend to acquire properties leased to a variety of governmental
entities on a nationwide basis. We expect most of our properties initially will
be leased to the U.S. government under long-term leases. We will market both to
owners and developers of government-leased properties and directly to
governmental entities. We intend to expand our existing relationships with
GSA-approved real estate developers, the GSA and various other governmental
tenants, owners and developers around the country. We plan to continue to enter
into pre-completion purchase agreements with developers to acquire newly
developed properties upon completion and occupancy by governmental tenants. As a
public company, we believe that developers and owners will view us as a more
attractive and credible buyer than other potential buyers.
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Our acquisition criteria includes analyzing not only the in-place lease,
but also analyzing the real estate characteristics of the property including
location, parking, floor plans and construction quality. We focus on newer, well
located properties that have remaining lease terms of ten years or more. We also
consider, on a case-by-case basis, properties that have been constructed or
significantly renovated within five years of our planned acquisition and that
are more special use in nature due to specific government requirements or that
have remaining lease terms of less than ten years. Special use or
"build-to-suit" properties, however, generally must have remaining lease terms
of fifteen years or more before we will consider them for acquisition. We
believe our focus on newer properties reduces the risk of tenants failing to
renew their leases at maturity and increases our ability to re-lease the
property if the tenant does not renew. We intend to establish fully funded
reserves, based on independent third-party reports, for future capital
expenditures to ensure that our properties are properly maintained.

Investment Objectives

Our principal investment objective is to deliver attractive risk-adjusted
returns to our stockholders by:

— PAYING REGULAR DIVIDENDS TO STOCKHOLDERS. We intend to distribute to our
stockholders all or substantially all of our taxable REIT income each
year in order to comply with the distribution requirements of the federal
tax laws and to avoid federal income tax and the nondeductible excise
tax. The actual amount and timing of distributions, however, will be at
the discretion of our board of directors and will depend upon our actual
results of operations and a number of other factors discussed in the
section "Dividend Policy and Distributions." To the extent possible, we
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will seek to avoid the fluctuations in dividends that might result if
dividends were based on actual cash received during the dividend period.
To implement this policy, we may use cash received during prior periods,
or cash received subsequent to the dividend period and prior to the
payment date for such dividend to pay annualized dividends consistent
with the dividend level established from time to time by our board of
directors. Our ability to maintain this policy will depend upon our cash
flow and applicable REIT rules. We cannot assure you that there will be

cash available to pay dividends or that

dividend amounts will not

fluctuate. Subject to applicable REIT rules, we will seek to reinvest
proceeds from the sale, refinancing or other disposition of our
properties by purchasing additional properties that are intended to

produce additional distributable income.

— INCREASING THE VALUE OF OUR PROPERTIES.

With intensive asset and

property management, we believe our properties will be better maintained
and improved during the term of our leases, which should allow for better
long term appreciation in value of our properties. In addition, we plan
to routinely monitor our portfolio and selectively dispose of properties
in an opportunistic manner. There is, of course, no assurance that the

value of our properties will increase.

— PRESERVING CAPITAL. We will attempt to preserve capital by continuing to
invest in a diversified portfolio of quality real estate leased under
long-term leases to governmental entities. We will also attempt to
preserve capital by diversifying our portfolio geographically and by
paying attention to various factors in each locale that may affect the
underlying value of our acquired properties in the future.

We cannot assure you that we will achieve
objectives because each, to a large extent, is
conditions beyond our control. Our realization
appreciation of value from our properties will

any or all of the foregoing
dependent upon factors and
of distributable cash flow and
depend on a variety of factors,

including short-term and long-term economic trends, federal tax laws,
governmental regulations, local real estate and financial market conditions and

property operating expenses.
INVESTMENT POLICIES

Our primary investment policies are to:

— Purchase properties that are primarily leased to the U.S. government,
state governments, local governments, and government-sponsored

enterprises;
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— Purchase newer, well located properties

that are not special use in

nature and have remaining lease terms of ten years or more. We also
consider, on a case-by-case basis, newer, well located properties that
are more special use in nature due to specific government requirements.
These special use or "build-to-suit" properties, however, generally must
have remaining lease terms of fifteen years or more before we will

consider them for acquisition;

— Purchase properties at prices, including acquisition costs, that are at
or below appraised values or our board of director's judgment of fair
market value if an appraisal cannot be readily obtained before agreeing

to a purchase; and

- To use debt to finance, on average, approximately 75% of the acquisition
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cost of the properties that we buy. We will implement this policy after
we have completed the acquisitions described in this prospectus.

Our board of directors may change our existing investment objectives and
policies without stockholder approval.

Acquisition Criteria
In analyzing proposed acquisitions, we evaluate various factors including:

— The characteristics of the existing lease including the tenant and the
intended use, term, type of lease (e.g., net, modified gross, gross),
rental rates, base rent escalation if any, adjustment in rents for
increases in operating expenses and taxes, and termination and assignment
provisions;

— The type, size and design of improvements, their age and condition, the
quality of the construction methods and materials, the price per square
foot of leased space and the suitability of the property for alternative
uses;

— The nature of the general location (primary, secondary or tertiary
markets), the viability of the sub-market including local demographics
and the occupancy of and demand for similar properties in the sub-market
area, specifically population and rental trends, and the functionality of
the specific site;

— The base rent, operating expenses and taxes, net operating income, price,
the capitalization rate, prospective financing terms (amount, rate, term,
amortization, loan-to-value ratio, debt service coverage ratio) and the
prospective over—-all rate of return, leveraged periodic return on equity
and the all-in rate of return including the liquidation of the projected
residual value;

— Contrasting the prospective acquisition to the existing portfolio to
assure sufficient diversity in material investment characteristics;

— Comparing the terms of the purchase and the existing lease to current
market conditions and comparable transactions;

— The suitability of property for and ability to efficiently lease or
sublease any vacant space;

— The ability of the property to achieve long-term capital appreciation;
— The prospects for long-range liquidity of the investment in the property;
— The rated security level of the property in the context of its use; and

— Review of the property appraisal, the property condition and phase I
environmental reports.

In connection with our review of prospective acquisitions, we may engage
third-parties, such as environmental consultants, appraisers, professional

engineers, accountants and lawyers, to help us perform our due diligence.
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Sale-Leaseback Acquisitions

We may acquire properties in sale-leaseback transactions. Sale-leaseback
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properties provide unique acquisition opportunities. Unlike acquisitions that
rely heavily on the quality of the underlying real estate for property valuation
and loan terms, sale-leaseback acquisitions focus on the quality of the tenant's
credit and on the completeness of the underlying lease obligations to provide an
uninterrupted source of funds for loan repayment. Sale-leaseback acquisitions
frequently permit an attractive loan-to-value ratio depending on the needs and
desires of the seller. Loans for sale-leaseback acquisitions usually prohibit
prepayment entirely or require the payment of make-whole premiums or the posting
of collateral.

Assessing Prospects for Long-term Property Appreciation and Liquidity

In reviewing a property for acquisition, we consider the property's
prospects for long-term appreciation and the prospects for long-range liquidity
of the investment. In particular, we will seek to negotiate lease clauses
providing for periodic inflation adjustments to the expense portion of base
rent, and to minimize deferred maintenance by prompt