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he past year was an active and exciting year, as o In October and November 2003 we completéd”a public offering of
o 3,737,500 shares of our common stock, which provided net proceeds to us
well as a year of Contmumg grOWth’ for our of approximately $64,500,000. Through December 31, 2003 we had used

$22,400,000 of the net proceeds from this offering and at December 31,

2003 had approximately $46,000,000 of cash and cash equivalents
available, plus $30,000,000 available under our credit ling, 1o
acquire additional properties, either directly or through joint

company. The following sets forth the highlights

of the year:

ventures. We are actively pursuing the acquisition of
additional properties fitting our investment criteria.

o 0On January 15, 2004 our common stock was
listed on the New York Stock Exchange and we were
pleased to have the opportunity to meet with the chief
executive officer of the exchange, John Thain, and other
exchange executives, and to participate in the opening bell

ceremony. We believe that listing our common stock on the New York
Stock Exchange gives our company greater exposure and creates more
liquidity for our stockholders. We are delighted to have joined most of the
preeminent companies in the United States as a New York Stock
Exchange listed company.

o On December 30, 2003 we redeemed all of our outstanding cumuiative
convertible preferred stock. Of the 648,058 outstanding shares of preferred
stock, 509,185 shares were redeemed for a total payment of $8,401,553
($16.50 per share) and 138,873 shares were converted into 114,539 shares
of common stock. The redemption and conversion will be accretive to common
stockholders in 2004,

o Qur real estate portfolib (net of accumulated depreciation) increased by
$36,879,000 (26.3%) to $177,316,000 at the end of 2003 from
$140,437,000 at the end of 2002. Qur investment in unconsolidated joint
ventures increased to $24,441,000 from $23,453,000 at the end of 2002.

o In our continuing effort to expand and upgrade our property portfolio we
disposed of one small property in 2003 at a modest gain. We currently own
thirty-eight properties (including two purchased in March 2004), participate
in four joint ventures which own a total of 12 properties and own a 50%
tenancy in common interest in another property. Qur properties, located in
17 states, have approximately 3,800,000 square feet of rentable space
(including properties owned by our joint ventures) and for the 2003 year
had an occupancy rate of approximately 99%.
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e Qur rental revenues increased in 2003 to $19,284,000, a 29.6% increase,
from $14,879,000 in 2002, our earnings in equity of unconsolidated joint
ventures increased to $2,411,000, a 124% increase, from $1,078,000 in
2002 and our net income increased to $8,525,000, or $1.18 per share, a
45% increase, from $5,880,000, or $1.04 per share in 2002.

o Funds from operations applicable to common stockholders, increased
51.7% year over year to $11,766,000 ($1.85 per share) from $7,757,000
($1.67 per share). Funds from operations applicable to common stock-
holders is derived by adding to net income depreciation of properties, our
share of depreciation in unconsolidated joint ventures and amortization of
deferred leasing costs and deducting the gain on sale of real estate and
cash distributions paid to preferred stockholders. This calculation can be
found on page 21.

o In 2003 we continued to pay distributions to our common stockholders at
the annual rate of $1.32 per share ($.33 per share per quarter). In 2003,
we paid total cash distributions to our common stockholders of
$8,780,000 and to our preferred stockhoiders of $1,037,000.

o We are completing arrangements for an increase in our credit line from
$30,000,000 to $62,500,000, adding new institutions to the line. This credit
facility, along with the funds remaining from our 2003 public offering and
funds which will become available from mortgage financings, will provide
us with funds to continue our proactive acquisition activities.
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At our June 14, 2004 Annual Meeting, Arthur Hurand will retire as a director
of our company. Art has been an active and helpful director of our company
for fifteen years and the company, its directors and officers have benefited
immeasurably from Art’s insight, wise counsel and dedication. We would like
to express our deep appreciation to Art for being a most positive force in the
growth and development of our company. We wish him good health and
much happiness.

We would like to thank our stockholders, our joint venture partners and our
lending institutions for the confidence that they have shown in us and our
directors, officers and employees for their dedication. The year 2003 was
active, exciting, positive and productive. We expect to build on these accom-
plishments in 2004.

Sincerely yours,

Fredric H. Gould & Jeffrey Fishman

Chairman President and Chief
Executive Officer

Aprif 15, 2004

Certain statements contained in this letter are “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995.
Such forward-looking statements are subject to risks, uncertainties and other factors that could cause actual results to differ materially from future
results expressed or implied by such forward-looking statements. For additional information about the company, please see the company’s most recent
Form 10K dated March 11, 2004, as filed with the Securities and Exchange Commission on March 15, 2004, and other documents filed by the company

with the Securities and Exchange Commission.

ONE LIBERTY PROPERTIES, INC.

obligations. We believe that our emphasis on

is a self-administered and self-managed real
estate investment trust incorporated under
the laws of Maryland on December 27, 1982.
The primary business of the Company is to
acquire, own and manage a geographically
diversified portfolio of retail, industrial, office,
movie theaters and other properties under
long term leases. Substantially all of our leases
are “net leases” under which the tenant is
responsible for real estate taxes, insurance
and ordinary maintenance and repairs.

- ONE LIBERTY
Qs  PROPERTIES, INC.

We acquired our portfolio of properties by bal-
ancing fundamental real estate analysis with
fenant credit evaluation. Our analysis focuses
on the value of a property, determined prima-
rily by its location, use, and by iocal demo-
graphics. We also evaluate a tenant’s financial
ability to meet operational needs and lease

property value enables us to achieve better
returns on our acquired properties and also
enhances our ability to re-rent or dispose of a
property on favorable terms upon the
expiration or early termination of a lease.
Consequently, we believe that the weighting
of these factors in our analysis enables us to
achieve attractive current returns with potential
growth through contractual rent increases
and property appreciation.

The common stock of One Liberty trades on the New York Stock Exchange, under the symbol OLP. As of April 15, 2004, there were 9,725,599 common shares
outstanding in the hands of approximately 3,000 sharehoiders.
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Financial Highlights

(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)

Year Ended December 31,

2003 2002
Revenues $ 19,796 $ 15705
Expenses 13,696 10,892
Earnings before equity in earnings of unconsolidated joint ventures and gain (loss) on sale 6,100 4,813
Equity in earnings of unconsolidated joint ventures 2,411 1,078
Income before gain (loss) on sale $ 85N $ 5,891
Net income $ 8,525 $ 5,880
Dividends on preferred stock 1,037 1,037
Net income applicable to common stockholders § 7488 $ 4,843
Net income per common share-diluted 3 118 $ 1.04
Weighted average number of common shares-diluted 6,361 4,644

December 31,

2003 - 2002
Total assets $ 259,089 $ 179,609
Real estate investments, net 177,316 140,437
Investment in unconsolidated joint ventures 24,441 23,453
Mortgages payable 106,133 77,367
Line of credit - 10,000
Total liabilities 113,120 90,915
Stockholders' equity 145,969 88,694
REAL ESTATE FUNDS FROM STOCKHOLDERS®
INVESTMENTS, NET OPERATIONS : EQUITY
{(INCLUDES UNCONSOLIDATED APPLICABLE TO COMMON
JOINT VENTURES)
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Consolidated Balance Sheets

(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)

December 31,
2003 2002
ASSETS
Real estate investments, at cost (Notes 3 and 5)
Land $ 37,880 $ 30,847
Buildings and improvements 153,591 120,447
191,471 151,294
Less accumutated depreciation 14,155 10,857
177,316 140,437
Investment in unconsolidated joint ventures (Note 4) 24,441 23,453
Mortgages receivable (including $6,260 from an affiliated joint venture in 2002) - 6,516
Cash and cash equivalents 45,944 2,624
Unbilled rent receivable (Note 3) 4,264 3,207
Rent, interest, deposits and other receivables 3,323 1,471
Notes receivable - officer (Note 8) - 166
Investment in BRT Realty Trust (related party) (Note 2) 867 398
Deferred financing costs 1,962 1,072
Other (including available-for-sale securities of $146 and $94) (Note 2) 972 265
§ 259,089 $ 179,609
LIABILITIES AND STOCKHOLDERS' EQUITY '
Liabilities:
Mortgages payable (Note 5) $ 106,133 $ 77,367
Line of credit (Note 5) - 10,000
Dividends payable 3,400 2,116
Accrued expenses and other liabilities 3,587 1,432
Total liabilities 113,120 90,915
Commitments and contingencies (Note 11) - -
Stockholders’ equity (Notes 6, 7, 9 and 10):
Redeemable Convertible Preferred Stock,

$1 par value; $1.60 cumulative annual dividend;

2,300 shares authorized; 648 shares issued and outstanding

in 2002; liquidation and redemption values of $16.50 - 10,693
Common Stock, $1 par value; 25,000 shares authorized;

9,605 and 5,626 shares issued and outstanding 9,605 5,626
Paid-in capital 130,863 65,646
Accumulated other comprehensive income - net unrealized

gain on available-for-sale securities (Note 2) 823 312
Unearned compensation (447) -
Accumulated undistributed net income 5125 6,417

Total stockholders' equity 145,969 88,694
| s 259,089 $ 179,609

SEE AGCOMPANYING NOTES
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Consolidated Statements of Income
(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)
Year Ended December 31,
2003 2002 2001
Revenues:
Rental income (Note 3) $ 19284 $ 14,879 $ 15,053
interest and other income (including $194 and $231
in 2003 and 2002 from an affiliated joint venture) 512 826 184
19,796 15,705 15,237
Expenses:
Depreciation and amortization 3,473 2,617 2,585
Interest - mortgages payable (Note 5) 6,844 6,202 6,037
Interest - line of credit (Note 5) 564 75 338
Leasehold rent 24 289
General and administrative (Note 8) 2,203 1,675 1,136
Public offering expenses (Notes 7 and 8) 69 125 -
Real estate expenses 543 174 181
13,696 10,892 10,566
Earnings before equity in earnings of unconsolidated
joint ventures and gain (loss) on sale 6,100 4,813 4,671
Equity in earnings of unconsolidated joint ventures 2,411 1,078 83
Gain (loss) on sale of real estate (Note 3) 14 (29) 126
Gain (loss) on sale of available-for-sale securities 18 (14)
Net income $§ 8525 $ 5,880 $ 4,866
Calculation of net income applicable to common stockholders:
Net income $ 8,525 $ 5,880 $ 4,866
Less dividends on preferred stock 1,037 1,037 1,037
Net income applicable to common stockholders $ 7488 $ 4,843 $ 3,829
Weighted average number of common shares outstanding:
Basic 6,329 4,614 3,019
Diluted i 6,361 4,644 3,036
|
Net income per common share (Notes 2 and 9): |
Basic $ 118 1.05 1.27
Diluted L8 1.18 1.04 1.26
Cash distributions per share:
Common Stock $ 13 $ 1.32 1.20
Preferred Stock $ 160 $ 1.60 $ 1.60

SEE ACCOMPANYING NOTES




Consolidated Statements of Stockholders’ Equity

FOR THE THREE YEARS ENDED DECEMBER 31, 2003
(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)

Accumulated
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Other Accumulated
Preferred Common Paid-in Comprehensive Unearned Undistributed
Stock Stock Capital Income Compensation  Net Income  Total
Balances, December 31, 2000 $ 10,693 $ 3,010 $ 31,650 $ 76 $ - $ 7,947 $ 53,376
Distributions - Common Stock
($1.20 per share) - - - - (3,632) (3,632)
Distributions - Preferred Stock
($1.60 per share) - - - - (1,037) (1,037)
Exercise of options - 33 368 - - - 401
Shares issued through dividend reinvestment plan - 15 174 - - - 189
Net income - - - - - 4,866 4,866
Other comprehensive income -
net unrealized gain on available-
for-sale securities (Note 2) - - - 185 - 185
Comprehensive income 5,051
Balances, December 31, 2001 10,693 3,058 32,192 261 - 8,144 54,348
Distributions - Common Stock
($1.32 per share) - - - - - (6,570) {6,570)
Distributions - Preferred Stock
($1.60 per share) - - - - (1,037) (1,037)
Exercise of options - 48 562 - - - 610
Shares issued through public offering - 2,500 32,621 - - - 35,121
Shares issued through dividend reinvestment plan - 20 271 - - - 291
Net income - - - - - 5,880 5,880
Other comprehensive income -
net unrealized gain on available-
for-sale securities (Note 2) - - - 51 - 51
Comprehensive income 5,931
Balances, December 31, 2002 10,693 5,626 65,646 312 - 6,417 88,694
Distributions - Common Stock
($1.32 per share) - - - (8,780) (8,780)
Distributions - Preferred Stock
($1.60 per share) - - - (1,037) (1,037)
Exercise of options 67 801 - - - 868
Shares issued through public offering 3,737 60,811 - - - 64,548
Shares issued through dividend reinvestment plan - 61 943 - - - 1,004
Redemption of preferred stock (10,693) 114 2,174 - - - (8,405)
Issuance of restricted stock - - 488 - (488) - -
§Compensation expense - restricted stock - - - - 41 - 41
- Netincome - - - - 8,525 8,525 °
Other comprehensive income -
net unrealized gain on available-
for-sale securities (Note 2) - - 511 - - 511
%Comprehensive income 9,036
1Balances, December 31, 2003 $ $ 9,605 $130,863 $ 823 $ (447) $ 5125 $145969 J

SEE ACCOMPANYING NOTES
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Consolidated Statements of Cash Flows
(AMOUNTS IN THOUSANDS)
Year Ended December 31,
2003 2002 2001
Cash flows from operating activities: ;
Net income | 8,525 $ 5,880 $ 4,866
Adjustments to reconcile net income to net cash provided by operating activities:
(Gain) loss on sale of real estate | (14) 29 (126)
(Gain) loss on sale of available-for-sale securities | - (18) 14
Increase in rental income from straight-lining of rent : (1,058) (765) (827)
Decrease in rental income from above/below market leases j 54 - -
Restricted stock expense ! 41 - -
Equity in earnings of unconsolidated joint ventures (2,411) (1,078) (83)
Distributions from unconsolidated joint ventures 2,407 1177 65
Payments to minority interest by subsidiary ? (18) (16) (23)
Depreciation and amortization s 3,473 2,617 2,585
Amortization of financing costs included in interest expense i 325 259 315
Changes in assets and liabilities: i
Increase in rent, interest, deposits and other receivables ; (478) (362) (153)
Increase in accrued expenses and other liabilities ‘ 760 621 131
Net cash provided by operating activities ; 11,606 8,344 6,764
Cash flows from investing activities:
Additions to real estate i (24,327) (25,880) (152)
Net proceeds from sale of real estate i 159 281 749
Net proceeds from condemnation of real estate 32 - -
Investment in unconsolidated joint ventures, net (984) (19,538) (6,327)
Sale of portion of interest in unconsolidated joint venture - 3,150 -
Investment in mortgages receivable - {including $6,340 \
due from an affiliated joint venture in 2002) } (7,000) (6,340) -
Collection of mortgages receivable (including $6,260 and $80 from an affiliated joint venture) ‘ 13,516 84 -
Net proceeds from sale of available-for-sale securities ; - 344 201
Purchase of available-for-sale securities ; (10) (157) (173)
Net cash used in investing activities (18,614) (48,056) (5,702)
Cash flows from financing activities:
(Repayments) proceeds from bank line of credit, net (10,000) 10,000 (10,000)
Proceeds from mortgages payable 13,508 3,350 13,600
Payment of financing costs (1,215) (84) (408)
Repayment of mortgages payable (1,612) (2,570 (1,136)
Collection of notes receivable - officer 166 - -
Proceeds from issuance of shares through public offering 68,160 38,01 -
Underwriters’ discounts and commissions and other public offering costs (3,613 (2,890) -
Cash distributions - Common Stock {7,436) {5,630) (2,714)
Cash distributions - Preferred Stock ; {1,037 (1,037) (778)
Exercise of stock options ‘ 868 610 401
Redemption of preferred stock ‘ (8,405) - -
Issuance of shares through dividend reinvestment plan 1,004 291 189
Net cash provided by (used in) financing activities 50,328 40,051 (846)
Net increase in cash and cash equivalents 43,320 339 216
Cash and cash equivalents at beginning of year 2,624 2,285 2,089
Cash and cash equivalents at end of year 45,944 $ 2,624 $ 2,285
Supplemental disclosures of cash flow information:
Cash paid during the year for interest expense 7,156 $ 6,015 $ 6,084
Supplemental schedule of non cash investing and financing activities:
Assumption of mortgages payable in connection with purchase of real estate 15,121 $ - $ -
Accrual of additions to real estate 1,413 - -
Conversion of preferred stock to common stock 2,284 -
Contribution of real property to unconsolidated joint venture - 819
Mortgage taken back upon sale of real estate - 260 -

SEE ACCOMPANYING NOTES




8 ONE LIBERTY PROPERTIES, INC. AND SUBSIDIARIES <

Notes to Consolidated Financial Statements

DECEMBER 31, 2003

NOTE 1 - ORGANIZATION AND BACKGROUND

One Liberty Properties, Inc. (the “Company”) was incorporated in 1982 in the
state of Maryland. The Company is a self-administered and self-managed
real estate investment trust (“REIT”). The Company acquires, owns and
manages a geographically diversified portfolio of retail, industrial, office,
movie theater and other properties, a substantial portion of which are under
long-term net leases. The Company owns thirty-six properties, participates
in four joint ventures which own a total of twelve properties and holds a 50%
tenancy in common interest in one property. The forty-nine properties are
located in seventeen states.

NOTE 2 — SIGNIFICANT ACCOUNTING POLIGIES

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of One Liberty
Properties, Inc., its wholly-owned subsidiaries and a majority-owned limited
liability company (“LLC”) (in which the Company held a 95% interest through
September 8, 2003). On September 9, 2003, the Company purchased the 5%
minority owned interest of the LLC owned by the spouse of the Company’s
president and chief executive officer. Accordingly, at December 31, 2003 the
Company owns 100% of the LLC. One Liberty Properties, Inc., its subsidiaries
and the LLC (through September 8, 2003) are hereinafter referred to as the
Company. Material intercompany items and transactions have been eliminated.

INVESTMENT IN UNCONSOLIDATED JOINT VENTURES

The Company accounts for its investments in unconsolidated joint ventures
under the equity method of accounting as the Company exercises significant
influence, but does not control these entities. These investments are recorded
initially at cost, as investments in unconsolidated joint ventures, and subse-
quently adjusted for equity in earnings and cash contributions and distributions.
Any difference between the carrying amount of these investments on the
balance sheet of the Company and the underlying equity in net assets is
amortized as an adjustment to equity in earnings of unconsolidated joint
ventures over 40 years. See Note 4. None of the joint venture debt is recourse
to the Company.

USE OF ESTIMATES

The preparation of the consolidated financial statements in conformity with
accounting principles generally accepted in the United States requires man-
agement to make estimates and assumptions that affect the amounts reported
in the financial statements and accompanying notes. Actual results could differ
from those estimates.

Management believes that the estimates and assumptions that are most
important to the portrayal of the Company’s financial condition and results
of operations, in that they require management’s most difficult, subjective or
complex judgments, form the basis of the accounting policies desmed to be
most significant to the Company. These significant accounting policies relate
to revenues and the value of the Company’s real estate pertfolio. Management
believes its estimates and assumptions related to these significant accounting
policies are appropriate under the circumstances; however, should future events
or occurrences result in unanticipated consequences, there could be a material
impact on the Company’s future financial condition or resuits of operations.

REVENUE RECOGNITION

Rental income includes the base rent that each tenant is required to pay in
accordance with the terms of their respective lzases reported on & straight-line
basis over the initial term of the lease. Some of the leases provide for additionat
contingent rental revenue in the form of percentage rents and increases
based on the consumer price index. The percentage rents are based upon
the level of sales achieved by the lessee and are recorded once the required
sales levels are reached.

CASH AND CASH EQUIVALENTS
Cash equivalents consist of highly liquid investments with maturities of three
months or less when purchased.

PURCHASE ACCOUNTING FOR ACQUISITION
OF REAL ESTATE

The fair value of the real estate acquired is allocated to the acquired tangible
assets, consisting of land and building, and identified intangible assets and
liabilities, consisting of the value of above-market and below-market leases
and other value of in-place leases based in each case on their fair values.

The fair value of the tangible assets of an acquired property (which includes
land and building) is determined by valuing the property as if it were vacant,
and the “as-if-vacant” value is then allocated to land and building based on
management's determination of relative fair values of these assets.

DEPRECIATION

Depreciation of buildings is computed on the straight-line method over an
estimated useful life of 40 years for commercial properties and 27 1/2 years
for residential properties.

DEFERRED FINANCING COSTS

Mortgage and credit line costs are deferred and amortized on a straight-line
basis over the terms of the respective debt cbligations, which approximates
the effective interest method.
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FEDERAL INCOME TAXES

The Company has qualified as a real estate investment trust under the appli-
cable provisions of the Internal Revenue Code. Under these provisions, the
Company will not be subject to federal income taxes on amounts distributed
to stockholders providing it distributes substantially all of its taxable income
and meets certain other conditions.

All distributions made during 2003 were attributable to ordinary income.
Distributions made during 2002 included less than 1% attributable to capital
gains, with the balance to ordinary income,

INVESTMENT IN EQUITY SECURITIES

The Company determines the appropriate classification of securities at the
time of purchase and reassesses the appropriateness of the classification at
each reponing date. At December 31, 2003, all marketable securities have
been classified as available-for-sale and, as a result, are stated at fair value.
Unrealized gains and losses on available-for-sale securities are recorded as
accumulated other comprehensive income in the stockholders’ equity section.

The Company's investment in 30,048 common shares of BRT Realty Trust
("BRT™), a related party of the Company, (accounting for less than 1% of the
total voting power of BRT), purchased at a cost of $97,000, has a fair market
value at December 31, 2003 of $867,000. At December 31, 2003, the total
cumulative unrealized gain of $823,000 on all investments in equity securities
are reported as accumulated other comprehensive income in the stockholders’
equity section.

Realized gains and losses are determined using the average cost method.
During 2003, 2002 and 2001, sales proceeds and gross realized gains and
losses on securities classified as available-for-sale were:

2003 2002 2001
Sales proceeds J $ - $344,000 $ 201,000
Gross realized losses 'S - $ (3000) $ (17,000
Gross realized gains $ - $ 21000 $ 3,000

FAIR VALUE OF FINANCIAL INSTRUMENTS
The following methods and assumptions were used to estimate the fair value
of each class of financial instruments;

CASH AND CASH EQUIVALENTS: The carrying amounts reported in the
balance sheet for these instruments approximate their fair values.

MORTGAGES RECEIVABLE: At December 31, 2002, the Company had two
mortgage loans outstanding with an aggregate balance of $6,516,000. The
carrying amounts of the mortgages receivable approximated market due to

the short term maturities of the loans. The mortgages were paid off in full
during 2003.

NOTES RECEIVABLE - OFFICER: At December 31, 2002, the Company
reported notes receivable with a carrying amount of $166,000 in the balance
sheet which was the face value of the notes. The notes carried an interest
rate equal to the prime rate and thus the outstanding balance approximated
the fair value. The notes were paid in full during August 2003.

INVESTMENT IN EQUITY SECURITIES: Since these investments are
considered “available-for-sale”, they are reported in the balance sheet based
upon quoted market prices.

MORTGAGES PAYABLE: At December 31, 2003, the estimated fair value of
the Company's mortgages payable exceeded its carrying value by approxi-
mately $2,870,000, assuming a market interest rate of 6.80%.

LINE OF CREDIT: There is no material difference between the carrying
amounts and fair value because the interest rate is at the prime rate.

Considerable judgment is necessary to interpret market data and develop
estimated fair value. The use of different market assumptions and/or
estimation methodologies may have a material effect on the estimated fair
value amounts.

EARNINGS PER COMMON SHARE

Basic earnings per share was determined by dividing net income applicable
to common stackholders for each year by the weighted average number of
shares of Common Stock outstanding during each year.

Diluted earnings per share reflects the potential dilution that could occur if
securities or other contracts to issue Common Stock were exercised or con-
verted into Corhmon Stock or resulted in the issuance of Common Stock that
then shared in the earnings of the Company. Diluted earnings per share was
determined by dividing net income applicable to common stockholders for
each year by the total of the weighted average number of shares of Common
Stock outstanding plus the dilutive effect of the Company’s outstanding options
and restricted stock (32,835, 29,977 and 16,498 shares for the years ended
2003, 2002 and 2001, respectively) using the treasury stock method. The
Preferred Stock was not considered for the purpose of computing diluted
earnings per share because their assumed conversion was antidilutive.

ACCOUNTING FOR LONG-LIVED ASSETS AND VALUATION
ALLOWANCE ON REAL ESTATE OWNED

The Company reviews each real estate asset owned for which indicators of
impairment are present to determine whether the carrying amount of the asset
will be recaovered. Recognition of impairment is required if the undiscounted
cash fiows estimated to be generated by those assets are less than the
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DECEMBER 31, 2003

assets’ carrying amount. Measurement of impairment under such circum-
stances is based upon the fair market value of the asset. Real estate assets
that are expected to be disposed of are valued at the lower of carrying amount
or fair value less costs to sell on an individual asset basis.

SEGMENT REPORTING

Virtually all of the Company’s real estate assets are comprised of real estate
owned that is net leased to tenants on a long-term basis. Therefore, the
Company operates predominantly in one industry segment.

RECENTLY ISSUED ACCOUNTING STANDARDS

In January 2003, the Financial Accounting Standards Board issued
Interpretation No. 46, “Consolidation of Variable Interest Entities”, which
explains how to identify variable interest entities (“VIE”) and how to assess
whether to consolidate such entities. In December 2003 a revision was
issued (46R) to clarify some of the original provisions. The provisions of this
interpretation are immediately effective for VIE's formed after January 31,
2003. For VIEs formed prior to January 31, 2003, the provisions of this
interpretation apply to the first fiscal year or interim period beginning
after December 15, 2003. Management has determined that none of its
unconsolidated joint ventures represent variable interest entities pursuant
to interpretation.

In May 2003, the FASB issued SFAS No. 150 “Accounting for Certain
Financial Instruments with Characteristics of both Liabilities and Equity.”
This statement establishes standards for how an issuer classifies and meas-
ures certain financial instruments with characteristics of both liabilities and
equity, and is effective for financial instruments entered into or modified
after May 31, 2003, and otherwise is effective at the beginning of the first
interim period beginning after June 15, 2003. This statement did not have
an impact on the Company’s financial statements.

RECLASSIFICATION

Certain amounts reported in previous financial statements have been reclas-
sified in the accompanying financial statements to conform to the current
year’s presentation.

NOTE 3 - REAL ESTATE INVESTMENTS AND
MINIMUM FUTURE RENTALS

During the year ended December 31, 2003, the Company purchased five
single tenant properties (including one tenancy in common interest) in five
states, for a total consideration of $35,389,000. The Company assumed pre-
existing first mortgages aggregating $15,121,000 on three of these properties.

In connection with the purchase price allocations for these acquisitions, as
well as two properties purchased in the fourth quarter of 2002, the Company
identified acquired intangible assets totaling in the aggregate amount of
$431,000. These intangibles are being amortized over the term of the respec-
tive underlying lease terms and the unamortized balance has been reflected
in Other Assets.

The rental properties owned at December 31, 2003 are feased under non-
cancellable operating leases to tenants with current expirations ranging from
2004 to 2038, with certain tenant renewal rights. The majority of lease
agreements are net lease arrangements which require the tenant to pay not only
rent but all the expenses of the leased property including maintenance, taxes,
utilities and insurance. Certain lease agreements provide for periodic rental
increases and others provide for increases based on the consumer price index.

The minimum future rentals to be received over the next five years and there-
after on the operating leases in effect at December 31, 2003 are as follows:

Year Ending December 31, (In Thousands)

2004 $ 21,255
2005 19,008
2006 18,677
2007 18,341
2008 17,645
Thereafter 148,145
Total $243,161

At December 31, 2003, the Company has recorded unbilled rent receivables
aggregating $4,264,000, representing rent reported on a straight-line basis
in excess of rental payments required under the initial term of the respec-
tive leases. This amount is to be billed and received pursuant to the lease
terms over the next fifteen years, The minimum future rentals presented
above include amounts applicable to the repayment of these unbilled rent
receivables.

For the year ended December 31, 2003, one tenant, who occupies an entire
flex building generated revenues of $2,020,000 or 10.2% of the Company’s
total revenues. The tenant has exercised its right under its lease with the
Company to cancel the lease effective December 20, 2004. The Company
has retained a nationally recognized broker 1o seek a new tenant or tenants
to occupy this 188,567 square foot property in Jupiter, Florida, including the
possibility of leasing a portion to the existing tenant.

For the years ended December 31, 2003 and 2002, another tenant generated
revenues of 8.8% and 11.1% of the Company’s total revenues. This tenant,
who occupies an entire flex building, generated $1,746,000 in rental revenue
in each year. The initial term of the tenant's lease expires December 31, 2014.
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SALES OF REAL ESTATE

In May 2003, the Company sold one property for a sales price of $170,000 and
recognized a gain of $14,000. The net operating income (loss) for the property
was ($8,000), $20,000 and $20,000 for the years ended December 31, 2003,
2002 and 2001, respectively.

In November and December 2002, the Company sold three properties for a total
sales price of $580,000 and recognized a net loss of $29,000. The aggregate
net operating income (loss) for the three properties sold was ($16,000) and
$114,000 for the years ended December 31, 2002 and 2001, respectively.

In May and August 2001, the Company sold two properties for a total sales
price of $800,000 and recognized a net gain of $126,000.

UNAUDITED PRO FORMA INFORMATION

The following table summarizes, on an unaudited pro forma basis, the combined
results of operations of the Company for the years ended December 31, 2003
and 2002 as though the 2003 acquisitions of five properties were completed
on January 1, 2002. The information does not purport to be indicative of what
the operating results of the Company would have been had the acquisitions
been consummated on January 1, 2002. (Amounts in thousands, except per
share data.)

2003 2002

Pro forma revenues $ 22,488 $ 18,868
Pro forma net income 10,382 7,225
Pro forma common shares - basic 6,329 4,614
Pro forma common share and common 6,361 4,644

share equivalents - diluted
Pro forma earnings per common share:

Basic $ 148 $ 134

Diluted |$ 147 $ 133

NOTE 4 — INVESTMENT IN UNCONSOLIDATED
JOINT VENTURES

The Company is a member in four unconsolidated joint ventures which own and
operate twelve properties. Summaries of the two mast significant joint ventures
in which the Company was designated the managing member are below.

At December 31, 2003, the Company owns a 50% equity interest in two joint
ventures, with the same venturer, which were organized at various times for
the purpose of acquiring and owning megaplex movie theaters. The first joint
venture (Joint Venture #1) owns five megaplex stadium-style movie theaters
and the second joint venture (Joint Venture #2) owns one partial stadium-
style movie theater, three megaplex stadium-style movie theaters and one
stadium-style movie theater which is under construction.

On October 3, 2003, the Company acquired one half of the 50% interest in
Joint Venture #1 held by an unrelated co-venturer, resufting in the Company’s
50% ownership interest in this joint venture. The other co-venturer purchased
the remaining 25% interest of this unrelated venturer. The aggregate purchase
price for the entire 50% interest was approximately $13,783,000 (approxi-
mately $2 million in excess of book value). Approval of both members of both
joint ventures are needed for all material decisions including property acqui-
sitions, financing and transfer of interest.

The following tables present condensed financial statements for these two
joint ventures at December 31, 2003 and for the year then ended (amounts
in thousands):

Condensed Joint Joint
Balance Sheets Venture #1 Venture #2
Cash and cash equivalents $ 695 $ 799
Real estate investments, net 55,684 41,532
Deferred financing costs (&) 597 478
Other assetsB) 721 851
Total assets $ 57,697 $ 43,660
Mortgage loans payable $ 33414 $ 26171
Other liabilities 696 686
Equity 23,587 16,803
Total liahilities and equity $ 57,697 $ 43,660
Company’s equity investment $§ 12765 $ 8296
Condensed Statements Joint Joint
of Operations Venture #1 Venture #2
Revenues, primarily

rental income $ 7336 $ 4,942
Depreciation and amortization 1,152 807
Mortgage interest 2,588 1,872(0)
Operating expenses (D) 320 109
Total expenses 4,060 2,788
Net income attributable

to members $ 3,276 $ 2,154
Company’s share of net income $ 1,009 $ 1,077
Distributions received

by the Company:

From operations $ 1,058 $ 945
From mortgage proceeds $ 1,345 $ 5514

(4) Includes .8% mortgage brokerage fees of $43 and $143 paid during 2003 to a company
controlled by the Chairman of the Board of Directors and certain officers of the Company.

(B) Inciudes unbified rent receivable of $712 and $830, respectively. The $830 is net of a
8374 reserve taken against the total unbilled rent receivable related to two movie theaters
leased to operators under common control.

(C) Includes $194 of interest on three mortgages receivable held by the Company which
were secured by one movie theater property. These mortgages were refinanced on
May 2, 2003 and the joint venture paid the outstanding balance, in full totaling $6,719,
due to the Company.

(D) Includes management fees of 867 and $41, respectively, paid to a company controlled
by the Chairman of the Board of Directors and certain officers of the Company. The
management fee is equal to 1% of rent paid by the tenants.
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The following tables present condensed financial statements for the two
movie theater joint ventures at December 31, 2002 and for the year then
ended (amounts in thousands):

Condensed Joint Joint
Balance Sheets Venture #1 Venture #2
Cash and cash equivalents $ 596 $ 1,080
Real estate investments, net 56,711 40,091
Deferred financing costs 5304 95
Other assets (g 297 285
Total assets $ 58,134 $ 41,531
Mortgage loans payable $ 28,703 $ 15472()
Other liabilities 320 384
Equity 29,111 25,675
Total liabilities and equity $ 58,134 $ 41,531
Company's equity investment $ 7,267 $ 12,737
Condensed Statements Joint Joint
of Operations Venture #1 Venture #2
Revenues, primarily

rental income $ 4952 $ 648
Depreciation and amortization 811 93
Mortgage interest 974 247c)
Operating expenses (o) 241|) 10
Total expenses 2,026 350
Net income attributable

to members $ 2926 $ 298
Company’s share of net income $ 831 $ 149
Distributions received

by the Company:

From operations $ 1,025 $ 50
From mortgage proceeds $ 7175 $ -

(A) Includes a .8% brokerage fee of $145 paid to a company controfled by the Chairman
of the Board of Directors and certain officers of the Company.

(B) Includes unbilled rent receivable of $293 and $122, respectively.

(C) Includes three mortgages totaling $6,260 secured by one movie theater property that
is due to the Company. Interest on these mortgages amounted to $231.

(D) Includes management fees of $44 and $4, respectively, paid to a company controlled
by the Chairman of the Board of Directors and certain officers of the Company. The
management fee is equal to 1% of rent paid by the tenants.

(E) Includes professional fees of 875 paid to the Company.

At December 31, 2003, Joint Venture #1 has one consolidated outstanding
mortgage payable, which is secured by first mortgage liens on the five
megaplex stadium-style movie theaters it owns. The mortgage loan, which
matures July 1, 2012, bears interest rates of 8.06% (four movie theaters)
and 6.6% (one movie theater) per annum (on outstanding principal balances of
$28,080,000 and $5,334,000), respectively. Total monthly payments of prin-
cipal and interest of $283,000 are required with approximately $24,000,000
due at maturity.

At December 31, 2003, there are two outstanding mortgage loans in Joint
Venture #2. One mortgage loan with an outstanding principal balance of
$17,064,000 at December 31, 2003 is secured by first mortgage liens on
three of the movie theater properties, matures May 1, 2018 and bears interest
at 6.94%. Monthly payments of principal and interest of $138,000 are
required with approximately $7,200,000 due at maturity. The other mortgage
loan has an outstanding balance of $9,107,000 at December 31, 2003, is
secured by a first mortgage lien on one movie theater property and bears
interest at 8.94% through June 2017 and thereafter, the greater of 10.94%
or the Treasury Rate plus two percentage points through the maturity date
of March 1, 2022, Monthly payments of principal and interest of $77,994 are
required through March 1, 2007 increasing every five years through maturity.

Scheduled principal repayments during the next five years and thereafter are
as follows (in thousands):

Year Ending Joint Joint

December 31, Venture #1 Venture #2
2004 $ 814 $ 559
2005 880 599
2006 951 647
2007 1,029 696
2008 1,112 750
Thereafter 28,628 22,920
Total $ 33414 $ 26,171

The movie theater properties are net leased under noncancellable operating
leases to experienced theater operators with current expirations ranging
from 2015 to 2023, with certain tenant renewal rights. The minimum future
rentals to be received over the next five years and thereafter on the operating
leases in effect at December 31, 2003 are as follows (in thousands):

Year Ending Joint Joint

December 31, Venture #1 Venture #2
2004 $ 6737 $ 4613
2005 6,837 4,981
2006 6,910 5,036
2007 6,934 5,137
2008 7,015 5175
Thereafter 68,527 71,474
Total $ 102,960 $ 96,416

The Company participates in two other joint ventures, each of which owns
one property. At December 31, 2003 and 2002, the Company’s equity invest-
ment in these two other joint ventures totaled $3,380,000 and $3,449,000,
respectively, and they contributed $325,000 and $98,000 in equity earnings
for the years ended December 31, 2003 and 2002, respectively.
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NOTE 5 - DEBT OBLIGATIONS

MORTGAGES PAYABLE

At December 31, 2003, there are twenty-seven outstanding mortgages
payable, all of which are secured by first liens on individual real estate
investments with an aggregate carrying value, as adjusted for intangibles, of
$157,789,000. The mortgages bear interest at rates ranging from 5.13% to
8.8%, and mature between 2005 and 2023. The weighted average interest
rate was 7.4% and 7.9% for the years ended December 31, 2003 and 2002,
respectively.

Scheduted principal repayments during the next five years and thereafter are
as follows:

Year Ending December 31, (In Thousands)

2004 $ 2070
2005 10,433
2006 7,938
2007 6,171
2008 6,569
Thereafter 72,952
Total $106,133

LINE OF CREDIT A

On March 21, 2003, the Company closed on a revolving credit facility for
$30,000,000 (“Facility”) with Valley National Bank, Merchants Bank Division
and Bank Leumi USA. The Facility is for a term of two years. The Facility provides
that the Company pay interest at the bank’s prime rate on funds borrowed
and an unused facility fee of 1/4%. The Company paid $258,000 in fees and
closing costs which are being amontized over the term of the Facility.

The Facility is guaranteed by all of the Company’s subsidiaries which own
unencumbered properties and the shares of stock of all the subsidiaries are
pledged as collateral. The Company has agreed that it and its affiliates
(including entities that are participants in a Shared Services Agreement - see
Note 8) will maintain on deposit with the banks at least 10% of the average
outstanding annual principal balance of take downs under the Facility. If
minimum balances are not maintained by the Company and its affiliates, a
deficiency fee will be charged to the Company.

The Facility is available to finance the acquisition or financing of interests in
commercial real estate. The Company is required to comply with certain
covenants. Net proceeds received from the sale or refinance of properties
are required to be used to repay amounts outstanding under the Facility if
proceeds from the Facility were used to purchase the property.

The $15,000,000 revolving credit facility with Citibank NA expired on March 24,
2003. The Company paid interest at the prime rate on funds borrowed and
an unused facility fee of 1/4%.

NOTE 6 - REDEEMABLE CONVERTIBLE
PREFERRED STOCK

On December 30, 2003, the Company completed the redemption of all of its
outstanding $16.50 convertible preferred stock. Of the 648,058 shares of
preferred stock outstanding, 509,185 shares were redeemed for a total con-
sideration of approximately $8,400,000 and 138,873 shares were converted
by the owners into 114,539 shares of common stock. The conversion ratio
was .825 of a share of common for each share of preferred stock converted.

The Preferred Stock had the following rights, qualifications and conditions:
(i) a cumulative dividend preference of $1.60 per share per annum;
{ii) a Wquidation preference of $16.50 per share; (iii) a right to convert each
share of Preferred Stock at any time into .825 of a share of Common Stock;
(iv) redeemable by the Company at $16.50 per share and (v) one-half vote
per share.

NOTE 7 - PUBLIC OFFERING

During October and November, 2003, the Company sold, pursuant to a shelf
registration statement filed with the U.S. Securities and Exchange
Commission in September, 2003, 3,737,500 shares of common stock
(including 487,500 shares sold resulting from the exercise in full of the over-
allotment option held by the underwriters) at a public offering price of
$18.25 per share and received net proceeds of approximately $64,500,000
(after underwriting discounts and commissions and expenses of the offering).

The shelf registration statement, which was declared effective by the U.S.
Securities and Exchange Commission on October 2, 2003, allows the
Company to sell common stock from time to time in one or more public
offerings (at prices and terms to be determined at the time of the offering)
up to an aggregate public offering price of $200,000,000.

On May 30, 2002, the Company sold 2,500,000 shares of common stock at
$15.25 per share in a public offering, resulting in net proceeds of approxi-
mately $35,000,000.




)14 ONE LIBERTY PROPERTIES, INC. AND SUBSIDIARIES
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NOTE 8 — RELATED PARTY TRANSACTIONS

At December 31, 2003 and 2002, Gould Investors L.P. (“Gould”), a related
party, owned 765,590 and 567,397 shares of the common stock of the
Company or 8% and 11.9% of the equity interest and held approximately 8%
and 11.2% of the voting rights, respectively. During May 2002, Gould pur-
chased 125,000 shares of the Company at a cost of $1,792,000 ($14.34 per
share) in connection with the 2002 public offering described in Note 7.
Gould purchased 98,193 additional shares of the Company during 2003, of
which 40,193 shares were purchased through the Company’s dividend rein-
vestment plan, 8,000 shares were purchased at the market price from the
Company’s president and 50,000 were purchased at a cost of $867,000
($17.34 per share) during October 2003 in connection with the public offering
described in Note 7. Gould’s per share price was net of any underwriters’
discounts and commissions.

Gould charged the Company $901,000, $717,000 and $351,000 during the
years ended December 31, 2003, 2002 and 2001, respectively, for allocat-
ed general and administrative expenses and payroll based on time incurred
by various employees pursuant to a Shared Services Agreement. Such
amounts included $69,000 and $125,000 in 2003 and 2002, respectively,
attributable to time spent on the public offerings. At December 31, 2003 and
2002, $221,000 and $173,000 remain unpaid and is reflected in accrued
expenses on the balance sheet.

The Company paid a company controlled by the Chairman of the Board of
Directors and certain officers of the Company 1% mortgage brokerage fees
totaling $291,000, $34,000 and $136,000 during the years ended
December 31, 2003, 2002 and 2001 relating to mortgages placed on six,
one and two of the Company’s properties, respectively. These fees were
deferred and are being amortized over the lives of the respective loans.
During the years ended December 31, 2003 and 2002, One Liberty paid this
company leasing commissians of $309,000 and $16,000, respectively, and
management fees of $15,000. During the years ended December 31, 2003
and 2001, this company was paid fees of $172,000 and $12,500, respec-
tively, for supervision of improvements to properties.

In 1999 and 2000, the Company made loans aggregating $240,000 to its
current president which were repaid in full during August 2003 from the pro-
ceeds of the 8,000 shares of the Company purchased by Gould. These loans
provided for an interest rate equal to the prime rate, were due in December
2004 and were secured by shares of the Company purchased with the pro-
ceeds and personally guaranteed by him and his wife.

See Note 4 for other related party transactions involving the Company’s
unconsolidated joint ventures.

NOTE 9 — STOCK OPTIONS AND RESTRICTED STOCK
STOCK OPTIONS

On November 17, 1989, the directors of the Company adopted the 1989
Stock Option Plan. Stock options under the 1989 Stock Option Plan are
granted at per share amounts at least equal to their fair market value at the
date of grant. A maximum of 225,000 common shares were reserved for
issuance under the 1989 Stock Option Plan, of which none are available for
grant at December 31, 2003.

On December 6, 1996, the directors of the Company adopted the 1996 Stock
Option Plan (Incentive/Nonstatutory Stock Option Plan). Incentive stock
options are granted at per share amounts, at least equal to their fair market
value at the date of grant, whereas for nonstatutory stock options the exer-
cise price may he any amount determined by the Board of Directors. Options
granted under the Plan will expire no later than ten years after the date on
which the option is granted. The options granted under the Plans are cumu-
latively exercisable at a rate of 25% per annum, commencing six months
after the date of grant, and expire five years after the date of grant. A max-
imum of 225,000 shares of common stock of the Company (which includes
100,000 additional shares which were approved by the Company’s share-
holders as an amendment to the Plan at the 2001 annual meeting of stock-
holders) are reserved for issuance to emplovees, officers, directors, consult-
ants and advisors to the Company, of which none are available for grant at
December 31, 2003.

Changes in the number of common shares under all option arrangements
are summarized as follows:

Year Ended December 31,

2003 2002 2001

Outstanding

at beginning

of period 142,302 202,600 177,500
Granted - - 57,500
Option prices - - $12.19
Exercisable at |

end of period | 54,938 101,175 122,850
Exercised (66,864) (47,798) {32,400)
Expired (6,750) (12,500) -
Outstanding at

end of period 68,688 142,302 202,600
Option price

per share

outstanding | $11.125-312.375 $11.125-$14.50 $11.125-§14.50
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As of December 31, 2003, the outstanding options had a weighted average
remaining contractual life of approximately 1.57 years and a weighted aver-
age exercise price of $11.95.

The Company adopted Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees” (“APB 25”), and related inter-
pretations in accounting for its employee stock options. Under APB 25, no
compensation expense is recognized because the exercise price of the
Company’s employee stock options equals the market price of the underly-
ing stock on the date of grant.

Pro forma information regarding net income and earnings per share is
required by FASB No. 123, and has been determined as if the Company had
accounted for its employee stock options under the fair value method. The
fair vatue for these options was estimated at the date of the grant using a
Black-Scholes option pricing mode! with the following weighted-average
assumptions for options granted in 2001, 2000 and 1999, respectively: risk
free interest rate of 4.06%, 5.22% and 6.41%, dividend vield of 10.07%,
11.03% and 9.7%, volatility factor of the expected market price of the
Company’s Common Stock bhased on historical results of .141,.135 and .116;
and expected lives of 5 years.

The Black-Schaoles option valuation model was developed for use in esti-
mating the fair value of traded options which have no vesting restrictions
and are fully transferable. In addition, option valuation models require the
input of highly subjective assumptions including expected stock price volatility.
Because the Company'’s employee stock options have characteristics signif-
icantly different from those of traded options, and changes in the subjective
input assumptions can materially affect the fair value estimate, management
believes the existing models do not necessarily provide a reliable single meas-
ure of the fair value of its employee stock options. The Company has elected
not to present pro forma information for 2003, 2002 and 2001 because the
impact on the reported net income and earnings per share is immaterial.

RESTRICTED STOCK

During the year ended December 31, 2003, the Company awarded 26,350
shares of restricted stock under its 2003 Incentive Plan which was approved
by the Company’s stockholders in June, 2003. The total number of shares
issuable under this Plan is 275,000. The restricted shares vest five years
from the date of issuance and under certain circumstances may vest earli-
er. For accounting purposes, the restricted stock is not included in the out-
standing shares shown on the balance sheet until they vest. The Company
records compensation expense under APB 25 over the vesting period,
measuring the compensation cost based on the market value of the shares

on the date of grant. For the year ended December 31, 2003 the total value
of restricted stock grants was $488,000, of which $41,000 was recognized as
compensation expense in 2003 and $447,000 has been deferred as unearned
compensation and will be charged to expense over the vesting period.

NOTE 10 — DISTRIBUTION REINVESTMENT PLAN

In May, 1996, the Company implemented a Distribution Reinvestment Plan
{the “Plan”). The Plan provides owners of record of 100 shares or more of
its common and/or preferred stock the opportunity to reinvest cash distri-
butions in newly-issued common stock of the Company at a five percent
discount from the market price. No open market purchases are made under
the Plan. During the years ended December 31, 2003 and 2002, the Company
issued 60,612 and 20,032 common shares, respectively, under the Plan.

NOTE 11 — COMMITMENTS AND CONTINGENCIES

In the ordinary course of business the Company is party to various legal
actions which management believes are routine in nature and incidental to
the operation of the Company’s business. Management believes that the
outcome of the proceedings will not have a material adverse effect upon the
Company’s consolidated statements taken as a whole.

NOTE 12 — SUBSEQUENT EVENTS

On March 1, 2004, the Company acquired an additional real property, leased
to a single theater operator. The property was acquired for an all cash purchase
price of approximately $11,500,000. The basic term of the net lease expires
in 2032 and provides for termination options beginning in 2018, with six
months notice.

On January 15, 2004, the Company’s common stock began trading on the
New York Stock Exchange. Prior to that date, it traded on the American
Stock Exchange.

NOTE 13 - INCOME TAXES (unauDITED)

The Company elected to be taxed as a real estate investment trust (REIT)
under the Internal Revenue Code, commencing with its taxable year ended
December 31, 1983. To qualify as a REIT, the Company must meet a num-
ber of organizational and operational requirements, including a requirement
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that it currently distribute at least 30% of its adjusted taxable income to its
stockholders. It is management's current intention to adhere to these
requirements and maintain the Company's REIT status. As a RE[T, the
Company generally will not be subject to corporate level federal, state and
local income tax on taxable income it distributes currently to its stockhold-
ers. If the Company fails to qualify as a REIT in any taxable year, it will be
subject to federal, state and local income taxes at regular corporate rates
(including any applicable alternative minimum tax) and may not be able to
qualify as a REIT for four subsequent taxable years. Even though the
Company qualifies for taxation as a REIT, the Company is subject to certain
state and local taxes on its income and property, and to federal income and
excise taxes on its undistributed taxable income.

Reconciliation Between Financial Statement Net Income and Federal
Taxable Income:

The following table reconciles financial statement net income to federal
taxable income for the years ended December 31, 2003, 2002 and 2001
(amounts in thousands):

2003 2002 2001
Estimate Actual Actual

Net income $ 8,525 $ 5,880 $ 4,866
Straight line rent adjustments (1,576) (900) (831)
Financial statement gain on

sale in excess of tax gain (48) (162) (72)
Rent received in advance, net 772 292 (26)
Fee income subject to tax,

not recorded for books 5 157 -
Financial statement adjustment

for above/below market leases 139 - -
Compensation expense,

not tax deductible 41 - -
Financial statement

depreciation in excess of tax 94 92 84
Other adjustments 3 6 14
Federal taxable income $ 7,955 $ 5,365 $ 4,035

Reconciliation Between Gash Dividends Paid and Dividends
Paid Deduction:

The following table reconciles cash dividends paid with the dividends paid
deduction for the years ended December 31, 2003, 2002 and 2001
(amounts in thousands):

2003 2002 2001

Estimate Actual Actual
Cash dividends paid $ 9817 $ 7,607 $ 4,669
Dividend reinvestment plan(1) 66 15 12
9,883 7,622 4,681

Less: Dividends designated
to prior years - (1,009) (1,645)
Less: Spillover dividends
designated to
following year (2) (3,156)
Plus: Dividends designated
from following year -
Plus: Spillover dividends
designated from prior year 1,238 - -

Dividends paid deduction@ $ 7,965 $ 5375 $ 4,045

{1,238) -

1,009

(1) Amount reflects the 5% discount on the Company’s common shares purchased
through the dividend reinvestment plan.

(2) A portion of the dividends paid in January 2004 and 2003 will be considered 2004
and 2003 dividends, respectively, as it was in excess of the Company's accumulated
earnings and profits through 2003 and 2002, respectively.

(3) Dividends paid deduction is higher than federal taxable income in 2003, 2002 and
2001 s0 as to account for adjustments made to federal taxable income as a resuit
of the afternative minimum tax.
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NOTE 14 - QUARTERLY FINANCIAL DATA (uNAuDITED):
(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)

Quarter Ended
March 31 June 30 September 30 December 31 Total For Year

2003
Revenues $ 4,644 $ 4,583 $ 5,055 $ 5514 $ 19,796
Net income 2,199 2,008 2,153 2,165 8,525
Net income applicable to

common stockholders 1,939 1,749 1,894 1,906 7,488
Weighted average number of

common shares outstanding:

Basic 5,636 5,683 5,706 8,267 6,329
. Diluted 5,667 5,715 5,740 8,301 6,361
Net income per common share: :
i Basic .34 .31 33 .23 1.18(a),§
\ Diluted .34 31 33 .23 1.18(a)i
2002
Revenues $ 3,671 $ 3,814 $ 3,912 $ 4,308 $ 15,705
Net income 1,198 1,327 1,528 1,827 5,880
Net income applicable to

common stockholders 939 1,068 1,269 1,567 4,843
Weighted average number of

common shares outstanding:

Basic 3,066 4129 5,599 5,622 4614

Diluted 3,101 4,168 5,624 5,644 4,644
Net income per common share:

Basic 31 26 23 .28 1.05(a)

Diluted .30 .26 23 .28 1.04(a)

(a) Calculated on weighted average shares outstanding for the year.
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Report of Independent Auditors

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS OF
ONE LIBERTY PROPERTIES, INC. AND SUBSIDIARIES

We have audited the accompanying consolidated
balance sheets of One Liberty Properties, Inc. and
Subsidiaries (the “Company”) as of December 31,
2003 and 2002, and the related consolidated
statements of income, stockholders’ equity and
cash flows for each of the three years in the period
ended December 31, 2003. Our responsibility is to
express an opinion on these financial statements

the audit to obtain reasonable assurance about
whether the financial statements are free of mate-
rial misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit
also includes assessing the accounting principles
used and significant estimates made by manage-
ment, as well as evaluating the overall financial

consolidated financial position of One Liberty
Properties, Inc. and Subsidiaries at December 31,
2003 and 2002, and the consolidated results of
their operations and their cash flows for each of
the three years in the period ended December 31,
2003, in conformity with accounting principles
generally accepted in the United States.

based on our audits. statement presentation. We believe that our audits g E LP

We conducted our audits in accordance with auditing provide a reasonable basis for our opinion. L -
standards generally accepted in the United States. In our opinion, the financial statements referred to New York, New York

Those standards require that we pla_n and perform above present fairly, in all material respects, the March 2, 2004 .

Stock Price Ranges and Cash Distributions by Quarter

(QUOTES FROM AMERICAN STOCK EXCHANGE - NOTE 1)

COMMON STOCK 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Year Ended High $ 17.50 $ 18.75 $ 19.20 $ 20.05
December 31,2003 Low 15.21 16.55 16.90 18.25
Cash distributions per share .33 .33 33 .33
Year Ended High $ 17.00 $ 17.50 $ 15.30 $ 15.47
December 31, 2002 Low 14.60 14.90 13.50 14.30
Cash distributions per share 33 .33 .33 .33
PREFERRED STOCK — NOTE 2 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Year Ended High $ 18.05 $ 19.00 $ 18.70 $ 1875
December 31, 2003 Low 17.20 17.20 17.75 16.25
Cash distributions per share 40 40 40 40
Year Ended High $ 17.75 $ 17.50 $ 18.00 $ 18.25
December 31, 2002 Low 16.80 16.60 16.50 17.55
Cash distributions per share 40 40 40 .40

Notes:

(1) The common stock traded on the American Stock Exchange through January 14, 2004.
Commencing on January 15, 2004 the common stock trades on the New York Stock Exchange.
(2) On December 30, 2003, we completed the redemption of alf our outstanding preferred stock.
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Five Year Summary of Selected Financial Data
(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)
Year Ended December 31,
2003 2002 2001 2000 1999

INCOME STATEMENT DATA

Revenues

$ 19,796 $ 15,705 $ 15,237 $ 12,869 § 10,180
Earnings before equity in earnings of unconsolidated joint

ventures and gain (loss) on sale s 6,100 4,813 4,671 4,142 4753
Equity in earnings of unconsolidated joint ventures 2,411 1,078 83 - -
Net gain (loss) on sale of real estate and available-for-sale securities 14 (11) 112 3,790 126
Net income 8,525 5,880 4,866 7,932 4,879
Calculation of net income applicable to common stockholders (a):

Net income 8,525 5,880 4,866 7,932 4,879
Less: dividends and accretion on preferred stock } 1,037 1,037 1,037 1,044 1,247

Net income applicable to common stockholders
Weighted average number of common shares outstanding:

$ 7,488 $ 4,843 $ 3,829 $ 688 § 3,632

Basic 6,329 4,614 3,018 2,993 2,960
Diluted 6,361 4,644 3,036 3,528 2,963
Net income per common share;
Basic $ $ 105 3 $§ 23 $§ 123
Diluted $ $ 1.04 $ $ 225 $ 123
Cash distribution per share of:
Common stock $ 132 $ 132 $ 1.20 $ 1.20 $ 120
Preferred stock (a) $ 160 $ 160 $  1.60 § 160 $ 180
BALANCE SHEET DATA
Total real estate investments, net $177,316 $140,437 $118,564 $121,620 $ 70,770
Investment in unconsolidated joint ventures 24,441 23,453 6,345 - -
Cash and cash equivalents 45,944 2,624 2,285 2,069 11,247
Total assets 259,089 179,609 132,939 128,219 85,949
Mortgages payable 106,133 77,367 76,587 64,123 35,735
Line of credit - 10,000 - 10,000 -
Total liabilities 113,120 90,915 78,591 74,843 36,147
Total stockholders’ equity 145,969 88,694 54,348 53,376 49,802
OTHER DATA
Cash flow provided by (used in):
Operating activities $ 11,606 $ 8,344 $ 6,764 $ 5,840 $ 5,82
Investing activities (18,614) (48,056) (5,702) (39,324) (10,743)
Financing activities 50,328 40,051 (846) 24,306 (2,926)
Calcutation of funds from operations applicable
to common stockholders: (b)
Net income 8,525 5,880 4,866 7,932 4,879
Add: depreciation of properties 3,473 2,617 2,584 2,113 1,478
Add: our share of depreciation of properties in
unconsolidated joint ventures 790 268 16 - -
Add: amortization of deferred leasing costs 39 - - - -
Add: provision for valuation adjustment of real estate - - - 125 -
Deduct: (gain) loss on sale of real estate (14) 29 (126) (3,802) (62)
Deduct: preferred distributions (1,037) (1,037) (1,037) (1,044) (1,168)
Funds from operations applicable to common stockholders $ 11,776 $ 7757 $ 6,303 $ 5,324 $ 5,127
Funds from operations per common share:
Basic $ 186 $ 168 $ 209 $ 178 $ 173
Diluted $ 185 $ 167 $ 208 $ 178 $ 173
Notes:

(a): On December 30, 2003, we completed the redemption of all of our outstanding preferred stock.

(b): We consider funds from aperations (“FFQ"} as defined by the National Association of Real Estate Investment Trusts (“NAREIT”) fo be an appropriate, but limited, supplemental disclosure of
operating performance for an equity REIT. FFQ does not represent cash generated from operations as defined by GAAP and is not indicative of cash available to fund all cash needs, including
distributions. It should not be considered an alternative to net income for the purpose of evaluating our performance or to cash flows as a measure of liquidity.

NAREIT defines FFO as net income (computed in accordance with GAAP), excluding gains (or losses) from sales of property, plus reaf estate related depreciation and amortization (including
amortization of deferred leasing costs, but excluding amortization of financing costs), and after adjustments for unconsolidated partnerships and joint ventures, Effective January 1, 2000,
NAREIT clarified the definition of FFO to include non-recurring events except those that are defined as “extraordinary items” under GAAP.
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Management’s Discussion and Analysis of Financial Condition

and Results of Operations

General

We are a self-administered REIT and we primarily
own real estate that we net lease to tenants. As of
December 31, 2003, we owned 36 properties,
participated in four joint ventures that owned a total
of 12 properties and held a 50% tenancy in common
interest in one property. These 49 properties are
located in 17 states.

We have elected to be taxed as a REIT under the
Internal Revenue Code. To qualify as a REIT, we must
meet a number of organizational and operational
requirements, including a requirement that we
currently distribute at least 90% of ordinary tax-
able income to our stockholders. We intend to
comply with these requirements and to maintain
our REIT status.

Our principal business strategy is to acquire im-
proved, commercial properties subject to long-term
net leases. We acquire properties for their value as
long-term investments and for their ability to
generate income over an extended period of time.
We borrow funds on a secured and unsecured
basis to finance the purchase of real estate and we
intend to continue to do so in the future.

Our rental properties are generally leased to cor-
porate tenants under operating leases, substantially
all of which are noncancellable. Substantially all of
our lease agreements are net lease arrangements
that require the tenant to pay not only rent, but also
substantially all of the operating expenses of the
leased property including maintenance, taxes, util-
ities and insurance. A majority of our lease agree-
ments provide for periodic rental increases and
certain of our other leases provide for increases
based on the consumer price index.

During the year ended December 31, 2003, we
purchased five single tenant praperties (including our
purchase of one tenancy in common interest) in five
states, for a total consideration of $35,389,000.

We assumed pre-existing first mortgages aggre-
gating $15,121,000 on three of these properties.
An aggregate of $16,500,000 of first mortgage
financing was completed with respect to the other
two acquisitions, one of which represents a
$14,000,000 mortgage loan secured by the
property owned by us and another investor as ten-
ants in common.

We are a venturer in two joint ventures organized
for the purpase of acquiring and owning megaplex
stadium-style movie theaters. We own a 50% equity
interest in each of these ventures with the same
co-venturer. These joint ventures have acquired
one partial stadium-style theater, one stadium-style
theater under construction, and eight megaplex
stadium-style movie theaters for a total consid-
eration of approximately $100 million. Our equity
investment in these ventures at December 31, 2003
was $21.2 millien, net of distributions from the
joint ventures.

in February 2002, we contributed our leasehold
interest in an industrial property in Miami, Florida
to a joint venture with the owners of the fee estate
in that property in exchange for an approximately
36% interest in the joint venture. In December 2002,
we invested $2.4 million for a 50% interest in a
joint venture which owns a free standing retail
property located in Shreveport, Louisiana.

At December 31, 2003, excluding mortgages
payahle of our unconsolidated joint ventures, we
had 27 outstanding mortgages payable, aggregating
$106.1 million in principal amount, all of which are
secured by first liens on individual real estate
investments with an aggregate carrying value of
approximately $158 million before accumulated
depreciation. The mortgages bear interest at fixed
rates ranging from 5.125% to 8.8%, and mature
between 2005 and 2023.

Results of Operations

QUTLOOK

In May, 2002 and in October and November 2003
we completed two public offerings resuiting in net
proceeds to us of approximately $35 million and
$64.5 million, respectively. A major portion of the
net proceeds from the May 2002 offering was
applied to acquire, both directly by us and through
joint ventures, five properties. These acquisitions
contributed to a 29.6% increase in rental income
and a 45% increase in net income in fiscal 2003.
Through December 31, 2003 we had used $22.4
million of the net proceeds from the 2003 offering
($8.4 million to redeem our preferred stock and
$14 million to pay down our credit line) and at
December 31, 2003 we had approximately $46
miliion of cash and cash equivalents available plus
$30 million available under our credit line. In 2004,
we anticipate that we will use our available cash
and our credit line to acquire additional properties,
either directly or through joint ventures. As a result,
we will own more properties and unless we experi-
ence an unusual number of lease terminations and/
or cancellations in 2004 (taking into consideration
the lease expirations and terminations that we
know will occur in 2004, and without giving effect
to any re-letting of such properties), we anticipate
that our revenues and possibly our net income will
increase in 2004 and 2005.

2003 VS 2002

REVENUES

Our revenues consist primarily of rental income
from tenants in our rental properties. Rental income
increased by $4.4 million, or 29.6%, to $19.3 million
for the year ended December 31, 2003 fram $14.9
million for the year ended December 31, 2002. The
increase in rental income is due to $4.6 million of
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rental income earned on eight properties acquired
by us between September 2002 and September
2003, offset to the extent of $124,000 due to the
vacancy of one of our retail properties.

Interest and other income decreased by $314,000, or
38%, to $512,000 for the year ended December 31,
2003 from $826,000 for the year ended December
31, 2002. The primary reason for the decrease was
the receipt in the year ended December 31, 2002
of non-recurring net acquisition fees from our movie
theater joint ventures of $268,000, compared to
$5,000 of such fees in the year ended December 31,
2003, and the receipt in 2002 of other non-recur-
ring income of $73,000. We also experienced a
$106,000 decrease in interest income in the year
ended December 31, 2003 due to the investment
in cash equivalents and treasury bills of the balance
of the net proceeds received from our May 2002
public offering, a significant portion of which was
utilized for property acquisitions by December 31,
2002. The net proceeds from our October 2003
public offering were invested for the two months
remaining in fiscal 2003. Offsetting these decreases
in interest and other income was a $125,000
increase in the year ended December 31, 2003 in
interest earned on short-term mortgages receivable
which were acquired or originated by us to facili-
tate acquisitions.

Our equity in earnings of unconsolidated joint ven-
tures increased by $1.3 milion, or 124%, to $2.4
million for the year ended December 31, 2003
from $1.1 million for the year ended December 31,
2002. The increase is due to the purchase of nine
movie theaters by our two movie theater joint ven-
tures at various times between April 2002 and July
2003 and our purchase of an additional 25% inter-
est in one of the movie theater joint ventures on
October 3, 2003. The increase is also due to the
purchase of a retail property by another joint ven-
ture in December 2002.

EXPENSES

Depreciation and amortization expense increased
by $856,000, or 32.7% to $3.5 million for the year
ended December 31, 2003 from $2.6 million for
the year ended December 31, 2002. The increase
in depreciation and amortization expense was
primarily due to the acquisition of eight properties
between September 2002 and September 2003.

Interest on mortgages payable increased by
$642,000, or 10.4%, to $6.8 million for the year
ended December 31, 2003 from $6.2 million for the
year ended December 31, 2002 as a result of
increased borrowings related to property acquisi-
tions. This increase resulted from mortgages
placed on three properties in December 2002 and
October 2003, the assumption of mortgages in
connection with the purchase of three properties
between February 2003 and September 2003 and
the refinancing of one property.

Interest-line of credit increased by $489,000 to
$564,000 for the year ended December 31, 2003
from $75,000 for the year ended December 31,
2002. This increase resulted from increased bor-
rowings under our line of credit to facilitate the
purchase of several properties. The borrowings
were repaid with the proceeds of two mortgage
financings and with a portion of the proceeds
received from our public offering in October 2003.

General and administrative expenses increased
$528,000, or 31.5%, to $2.2 million for the year
ended December 31, 2003 from $1.7 million for the
year ended December 31, 2002, This increase was
primarily due to a $311,000 increase in payroll and
payroll expenses in the year ended December 31,
2003, including an increase of approximately
$219,000 for executive and support personnel,
primarily for legal and accounting services,
allocated to us pursuant to a Shared Services

Agreement between us and related entities. This
increase in the allocated payroll expenses resulted
from a significant increase in our level of business
activity, primarily property acquisitions, the nego-
tiation and consummation of a revolving credit
facility, mortgage refinancings, lease negotiations
and corporate governance matters. General and
administrative expenses in 2003 also reflects an
increase in direct payroll expenses resulting from a
$25,000 increase in the annual base salary and
a $25,000 bonus to our president and chief exec-
utive officer. Also included in the year ended
December 31, 2003 is compensation expense of
$41,000 relating to the issuance of restricted
stack. The general and administrative expenses for
the year ended December 31, 2002 is net of a
$75,000 partial reimbursement from one of our
movie theater joint ventures for legal services allo-
cated to us under the Shared Services Agreement
relating to movie theater acquisitions and mortgage
financing. The balance of the increase in general
and administrative expenses for the year ended
December 31, 2003 is due to an increase in a
number of items including professional fees of
approximately $62,000 and travel expenses of
approximately $29,000, a major portion of which is
related to our property acquisition activities.

In October and November, 2003, we sold 3.7 million
shares of our common stock (including 487,500
shares subject to the underwriters’ over-allotment
option) in a public offering in which we raised
approximately $64.5 million. Allocated payroll and
payroll related expenses of $63,000 (primarily for
legal and accounting services resulting from time
expended by various executive and administrative
personnel in connection with the preparation and
filing of a shelf registration statement on Form S-3
on September 12, 2003, declared effective by the
SEC on October 2, 2003, and the related prospec-
tus supplement) have been included in “Public
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Offering Expenses” for the year ended December
31, 2003. In the year ended December 31, 2002,
$125,000 of public offering expenses were allo-
cated to us in connection with an offering consum-
mated in May 2002 pursuant to which we raised
approximately $35 million.

Real estate expenses increased by $369,000, or
212%, to $543,000 for the year ended December 31,
2003 from $174,000 for the year ended December
31, 2002. This increase was primarily due to legal
fees relating to properties, as well as utilities and
real estate tax expense on our vacant property.
Additionally, 2003 includes the amortization of a
commission relating to a renegotiated lease, non-
recurring landlord repairs and an increase in insur-
ance expense.

2002 VS 2001

REVENUES

Our revenues consist primarily of rental income
from tenants in our rental properties. In the latter
part of 2001 we identified megaplex movie theaters,
particularly stadium-style movie theaters, as an
attractive investment opportunity and made a
business judgment to invest in this class of assets
with joint venture partners. Our equity investment
in movie theater joint ventures was $20 million at
December 31, 2002, net of distributions from the
joint ventures. In February 2002 we contributed
our leasehold position in an industrial building to a
joint venture organized by us with the owners of
the fee estate of the property and in December
2002, we invested $2.4 million in a joint venture
which owns one free standing retail property.

Investments by us in 2002 in joint venture activities,
particularly in the movie theater joint ventures,
rather than solely in properties owned by us, and
the contribution of our leasehold position in an
industrial property to a joint venture, were the
major reasons for a decrease in rental income of

$174,000, or 1%, to $14.9 million for the year
ended December 31, 2002 from $15.1 million for
the year ended December 31, 2001. Rental income
also decreased as a result of the sale of three retail
properties and the vacancy of two retail properties
in 2002. Rental income was positively impacted by
rent increases at five of our properties and from
rental income earned on three properties acquired by
us between September 2002 and December 2002.

Interest and other income increased by $642,000, or
349%, from $184,000 for the year ended December
31, 2001 to $826,000 for the year ended December
31, 2002. Approximately $268,000 of this increase
was due to net acquisition fees received by us from
the movie theater joint ventures. The net acquisition
fees, calculated pursuant to our joint venture
agreements at 0.5% of the purchase price of eight
properties acquired during 2002, refiects a reduction
based on our proportionate share of ownership in
the joint ventures. Interest earned on three mort-
gages, totaling approximatety $6.3 million, acquired
by us during August 2002 in connection with the
acquisition by one of our joint ventures of an eight
screen partial stadium-style theater accounted for
$231,000 of the increase in interest and other
income. To a lesser extent, this increase is due to the
investment in cash equivalents and treasury bills
of the balance of the net proceeds received from
our May 2002 public offering.

Our equity in the earnings of unconsolidated joint
ventures, totaling $1,078,000 in 2002 ($83,000 in
2001), more than exceeded the $174,000 decrease
in rental revenues in 2002. Qur equity in earnings of
uncansolidated joint ventures consists of $980,000
in 2002 from the nine movie theater properties
owned by our two movie theater joint ventures
during 2002. [n 2002 our movie theater joint ven-
tures owned one movie theater for the entire year,

with the other eight theaters being acquired at var-
ious times between April 2002 and December
2002. In 2001 our movie theater joint ventures
owned one theater for less than two full months. In
2002 we also recognized $133,000 as our equity
share in the earnings of the joint venture organized
in February 2002 that owns an industrial building
in Miami, Florida. The other joint venture we par-
ticipate in was organized in December 2002 and
recorded a loss of $35,000 in 2002 due to costs
incurred in organizing the venture.

We will continue to acquire, solely for our own
account, improved commercial properties in accor-
dance with our business and investment strategies.
We may from time to time acquire properties with
joint venture partners.

EXPENSES

Interest-mortgages  payable increased by
$165,000, or 2.7%, to $6.2 million for the year
ended December 31, 2002 from $6 million for the
year ended December 31, 2001. This increase
resulted from mortgages placed on two properties
during March and April 2001, and was offset in
part by the payoff of two mortgage loans (totaling
$1.3 million) during June 2002.

Interest-line of credit decreased by $263,000, or
77.8%, to $75,000 for the year ended December
31, 2002 from $338,000 for the year ended
December 31, 2001. This decrease resulted from
our repayment of all of the outstanding indebted-
ness under our line of credit during 2001. We sub-
sequently borrowed $6 million under our line of
credit during May 2002, which was used for our
contribution to one of our joint ventures for the
purchase of two movie theaters. The borrowing
was repaid with a portion of the proceeds received
from our public offering completed in May 2002.
We subsequently borrowed $10 million under our
line of credit during December 2002, which was
used to purchase a property.
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Leasehold rent expense decreased by $265,000,
or 91.7%, to $24,000 for the year ended December
31, 2002 from $289,000 for the year ended
December 31, 2001. This rent expense was
payable on the leasehold interest position that we
contributed during February 2002 to a joint venture
in which we hold an approximately 36% interest.
Therefore, effective February 2002, we no ionger
paid leasehold rent.

General and administrative expenses increased
$539,000, or 47.4%, to $1.68 million for the year
ended December 31, 2002 from $1.14 million for
the year ended December 31, 2001. This increase
was primarily due to a $368,000 increase in pay-
rolt and payroll expenses, including approximately
$242,000 for executive and support personnel,
primarily for legal and accounting services allocated
to us pursuant to a Shared Services Agreement
between us and related entities. The increase in
the allocated payroll expenses resulted from an
increase in our level of business activity, primarily
property acquisition activity. The increase in payroll
expenses is also due to compensation and fees
approved by our compensation committee and
board of directors and recorded during the year
ended December 31, 2002 as follows: an increase
of $50,000 in the base salary and a bonus of
$50,000 to our president and chief executive officer
and a fee of $50,000 per annum to the chairman
of our board of directors. The balance of the
increase in general and administrative expenses is
due to a number of items including public company
expenses, professional fees, travel, franchise taxes
and minor increases in several other categories of
general and administrative expenses. These
increases were offset in part by the receipt by us
of $75,000 from one of our movie theater joint
ventures as partial reimbursement of legal services

ONE LIBERTY PROPERTIES, INC. AND SUBSIDIARIES

allocated to us under the Shared Services
Agreement, for movie theater acquisitions and
mortgage financing.

On May 30, 2002, we sold 2.5 million shares of
Common Stock in a follow-on public offering.
Allocated payroll and payroll related expenses,
primarily for legal and accounting services result-
ing from time expended by various executive and
administrative personnel in connection with the
preparation and filing of a Registration Statement
declared effective by the SEC on May 24, 2002,
have been included in the line item “Public Offering
Expenses” for the year ended December 31, 2002.
These expenses were allocated pursuant to the
Shared Services Agreement.

Real estate expenses decreased by $7,000, or 3.9%,
to $174,000 for the year ended December 31,2002
from $181,000 for the year ended December 31,
2001. This decrease was primarily due to the write
off of a leasing commission and non-recurring
landlord repairs during 2001,

Liquidity and Capital Resources

We had cash and cash equivalents of $45.9 million
at December 31, 2003, substantially all of which
represents the balance of the proceeds received by
us from a public offering completed in October and
November 2003. Our primary sources of liquidity
are cash and cash equivalents, our revolving credit
facility and cash generated from operating activities
including mortgage financings. We are aparty to a

credit agreement with Valley National Bank,
Merchants Bank Division and Bank Leumi, USA
which provides for a $30 million revolving credit
facility. The credit facility is available to us to pay
down existing mortgages, to fund the acquisition of
additional properties or to invest in joint ventures.
The facility matures on March 21, 2005. Borrowings
under the facility bear interest at the bank's prime
rate, currently 4%, and there is an unused facility
fee ot one-quarter of 1% per annum. Net proceeds
received from the sale or refinancing of properties
are required to be used to repay amounts out-
standing under the facility if proceeds from the
facility were used to purchase or refinance the
property. The facility is guaranteed by our sub-
sidiaries that own unencumbered properties and is
secured by the outstanding stock of subsidiary
entities. There is currently zero outstanding under
the facility.

We, on our own behalf and on behalf of our joint
ventures, are involved in various stages of negoti-
ation with respect to the acquisition of additional
net leased properties. We will use the balance of
the proceeds from our recently completed public
offering, cash provided from operations, cash
provided from mortgage financings and our credit
facility to fund additional acquisitions.

The following sets forth our contractual cash obliga-
tions as of December 31, 2003, all of which relate to
interest and amortization payments and balances
due at maturity under outstanding mortgages
secured by our properties, for the periods indicated
(amounts in thousands):

Payment due by period
Less than 1-3 4-5 More than
Contractual Obligations Total 1 Year Years Years 5 Years
Mortgages payable -
interest and amortizaton $ 90810 $ 9476 $ 18,160 $ 16,614 $ 46,560
Mortgages payable -
balances due at maturity 73,063 - 13,988 7,982 51,093
Total $163,873 § 9476 $§ 32,148 $§ 24,596 $ 97,653
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As of December 31, 2003, we had outstanding
approximately $106.1 million in long-term mort-
gage indebtedness (excluding mortgage indebted-
ness of our unconsolidated joint ventures), all of
which is non-recourse (subject to standard carve-
outs). We expect that debt service payments of
approximately $27.6 million due in the next three
years will be paid primarily from cash generated
from our operations. We anticipate that loan matu-
rities of approximately $14 million due in the next
three years will be paid primarily from mortgage
financings or refinancings. If we are not successful
in refinancing our existing indebtedness or financ-
ing our unencumbered properties, our cash flow
will not be sufficient to repay all maturing debt
when payments become due, and we may be
forced 1o sell additional equity or dispose of prop-
erties on disadvantageous terms.

We had no outstanding contingent commitments,
such as guarantees of indebtedness, or any other
contractual cash obligations at December 31, 2003.

Cash Distribution Policy

We have elected to be taxed as a REIT under the
Internal Revenue Code. To qualify as a REIT, we
must meet a number of organizational and opera-
tional requirements, including a requirement that
we distribute currently at least 90% of our ordinary
taxable income to our shareholders. it is our cur-
rent intention to comply with these requirements
and maintain our REIT status. As a REIT, we gener-
ally will not be subject to corporate federal, state or
local income taxes on taxable income we distribute
currently (in accordance with the Internal Revenue
Code and applicable regulations) to our stockhoid-
ers. If we fail to qualify as a REIT in any taxable
year, we will be subject to federal, state and local
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 to federal income and excise
taxes on our undistributed taxable income (i.e., tax-
able income not distributed in the amounts and in
the time frames prescribed by the Internal Revenue
Code and applicable regulations thereunder).

It is our intention to pay to our stockhoiders within
the time periods prescribed by the Internal
Revenue Code no less than 90%, and, if possible,
100% of our annual taxable income, including
gains from the sale of real estate and recognized
gains on the sale of securities. It will continue to be
our policy to make sufficient cash distributions to
stockholders in order for us to maintain our BEIT
status under the Internal Revenue Code.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements.

Significant Accounting Policies

Our significant accounting policies are more fully
described in Note 2 to our consofidated financial
statements. Certain of our accounting policies are
particularly important to an understanding of our
financial position and resuits of operations and
require the application of significant judgment by
our management; as a result they are subject to a
degree of uncertainty. These significant accounting
policies include:

REVENUES

Our revenues, which are substantially derived from
rental income, include rental income that our ten-
ants pay in accordance with the terms of their
respective leases reported on a straight line basis
over the initial term of each lease. Since many of
our leases provide for rental increases at specified

intervals, straight line basis accounting requires us
to record as an asset and include in revenues,
unbilled rent receivables which we will only receive

if the tenant makes all rent payments required
through the expiration of the initial term of the
lease. Accordingly, our management must deter-
mine, in its judgment, that the unbilled rent receivable
applicable to each specific tenant is collectible. We
review unbilled rent receivables on a quarterly basis
and take into consideration the tenant’s payment
history, the financial condition of the tenant, business
conditions in the industry in which the tenant is
engaged and economic conditions in the area in
which the property is located. In the event that the
collectability of an unbilled rent receivable is in
doubt, we would be required to take a reserve
against the receivable or a direct write off of the
receivable, which would have an adverse affect on
net income for the year in which the reserve or
direct write off is taken and would decrease fotal
assets and stockholders’ equity. At December 31,
2003, management has not taken a reserve or
direct write off against the unbilled rent receivable
of $4.26 million. However, at December 31, 2003,
one of the movie theater joint ventures, of which
we are a 50% venturer, took a reserve of $374,000
against its total unbilled rent receivable of
$748,000 related to two movie theaters leased to
operators under common control.

VALUE OF REAL ESTATE PORTFOLIO

We review our real estate portfolio on a quarterly
basis to ascertain if there has been any impair-
ment in the value of any of our real estate assets
in order to determine if there is any need for a pro-
vision for valuation adjustment. In reviewing the
portfolio, we examine the type of asset, its loca-
tion, the economic situation in the area in which
the asset is located, the economic situation in the
industry in which the tenant is involved and the
timeliness of the payments made by the tenant
under its lease, as well as any current correspon-
dence that may have been hao with the tenant,
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including property inspection reports. We also
ascertain appropriate capitalization rates for the
real estate asset in the area in which the property
is located and apply such capitalization rate to the
net operating income derived from that asset. We
do not obtain any independent appraisals in deter-
mining value but rely on our own analysis and val-
uations. Any provision taken with respect to any
part of our real estate portfolio will reduce our net
income and reduce assets and stockholders’ equi-
ty to the extent of the amount of the valuation
allowance, but it will not affect our cash flow until
such time as the property is sold. There were no
valuation adjustments recorded in 2003.

The fair value of the real estate acquired is allo-
cated to the acquired tangible assets, consisting of
land and building, and identified intangible assets
and liabilities, consisting of the vaiue of above-
market and below-market leases and other value
of in-place leases based in each case on their fair
values. The fair value of the tangible assets of an
acquired property (which includes land and build-
ing) is determined by valuing the property as if it
were vacant, and the “as-if-vacant” value is then
allocated to land and building based on manage-
ment’s determination of relative fair values of these
assets. The allocation made by management may
have a positive or negative effect on net income
and may have an effect on the assets and liabilities
on the balance sheet. In fiscal 2003 the effect on
the financial statements was not material.

Qualitative and
Quantitative
Disclosures About

Market Risk

All of our long-term martgage debt bears interest
at fixed rates and accordingly, the effect of
changes in interest rates would not impact the
amount of interest expense that the Company incurs
under these mortgages. The Company's credit line
is a variable rate facility which is sensitive to interest
rates. However, at December 31, 2003, no amounts
were outstanding under the facility.
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