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PART I FINANCIAL INFORMATION
Item 1. Financial Statements
REALTY INCOME CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE
SHEETS

June 30, 2008 and December 31, 2007
(dollars in thousands, except per share data)

2008 2007

ASSETS (unaudited)
Real estate, at cost:
Land $ 1,161,705 $ 1,110,897
Buildings and improvements 2,250,919 2,127,897

3,412,624 3,238,794
Less accumulated depreciation and amortization (512,082) (470,695)
Net real estate held for investment 2,900,542 2,768,099
Real estate held for sale, net 13,892 56,156
Net real estate 2,914,434 2,824,255
Cash and cash equivalents 39,373 193,101
Accounts receivable 9,130 7,142
Goodwill 17,206 17,206
Other assets, net 62,794 35,648
Total assets $ 3,042,937 $ 3,077,352
LIABILITIES AND STOCKHOLDERS’ EQUITY
Distributions payable $ 16,006 $ 15,844
Accounts payable and accrued expenses 37,377 38,112
Other liabilities 11,233 15,304
Lines of credit payable -- -
Notes payable 1,470,000 1,470,000
Total liabilities 1,534,616 1,539,260

Commitments and contingencies

Stockholders’ equity:

Preferred stock and paid in capital, par value $1.00 per share,

20,000,000 shares authorized, 13,900,000 shares issued

and outstanding in 2008 and 2007 337,790 337,790
Common stock and paid in capital, par value $1.00 per share,

200,000,000 shares authorized, 101,341,289 and 101,082,717

shares issued and outstanding in 2008 and 2007, respectively 1,548,052 1,545,037
Distributions in excess of net income (377,521) (344,735)
Total stockholders’ equity 1,508,321 1,538,092
Total liabilities and stockholders’ equity $ 3,042,937 $ 3,077,352

The accompanying notes to consolidated financial statements are an integral part of these statements.
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REALTY INCOME CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF

INCOME
For the three and six months ended June 30, 2008 and 2007
(dollars in thousands, except per share data)
(unaudited)
Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007
REVENUE
Rental $ 82,352 $ 70,112 $ 163,948 $ 138,895
Other 80 213 1,529 2,365
82,432 70,325 165,477 141,260
EXPENSES
Interest 23,929 13,029 47,315 25,449
Depreciation and amortization 22,916 18,414 45,830 36,435
General and administrative 5,924 5,838 11,467 10,929
Property 1,093 958 2,354 1,816
Income taxes 218 353 615 598
54,080 38,592 107,581 75,227
Income from continuing operations 28,352 31,733 57,896 66,033
Income from discontinued operations:
Real estate acquired for resale by Crest 1,295 4,282 1,101 6,030
Real estate held for investment 3,404 921 3,816 1,197
4,699 5,203 4917 7,227
Net income 33,051 36,936 62,813 73,260
Preferred stock cash dividends (6,063) (6,063) (12,127) (12,127)
Net income available to common stockholders $ 26,988 $ 30,873 $ 50,686 $ 61,133
Amounts available to common stockholders per
common share:
Income from continuing operations, basic and
diluted $ 022 $ 026 $ 046 $ 0.54
Net income:
Basic $ 027 $ 031 $ 051 $ 0.61
Diluted $ 027 $ 031 $ 050 $ 0.61
Weighted average common shares outstanding:
Basic 100,346,512 100,133,094 100,326,039 100,111,734
Diluted 100,394,431 100,246,112 100,420,692 100,304,617

The accompanying notes to consolidated financial statements are an integral part of these statements.
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REALTY INCOME CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH
FLOWS

For the six months ended June 30, 2008 and 2007
(dollars in thousands)(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to net income:
Depreciation and amortization
Income from discontinued operations:
Real estate acquired for resale
Real estate held for investment
Gain on sales of land
Amortization of share-based compensation
Cash provided by (used in) discontinued operations:
Real estate acquired for resale
Real estate held for investment
Investment in real estate acquired for resale
Proceeds from sales of real estate acquired for resale
Change in assets and liabilities:
Accounts receivable and other assets
Accounts payable, accrued expenses and other liabilities
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales of investment properties:
Continuing operations
Discontinued operations
Acquisition of and improvements to investment properties
Intangibles acquired in connection with acquisitions of
investment properties
Restricted escrow funds acquired in connection with
acquisitions of investment properties
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Cash distributions to common stockholders
Cash dividends to preferred stockholders
Debt issuance costs
Borrowings from lines of credit
Payments under lines of credit
Proceeds from other stock issuances
Net cash used in financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
For supplemental disclosures, see note 12.

2008 2007

$ 62813 § 73,260

45,830 36,435
(1,101) (6,030)
(3,816) (1,197)
(236) (1,806)
2,853 2,196
4 (536)
442 829
®) --
26,920 65,786
(232) 990
(4,277) 2,330

129,192 172,257

439 3,842
822 1,493
(185,309) (97,672)

(397) (319)

-- (2,648)
(184,445) (95,304)

(83,310) (76,863)
(12,127) (12,457)

(3,200) -

-- 135,400
-- (125,400)

162 708
(98,475) (78,612)
(153,728) (1,659)

193,101 10,573

$ 39373 § 8,914

The accompanying notes to consolidated financial statements are an integral part of these statements.
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REALTY INCOME CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2008
(unaudited)

1. Management Statement
The consolidated financial statements of Realty Income Corporation (‘“Realty Income”, the “Company”, “we” or “our”) were
prepared from our books and records without audit and include all adjustments (consisting of only normal recurring
accruals) necessary to present a fair statement of results for the interim period presented. Certain of the 2007 balances
have been reclassified to conform to the 2008 presentation. Readers of this quarterly report should refer to our audited
financial statements for the year ended December 31, 2007, which are included in our 2007 Annual Report on Form
10-K, as certain disclosures that would substantially duplicate those contained in the audited financial statements have
not been included in this report.

At June 30, 2008, we owned 2,367 properties, located in 49 states, containing over 19.2 million leasable square feet,
along with 8 properties owned by our wholly-owned taxable REIT subsidiary, Crest Net Lease, Inc. (“Crest”). Crest
was created to buy and sell properties, primarily to individual investors who are involved in tax-deferred exchanges
under Section 1031 of the Internal Revenue Code of 1986, as amended (the “Tax Code”).

2. Summary of Significant Accounting Policies and Procedures and Recent Accounting Pronouncements

A. The accompanying consolidated financial statements include the accounts of Realty Income, Crest and other
entities for which we make operating and financial decisions (i.e., control), after elimination of all material
intercompany balances and transactions. All of Realty Income’s and Crest’s subsidiaries are wholly-owned. We have
no unconsolidated or off-balance sheet investments in variable interest entities.

B. We have elected to be taxed as a real estate investment trust (“REIT”) under the Tax Code. We believe we have at all
times in the past qualified and do continue to qualify as a REIT. Under the REIT operating structure, we are permitted
to deduct distributions paid to our stockholders and generally are not required to pay federal corporate income taxes

on such income. Accordingly, no provision has been made for federal income taxes in the accompanying consolidated
financial statements, except for the federal income taxes of Crest, which are included in discontinued operations.

C. We recognize an allowance for doubtful accounts relating to accounts receivable for amounts deemed
uncollectible. We consider tenant specific issues such as financial stability and ability to pay rent when determining
collectibility of accounts receivable and appropriate allowances to record. The allowance for doubtful accounts was
$707,000 at June 30, 2008 and $795,000 at December 31, 2007.

December
June 30, 31,
D. Other assets consist of the following (dollars in thousands) at: 2008 2007
Notes issued in conjunction with Crest property sales $ 22,338 $ 3,132
Deferred bond financing costs, net 14,054 14,940
Value of in-place and above-market leases, net 11,073 11,211
Escrow deposits for Section 1031 tax-deferred exchanges 6,901 --
Prepaid expenses 3,589 3,803
Unamortized credit facility fees, net 3,125 434
Corporate assets, net of accumulated depreciation and
amortization 1,379 1,356
Settlements on treasury lock agreements 324 759
Other items 11 13
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December
E. Accounts payable and accrued expenses consist of the June 30, 31,
following (dollars in thousands) at: 2008 2007
Bond interest payable $ 27,049 $ 24,987
Other items 10,328 13,125

$ 37,377 $ 38,112

December
June 30, 31,

F. Other liabilities consist of the following (dollars in thousands)
at: 2008 2007
Rent received in advance $ 5,619 $ 10,626
Security deposits 3,845 2,818
Value of in-place below-market leases, net 1,769 1,860

$ 11,233 ' $ 15,304
G. Impact of Recent Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board ("FASB") issued Statement No. 141R (revised 2007),
Business Combinations. Effective January 1, 2009, Statement No. 141R will change the accounting treatment and
disclosures for certain specific items in a business combination. Under Statement No. 141R, an acquiring entity will
be required to recognize all the assets acquired and liabilities assumed in a transaction at the acquisition-date fair
value with limited exceptions. We do not expect Statement No. 141R to have an impact on our financial position or
results of operations.

In June 2008, the FASB issued FASB Staff Position (“FSP”) EITF No. 03-6-1, Determining Whether Instruments
Granted in Share-Based Payment Transactions Are Participating Securities. FSP EITF No. 03-6-1 clarified that all
outstanding nonvested share-based payment awards that contain rights to nonforfeitable dividends are considered
“participating securities,” as defined by FSP EITF No. 03-6-1,which require the two-class method of computing basic
and diluted earnings per share to be applied. FSP EITF No. 03-6-1 is effective for fiscal years beginning after
December 15, 2008. We are currently assessing the impact of FSP EITF No. 03-6-1 on our calculation of basic and
diluted earnings per share.

3. Retail Properties Acquired

We acquire land, buildings and improvements that are used by retail operators.

A. During the first six months of 2008, Realty Income invested $184.2 million in 107 new retail properties and
properties under development with an initial weighted average contractual lease rate of 8.7%. These 107 properties
are located in 14 states, will contain over 711,000 leasable square feet, and are 100% leased with an average lease
term of 20.6 years. The initial weighted average contractual lease rate is computed by dividing the estimated
aggregate base rent for the first year of each lease by the estimated total cost of the properties.

In comparison, during the first six months of 2007, Realty Income invested $98.3 million in 46 new retail properties
and properties under development. These 46 properties are located in 12 states, contain over 554,000 leasable square

feet, and are 100% leased with an average lease term of 19.1 years.

B. During the first six months of 2008 and 2007, Crest did not invest in any new retail properties.

12
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C. Crest’s property inventory at June 30, 2008 consisted of eight properties with a total investment of $10.4 million
and at December 31, 2007 consisted of 30 properties with a total investment of $56.2 million. These amounts are
included on our consolidated balance sheets in “real estate held for sale, net.”
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D. Of the $184.2 million invested by Realty Income in the first six months of 2008, $10.0 million was used to acquire
two properties with existing leases with retail tenants. In accordance with Statement No. 141, Realty Income recorded
$397,000 as the intangible value of the in-place leases. This amount is recorded to “other assets” on our consolidated
balance sheets and amortized over the life of the leases.

Of the $98.3 million invested by Realty Income in the first six months of 2007, $7.1 million was used to acquire one
property with an existing lease with a retail tenant. In accordance with Statement No. 141, Realty Income recorded
$1.0 million as the intangible value of the in-place lease and $689,000 as the intangible value of the below-market
rents. These amounts are recorded to “other assets” and “other liabilities,” respectively, on our consolidated balance
sheets and are amortized over the life of the lease.

4. Credit Facility

In May 2008, we entered into a new $355 million acquisition credit facility replacing our existing $300 million
acquisition credit facility that was scheduled to expire in October 2008. The term of the new credit facility is for three
years until May 2011, plus two, one-year extension options. Under the new credit facility, our investment grade credit
ratings provide for financing at LIBOR (London Interbank Offered Rate) plus 100 basis points with a facility
commitment fee of 27.5 basis points, for all-in drawn pricing of 127.5 basis points over LIBOR.

As a result of entering into our new credit facility in May 2008, we expensed $235,000 of unamortized credit facility
origination costs from our prior credit facility in the second quarter of 2008, which are included in interest expense.

We did not utilize our credit facility during the first six months of 2008. The effective borrowing rate at June 30,
2008 was 3.5%. Our average borrowing rate on our credit facility during the first six months of 2007 was 6.0%. Our
current and prior credit facilities are subject to various leverage and interest coverage ratio limitations. We are and
have been in compliance with these covenants.

Our credit facility is unsecured and, accordingly, we have not pledged any assets as collateral for this obligation.

5. Notes Payable

Our senior unsecured note obligations consist of the following, sorted by maturity date at both June 30, 2008 and
December 31, 2007 (dollars in millions):

8.25% notes, issued in October 1998 and due in November 2008 $ 100.0
8% notes, issued in January 1999 and due in January 2009 20.0
5.375% notes, issued in March 2003 and due in March 2013 100.0
5.5% notes, issued in November 2003 and due in November 2015 150.0
5.95% notes, issued in September 2006 and due in September 2016 275.0
5.375% notes, issued in September 2005 and due in September 2017 175.0
6.75% notes, issued in September 2007 and due in August 2019 550.0
5.875% bonds, issued in March 2005 and due in March 2035 100.0

$ 1,470.0

We anticipate paying off the notes due in 2008 and 2009 by using cash on hand, utilizing our credit facility or issuing
new securities.

8
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6. Fair Value of Financial Assets and Liabilities

FASB Statement No. 157, Fair Value Measurements, became effective for us at the beginning of 2008 and did not
have an impact on our financial position or results of operations. In February 2008, the FASB delayed the effective
date of Statement No. 157 for non-financial assets and non-financial liabilities, except for items that are recognized or
disclosed at fair value in the financial statements on a recurring basis, to the beginning of 2009.

Statement No. 157 defines fair value as the price that would be received from the sale of an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date, and establishes a framework
for measuring fair value. Statement No. 157 also establishes a three-level valuation hierarchy for disclosure of fair
value measurements. The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or
liability as of the measurement date. A financial instrument’s categorization within this hierarchy is based upon the
lowest level of input that is significant to the fair value measurement. This statement applies to fair value
measurements and disclosures that are already required or permitted by most existing FASB accounting standards.

We believe that the carrying values reflected in the consolidated balance sheets at June 30, 2008 and December 31,
2007 reasonably approximate the fair values for cash and cash equivalents, accounts receivable, and all liabilities, due
to their short-term nature, except for notes payable. In making these assessments, we used estimates. The estimated
fair value of the notes payable at June 30, 2008 is $1.349 billion and at December 31, 2007 is $1.413 billion, based
upon the closing market price per note or indicative price per each note at June 30, 2008 and December 31, 2007,
respectively.

7. Gain on Sales of Real Estate Acquired for Resale by Crest

During the second quarter of 2008, Crest sold seven properties for $28.6 million, which resulted in a gain of

$1.7 million. As part of two sales during the second quarter and first six months of 2008, Crest provided buyer
financing of $19.2 million. In comparison, during the second quarter of 2007, Crest sold 26 properties for

$56.2 million, which resulted in a gain of $5.3 million. In the second quarter of 2007, as part of one sale, Crest
provided buyer financing of $619,000. Crest’s gains on sales are reported before income taxes and are included in
discontinued operations.

During the first six months of 2008, Crest sold 22 properties for $46.1 million, which resulted in a gain of $4.4
million. In comparison, during the first six months of 2007, Crest sold 31 properties for $69.5 million, which resulted
in a gain of $6.6 million. In the first six months of 2007, as part of two sales, Crest provided buyer financing of $3.8
million.

8. Gain on Sales of Investment Properties by Realty Income

During the second quarter of 2008, we sold eight investment properties for $7.4 million, which resulted in a gain of
$3.3 million. The results of operations for these properties have been reclassified as discontinued

operations. Additionally, we recorded an adjustment of $203,000 from the sale of excess land from one

property. This adjustment is included in “other revenue” on our consolidated statements of income because this
property continues to be owned as part of our core operations.

In comparison, during the second quarter of 2007, we sold two investment properties for a total of $1.0 million, which
resulted in a gain of $585,000. The results of operations for these properties have been reclassified as discontinued

operations.

9
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During the first six months of 2008, we sold nine investment properties for $7.8 million, which resulted in a gain of
$3.5 million. The results of operations for these properties have been reclassified as discontinued

operations. Additionally, we received proceeds of $439,000 from a sale of excess land from one property, which
resulted in a gain of $236,000. This gain is included in “other revenue” on our consolidated statements of income
because this property continues to be owned as part of our core operations.

In comparison, during the first six months of 2007, we sold three investment properties for $1.5 million, which
resulted in a gain of $585,000. The results of operations for these properties have been reclassified as discontinued
operations. In addition, we sold excess land from three properties for $3.8 million, which resulted in a gain of $1.8
million. The gain from the land sales is reported in “other revenue” on our consolidated statements of income because
these properties continue to be owned as part of our core operations.

9. Discontinued Operations

In accordance with FASB Statement No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets,

Realty Income’s operations from eight investment properties classified as held for sale at June 30, 2008, plus properties
sold in 2008 and 2007, are reported as discontinued operations. Their respective results of operations have been
reclassified to “income from discontinued operations, real estate held for investment” on our consolidated statements of
income. We do not depreciate properties that are classified as held for sale.

Crest acquires properties with the intention of reselling them rather than holding them for investment and operating
the properties. Consequently, we typically classify properties acquired by Crest as held for sale at the date of
acquisition and do not depreciate them. In accordance with Statement No. 144, the operations of Crest’s properties are
classified as “income from discontinued operations, real estate acquired for resale by Crest” on our consolidated
statements of income.

No debt was assumed by buyers of our investment properties, or repaid as a result of our investment property sales,

and we do not allocate interest expense to discontinued operations related to real estate held for investment. We
allocate interest expense related to borrowings specifically attributable to Crest’s properties. The interest expense
amounts allocated to the Crest properties held for sale are included in “income from discontinued operations, real estate
acquired for resale by Crest” on our consolidated statements of income.

If circumstances arise, which were previously considered unlikely and, as a result, we decide not to sell a property
previously classified as held for sale, the property is reclassified as real estate held for investment. A property that is
reclassified to held for investment is measured and recorded at the lower of (i) its carrying amount before the property
was classified as held for sale, adjusted for any depreciation expense that would have been recognized had the
property been continuously classified as held for investment, or (ii) the fair value at the date of the subsequent
decision not to sell.

A provision for impairment of $953,000 was recorded by Crest on one property held for sale in the second quarter of
2008. Provisions for impairment of $3.3 million were recorded by Crest on three properties held for sale in the first
six months of 2008. No provisions for impairment were recorded by Crest in the first six months of 2007. These
provisions for impairment are included in “income from discontinued operations, real estate acquired for resale by
Crest.” The provisions for impairment recorded in the first six months of 2008 reduced the carrying values to the
estimated fair-market value of those properties, net of estimated selling costs. These three properties were leased to a
subsidiary of Buffets, Inc. (“Buffets”) and the leases were guaranteed by Buffets.

10
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The following is a summary of Crest’s “income from discontinued operations, real estate acquired for resale” on our

consolidated statements of income (dollars in thousands):

Three months ended Six months ended

Crest’s income from discontinued
operations, June 30, June 30, June 30, June 30,
real estate acquired for resale 2008 2007 2008 2007
Gain on sales of real estate acquired
for resale $ 1,737 $ 5326 $ 4444 $ 6,566
Rental revenue 598 2,310 1,634 5,188
Other revenue 138 55 208 61
Interest expense (433) (1,758) (1,065) (3,877)
General and administrative expense (126) (179) (287) (282)
Property expenses (53) 9 (65) (14)
Provisions for impairment (953) -- (3,347) -
Income taxes 387 (1,463) 421) (1,612)
Income from discontinued
operations,

real estate acquired for resale by
Crest $ 1,295 $ 4282 $ 1,101 $ 6,030

The following is a summary of Realty Income’s “income from discontinued operations, from real estate held for

investment” on our consolidated statements of income (dollars in thousands):

Three months ended Six months ended
Realty Income’s income from
discontinued operations, June 30, June 30, June 30, June 30,
real estate held for investment 2008 2007 2008 2007
Gain on sales of investment
properties $ 3255 $ 585 $ 3,473 $ 585
Rental revenue 206 447 474 853
Depreciation and amortization 39) (104) (99) (217)
Property expenses (18) (7 (32) 24)
Income from discontinued
operations,

real estate held for investment $ 3,404 $ 921 $ 3,816 $ 1,197

The following is a summary of our total income from discontinued operations (dollars in thousands, except per share

data):
Three months ended Six months ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007
Real estate acquired for resale by
Crest $ 1,295 $ 4282 $ 1,101 $ 6,030
Real estate held for investment 3,404 921 3,816 1,197
Income from discontinued
operations $ 4,699 $ 5203 $ 4917 $ 7227
Per common share, basic and
diluted $ 0.05 $ 0.05 $ 0.05 $ 0.07

17
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10. Distributions Paid and Payable

A. Common Stock

We pay monthly distributions to our common stockholders. The following is a summary of the monthly distributions
paid per common share for the first six months of 2008 and 2007:

Month 2008 2007

January $ 0.136750 $ 0.126500
February 0.136750 0.126500
March 0.136750 0.126500
April 0.137375 0.127125
May 0.137375 0.127125
June 0.137375 0.127125
Total $ 0822375 $§ 0.760875

At June 30, 2008, a distribution of $0.138 per common share was payable and was paid in July 2008.
B. Preferred Stock

In 2004, we issued 5.1 million shares of 7.375% Monthly Income Class D cumulative redeemable preferred

stock. Beginning May 27, 2009, the Class D preferred shares are redeemable, at our option, for $25 per share. During
the first six months of 2008 and 2007, we paid six monthly dividends to holders of our Class D preferred stock
totaling $0.9218754 per share, or $4.7 million, and at June 30, 2008 a monthly dividend of $0.1536459 per share was
payable and was paid in July 2008.

In 2006, we issued 8.8 million shares of 6.75% Monthly Income Class E cumulative redeemable preferred

stock. Beginning December 7, 2011, the Class E preferred shares are redeemable, at our option, for $25 per

share. During the first six months of 2008, we paid six monthly dividends to holders of our Class E preferred stock
totaling $0.84375 per share, or $7.4 million, and at June 30, 2008 a monthly dividend of $0.140625 per share was
payable and was paid in July 2008. During the first six months of 2007, we paid six monthly dividends to holders of
our Class E preferred stock totaling $0.88125 per share, or $7.8 million. In January 2007, we paid the first Class E
preferred dividend of $0.178125, which covered a period of 38 days.

12
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11. Net Income Per Common Share

Basic net income per common share is computed by dividing net income available to common stockholders by the
weighted average number of common shares outstanding during each period. Diluted net income per common share
is computed by dividing net income available to common stockholders for the period by the weighted average number
of common shares that would have been outstanding assuming the issuance of common shares for all potentially
dilutive common shares outstanding during the reporting period.

The following is a reconciliation of the denominator of basic net income per common share computation to the
denominator of diluted net income per common share computation:

Three months ended Six months ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007

Weighted average shares

used for the basic net

income per share

computation 100,346,512 100,133,094 100,326,039 100,111,734
Incremental shares from

share-based

compensation 47,919 113,018 94,653 192,883
Adjusted weighted

average shares used for

diluted net income per

share computation 100,394,431 100,246,112 100,420,692 100,304,617
Unvested shares from

share-based

compensation that were

anti-dilutive 620,670 267,231 620,770 600

No stock options were anti-dilutive for the three and six months ended June 30, 2008 and 2007.

12. Supplemental Disclosures of Cash Flow Information
Interest paid in the first six months of 2008 was $44.5 million and in the first six months of 2007 was $28.4 million.

Interest capitalized to properties under development in the first six months of 2008 was $55,000 and in the first six
months of 2007 was $471,000.

Income taxes paid by Realty Income and Crest in the first six months of 2008 totaled $1.5 million and in the first six
months of 2007 totaled $2.7 million.

The following non-cash investing and financing activities are included in the accompanying consolidated financial
statements:

A. Share-based compensation expense for the first six months of 2008 was $2.9 million and for the first six months of
2007 was $2.2 million.
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B. In the first six months of 2008, Crest sold two properties for $23.5 million and received notes totaling $19.2
million from the buyers, which are included in “other assets” on our consolidated balance sheets.

C. At June 30, 2008, Realty Income had escrow deposits of $6.9 million for tax-deferred exchanges under Section
1031 of the Tax Code.

D. See note 9 for a discussion of impairments recorded by Crest in the first six months of 2008.

E. In the first six months of 2007, Crest sold two properties for $5.5 million and received notes totaling $3.8 million
from the buyers, which are included in “other assets” on our consolidated balance sheets.

13
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F. In connection with the acquisition of seven properties during the first six months of 2007, we acquired restricted
escrow funds totaling $2.6 million. We only had limited rights regarding the use of these funds. During the
remainder of 2007, all of these funds were invested in improvements to these seven properties.

G. Distributions payable on our balance sheets are comprised of the following declared distributions as of June 30,
2008 and December 31, 2007 (dollars in thousands):

2008 2007
Common stock distributions $ 13,985 $ 13,823
Preferred stock dividends 2,021 2,021

13. Segment Information

We evaluate performance and make resource allocation decisions on an industry by industry basis. For financial
reporting purposes, we have grouped our tenants into 31 industry and activity segments (including properties owned
by Crest that are grouped together as a segment). All of the properties are incorporated into one of the applicable
segments. Because almost all of our leases require the tenant to pay operating expenses, revenue is the only
component of segment profit and loss we measure.

The following tables set forth certain information regarding the properties owned by us, classified according to the
business of the respective tenants as of June 30, 2008 (dollars in thousands):

Three months ended Six months ended

June 30, June 30, June 30, June 30,
Revenue 2008 2007 2008 2007
Segment rental revenue(1):
Automotive service $ 3,958 $ 3,709 $ 7,959 $ 7,409
Automotive tire services 5,508 5,283 10,991 10,565
Child care 6,182 6,066 12,491 12,117
Convenience stores 13,345 9,854 25,084 19,486
Drug stores 3,481 1,941 6,360 3,882
Health and fitness 4,567 3,871 9,089 6,886
Home furnishings 1,924 2,002 3,859 3,916
Motor vehicle dealerships 2,601 2,358 5,153 4,721
Restaurants 17,832 13,339 37,016 26,547
Theaters 7,463 6,514 14,644 13,028
21 non-reportable segments 15,491 15,175 31,302 30,338
Total rental revenue 82,352 70,112 163,948 138,895
Other revenue 80 213 1,529 2,365
Total revenue $ 82,432 $ 70,325 $ 165,477 $ 141,260

(1) Crest’s revenue appears in “income from discontinued operations, real estate acquired for resale by Crest” and is not
included in this table, which covers revenue but does not include revenue classified as part of income from
discontinued operations.
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June 30, December 31,

Assets, as of: 2008 2007
Segment net real estate:
Automotive service $ 108,555 $ 110,100
Automotive tire services 211,265 212,747
Child care 88,209 90,757
Convenience stores 478,788 408,119
Drug stores 147,968 100,154
Health and fitness 169,270 169,109
Home furnishings 53,529 54,509
Motor vehicle dealerships 106,505 101,887
Restaurants 764,809 776,973
Theaters 304,346 267,413
21 non-reportable segments 481,190 532,487
Total segment net real estate 2,914,434 2,824,255
Other intangible assets — Drug stores 7,058 6,988
Other intangible assets — Theaters 2,343 2,496
Other intangible assets — Grocery stores 937 962
Other intangible assets — Automotive tire services 735 765
Other corporate assets 117,430 241,886
Total assets $ 3,042937 $ 3,077,352
14. Common Stock Incentive Plan

In 2003, our Board of Directors adopted, and our stockholders approved, the 2003 Incentive Award Plan of Realty
Income Corporation (the “Stock Plan”) to enable us to attract and retain the services of directors, employees and
consultants, which we consider to be essential to our long-term success. The Stock Plan offers our directors,
employees and consultants an opportunity to own stock in Realty Income and/or rights that will reflect our growth,
development and financial success. The Stock Plan was amended and restated by our Board of Directors in February
2006 and in May 2007.

Effective January 1, 2006, we adopted FASB Statement No. 123R, Share-Based Payments. Statement No. 123R
requires companies to recognize in the income statement the grant-date fair value of stock options and other
equity-based compensation issued to employees. Effective January 1, 2002, we adopted the fair value recognition
provisions of FASB Statement No. 123, Accounting for Stock-Based Compensation, and starting January 1, 2002
expensed costs for all stock option awards granted, modified, or settled.

The amount of share-based compensation costs charged against income during the second quarter of 2008 was $1.7
million, during the second quarter of 2007 was $1.4 million, during the first six months of 2008 was $2.9 million and

during the first six months of 2007 was $2.2 million.
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The following table summarizes our common stock grant activity under our Stock Plan. Our common stock grants
vest over periods ranging from immediately to 10 years.

For the six
months ended For the year ended
June 30, 2008 December 31, 2007
Weighted Weighted
Number of average  Number of average
shares price (1) shares price (1)
Outstanding nonvested
shares, beginning of year 994,572 $ 1946 868,726 $ 17.96
Shares granted 248,447 26.64 276,631 27.64
Shares vested (175,818) 21.99 (149,284) 20.94
Shares forfeited (7,896) 24.76 (1,501) 24.81
Outstanding nonvested
shares, end of each period 1,059,305 $ 21.64 994,572 $ 19.46

(1) Grant date fair value.

During the first six months of 2008, we issued 248,447 shares of common stock under our Stock Plan. These shares
vest over the following service periods: 24,350 vested upon grant, 16,000 vest over a service period of one year, 156
vest over a service period of two years, 12,000 vest over a service period of three years, 3,681 vest over a service
period of four years, 91,553 vest over a service period of five years and 100,707 vest over a service period of 10 years.

As of June 30, 2008, the remaining unamortized share-based compensation expense totaled $22.9 million, which is
being amortized on a straight-line basis over the service period of each applicable award.

The effect of pre-vesting forfeitures on our recorded expense has historically been negligible. Any future pre-vesting
forfeitures are also expected to be negligible and we will record the benefit related to such forfeitures as they

occur. Under the terms of our Stock Plan, we pay non-refundable dividends to the holders of our nonvested

shares. Under Statement No. 123R, the dividends paid to holders of these nonvested shares should be charged as
compensation expense to the extent that they relate to nonvested shares that do not or are not expected to vest. Given
the negligible historical and prospective forfeiture rate determined by us, we did not record any amount to
compensation expense related to dividends paid in 2008 or 2007.

No stock options were granted after January 1, 2002 and all outstanding options were fully vested as of December 31,
2006. Stock options were granted with an exercise price equal to the underlying stock’s fair market value at the date of
grant. Stock options expire ten years from the date they were granted and vested over service periods of one, three,
four or five years. As of June 30, 2008, there were 22,614 vested stock options outstanding and exercisable with a
weighted average exercise price of $13.28. There were 22,393 stock options exercised in the first six months of 2008,
with a weighted average exercise price of $12.14. There were no stock option forfeitures in the first six months of
2008.
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15. Commitments and Contingencies

In the ordinary course of business, we are party to various legal actions which we believe are routine in nature and
incidental to the operation of our business. We believe that the outcome of the proceedings will not have a material
adverse effect upon our consolidated financial position or results of operations.

At June 30, 2008, we have committed $6.6 million under construction contracts. These costs are expected to be paid
in the next 12 months. In addition, we also have contingent payments for tenant improvements and leasing costs of
$832,000.

16. Subsequent Event

On January 22, 2008, Buffets Holdings, Inc. (“Buffets Holdings”) together with each of its subsidiaries, filed voluntary
petitions for reorganization under Chapter 11 of the U.S. Bankruptcy Code. Realty Income owned 116 properties and
Crest owned three properties leased to subsidiaries of Buffets, Inc. ("Buffets”) and guaranteed by Buffets. Buffets is a
subsidiary of Buffets Holdings. In February 2008, Buffets Holdings elected to reject the leases for 12 properties
owned by Realty Income and two properties owned by Crest, and returned those 14 properties to us. In July 2008,
Realty Income reached an agreement with Buffets Holdings for the continued lease of all of its remaining properties.
Under the terms of the agreement, all 105 of the remaining leases, including 104 owned by Realty Income and one
owned by Crest, will be assumed and continue to be operated by Buffets Holdings. Rents will be modified, for the
104 Realty Income properties, from an annualized rent of $22.4 million to $19.4 million, or 87% of previous rents. In
addition, rents are to increase 2% annually. Subsequent to the approval of this agreement, it is anticipated that Buffets
Holdings will continue to be our largest tenant and will represent approximately 5.9% of Realty Income’s annualized
lease revenue. The agreement has been filed with the Court for approval and is subject to the requirements of the U.S.
Bankruptcy Code.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
FORWARD-LOOKING STATEMENTS

This quarterly report on Form 10-Q, including documents incorporated by reference, contains forward-looking

statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Exchange Act of

1934, as amended. When used in this quarterly report, the words “estimated”, “anticipated”, “expect”, “believe”, “intend” and
similar expressions are intended to identify forward-looking statements. Forward-looking statements are subject to

risks, uncertainties, and assumptions about Realty Income Corporation, including, among other things:

Our anticipated growth strategies;
Our intention to acquire additional properties and the timing of these acquisitions;
Our intention to sell properties and the timing of these property sales;
Our intention to re-lease vacant properties;
¢ Anticipated trends in our business, including trends in the market for long-term net-leases of freestanding,
single-tenant retail properties;
. Future expenditures for development projects; and
o Profitability of our subsidiary, Crest Net Lease, Inc. (“Crest”).

Future events and actual results, financial and otherwise, may differ materially from the results discussed in the
forward-looking statements. In particular, some of the factors that could cause actual results to differ materially are:

Our continued qualification as a real estate investment trust;
General business and economic conditions;
Competition;
Fluctuating interest rates;
Access to debt and equity capital markets;
¢ Continued uncertainty in the credit markets;
¢ Other risks inherent in the real estate business including tenant defaults, potential liability relating to environmental
matters, illiquidity of real estate investments, and potential damages from natural disasters;
Impairments in the value of our real estate assets;
Changes in the tax laws of the United States of America;
The outcome of any legal proceedings to which we are a party; and
Acts of terrorism and war.

Additional factors that may cause risks and uncertainties include those discussed in the sections entitled “Business”,
“Risk Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in our
Annual Report on Form 10-K for the fiscal year ended December 31, 2007.

Readers are cautioned not to place undue reliance on forward-looking statements, which speak only as of the date that
this quarterly report was filed with the Securities and Exchange Commission, or SEC. We undertake no obligation to
publicly release the results of any revisions to these forward-looking statements that may be made to reflect events or
circumstances after the date of this quarterly report or to reflect the occurrence of unanticipated events. In light of
these risks and uncertainties, the forward-look