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CAUTIONARY LANGUAGE REGARDING FORWARD -LOOKING STATEMENTS
AND INDUSTRY DATA

ThisForml1leKc ont ai n sl ofiofkoirmagarsdt at ement so6 within the meaning of th
involve risks and uncertainties, many of which are beyond our control. Our actual results could differ materially anly &dverse
thoseanticipated in such forwaslboking statements as a result of certain factors, including those set forth in this FErinidbrtant
factors that may cause actual results to differ from projections include, but are not limited to:

i specific risks that malge referred to inthisFormi, i ncl uding t hose set forth in
10K;

i adverse economic conditions in the real estate market;

adverse changes in the real estate financing markets;

=

our inability to raise sufficierdadditional capital to continue to expand our real estate investment portfolio and pay dividends
on our shares;

unexpected costs, lower than expected rents and revenues from our properties, and/or increases in our operating costs:
inability to attract or rin qualified personnel, including real estate management personnel;

1
1
i adverse results of any legal proceedings; and
1

changes in laws, rules and regulations affecting our business.

All statements, other than statements of historical facts, included indiris FoK regarding our strategy, future operations, financial
position, estimated revenue or losses, projected costs, prospects, current expectations, forecasts, and plans antiMbjegea®ent

are forwardlooking statements. When used in this FAorK , the words dAwill, o0 fimay, 0 fAbel i
fexpect, 06 fishould, 6 Aproject, o fApl an, 0 -Baokidg swtemnmentd, although rad alle s
forward-looking statements contain such id&mhg words. All forwardlooking statements speak only as of the date of this Form 10

K. We do not undertake any obligation to update any ford@oking statements or other information contained in this ForfK,10
except as required by federal securitess. You should not place undue reliance on these forleakdng statements. Although we
believe that our plans, intentions and expectations reflected in or suggested by the-lfmrkiagdstatements in this Form -K0are
reasonable, we cannot assuoel yhat these plans, intentions or expectations will be achieved. We have disclosed important factors th
could cause our actual results to differ materi al IhigFofrrle m o
K. These cationary statements qualify all forwatdoking statements attributable to us or persons acting on our behalf.

Information regarding market and industry statistics contained in this Foinid thcluded based on information available to us that
we believeis accurate. We have not reviewed or included data from all sources, and we cannot assure you of the accuracy
completeness of the data included in this ForAK1Borecasts and other forwalabking information obtained from these sources are
subject tahe same qualifications and the additional uncertainties accompanying any estimates of future market size, revenue and me
acceptance of products and services. We undertake no obligation to update -fookargl information to reflect actual results o
changes in assumptions or other factors that coul-Hforafmbre ct
detailed discussion of uncertainties and risks that may have an impact on our future results.



ITEM 1.

OVERVIEW
NetREM, I nc. (Awed, Aour o, Ausd or t he A Co mpmamageéd)andisefdmmistdedr y |
real estate investment trust as RHT&f) i. n eAds uan dMearr ytl haen d1 rncthearr nt &

gowverned by the Maryland General Corporation Law fftt&CL0). We have approximately 17.2 million shares of voting common
stock outstanding with approximately 3,000 shareholders none of which own more than 5.0% of the outstanding shareaoWe are a
traded, pblicly owned company registered under the Securities Exchange Act of 198319@deAcD).

RECENT DEVELOPMENTS
During 2015, the Company acquired:

i One office building consisting of approximately 93,000 rentable square feet located in Centennial, Golo#idol
million plus closing costs;

i One retail building consisting of approximately 10,700 rentable square feet located in Colorado Springs, Colorado for $2
million plus closing costs;

i One office building consisting of approximately 36,500 rentahleusgfeet located in West Fargo, North Dakota for $3.9
million plus closing costs;

1 Seven industrial/flex buildings consisting of approximately 152,154 rentable square feet located in West Fargo, Nor
Dakota for $7.9 million plus closing costs;

1 One officeproperty consisting of approximately 69,200 rentable square feet located in Westminster, Colorado for $9.
million plus closing costs;

1 One office property consisting of approximately 121,399 rentable square feet located in Highlands Ranch, Colorado f
$25.3 million plus closing; and

1 Seventeen Model Homes with NNN leases located in various states for $5.7 million plus closing costs.

The Company sold all seven ofitsselt or age f aSctiolriatgiee sPr(ofipSeerltfi es 6) whi cthbletsqudrea | e
feet on April 10, 2015 for a net sales price of $34.0 million.

CORPORATE STRUCTURE

We were incorporated in the State of California on September 28, 1999, and in August 2010, we reincorporated as a lslideytzthd ch
corporation. During the lagive years, we have increased our investments in real property from 13 to 26 properties. Through NetREIT
Inc., its subsidiaries and its partnerships, we own 23 properties in fee interest and have partial interests in 3 thropgttiesir
investmentsn limited partnerships for which we serve as the General Partner. Each of the limited partnerships is referred to ac
ADownREITO In each DownREIT, we have the right, through options and put options, to require-iouesmrs to exchange their
interess for shares of our common stock at a stated price within a definite period, generally five years from the date nlhegtiict i

in the entityoés real property. Through NetREIT Dubose Mode
or have an interest in 64 model home propertiesiftteelel Homes).

MARKET AND BUSINESS STRATEGY

The Company invests in a diverse portfolio of real estate assets. The Company seeks three types of commercial rep¢igsate pro

primarily located intheve st er n Uni t ed St at es f-makersihtérnally evallae op€ratingopariorynédnse ande ¢
financial results: commercial office properties and industfi@ffice/Industrial Propertie® ) , r et a i RetaipPropepiesr)t iaensd

resident i al properties, ResdentiauRtopertig® Mo d e | Homes (A

Our investment objective is to create current income and growth for our stockholders to fund our continuing operatiqras/and to
monthly and quarterly cash distributions to our ktmdders. Our primary strategy to achieve our objective is to invest in and own a
diversified portfolio of income producing commercial real estate assets that will produce a stabilized cash flow withvatreas
over time. In the past, we have acquireommercial office, industrial, se¢torage, retail, single family residential Model Homes, and
multi-unit residential real estate with promising financial opportunities located primarily in the western United States.



Investmenti Commercial properties

Net REI Tés Of fice/lndustrial and Retail Properties #teslecatkdoc a:
in North Dakota. As of December 31, 2015, we owned or had an equity interest in twenty Office/Industrial Propietigstath
approximately 1,614,000 rentable square feet and six Retail Properties which total approximately 236,000 rentable sQuare feet
tenant list of the noiMlodel Home portfolio is highly diversified consisting of over 300 individual commerciahteneth an average
remaining lease term of approximately five yealdn single commercial tenant represents more than 5.0% of revenue, while the
Companybs ten |l argest tenants repr esentlnadditon, gexdntmad have mited3 . 2
exposure to any single industr@ur Office/Industrial and Retail Properties had a net book value of approximately $214.2 million as of
December 31, 2015.

Investment- Model Home properties

Our Model Homes business is condudtadugh our whollyowned subsidiary, NetREIT Dubose Model Home REIT, Inc., three limited
partnerships, Dubose Model Home Investors #201, LP Dubose Model Home Investors #202, LP and NetREIT Dubose Model Ho
REIT, LP and one limited liability company NetREModel Homes, LLC. Our Model Home properties are located in ten states
throughout the United States. As of December 31, 2015, these entities owned 64 Model Homes with a net book value ofedpproxime
$16.9 million.

Net REI'T Dubose Mod®bBdeREH®ubes®e REI B, elhgagedii n the business of
homebuilders in saleeaseback transactions whereby a homebuilder sells the Model Home to NetREIT Dubose and leases back
Model Home under a triple net leas?N(NNO) for use in marketing its residential development. Our Model Home business was started
in March 2010 through the acquisition of ®OBbHUOR Whichwegefertbas an
the ADMHU Purchased )Subsequent to its foration, NetREIT Dubose raised $10.6 million pursuant to a private placement of its
common stock (the private placement was terminated on December 31, 2013). As of December 31, 2015, NetREIT has invested
million in NetREIT Dubose through the purchasecoimmon stock. We owned approximately 27.2% of NetREIT Dubose as of
December 31, 2015.

We operate three | imited partnerships in connect DdMHI#2010) h N
Dubose Model Home DMHIV#ODEL)o rasn d# 2NDe2t, R BLIPT (Ou b o s eNetREITUL®d ) .HoTmee RIEIl
partnerships typically raise private equity to invest in Model Home properties and lease them back to the homebuilders.

1 We owned 8.3% of DMHI #201 LP as of December 31, 2015. DMHI #201 raised $3.0 million through the sale of partnershi
units.

1 We owned 10.3% of DMHI #202 as of December 31, 20IBe partnership had raised $2.9 million, including our
investment, through ember 31, 2015This partnership was formed to raise up to $5.0 million through the sale of units.

NetREIT Dubose owned 100 % of NetREIT LP as of December 31, 2015.
T We owned 100% of NetREIT Model Homes, LLC as of December 31, 2015.

We provide manageme services to our various limited partnerships through NetREIT Advisors, BNetREIT Advisor®) and
Dubose Advisors LLCf{Dubose Advisor8). These entities are 100% owned subsidiaries and are referred to collectively as the
( Advisor® ) . F o r ces, each af thesAevisors receives ongoing management fees, acquisition fees and has the right to rece
certain other fees when a partnership sells or otherwise disposes of a Model Home. NetREIT Advisors manages NetREIT Dub
NetREIT Model Homes, LLCrad Dubose Advisors manages DMHI #201 and DMHI #202.

Use of Leverage

We use mortgage loans secured by the individual properties in order to maximize the return for our stocRlypidail these loans
would be for terms ranging from 5 to 10 yea@urrently the majority of our mortgage loans are structured agemurse to us with

the limited exceptions that would cause a recourse nature only upon occurrence of certain fraud, misconduct, envirenmental
bankruptcy eventsThe nonrecourse financindimits the exposure to the amount of equity invested in each property pledged as
collateral thereby protecting the equity in the other as$tscan provide no assurance that the-remourse financing will be available

on terms acceptable to us, oa#itand there may be circumstances where lenders have recourse to our othefl assésser extent,

we use recourse financing or a cross collateral pledge of certain properties. At December 31, 2015, $9.1 million ofi@lotr watsl
recourse to th€ompany and relates to the model homes properties.

We use both fixed and variable interest rate debt to finance our properties. Wherever possible, we prefer to obtamiicedage
financing as it provides better cost predictability. As of DecembeP@15, none of our mortgage obligations include variable interest
rate provisions.



PROPERTY MANAGEMENT

The Company is the primary property manager for all of its properfib® Company retains third party property management
companies in Colorado ancdbih Dakota to render esite management services.

COMPETITION

Our principal factors of competition is our focus on contrarian, immediate yield -@alen acquisitions by seeking unique properties
with identifiable valuecreation opportunities withoulhé need for significant structural improvements or other costly renovatigas.
operate in niche geographies, targetingb®5 million acquisitions of properties or small portfolios in order to limit competition from
both larger and well capitalized bugdbcused on core markets.

We compete with a number of other real estate investors, many of which own properties similar to ours in the same wizidkets in
our properties are locatedCompetitors include other REITS, pension funds, insurance compamniestment funds and companies,
partnerships, and developers. Many of these entities have substantially greater financial resources than we do and toagcbepbl
more risk than we can prudently manage, including risks with respect to the creditesstbf a tenant or the geographic location of
its investments. In addition, many of these entities have capital structures that allow them to make investments atdsghanpr
what we can prudently offer while still generating a return to theirstove that is commensurate with the return we are seeking to
provide our investors. If our competitors offer space at rental rates below current market rates, or below the rergat uaterstiy
charge our tenants, we may lose potential tenants andaydoenpressured to reduce our rental rates below those we currently charge
or to offer more substantial rent abatements, tenant improvements, early termination rights -ondndietvenewal options in order to
retain tenants when our tenants' leases exfihe concentration of our properties in Southern California, Colorado and North Dakota
makes us especially susceptible to local market conditions in these areas.

To be successful, we must be able to continue to respond quickly and effectively tosdhdagal and regional economic conditions
by adjusting rental rates of our properties as appropriate. If we are unable to respond quickly and effectively, olicinditicia,
results of operations, cash flow, and ability to satisfy our debt seshlagations and pay dividends may be adversely affected.

REGULATION

Our Management will continually review our investment activity in order to prevent us from coming within the applicatien of t

I nvest ment Company Act of 1 thiads, Maradementinll attedpt td mdnito) the prapaion gf owr t |
portfolio that is placed in various investments so thdéilett we
If at any time the character of our investments coalgse us to be deemed an investment company for purposes of the 1940 Act, woulc
be required to comply with the operating restrictions of the 1940 Act which are generally inconsistent with our typitahspasa

such, we will take the necessary actontensur e t hat we are not deemed to be an A

Various environmental laws govern certain aspects of the ongoing operation of our progertie®nvironmental laws include those
regulating the existence of asbestostaining materials ibuildings, management of surfaces with Keaded paint (and notices to
residents about the ledhsed paint) and wasteanagement activities. The failure to comply with such requirements could subject us
to government enforcement action and/or claimsifonages by a private party.

To date, compliance with federal, state and local environmental protection regulations has not had a material effeepial our c
expenditures, earnings, or competitive positigkll proposed acquisitions are inspected ptioracquisition. The inspections are
conducted by qualified environmental consultants, and we review the issued report prior to the purchase of anyNwueeehgless,

it is possible that our environmental assessments will not reveal all environnieitdles, or that some material environmental
liabilities exist of which we are unawarén some cases, we may be required to abandon otherwise economically attractive acquisition
because the costs of removal or control of hazardous materials tevprobibitive or we have been unwilling to accept the potential
risks involved. We do not believe we will be required to engage in any lacgée abatement at any of our properties. We believe that
through professional environmental inspections andnggpgor asbestos, lead paint and other hazardous materials, coupled with a
relatively conservative posture toward accepting known environmental risk, we can minimize our exposure to potential liabili
associated with environmental hazards.

We are unawaref any environmental hazards at any of our properties that individually or in the aggregate may have a material adve
impact on our operations or financial position. We have not been notified by any governmental authority, and we areviset other
awareof any material norrompliance, liability, or claim relating to environmental liabilities in connection with any of our properties.
We do not believe that the cost of continued compliance with applicable environmental laws and regulations will haiet advertse

effect on us or our financial condition or results of operations. Future environmental laws, regulations, or ordinanees, hawe
require additional remediation of existing conditions that are not currently actionable. Also, if morensteng&@ements are imposed

on us in the future, the costs of compliance could have a material adverse effect on us and our financial condition.



MANAGEMENT OF THE COMPANY
Our Management

We refer to our executive officers and any directors who are affiliated with them @slanagemend .Our Management is currently
comprised of:

T Jack K. Heilbron, Chairman of the Board, Chief Executive Officer and President of NetREIT, Inc., Presidginéctod
of NetREIT Dubose, and President of NetREIT Advisors;

i Kenneth W. Elsberry, Chief Financial Officer and Director of NetREIT, Inc., and CFO of Dubose Advisors and NetREIT
Advisors;

i Larry G. Dubose, Director of NetREIT, Inc., CFO and Director ofR¥dT Dubose, and CEO of Dubose and NetREIT
Advisors;

1 Gary Katz, Senior Vice PresideAsset Management; of NetREIT, Inc.

Mr. Heilbron is responsible for managing our dayday affairs. Mr. Dubose is responsible for managing thetol@ay activities of
the Dubose and NetREIT Advisors and our Model Homes Division. Mr. Katz, is responsible for managingttheéagagffairs for the
Office/Industrial and Retail Propertiebir. Heilbron, Mr. Elsberry, and Mr. Katz are responsible for all Company propeytysitions.

Our Board of Directors

Our Management is subject to the direction and supervision of our board of directdisRaura)r Almbng other things, our Board
must approve each real property acquisition our Management proposes. There are eigtg doeprising our Board, five of whom
are independent directors, as defined by the New York and NASDQ Stock Exchiamgesd e p e n d e 1. Three of pue diréctors, s 0
Mr. Heilbron, Mr. Elsberry, and Mr. Dubose are not independent directors.

TAX STATUS
Starting in our 2000 tax year, we elected to be taxed as a REIT. As a REIT, we are generally not subject to federal mmcinmoente
that we distribute to our stockholders. Under t heourbktatus asran a |

REIT and receive favorable REIT income tax treatment, we must comply with certain requirements of federal income tax laws a
regulations. These laws and regulations are complex and subject to continuous change and reinterpretatioredéigdthae opinion

of special tax counsel that we will qualify as a REIT if we achieve certain of our objectives, including diversity ohsterghip and
operating standards. However, there is no assurance that we will be able to achieve thesd gussjaalify or continue to qualify

to be taxed as a REIT. The principal tax consequences of our being taxed as a REIT are that our stockholders maydewcds/e divi
that are indirectly sheltered from corporate federal income taxation. In the evéait Wequalify as a REIT, we will be subject to
taxation on two levels because our income will be taxed at the corporate level and we will not be able to deduct trevaivimdenisd

our stockholders. In turn, stockholders will be taxed on dividengsrédoive from us.

To continue to be taxed as a REIT, we must satisfy numerous organizational and operational requirements, includingeatréatirem
we distribute at least 90% of our REIT taxable income to our stockholders, as defined in the Cadeudatddat on an annual basis. If
we fail to qualify for taxation as a REIT in any year, our income will be taxed at regular corporate rates and stocklidideesxed

on dividends they receive from us, and we may be precluded from qualifying forargéatsna REIT for the fotyrear period following

our failure to qualify. Even though we qualify as a REIT for federal income tax purposes, we may still be subject tblstzdbtares

on our income and property and to federal income and excise tages ondistributed income.

OFFICES AND EMPLOYEES

Our offices are situated in approximately 12,134 square feet of space in Escondido, California.

As of March 18, 2016, we have a total of 23-tithe and 1 partime employees.

AVAILABLE INFORMATION

Access © copies of our annual reports on FormKLOquarterly reports on Form 1@, and other filings with the SEC, including
amendments to such filings are available via a linfttp:/ /www.sec.gower on our website atww.netreit.comas soon as reasonably
practicable after such materials are electronically filed with the SEC. They are also available for printing by any stagitolder
request.



Our office is located at 1282 Pacific Oaks Place, Escondido, California, Our telephone number is 2881-7721. Our e
mail address is info@netreit.com or you may visit our website at www.netreit.com.

Item 1A. RISK FACTORS
Risks Related to our Operations and an Investment in our Securities
Our long term growth may depend on obtaining additional equigpital.

In the past we relied on cash from the sale of our equity securities to fund the implementation of our business plao pircpedy
acquisitions and building our staff and internal management and administrative capabilities. We terrmaitizdte placement for
common stock on December 31, 2011 and closed on a preferred stock financing in Augusd@0ddntinued ability to fund real
estate investments, our operations, and payment of regular dividends to our stockholders will lilkgdgrment upon our obtaining
additional capital through the additional sales of our equity and/or debt securities. Without additional capital, webmableoto

grow our asset base to a size that is sufficient to support our planned growth, cleratibieg or to pay dividends to our stockholders
at current rates or at the | evel s r e tVamaykedorceddo boreow fartdsaon ashartu r
term basis, to sell assets or to issue securities to meet thertEum distribution requirement or for working capital purpases.
There is no assurance as to when and under what terms we could successfully obtain additional funding through theesgiigyof our
and/or debt securities. Our access to additional yauitdebt capital depends on a number of factors, including general market
conditions, the marketdés perception of our growth potentia

We currently are wholly dependent on internal cash from our operati@and debt financing to fund future property acquisitions,
meet our operational costs and pay distributions to our stockholders.

To the extent the cash we receive from our real estate investments, preferred stock financing, and debt financing o&maencumb
properties is not sufficient to pay our costs of operations, our acquisition of additional properties, or our paymetenofsdioiour
stockholders, we would be required to seek capital through additional medsuagiglition, our debt and prefedstock require that

we generate significant cash flow to satisfy the payment and other obligations under the terms of our debt and these/$ecusti

incur additional debt or issue additional preferred stock for various purposes, including, Vifitfitatibn, to fund future acquisition

and development activities and operational neddther measures of seeking capital could include decreasing our operational costs
through reductions in personnel or facilities, reducing or suspending our acquositeal estate, and reducing or suspending dividends

to our stockholdersSee Risks Related to Our Debt and Preferred Stock

Reducing or suspending our property acquisition program would prevent us from fully implementing our business plan agd reach
our investment objectives. Reducing or suspending the payment of dividends to our stockholders would decrease our stdckholc
return on their investment and possibly prevent us from satisfying the minimum distribution requirements of the REITigp{®sésio

ri sk f a®emay betfarcedtcebdrrovi funds on a shern basis, to sell assets or to issue securities to meet the REIT minimum
distribution requirement or for working capital purpoées . Any of t hese meas urladversgeffedtahouri k
financial condition, the value of our common stock, and our ability to raise additional capital.

There can be no assurance that dividends will be paid or increase over time.

There are many factors that can affect the availability tming of cash dividends to our stockholders. Dividends will be based
principally on cash available from our real estate investments. The amount of cash available for dividends will be wffeatsd b
factors, such as our ability to acquire profitaldalrestate investments and successfully manage our real estate properties and ot
operating expenses. We can provide no assurance that we will be able to pay or maintain dividends or that divideretsseitdvecr

time.

If we are unable to find suitablénvestments, we may not be able to achieve our investment objectives or continue to pay dividends.

Our ability to achieve our investment objectives and to pay regular dividends is dependent upon our acquisition ofrgpéetyle p
investments and obtaig satisfactory financing arrangements. We cannot be sure that our management will be successful in findir
suitable properties on financially attractive terms. If our management is unable to find such investments, we will hoted¢ds p
available foinvestment in an interestearing account or invest the proceeds in stasrh, investmengrade investments. Holding such
shortterm investments will prevent us from making the ldegn investments necessary to generate operating income to pay
dividends. As a result, we will need to raise additional capital to continue to pay dividends at the current level until such tiatdeas su
property investments bec oWemagbhedorcéddotbbriew finsisson a stierts Hasisf taed asgets ort i t
to issue securities to meet the REIT minimum distribution requirement or for working capital parposes | n t he event
to do so, our ability to pay dividends to our stockholders will be adversely affected.



We depend on kepersonnel, and the loss of such persons could impair our ability to achieve our business objectives.

Our success substantially depends upon the continued contributions of certain key personnel in evaluating and consummating
investments, selecting tertarand determining financing arrangements. Our key personnel include Mr. Jack K. Heilbron, Mr. Kennett
W. Elsberry and Mr. Larry G. Dubose, each of whom would be difficult to replace. If any of our key employees were t@itease th
association with us, tHmplementation of our investment strategies could be delayed or hindered, and our operating results could suff

We also believe that our future success depends, in large part, upon our ability to hire and retain skilled and expenizgeeal,m
operdional and marketing personnel. Competition for skilled and experienced professionals is intense, and we cannot assure
stockholders that we will be successful in attracting and retaining such persons.

We may change our investment and business poligiithout stockholder consent, and such changes could increase our exposure
to operational risks.

Our board of directors may change Net REITés investmemts, an
acquisitions, growthpperations, indebtedness, capitalization and distributions, at any time without the consent of our stockholder
Although our independent directors review our investment policies at least annually to determine that the policies|owiagesia

in thebest interests of our stockholders, a change in such policies could result in our making investments different froniblgind poss
riskier than, investments made in the past. A change in our investment policies may, among other things, increase euo exposul
interest rate risk, default risk and real estate market fluctuations, all of which could materially affect our abiligv@atinvestment
objectives.

The absence of a public market or redemption program for our common stock will make it diffioulour stockholders to sell their
shares, which may have to be held for an indefinite period.

There is no public market for our common stock, and we have no plans to cause our common stock to be listed on argxsbeugges

or quoted on any markslystem. Additionally, our articles of incorporation contain restrictions on the ownership and transfer of our
common stock (s €lkestodk evknership lanit nposed byttHe éntkrnafi Revenue Code for REITs and our articles of
incorporatonnry di scourage a takeover that coul d ot)hertheywesdonothawu |l t
a share redemption program, nor do we plan to adopt one in the near future, and any share redemption program we dbeadopt w
limited in terms of the amount of shares that may be annually redeemed. As a result, it will be difficult for our stockhold¢ngito sel
shares promptly or at all. If our stockholders are able to sell their shares, they likely will only be able to seh thawstantial discount

from the price they paid. Thus, our stockholders should consider their shares to be an illiquid-tewamgestment, and they should

be prepared to hold their shares for an indefinite length of time.

Certain conditions may ch&tnge our ability to establish a stable secondary market for our common stock and to make future
offerings of our equity securities.

As of December 31, 2015, we had 17,202,228 shares of our common stock outstanding. Substantially all of thesefstelyes are
tradable (subject to restrictions on the shares held by our directors, officers and other affiliates). Additionally,dv® iistsure
additional shares of our common stock in the future under our employee and agent incentive plans and possibiyniiore private
offerings. Neither we nor any of our affiliates have any control, contractually or otherwise, on the amounts or frequadey thfe
holders of these shares may make. The sale of a large amount of common stock in the secondapufdatteersely affect the price

of our stock in that market and impair our ability to raise capital through additional private placements. Additionalyomssand
other professional investors could seek to take advantage of this condition tehaugbales of our common stock, which could exert
further downward pressure on the trading price.

If we seek to establish a public market for our common stock by listing on a national securities exchange, we may expenibece

of challenges relateth the secondary market for our shares. The presence of a large number of outstanding freely tradable shares of
common stock in the secondary market could discourage underwriters from participating in a public offering of our corkrand stoc
could plae us at a disadvantage in negotiating a public offering price with underwriters who do choose to participate. The prices
which we have sold our common stock in the past were, in the absence of a public market, determined based on a nuativer of obje
and subjective factors. Accordingly, there is no assurance that the trading price of our common stock in a subsequestkptiblic
would correspond with our prior offering prices of common stock or that the trading price of our stock in a public madketfieot

our financial condition or performance.

If we failed to comply with applicable exemption requirements in connection with our private placement offerings, we niaglbe |
for damages to certain of our stockholders.

Since 2005, we have conductediltiple private placement offerings in reliance upon the private placement exemptions from registratior
under Section 4(2) and Rule 506 of Regulation D under the Securities Act of 1933 and various exemptions from regisénation un
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applicable state sedties laws. Many requirements and conditions of these exemptions are subject to factual circumstances a
subjective interpretation. There is no assurance that the SEC, any state securities law administrator, or a trieraodadt am
arbitration poceeding would not determine that we failed to meet one or more of these requirements. In the event that we are foun
have sold our securities without an applicable exemption from registration, we could be liable to the purchasers dfiesrisdwatr
offering for rescission and possibly monetary damages. If a number of investors were successful in seeking one or s®re of tt
remedies, we could face severe financial demands that would adversely affect our business and financial condition.

Further,under applicable laws and regulations, our multiple offerings could be combined (or integrated) and treated as a siggle offer
for federal and state securities law purposes. While we have structured each of our offerings individually so thae if dinayireed

they would meet exemption requirements, the law related to integrated offerings remains somewhat unclear and has hot been
defined by the SEC or the courts. Thus, there is uncertainty as to our burden of proving that we have correctiyoredied more of

these private placement exemptions.

If we are deemed to be an investment company wunder the In
reduced.
We are not registered as an investment company under the Investmept&Coy Act of 1940, as amended

based on exceptions we believe are available to us. If we were obligated to register as an investment company, wetwoaoltigve
with a variety of substantive requirements under the Invest@e@mpany Act that impose, among other things, limitations on capital
structure, restrictions on specified investments, prohibitions on transactions with affiliates, and compliance with, repaotiohg
keeping, voting, proxy disclosure and other rulesragdlations that would significantly increase our operating expenses.

Our articles of incorporation permit our board of directors to issue stock with terms that may subordinate the rights tihgxis
stockholders or discourage a third party from acquiring in @ manner that could result in a premium price to our stockholders.

Our board of directors has the authority to establish more than one series of preferred stock and to fix the relaticepeafdnéghts
regarding conversion, voting powers, rigions, limitations as to dividends and other distributions, and terms of redemption without
shareholder approval. Thus, our board could authorize the issuance of a series of preferred stock with terms andrairaditiomsre
favorable that those afur outstanding common or preferred stock. Such series of stock could also have the effect of delaying, deferri
or preventing a change in control, including an extraordinary transaction (such as a merger, tender offer or saletstafit@ily all

of our assets) that might otherwise provide a premium price to holders of our stock, even if it would be in the besifioterest
stockholders.

In August 2014, we completed a preferred stock financing with PFP 11l Sub II, LLC, an affiliate of Priameé&-iRartners Ill, Inc.
(collectively, APrimeod) in which we issued 16, 600 sdddurimgs o
2015. This Preferred Stock ranks senior to our common stitbkespect to dividend rights andhts upon the Company's liquidation,
dissolution or winding upSee Risks Related to Our Preferred Stock Offering.

Maryland law prohibits certain business combinations, which may make it more difficult for us to be acquired.

Under Mar yl aemgds | @aovmb ifirbautsiionns ¢ bet ween a Maryland corporat.i
interested stockhol der are prohibited for five years aft
s t o ¢ k hBhesé lrusiness oinations include a merger, consolidation, share exchange or, in circumstances specified in the statu
an asset transfer or issuance or reclassification of equity securities. The business combination statute may disceudragetotimey

to acquirecontrol of us and increase the difficulty of consummating any offer, including potential acquisitions that might involve &
premium price for our common stock or otherwise be in the best interest of our stockholders.

Our rights, and the rights of our stockbiders, to recover claims against our officers and directors are limited.

Our articles of incorporation eliminate the liability of our officers and directors for monetary damages to the fullegpeentissible

under Maryland law. Maryland law provid#sat a director has no liability in that capacity if he performs his duties in good faith, in a
manner he reasonably believes to be in our best interest, and with the care that an ordinarily prudent person in@nlike pdsiise

under similar circumsances. Our articles of incorporation authorize us, and our bylaws require us, to indemnify our directors, officer:
employees and agents to the maximum extent permitted under Maryland law. Because of these provisions, we and our stagkholders
have mordimited rights to monetary damages against our directors and officers than might otherwise be available under common |
In addition, we may be obligated to fund the defense costs incurred by our directors, officers, employees and agexgaliaconsl

to collect damages against them.



Our management faces certain conflicts of interest with respect to their positions and/or interests in NetREIT and itgedfilivhich
could hinder our ability to implement our business strategy and to generate nsttw our stockholders.

We rely on our management, Messrs. Heilbron, Elsberry and Dubose, for implementation of our investment policies atalday day
operations. Messrs. Heilbron and Elsberry are also officers and directors of NTR Property Managemant, certain affiliated
entities. Mr. Dubose, who we rely on for the dayday operations of NetREIT Advisors and our Model Homes Division, is also an
executive officer of Dubose REIT and, like Messrs. Heilbron and Elsberry, engages in other inastinmusiness activities in which
NetREIT has no economic interest. Their loyalties to these other entities could result in action or inaction that italetvimen
business, which could harm the implementation of our business strategy. For indtapgaay have conflicts of interest in making
investment decisions regarding properties for us as opposed to other entities with similar investment objectives oningletieem

to sell properties and with respect to which NTR Property Managemeris latitled to different amounts of fees and compensation.
Additionally, they may face conflicts of interest in allocating their time among us, our property manager, Dubose RHEIF atieith
real estate investment programs or business ventures amating their obligations to us and those other entities. Their determinations
in these situations may be more favorable to other entities than to NetREIT.

Possible future transactions with our executive management or their affiliates could create a coaflinterest, which could result
in actions that are not in the longerm best interest of our stockholders.

Under prescribed circumstances, we may enter into transactions with affiliates of our management, including the boriewitigcand

of funds, he purchase and sale of properties and joint investments. Currently, our policy is not to enter into any transactign involvi
sales or purchases of properties or joint investments with management or their affiliates, or to borrow from or lend sughey to
persons. However, our policies in each of these regards may change in the future.

We face system security risks as we depend on automated processes and the Internet.

We are increasingly dependent on automated information technology procé8skswe attempt to mitigate this risk through offsite
backup procedures and contracted data centers that include, in some cases, redundant operations, we could be sewkblyaimpacte
catastrophic occurrence, such as a natural disaster or a terrorist attack.

In addition,an increasing portion of our business operations are conducted over the Internet, putting us at risk from cybersdyrity attas
including attempts to gain unauthorized access to our confidential data, viruses, ransomware, and other sfeatiphlreaches.

Such cybefattacks can range from individual attempts to gain unauthorized access to our information technology systems to m
sophisticated security threats that could impacttdeday operations. While we employ a number of meadorgsevent, detect and
mitigate these threats, there is no guarantee such efforts will be successful at preventingiacyb&ybersecurity incidents could
compromise confidential information of our tenants, employees and vendors and cause systsrafall disruptions of operations

Risks Related to Investments in Real Estate

Unsettled conditions in the financial markets could affect our ability to obtain financing on reasonable terms and haveastherse
effects on our operations.

Recent volatilities in the financial markets could result in a tightening of secured real estate financing. Lenders witk tyipozally
deal have increased their credit spreads as the volatility has increased. Thus, borrowing costs have increasedtdHifneortgage
financing may result in lower yields from our real estate investments, which may reduce our cash flow available foiodisbridut
stockholders.Reduced cash flow could also diminish our ability to purchase additional properdidsua decrease our diversification
of real estate ownership.

Further disruptions in the financial markets and continued uncertain economic conditions could adversely affect the vatug of
real estate investments.

Disruptions in the financial market®wud adversely affect the value of our real estate investments. Such conditions could impact
commercial real estate fundamentals and result in lower occupancy, lower rental rates, and declining values in oerpeefagiat

and in the collateral sedng our loan investments. As a result, the value of our property investments could decrease below the amour
paid for such investments, the value of collateral securing our loan investments could decrease below the outstandiragrinmtp

of such bans, and revenues from our properties could decrease due to fewer tenants or lower rental rates. These factors w
significantly harm our revenues, results of operations, financial condition, business prospects and our ability to inatierdistr

A decrease in real estate values could negatively affect our ability to refinance our properties and our existing mortgagéaisig

A decrease in real estate values would decrease the principal amount of secured loans we can obtain on a specditdpooperty
ability to refinance our existing mortgage loans. In some circumstances, a decrease in the value of an existing proprtysia
mortgage loan may require us to prepay or post additional security for that mortgage loan. This would acarwhén e | end e
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appraised value of the property decreases below the value required to maintaistcavilaa ratio specified in the mortgage loan
agreement. Thus, any sustained period of depressions in real estate prices would likely adfemselyr ability to finance our real
estate investments.

We may be adversely affected by unfavorable economic changes in the geographic areas where our properties are located.

Adverse economic conditions in the areas where the properties securing oisgtherderlying our investments are located (including
business layoffs or downsizing, industry slowdowns, changing demographics and other factors) and local real estate(soclliéisns
oversupply or reduced demand) may have an adverse effect onubef/tie properties underlying our investments. The deterioration
of any of these local conditions could hinder our ability to profitably operate a property and adversely affect the peicesamida
sale or other disposition of the property.

Competiton for properties could negatively impact our profitability.

In acquiring real properties, we experience substantial competition from other investors, including other REITs andereal est
investment programs. Many of these competitors are larger thareveadhave access to greater financial resources. In addition, some
of our competitors may have higher risk tolerances or different risk assessments, which could allow them to considearatyidér
investments. Because of this competition, we malniiéed in our ability to take advantage of attractive investment opportunities that
are consistent with our objectives. Our inability to acquire the most desirable properties on favorable terms could afthareety
financial condition, our operatig and our ability to pay dividends.

Our inability to sell a property at the time and on the terms we desire could limit our ability to realize a gain on owstrimeets and
pay distributions to our stockholders.

Generally, we seek to sell, exchangetirerwise dispose of our properties when we determine such action to be in our best interest:
Many factors beyond our control affect the real estate market and could affect our ability to sell properties for trethederms or
within the time frane that we desire. These factors include general economic conditions, the availability of financing, interest rates a
supply and demand. Because real estate investments are relatively illiquid, we have a limited ability to vary ourrpoespbosect
changes in economic or other conditions. Therefore, our inability to sell properties at the time and on the terms wél weshtc®u

our cash flow and limit our ability to make distributions to our stockholders.

Lease default or termination by one ofio major tenants could adversely impact our operations and our ability to pay dividends.

The success of our real estate investments materially depends on the financial stability of our tenants. A defaulttiontegmana
significant tenant on its leag@yments would cause us to lose the revenue associated with such lease and could require us to find
alternative source of revenue to meet mortgage payments and prevent a foreclosure, if the property is subject to irtieetgaget

of a tenant defult or bankruptcy, we may experience delays in enforcing our rights as landlord and may incur substantial costs
protecting our investment. Additionally, we may be unable to lease the property for the rent previously received qrrepkrtye
without incurring a loss. These events could cause us to reduce the amount of distributions to our stockholders.

A property that incurs a vacancy could be difficult to sell orlease and could have a material adverse effect on our operations.

We expect our proerties to periodically incur vacancies by reason of lease expirations, terminations, or tenant defaults. If a tena
vacates a property, we may be unable #Wease the property without incurring additional expenditures, or at all. If the vacancy
continwes for a long period of time, if the rental rates upon sudbase are significantly lower than expected, or if our reserves for
these purposes prove inadequate, we will experience a reduction in net income and may be required to reduce or diiinitiabes dist
to our stockhol der s. I n addition, because a properedwyiththatmar
property, the resale value of a property with high or prolonged vacancies could suffer, which coulddduteiour returns.

We may incur substantial costs in improving our properties.

In order to release a property, substantial renovations or remodeling could be required. For instance, we expect that some of
properties will be designed for use byarticular tenant or business. Upon default or termination of the lease by such a tenant, the
property might not be marketable without substantial capital improvements. The cost of construction in connection withatignse

and the time it takes to oplete such renovations may be affected by factors beyond our control, including material and labor shortage
subcontractor defaults and delays, weather conditions, and changes in federal, state and local laws. If we experiesrcensost ov
resulting fran delays or other causes in any construction project, we may have to seek additional debt financing. Further, delays
construction will cause a delay in our receipt of revenues from that property and could adversely affect our abilityto dedxt
savice obligations.
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Uninsured losses may adversely affect returns to our stockholders.

Our policy is to obtain insurance coverage for each of our properties covering loss from liability, fire, and casuadtsnoutite and

under the terms we deem sufficfdo insure our losses. Under tenant leases on our commercial and retail properties, we require o
tenants to obtain insurance to cover casualty losses and general liability in amounts and under terms customarily rositaiteed fo
properties in the aa. However, in certain areas, insurance to cover some losses, generally losses of a catastrophic nature suc
earthquakes, floods, terrorism and wars, is either unavailable or cannot be obtained at a reasonable cost. Consecaentyhaeem
adequée coverage for such losses. If any of our properties incurs a casualty loss that is not fully insured, we could losalsifme or
our investment in the property. In addition, other than any working capital reserve or other reserves we may estigtdighyadd

have no source of funding to repair or reconstruct any uninsured property.

Because we are not required to maintain specific levels of cash reserves, we may have difficulty in the event of increased o
unanticipated expenses.

We do not curretty have, nor do we anticipate that we will establish in the future, a permanent reserve for maintenance and repai
lease commissions, or tenant improvements of real estate properties. To the extent that existing expenses increaggatedunantic
expenss arise and accumulated reserves are insufficient to meet such expenses, we would be required to obtain additianagfunds thr
borrowing or the sale of property. There can be no guarantee that such additional funds will be available on favoraislattatins,

We may have to extend credit to buyers of our properties and a default by such buyers could have a material adverse effiect on
operations and our ability to pay dividends.

In order to sell a property, we may lend the buyer all or a portitmegburchase price. When we provide financing to a purchaser, we
bear the risk that the purchaser may default or that we may not receive full payment for the property sold. Even ircéhefabsen
purchaser default, the distribution of the proceeds efstiie to our stockholders, or the reinvestment of the proceeds in other assets
will be delayed until the promissory note or other property we may accept upon a sale are actually paid, sold, refiodreredser
disposed.

We may acquire properties iroint ventures, partnerships or through limited liability companies, which could limit our ability to
control or liquidate such holdings.

We generally hold our investments in directly with others aswpers (a cdenancy interest) or indirectly through extermediary

entity such as a joint venture, partnership or limited liability company. Also, we may on occasion purchase an intemgtéenna
leasehold estate or we may enter into a-kaiea s eback financing tr an sakleasebachtrar(sactoe we i s
are at risk that our seller/l essee wil.l def aul t , Sushhownenrshipc o u
structures allow us to hold a more valuable property with a smaller investmerigdorgduce our ability to control such properties. In
addition, if our ceowner in such arrangements experiences financial difficulties or is otherwise unable or unwilling to fulfill its
obligations, we may be forced to find a new partner on less favaeibs or lose our interest in such property if no partner can be
found.

As a general partner in DOWNREIT partnerships, we could be responsible for all liabilities of such partnership.

We own four of our properties indirectly through limited partnershipeta DOWNREIT structure. In a DOWNREIT structure, as
well as some joint ventures or other investments we may make, we will employ a limited partnership as the holder afstatereal
investment. We will likely acquire all or a portion of the interasgtuch investment as a general partner. As a general partner, we would
be potentially liable for all of the liabilitieseriadoperatioa. p a
Therefore, our liability could far excedide amount or value of investment we initially made, or then had, in the partnership.

11



We are subject to risks and uncertainties associated with the internalization of management of our properties.

NTR Property Management, Inc., our wholly owned subsidésnyes as our property managérior to the internalization of our
management, we were externally managed by CHG Properties, Inc. Effective as of January 31, 2013, we acquired CHGRroperties
and thereby became internally managed. Realizing oundsssiobjectives depends in large part on the ability of NTR Property
Management, Inc. to effectively manage the-ttagay operations of our assets and properties. We cannot assure you that our pas
performance with external management will be indicatie oi nt er n al management 6s ability t
operate our company. We do not have an operating history with internal management and do not know if we will be alsisftdysucce
integrate our former external management. If NTTBplerty Management, Inc. is not successful in managing our properties to achieve
the investment returns we anticipate, our operations may be adversely impacted.

Our ability to operate a property may be limited by contract, which could prevent us fromrobgathe maximum value from such
properties.

Some of our properties will likely be contiguous to other parcels of real property, for example, comprising part of gfeopaing

center development. In some cases, there could exist significant covepadispns and restrictions, known as CC&Rs, relating to
such property and any improvements or easements related to that property. The CC&Rs would restrict our operation eftthat prop
which could adversely affect our operating costs and reduce the aofiduntls that we have available to pay dividends.

We may acquire properties AAS 1 S,0 which increases thhe ri:
prior owner.

We may acquire real e st at cereppesentagii@ns and vasanti@sfrem thesprogertysellér regaodimg mattetsi
affecting the condition, use and ownership of the property. If defects in the property or other matters adversely laéfertpgrty

are discovered, we may not be able to peigglaim for any or all damage against the seller. Therefore we could lose some or all of oul
invested capital in the property as well as rental income. Such a situation could negatively affect our results of operations

In a saleleaseback transaction, evare at risk that our seller/lessee will default, which could impair our operations and limit our
ability to pay dividends.

On occasion we may lease an investment property back to the seller for a certain period of time. When the seller/lasssgatble

to its tenants, the seller/l esseebs ability to meejdcttatay m
subtenantsé ability to pay their rent on a t i monlofts Idasebacks .
agreement with us and our subsequent inability to release the property could cause us to suffer losses and advetsdipaffaat o
condition and ability to pay dividends.

We may be required under applicable accounting procedumed standards to make impairment charges against one or more of our
properties.

Under current accounting standards, requirements, and procedures, we are required to periodically evaluate our resdtestats in

for impairment based on a number ofigators. Impairment indicators include real estate markets, leasing rates, occupancy levels
mortgage loan status, and other factors which directly or indirectly affect the value of a particular property. Thespaogeirtel prior

to the recessionthatt art ed in 2007 are more susceptible to these indi
termination of a londerm lease, the pending maturity of a mortgage loan secured by a property, and the unavailability of replaceme
financing are all impairment indicators. The presence of any of these indicators may require us to make a material inhpajfenent c
against the property so affected. If we determine an impairment has occurred, we are required to make an adjustmecartyitng ne
value of the property which could have a material adverse effect on our results of operations and financial conditiparfod tine

which the impairment charge is recorded.

Discovery of toxic mold on our properties may adversely affect @suits of operation.

Litigation and concern about indoor exposure to certain types of toxic molds have been increasing as the public becaimas aware
exposure to mold can cause a variety of health effects and symptoms, including allergic reactiomaolbsxéan be found almost
anywhere; when excessive moisture accumulates in buildings or on building materials, mold growth will often occur,lpéirticellar
moisture problem remains undiscovered or unaddressed. We attempt to acquire propertidgerenisrad toxic mold or where there

has not been any proceeding or litigation with respect to the presence of toxic mold. However, we cannot provide assutaxices t
mold will not exist on any of our properties at acquisition or will not subsequeenigiop. The presence of significant mold at any of
our properties could require us to undertake a costly remediation program to contain or remove the mold from the gffetyedinpro
addition, the presence of significant mold could expose us taitjafodm our tenants, employees of our tenants, and others if property
damage or health concerns arise
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Risks Related to Debt and our Preferred Stock Financing

We have outstanding indebtedness and preferred stock, which requires that we generate sigraéisarftow to satisfy the payment
and other obligations under the terms of our debt and these securities, and exposes us to the risk of default under thof tarms
debt and these securities.

Our total indebtedness as of December 31, 2015 was $144chmils of December 31, 2015, we also had outstanding, in the aggregate,
$35.0 million of mandatorily redeemable Series B Preferred Stock. We may incur additional debt or issue additionalgtoetefoed
various purposes, including, without limitatidn,fund future acquisition and development activities and operational needs.

The terms of our outstanding indebtedness and preferred stock provide for significant interest and dividend paymability to

meet these and other ongoing payment ohbgatof our debt and preferred stock depends on our ability to generate significant cash
flow in the future. Our ability to generate cash flow, to some extent, is subject to general economic, financial, cqrigupsitarye

and regulatory factors, aselas other factors that are beyond our control. We cannot assure you that our business will generate ce
flow from operations, or that capital will be available to us, in amounts sufficient to enable us to meet our paymenhshligder

our loan ageements and our outstanding preferred stock and to fund our other liquidity needs. If we are not able to generate suffici
cash flow to service these obligations, we may need to refinance or restructure our debt, sell assets (which we mayrbeblimgjite

in light of the relatively illiquid nature of our properties), reduce or delay capital investments, or seek to raiseabddjital. If we

are unable to implement one or more of these alternatives, we may not be able to meet these paymens pleligetticould materially

and adversely affect our liquidity. Our outstanding indebtedness, and the limitations imposed on us by the agreemeats that go
outstanding indebtedness, and the debt to equity ratio obligations under our outstandiredtefek, could have significant adverse
consequences, including the following:

1 make it more difficult for us to satisfy our obligations;

i limit our ability to obtain additional financing to fund future working capital, capital expenditures and otleealgen
corporate requirements, or to carry out other aspects of our business plan;

i limit our ability to refinance our indebtedness at maturity or impose refinancing terms that may be less favorable than t|
terms of the original indebtedness;

1 require us todedicate a substantial portion of our cash flow from operations to payments on obligations under ou
outstanding indebtedness and preferred stock, thereby reducing the availability of such cash flow to fund working capit
capital expenditures and othgeneral corporate requirements, or adversely affect our ability to meet REIT distribution
requirements imposed by the Internal Revenue Code;

1 cause us to violate restrictive covenants in the documents that govern our indebtedness, which would eridiersto |
accelerate our debt obligations;

i cause us to default on our obligations, causing lenders or mortgagees to foreclose on properties that secure our loans
receive an assignment of our rents and leases;

i force us to dispose of one or more of pupperties, possibly on unfavorable terms or in violation of certain covenants to
which we may be subject;

i limit our ability to make material acquisitions or take advantage of business opportunities that may arise and limit ot
flexibility in planning for, or reacting to, changes in our business and industry, thereby limiting our ability to compete
effectively or operate successfully;

i We may not have sufficient cash flow to pay the quarterly dividends to our shareholders.

If any one of these events wasoccur, our business, results of operations and financial condition would be materially adversely affectec

The documents that govern our outstanding indebtedness restrict our ability to engage in some business activities, which coul
materially adverssf affect our business, results of operations and financial condition.

The documents that govern our outstanding indebtedness contain negative covenants and other financial and operatirntgatovenant
place restrictions on the Company and subsidiafiée. Investor Agreement with Prime that was entered as part of the Series B Preferred
Stock financing, grants to Prime, among other rights, certain board designation and observer rights, negative corntfolrnigtiisn

rights and rights to indemnificatiofor certain types of liabilitiesThe Investor Agreement provides that Prime will have the right to
consent to certain material actions by the Company, its affiliates and its subsidiaries, including, among others, th®decisio

1 Settle any proceedirfgr which monetary damages exceed $250,000;
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Approve the annual budget for any properties and the Company;

Commence an insolvency proceeding or adopt a plan of liquidation or other reorganization with respect to the Company
any of its subsidiaries;

Enterinto a transaction for the purchase of any additional property or stock or assets of any corporation or other busine
organization;

Enter into any transaction involving the sale or mortgage of any property that is not cteagtisterms or provides ffo
nonmarket terms or conditions;

Enter into certain financing or refinancing transactions or material amendments to the Company's senior loans;
Select or replace a property manager;
Enter into or modify a major contract or material lease;

Authorize for isuance any shares of stock or other equity interests of the Company other than common stock of tt
Company;

Amend the charter or Bylaws of the Company;

Enter into any merger, consolidation, recapitalization or other business combination to which the yComargnof its
subsidiaries is a party, or effectuate a sale of all or substantially all of its assets;

Take any action that would constitute a default under the Company's senior loans or related loan documents;
Change the size of the Board of Directofshe Company; and

Remove or replace any of the Company's officers or other senior management personnel.

In addition, covenants contained in the documents that govern our outstanding indebtedness require the Company asidianés sub
to meet certaifinancial performance tests.

These restrictive operational and financial covenants reduce our flexibility in conducting our operations, limit outyfiexténning
for, or reacting to, changes in our business and industry, and limit our abilitgyagesin activities that may be in our letggm best
interest, including the ability to make acquisitions or take advantage of other business opportunities that may arishicangoodd
materially adversely affect our growth prospects, future operatisults and financial condition.

Our failure to comply with these restrictive covenants could result in an event of default that, if not cured or wadedsahith the
acceleration of all or a substantial portion of our outstanding ddtet.docurents that govern our outstanding indebtedness require that
we maintain certain financial ratios and, if we fail to do so, we would be in default under the applicable debt instrument.

Under the terms of our Series B Preferred Stock financing, if there issaent of default, the investor may exercise various remedies,
including a change of control via replacing a majority of the Board of Directors.

If we fail to comply with the payment obligations, financial covenants, or restrictive covenants of the atgegowerning our debt
and our preferred stock, then we may trigger an event of defehdtterms of our Series B Preferred Stock financing provide that, upon
the occurrence of an event of default, the investor will have the right to take the undatenalto, or cause the Company to, among
other things:

f
f

Replace property managers and leasing agents;

Following 180 days after the mandatory redemption date of August 1, 2017 for the Series B Preferred Stock (as may
extended), sell any property of thei@pany, except as otherwise required under applicable law;

Implement all major decisions listed above and in the Investor Agreement, except as otherwise required under applica
law;

Refinance, repay or prepay any senior loans of the Company;
Cure any defult under any senior loans of the Company; and

Elect six individuals to serve as members of the Board of Directors of the Company.
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The ability of our investor to replace a majority of our board of directors upon an event of default would give comr&@arhpany
to the investor.Such a change of control, or the exercise of other rights upon an event of default, could result in a material advel
effect on us, including our business, results of operations and financial condition.

Mortgage indebtednessnd other borrowings increase our operational risks.

Loans obtained to fund property acquisitions will generally be secured by mortgages on our properties. The more weshugiosy, th
our fixed debt payment obligations will be and the greater the ragkath will not be able to timely meet these payment obligations. At
December 31, 2015, we had a total of approximately $144.7 million of secured financing on our properties and we intendgettocon
borrow funds through secured financings to acquirétiadal properties. If we are unable to make our debt payments as required, due
to a decrease in rental or other revenues or an increase in our other costs, a lender could foreclose on the propgies&egtomg

its debt. This could cause us t@dopart or all of our investment, diminishing the value of our real estate portfolio.

Our risk of losing property through a mortgage loan default is greater when the property is arokateralized.

In circumstances we deem appropriate, we may @okateralize two or more of our properties to secure a single loan or group of
related loans, such as where we purchase a group of unimproved properties from a single seller or where we obtaicilidyciedit fa
general application from an institutionahlier. Crossollateralizing typically occurs where the lender requires a single loan to finance
the group of properties, rather than allocating the larger loan to separate loans, each secured by a single propexiyt Watedef
crosscollateralized bligation could result in the loss of all of the properties securing the loan. At December 31, 2015, we had-two cros
collateralized mortgages between the Morena and Pacific Oaks office properties which terms contain a release claysegertgach

Lenders may require restrictive covenants relating to our operations, which may adversely affect our flexibility and our &bility
achieve our investment objectives.

Some of our mortgage loans may impose restrictions that affect our distribution and gpmvhidies, our ability to incur additional
debt and our ability to resell interests in the property. Loan documents may contain covenants that limit our abitigr toduigage

the property, discontinue insurance coverage, replace the property mamageminate certain operating or lease agreements related
to the property. Such restrictions may limit our ability to achieve our investment objectives.

Financing arrangements involving balloon payment obligations may adversely affect our ability talpagends.

Some of our mortgage loans require us to make adsimpm or fibal l oond payment at maturity
properties in this manner. Our ability to make a balloon payment at maturity could be uncertain and may depeuad alplity to

obtain additional financing, to refinance the debt or to sell the property. At the time the balloon payment is due, wéenalyledo
refinance debt on terms as favorable as the original loan or sell the property at a sufficiehhpréfact of a refinancing or sale could
affect the rate of return to stockholders and the projected time of disposition of our assets.

In addition, making a balloon payment may leave us with insufficient cash to pay the distributions that are @quaiathin our
qualification as a REITAt December 31, 2015, excluding our Model Home Division, we had loans that require balloon payments o
$5.6 million due in 2016. The Model Home Division pays off its mortgage loans out of proceeds from the @alesofAny deficiency

in the sale proceeds would have to be paid out of existing cash, diminishing the amount available for dividends.

Risks Related to our Status as a REIT and Related Federal Income Tax Matters
Failure to qualify as a REIT could adversebpgffect our operations and our ability to pay dividends.

We expect to operate in a manner that will allow us to continue to qualify as a REIT for federal income tax purposes.titowever
federal income tax laws governing REITs are extremely complex, raadpietations of the federal income tax laws governing
gualification as a REIT are limited. Qualifying as a REIT requires us to meet various tests regarding the nature of andasset
income, the ownership of our outstanding stock, and the amountr afistributions on an ongoing basis the Series B Preferred
Stock financing, the Company granted a limited waiver to Prime from the 9.8% aggregate stock ownership limit under thésCompar
charter to permit Prime to purchase up to 40,000 sharesrigfs®B Preferred Stock, subject to the accuracy of certain representations
by Prime designed to ensure the Company's qualification as a Riile we believe the investment by Prime does not change our
status as a REIT, and we intend to continue toaipeso that we will qualify as a REIT, given the highly complex nature of the rules
governing REITs, the ongoing importance of factual determinations, including the tax treatment of certain investmentake may
and the possibility of future changesauar circumstances, no assurance can be given that we will qualify for any particular year. If we
lose our REIT qualification, we would be subject to federal corporate income taxation on our taxable income. Additiomailidwe

not be allowed a deductioarfdividends paid to shareholders. And, unless we are entitled to relief under applicable statutory provision
we could not elect to be taxed as a REIT for four taxable years following the year during which we were disqualifiednTéhtainc
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consequencecould be substantial and would reduce our cash available for distribution to stockholders and investments in additiol
assets. Further, we could be required to borrow funds or liquidate some investments in order to pay the applicable tax.

As a REIT, wemay be subject to tax liabilities that reduce our cash flow.

Even if we continue to qualify as a REIT for federal income tax purposes, we may be subject to federal and state taxesme our
or property, including the following:

1 To continue to qualifias a REIT, we must distribute annually at least 90% of our REIT taxable income (which is determinec
without regard to the dividengsmid deduction or net capital gains) to our shareholders. If we satisfy the distribution
requirement but distribute less tha00% of our REIT taxable income, we will be subject to corporate income tax on the
undistributed income.

i We will be subject to a 4% nondeductible excise tax on the amount, if any, by which the distributions that we pay in ar
calendar year are less thidme sum of 85% of our ordinary income, 95% of our capital gain net income, and 100% of our
undistributed income from prior years.

i If we have net income from the sale of foreclosure property that we hold primarily for sale to customers in the ordinai
cour of business or other nayualifying income from foreclosure property, we must pay a tax on that income at the highest
corporate income tax rate.

1 If we sell a property, other than foreclosure property, that we hold primarily for sale to customers dinidye course of
business, our gain wil!/l be subject to the 100% fdAprohi

i We may be subject to state and local taxes on our income or property, either directly or indirectly, because of the taxat
of our operating partnership or afher entities through which we indirectly own our assets.

We may be forced to borrow funds on a shtetm basis, to sell assets, or to issue securities to meet the REIT minimum distribution
requirement or for working capital purposes.

In order to maintairour REIT status or avoid the payment of income and excise taxes, we may need to borrow funds eeranshort
basis to meet the REIT distribution requirements, even if thegherailing market conditions are not favorable for these borrowings.
To qualifyas a REIT, in general, we must distribute to our stockholders at least 90% of our net taxable income each year, exclud
capital gains. We have and intend to continue to make distributions to our stockholders, however, our ability to makerdisteip

be adversely affected by the risk factors described elsewhere in this Iltem 1A. In the event of a decline in our opeltatgugdres
financial performance or in the value of our asset portfolio, we may not have cash sufficient for distributionrd,hHerpfeserve our

REIT status or avoid taxation, we may need to borrow funds, sell assets or issue additional securities, evenpfévaitimenmarket
conditions are not favorable.

In addition, we require a minimum amount of cash to fund our daiyations. Due to the REIT distribution requirements, we may be
forced to make distributions when we otherwise would use the cash to fund our working capital needs. Therefore, wecudyde for
borrow funds, to sell assets or to issue additional sexsugt certain times for our working capital needs.

The stock ownership limit imposed by the Internal Revenue Code for REITs and our articles of incorporation may discourage a
takeover that could otherwise result in a premium price for our stockholders.

In order for us to maintain our qualification as a REIT, no more than 50% of our outstanding stock may be beneficially mothed, di
or indirectly, by five or fewer individuals (including certain types of entities) at any time during the last half ¢degul year. To
ensure that we do not fail to qualify as a REIT under this test, our articles of incorporation restrict ownership byorme petity to

no more than 9.8% in value or number, whichever is more restrictive, of any class of our ougsstork. This restriction may have
the effect of delaying, deferring or preventing a change in control, including an extraordinary transaction (such astardergsfer

or sale of all or substantially all of our assets) that might provide a prepriagenfor holders of our common stock.

Ordinary dividends payable by REITs generally are taxed at the higher ordinary income rate, which could reduce the net cash
received by stockholders and may be detrimental to our ability to raise additional fundsighrany future sale of our common
shares.

The maxi mum U. S. feder al i ncome tax rate for #Aqualifyisng

currently is 15.0%. However, ordinary dividends payable by REITs to its sharehgklezrally not eligible for the reduced rates for

qualifying dividends and are taxed at ordinary income rates (the maximum individual income tax rate currently is 35.@&ldThis

reduce the net cash received by our stockholders as a result of tastmant and could be detrimental to our ability to raise additional
funds through the future sale of our common stock.
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Tax-exempt stockholders will be taxed on our distributions to the extent such distributions are unrelated business taxable. income

Generd | vy, neither ordinary nor capital gain distribut-Hx@mps sh
entities, such as such as employee pension benefit trusts and individual retirement acouptyment of distributions to tax-
exempt stockholder will constitute UBTI, however, if the-easempt stockholder has incurred debt to acquire its shares. Therefore, tax
exempt shareholders are not assured all dividends received will-fregax

Our common stock may not be a suitabievestment for qualified retirement plans.

Investors who are qualified plans, such as a pension, profit sharing, 401(k), Keogh or other qualified retirement pbear,eoiRids
should satisfy themselves that:

1 their investment is consistent with th&auciary obligations under ERISA and the Internal Revenue Code;

1 their investment is made in accordance with the documents and instruments governing their Retirement Plan or IR
including their planés investment policy;

i their investment satisfies the pemte and diversification requirements of Sections 404(a)(1)(B) and 404(a)(1)(C) of
ERISA;

their investment will not impair the liquidity of the plan;
their investment will not produce UBTI for the plan or IRA;

they will be able to value the assets of tlnmnnually in accordance with ERISA requirements; and

=A =4 =4 =4

their investment will not constitute a prohibited transaction under Section 406 of ERISA or Section 4975 of the Intern:
Revenue Code.

We have not evaluated and will not evaluate whether an invesiimemt common stock is suitable for any particular plan.

Risks Related to Legal and Regulatory Requirements

Costs of complying with governmental laws and regulations may reduce our net income and the cash available for distributions
our stockholders.

Our properties are subject to various local, state and federal regulatory requirements, including those addressingironmgnthyv

and land use, access for disabled persons, and air and water quality. These laws and regulations may imposeoregtgatiamser

in which our properties may be used or business may be operated, and compliance with these standards may require us to
unexpected expenditures, some of which could be substantial. Additionally, we could be subject to liabilitymn tf&ifes, penalties

or damages for noncompliance, and any enforcement actions could reduce the value of a property. Any material expavaliteses, pe
or decrease in property value would adversely affect our operating income and our ability tademddito our stockholders.

The costs of complying with environmental regulatory requirements, of remediating any contaminated property, or of defending
against claims of environmental liability could adversely affect our operating results.

Under variousfederal, state and local environmental laws, ordinances and regulations, an owner or operator of real property
responsible for the cost of removal or remediation of hazardous or toxic substances on its property. Environmentahayisrgdsse
restrctions on the manner in which property may be used or businesses may be operated.

For instance, federal regulations require us to identify and warn, via signs and labels, of potential hazards poseadxw exudglre

to installed asbestemntaining matr i al s ( AACMsoO0) , and potenti al ACMs on our
regulations also govern the removal, encapsulation, disturbance, handling and disposal of ACMs and potential ACMs, when s
materials are in poor condition or in teeent of construction, remodeling, renovation or demolition of a property. There are or may be
ACMs at certain of our properties. As a result, we may face liability for a release of ACMs and may be subject to gaergdeakinits

by workers and otherexposed to ACMs at our properties. Additionally, the value of any of our properties containing ACMs and
potential ACMs may be decreased.
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There are comprehensive regulatory programs governing underground storage tanks used in a convenieree) stoesblides g
operations. Compliance with existing and future laws regulating underground storage tanks may require significant eagitatexp
and the remediation costs and other costs required to clean up or treat contaminated sites could be substantial.

Although we have not been notified by any governmental authority and are not otherwise aware of any material noncaatiglignce, |
or claim relating to hazardous substances in connection with our properties, we may be found noncompliant in Erevitdoreental
laws often impose liability without regard to whether the owner or operator knew of, or was responsible for, the relgdsezafdous
substances. Therefore, we may be liable for the costs of removing or remediating contamination efemuichno knowledge.
Additionally, future laws or regulations could impose an unanticipated material environmental liability on any of théeprivyadive
purchase.

The presence of contamination, or our failure to properly remediate contaminatiorpobperties, may adversely affect the ability of
our tenants to operate the contaminated property, may subject us to liability to third parties, and may inhibit owr sdillity tent
such property or borrow money using such property as collatenabfthese occurrences would adversely affect our operating income.

Compliance with the Americans with Disabilities Act may require us to make unintended expenditures that could adversely impac
our results of operations.

Our Properties are generatigquired to comply with the Americans with Disabilities Act of 1990, or the ADA. The ADA has separate
compliance requirements for fipublic accommodati onso aaed i
accessible to people withsabilities. Compliance with ADA requirements could require removal of access barriers arahmaiance

could result in imposition of fines by the U.S. government or an award of damages to private litigants. The parties te \glasm w
properties are digated by law to comply with the ADA provisions, and we believe that these parties may be obligated to cover cos
associated with compliance. If required changes to our properties involve greater expenditures than anticipated,argéthmuobt

be nade on a more accelerated basis than anticipated, our tenants may to be able to cover the costs and we could bexpesaired to €
our own funds to comply with the provisions of the ADA. Any funds used for ADA compliance will reduce our net income and the

amount of cash available for distributions to our stockholders.

ITEM 1B. UNRESOLVED STAFF COMMENTS

We have no unresolved staff comments.

ITEM 2. PROPERTIES
General Information

We invest in a diverse portfolio of real estate assets primarily compdtioffice/industrial, retail, and residential properties located in
the western United States. As of December 31, 2015, we owned or had an equity interest in twenty office/industrialtbtailisiggs
approximately 1,614,000 rentable square feet ancktd strip centers totaling approximately 236,000 rentable square feet. In addition,
through our Model Home subsidiary and our investments in three limited partnership, we own a total of 64 Model Homes properti
located in ten states. We directly manége operations and leasing of our properties. Substantially all of our revenues consist of bas
rents received under leases that generally have terms that range from less one to five years. We estimate that &t tea&xXr&g
leases as of Decemb3l1, 2015 contain contractual rent increases that provide for increases in the base rental payments. Our tene
consist of | ocal, regional and national busi nesseawerrigkinr p
periods of economic fluctuations. Our largest tenant represented less than 5% of our total revenues for the year ende@Decembe
2015.
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Geographic Diversification Table

The following table shows a list of properties we owned as of December 31, 2015, dogupedstate where each of our investments
is located.

NetREIT, Inc. properties:

Current Approximate %
No. of Aggregate  Approximate % BaseAnnual of Aggregate
State Properties  Square Feel of Square Feet Rent Annual Rent
California 8 438,20¢ 23.7% $ 5,352,00( 24.5%
Colorado 14 1,011,08: 54.6€% 13,130,00! 60.2%
North Dakota 4 401,461 21.7% 3,335,07¢ 15.3%
Total 26 1,850,75: 100.C% $21,817,07 100.(%
Model Home properties:
Current Approximate
No. of Aggregate  Approximate % Base Annual  of Aggregate
State Properties  Square Feet of Square Feet Rent % Annual Rent
Arizona 5 12,501 7.2% $ 141,85: 8.4%
California 2 4,562 2.6% 42,45¢ 2.5%
Florida 4 9,83¢ 5.6% 101,41 6.0%
lllinois 4 11,87¢ 6.8% 130,47¢ 7.7%
New Jersey 4 10,37¢ 6.0% 101,82( 6.0%
North Carolina 1 2,92¢ 1.7% 16,20C 1.0%
Pennsylvania 25 67,28¢ 38.6% 706,02( 41.7%
South Carolina 3 8,313 4.8% 71,38¢ 4.2%
Texas 14 41,85¢ 24.C% 326,83: 19.2%
Wisconsin 2 5,01€ 2.9% 55,99 3.3%
Total 64 174,56( 100.(% $1,694,44¢ 100.(%
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The following table summarizes information relating to our properties (excluding Model Hone)eahbeB1, 2015:

Property Summary

Estimated

Year Renovationor
($in000's) Date Property Purchase Percent Mortgage Improvement
Property Location Sq., Ft. Acquired  Constructed Price (1)  Occupancy  Ownershig  On property Cost(1)
Office/ Industrial Properties:
Havana/Parker Complex, Aurora, CO (3) 114,00( 06/0€ 197t $ 5,82¢ 58.0% 100.(% $ 2,50C $ 93
Garden Gateway, CO Springs, CO (4)(7) 115,05: 03/07 1982 $ 1,51¢ 78.4% 94.0% $ 6,79¢ $ 41
Executive Office Park, CO Springs, CO (5) 65,08¢ 07/0€ 200C $ 10,12¢ 84.4% 100.(% $ 4,307 $ 53
Pacific Oaks Plaza, Escondido, CA (6) 16,00( 09/0¢& 200t $ 4,877 100.C% 100.(% $ 1,557 $ 40
Morena Office Center, San Diego, CA (3) (7) 26,78¢ 01/0¢ 1987 $ 6,57¢ 90.8% 200% $ 2,29C $ 12
Rangewood Medical Building, CO Springs, CO (3) 18,22 03/0¢ 199¢ $ 2,63C 73.0% 100.(% $ 1,027 $ 19
Genesis Plaza, San Diego, CA (3) 57,68t 08/1C 198€ $ 10,00C 82.2% 100.(% $ 6,50C $ 89
Dakota Center, Fargo, ND (5) 119,74¢ 05/11 1982 $ 9,57¢ 86.5% 100.% $ 10,82t $ 40
Port of San Diego Complex, National City, CA (5) 146,70( 12/11 1971/200¢ $ 14,50C 84.9% 100.% $ 10,09¢ $ 6]
Shoreline Medical Center, Half Moon Bay, CA (3) 15,33¢ 05/12 198C $ 6,35C 100.C% 100.(% $ 3,72¢ $ 32
The Presidio, Colorado Springs, CO (5) 80,80( 11/12 198 $ 7,27% 78.4% 100.(% $ 6,00C $ 116
Bismarck Office Building, Bismarck, ND 93,05¢ 03/14 197€ $ 5,35C 83.9% 100.(% $ 3,252 $ 986
Union Terrace, Lakewood, CO 84,14¢ 08/14 198z $ 9,40C 85.0% 100.(% $ 6,60C $ 485
Centennial Tech Center, CO Springs, CO 110,40t 12/14 199¢ $ 15,50C 97.3% 100.% $ 10,23t $ 60
Arapahoe Service Center, CO Springs, CO 79,02 12/14 200C $ 11,85C 100.C% 100.(% $ 8,50C $ 55
West Fargo Industrial, West Fargo, ND 152,15¢ 08/1E 1998/200' $ 7,90C 97.6% 100.(% $ 4,50C $ 120
300 N.P., West Fargo, ND 36,50( 08/1¢ 192z $ 3,85C 86.4% 100.C% $ o $ o]
Highland Court, Centennial CO (8) 93,05¢ 08/1t 1984 $ 13,05(C 93.9% 80.8% $ 6,95¢ $ 205
One Park Centre, Westminster CO 69,17: 08/1& 1982 $ 9,15C 94.1% 100.(% $ 6,61C $ 230
Shea Center Il, Highlands Ranch, CO 121,39¢ 12/1& 200C $ 25,32 100.C% 100.(% $ 17,72¢ $ o]
Total Office/Industrial 1,614,32: $180,62¢ 87.3% $ 120,017 $ 2,67¢€
Retail Properties:
World Plaza, San Bernardino, CA (5) 55,09¢ 09/07 1974 $ 7,65C 81.8% 100.C% $ d $ 23
Regatta Square, Denver, CO (5) 5,98¢ 10/07 199€ $ 2,18C 86.6% 100.% $ 1,18 $ 5
Waterman Plaza, San Bernardino, CA (5) 21,17C 08/0¢ 200€ $ 7,164 100.C% 100.C% $ d $ 3
Yucca Valley Retail Center, CA (5) 99,437  9/11, 5/1. 197€¢ $ 7,80z 91.7% 100.(% $ 6,00C $ 136
Union Town Center, Colorado Springs, CO 44,042 12/14 2003 $ 11,21z 96.8% 100.(% $ 8,44C $ 65
Research Parkway, CO 10,70C 8/15 2002 $ 2,85C 100% 100.C% $ o $ 15
Total Retail 236,43( $ 38,85¢ 91.3% $ 1562 $ 244
(1) Prior to January 1, 2009, #Pur ch arexpdnges for he puichase lofuhe eraperty. After Janaagydl,i 2809,t i o n

acquisition related costs and expenses were expensed when incurred.
(2) Expected capital expenditures over the next 12 months.
(3) Office building leased to tenants on a gross basis wheretsemay be required to pay property related expenses in excess of base year cost.
(4) Garden Gateway Plaza is comprised of three buildings, each on a separate legal parcel.
(5) Leased on either a triple net basis, or on arpta share of expenses in excess oélyesr property related expenses basis.
(6) Approximately 12,134 square feet, or 75.8% of this property, is occupied by the Company and related parties as iteffiogmorate

(7)  This property is owned by a Partnership for which we serve as general partiremduich we own less than 100% equity interest.
(8) This property is owned by two tenasitscommon of which 60% is owned by the Company and the Company owns approximately 52% in the othier tenant

common.
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Top Ten Tenants Physical Occupancy Table

The following table sets forth certain information with respect to our top ten tenants.

Number

As of December 31, 2015 of Annualized Base % of Total Annualized
Tenant Leases Rent Base Rent
Comcast of Colorado X, LLC 1 $ 949,819 3.93%
Halliburton Energy Services, Inc. 1 $ 869,279 3.60%
County of San Mateo 1 $ 629,610 2.61%
County of San Bernardino 1 $ 586,956 2.43%
D+H USA Corporation 1 $ 539,976 2.24%
Caliber Bodyworks, Inc 1 $ 454,700 1.88%
The College for Financial Planning, Inc. 1 $ 414,252 1.72%
General Services Administration 1 $ 400,871 1.66%
Goodwill Industries of Southern California 1 $ 379,398 1.57%
Wells Fargo Dealer Servicesgc. 1 $ 370,042 1.53%

Lease Expirations Tables

The following table sets forth lease expirations for our properties as of December 31, 2015, assuming that none of theeteisant
their renewal options.

NetREIT, Inc. properties:

Number of
Leases Square Annual Rental Percent
Expiration Year Expiring Footage From Lease of Total
2016 92 315,08: 4,481,31¢ 21.8%
2017 78 202,86¢ 2,982,05: 14.5%
2018 74 251,52¢ 3,620,91° 17.6%
2019 27 83,23¢ 1,285,93: 6.3%
2020 32 225,70 4,236,36: 20.6%
Thereafter 29 376,83: 3,942,14: 19.2%
Totals 332 1,455,25. $20,548,72: 100.(%
Model Home properties:
Number of
Leases Square Annual Rental Percent
Expiration Year (1) Expiring Footage From Lease of Total
2016 45 122,80¢ $ 1,140,08: 68.7%
2017 19 45,371 518,68¢ 31.3%
64 168,18. $ 1,658,77: 100.(%

(1) These leases are subject to extensions by the developer depending on sales of the total development. All model hibmes are
at the end of the lease period.
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Physical Occupancy Table for Last 5 Years (1)

The following table presents the percentage occupancy for each of our properties, excluding our Model Home properties, as of
December 31 for each of the last five years.

Date Percentage Occupancy as ohe Year Ended December 31,
Acquired 2011 2012 2013 2014 2015

Office/ Industrial Properties:

Havana/Parker Complex 06/0€ 57.4% 57.4% 59.2% 53.C% 58.C%
Garden Gateway Plaza 03/07 83.5% 83.5% 82.8% 83.3% 78.4%
Executive Office Park 07/0¢ 88.8% 88.8% 84.5% 83.4% 84.4%
Pacific Oaks Plaza (1) 09/0¢ 100.C% 100.(% 100.C% 100.C% 100%
Morena Office Center 01/0¢ 92.4% 92.4% 92.4% 86.8% 90.8%
Rangewood Medical Office Building 03/0¢ 83.4% 83.4% 68.2% 70.1% 73.0%
Genesis Plaza 08/1C 76.4% 76.4% 89.7% 83.3% 82.2%
Dakota Bank Buildings 05/11 98.3% 98.3% 98.3% 82.1% 86.5%
Port of San Diego Complex 12/11 51.7% 51.7% 51.7% 75.8% 84.%%
Shoreline Medical Building 05/12 N/A 100.(% 100.C% 100.C% 100.C%
The Presidio 11/12 N/A 72.¢ 80.5% 76.7% 78.4%
Bismarck Office 03/14 N/A N/A N/A 83.4% 83.9%
Union Terrace 08/14 N/A N/A N/A 87.6% 85.0%
Centennial Tech Center 12/14 N/A N/A N/A 100.C% 97.3%
Arapahoe Service Center 12/14 N/A N/A N/A 82.0% 100.C%
West Fargo Industrial 08/1& N/A N/A N/A N/A 95.7%
300 N.P. 08/1& N/A N/A N/A N/A 97.0%
Highland Court 08/1& N/A N/A N/A N/A 93.9%
One Park Centre 08/1& N/A N/A N/A N/A 94.1%
Shea Center I 12/1k N/A N/A N/A N/A 100.C%
Retail Properties:

World Plaza 09/07 87.1% 87.1% 83.0% 81.8% 81.8%
Regatta Square 10/07 100.C% 100.(% 100.C% 100.C% 86.6%
Waterman Plaza 08/0¢ 95.3% 95.3% 100.C% 100.C% 100.C%
Yucca Valley Retail Center 09/11 92.9% 92.9% 95.5% 95.5% 91.7%
Union Town Center 12/14 N/A N/A N/A 97.0% 96.8%
Research Parkway 08/1& N/A N/A N/A N/A 100.C%

(1) Approximately 12,134 square feet, or 75.8% of this property, is occupied by the Company and related parties as iteffimgsorate
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Annualized Base Rent Per Square Foot for Last 5 Years

The following tablepresents the average effective annual rent per square foot for each of our properties, excluding our Model Home
properties, as of December 31, 2015.

Annualized Base Rent per Square Foot (1)
For the Years Ended December 31,
Annualized B Net Rentable
2011 2012 2013 2014 2015 Rent (2) Square Feet

Office/ Industrial Properties:

Havana/Parker Complex $ 94C $ 10.64 $ 1058 $ 1138 $ 11.57 $ 765,00( 114,00(
Garden Gateway Plaza $ 938 $ 10.11 $ 1037 $ 1051 $ 11.55 $ 1,042,00( 115,05z
Executive Office Park $ 1212 $ 1232 $ 1115 $ 108 $ 11.81 $ 649,00( 65,084
Pacific Oaks Plaza (3) $ 17.3¢ $ 17.3¢ $ 17.3¢ $ 195C $ 19.5C $ 312,00( 16,00(
Morena Office Center $ 2561 $ 199C $ 2137 $ 20.12  $ 20.97 $ 510,00( 26,78¢
Rangewood Medical Office Buildir $ 24.0¢ $ 2457 $ 232C $ 1724 $ 15.8¢ $ 211,00( 18,22z
Genesis Plaza NA  $ 249C $ 243 $ 2427 $ 25.82 $ 1,225,00( 57,68t
Dakota Center N/A  $ 11.7¢  $ 108z $ 10.8z $ 10.8¢ $ 1,125,00( 119,74¢
Port of San Diego Complex N/A $ 1237 $ 992 $ 984 $ 8.49 $ 1,058,00( 146,70(
Shoreline Medical Building N/A  $ 36.5C $ 46.8¢ $ 38.8C $ 41.0¢ $ 630,00( 15,33t
The Presidio NA  $ 248¢ $ 211z  $ 1367 $ 13.61 $ 862,00( 80,80(
Bismarck N/A N/A N/A  $ 865 $ 12.74 $ 995,00( 93,05¢
Union Terrace N/A N/A N/A  $ 760 $ 18.3€ $ 1,313,43¢ 84,14¢
Centennial Tech Center N/A N/A NA $ 1252 $ 12.52 $ 1,344,56¢ 110,40t
Arapahoe Center N/A N/A NA $ 1243 $ 1242 $ 982,00( 79,02¢
West Fargo Industrial N/A N/A N/A NA  $ 5.47 $ 812,00( 152,15¢
300 N.P. N/A N/A N/A NA  $ 1091 $ 344,00( 36,50(
Highland Court N/A N/A N/A N/A 3 18.9¢ $ 1,654,00( 93,05t
One Park Centre N/A N/A N/A N/A $ 19.85 $ 1,292,00( 69,17¢
Shea Center I N/A N/A N/A N/A  $ 16.0¢ $ 1,952,00( 121,39¢
Retail Properties:

World Plaza $ 14.0¢ $ 1458 $ 1432 $ 16.01 $ 18.6€ $ 841,00( 55,09¢
Regatta Square $ 3208 $ 33.0C $ 42.4C % 39.6C $ 32.1€ $ 166,62( 5,98¢
Waterman Plaza $ 23.0¢ $ 2338 % 242: 3% 2315 $ 2414 $ 511,00( 21,17¢
Yucca Valley Retail Center N/A  $ 11358 $ 9.30 $ 1004 $ 8.46 $ 771,00( 99,431
Union Town Center N/A N/A N/A  $ 2027 $ 20.27 $ 864,00( 44,04
Research Parkway N/A N/A N/A NA  $ 20.65 $ 221,00( 10,70C

(1) Annualized based rent divided by the percentage occupied divided by rentable square feet.

(2) Annual Gross Rent is based upon actual rents due as of bec8t 2015, determined using GAAP including CAM
reimbursements.

(3) Approximately 12,134 square feet, or 75.8% of this property, is occupied by the Company as its corporate offices.

ITEM 3. LEGAL PROCEEDINGS

We are subject to various legal proceediagg claims that arise in the ordinary course of business. While the resolution of these matter:
cannot be predicted with certainty, management believes the final outcome of such matters will not have a materiafextvense ef
our financial position, redts of operation or liquidity.

ITEM 4. MINE SAFETY DISCLOSURES
Not Applicable.

I TEM 5. MARKET FOR REGI STRANT86S COMMON EQUI TY, RELATED STO
PURCHASES OF EQUITY SECURITIES

Market Information
To date, there is no public mariet any of our securities. Our common stock is not currently traded on any stock exchange or electroni
guotation system, and we do not expect that our securities will be publicly traded in the near future.
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Number of Holders of Each Class of Stock

As of March 15, 2016 there were 3,007 holders of our Series A common stock and a single holder of our Mandatorily Redeema
Series B Preferred Stock.

Dividend Payments

We pay quarterly cash distributions to our common stockholders. The following is a summasi phgment amount per share for
the years ended December 31, 2015 and 2014:

Month 2015 2014
Cash Dividend Cash Dividend
March 31 $ 0.1C $ 0.135:
June 30 0.1C 0.135:
September 30 0.1C 0.1C
DecembeBl 0.1C 0.1C
Total $ 0.4C $ 0.470¢

The December 31, 2015, quarterly cash distribution of $0.10 per common share was paid in February 2016.

In December 2011, the Company issued approximately 1,649 shares of its Convertiblé. S#rieseferred Stock. The Company paid
approximately $0 and $65,000 in dividends in the years ended December 31, 2015 and 2014. The Company repurchased all o
shares of its convertible Series 6.3% Preferred Stock in August 2014.

Dividend Policy

We plan to pay at least 90% of our annual REIT Taxable Income to our stockholders in order to maintain our status as a RE{T. We h
paid dividends to our stockholders at least quarterly since the first quarter we commenced operations on April 1, 1999.

We intendto continue to declare quarterly distributions, however we cannot provide any assurance as to the amount or timing of futl
distributions. We eventually intend to make cash dividend distributions out of our operating cash flow and proceedsé&lewf the
properties. During 2015, we declared dividends of $6.8 million and approximately $2.6 million of these dividends wetedeindes

paid back to the Company resulting in a net cash payout of approximately $4.1 million for the year ended December Gasl20

flow from operations for the year ended December 31, 2015 was $5.0 million, therefore, to fund, we expect that we wéltcoatin

on proceeds from additional borrowings of secured or unsecured debt and from proceeds from the saleed prtpertch time that

our cash flow from operations is sufficient to fund dividends paid to stockholders. In the event that we are unableistrimatiend

out of cash flow from operations, or cannot secure additional equity or debt financingiliputcateclare and pay a cash dividend on

our common stock may be materially limited.

To the extent that we make distributions in excess of our earnings and profits, as computed for federal income taxtipesposes,
distributions will represent a retuaf capital, rather than a dividend, for federal income tax purposes. Distributions that are treated as
return of capital for federal income tax purposes generally will not be taxable as a dividend to a U.S. stockholdergetiutevilhe

s t o ¢ k hbadisdnets sbases (but not below zero) and therefore can result in the stockholder having a higher gain upon a subseq
sale of such shares. Return of capital di stri but inmthesaleioh e X
such shares for federal income tax purposes.

We provide each of our stockholders a statement detailing distributions paid during the preceding year and their diamaateriza
ordinary income, capital gain or return of capital annually. Duriegyrars ended December 31, 2015 and 2014, all distributions were
nontaxable as they were considered a return of capital to the stockholders.

Equity Compensation Plan Information

The Company established the 199 9pupdseotatttadttimygandmnetai@ingtemplogeesPThaRlan (
provides that no more than 10% of the outstanding shares of common stock can be issued under the Plan. At Decembine31, 201
maximum number of shares that could be issued under the plan wasiegapety 1,648,000 shares. In 2006, the Compensation
Committee of the Board of Directors adopted a restricted stock compensation plan under the Plan. There have been gpproxim:
442,000 restricted shares granted since adopting the restricted stock satiomegpian. At December 31, 2015, the amount of common
shares available for future grants under the Plan is approximately 1,206,000 shares.
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Issuer Purchases of Equity Securities

Not applicable.

ITEM 6. SELECTED FINANCIAL DATA

Not required.
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ITEM 7. MANAGEMENT®6 S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL C
OPERATIONS

The following discussion relates to our financial statements and should be read in conjunction with the financial statennents
thereto appearing elsewhereinthie port. St atements contained in this AManage
and Results of Operationso t h-bdkingesstatementa Suchhstatemheats arecsiabject th eerdain siskan
and uncertainties, wbh could cause actual results to materially differ from those projected. Some of the information presented i
forward-looking in nature, including information concerning projected future occupancy rates, rental rate increases, projec
development timingral investment amounts. Although the information is based on our current expectations, actual results could va
from expectations stated in this report. Numerous factors will affect our actual results, some of which are beyond bufteesgro
include tre timing and strength of national and regional economic growth, the strength of commercial and residential market:
competitive market conditions, fluctuations in availability and cost of construction materials and labor resulting frdfactiseoé
worldwide demand, future interest rate levels and capital market conditions. You are cautioned not to place undue reliance on tl
information, which speaks only as of the date of this report. We assume no obligation to update publicly anyldokinard
information, whether as a result of new information, future events or otherwise, except to the extent we are required to do so
connection with our ongoing requirements under federal securities laws to disclose material information. For a discuspmntaot

risks related to our business, and an investment in our securities, including risks that could cause actual resultssatuddiffent
materially from results and events referred to in the forwlaaking information. See Item 1A for a discussiomaferial risks.

OVERVIEW

The Company operates as a-sanaged and seffdministered real estate investment trust, or RHIie Company invests in a diverse
portfolio of real estate assets office, retail, industrial and model home leased backl¢vdlmper located primarily in the western
United States. As of December 31, 2015, including properties held for sale, the Company owned or had an equity interest in:

i Eighteen office properties (AOffice &blesquaafdet, esod) whi ¢

i Two industrial properties (Al ndustrial Propertieso) w
i Six retail shopping centers (ARetail Propertieso) whi
1 Sixty-four Model Honre s owned by three affiliated | imited partne

Propertieso).

Net REI Tés of fice, retail and industrial propert i e srtiealocatedl o c
in North Dakota. Our Model Home properties are located in ten states. We do not develop properties but acquire properties that
stabilized or that we anticipate will be stabilized within two or three years of acquisition. We consider a properightitizes since

it has achieved an 80% occupancy rate for a full year as of January 1 of such year, or has been operating for thregeegrapidcal
clustering of assets enables us to reduce our operating costs through economies of scale by servioergoh pramerties with less

staff, but it also makes us more susceptible to changing market conditions in these discrete geographic areas.

Most of our office and retail properties are leased to a variety of tenants ranging from small businesses titacgepanies, many

of which are not investment grade. We have in the past entered into, and intend in the future to enter into, purchasts égreeshe
estate having net leases that require the tenant to pay all of the operating expense (NNNiLgag@s}reases in operating expenses
over specific base years. Most of our office leases are for terms of 3 to 5 years with annual rental increases biiltdasesun
general, we have experienced decreases in rental rates in many of our stgthgrke recessionary conditions and other related factors
when leases expire and are extended. During 2013 and 2012, the changes in rental rates have affected our operatntprésults du
older leases being extended at market rates lower than thatedd We cannot give any assurance that as the older leases expire or a:
we add new tenants that rental rates will be equal to or above the current market rates. Also, decreased demand atigdetrandseg

or unforeseeable events that impair outigbio timely renew or rdease space could have a negative effect on our future financial
condition, results of operations and cash flow. Our Model Homes are typically leased for 2 to 3 years to the home deadidgler o

net lease.Under a triple Bt lease, the tenant is required to pay all operating, maintenance and insurance costs and real estate taxes
respect to the leased property.

Prior to the sale of all of our sedforage properties in April 2015, these facilities were rented pursuaental agreements that were
typically for no longer than six months in duration. The-sedfrage properties are located in markets having othesteetfge properties.
Competition with these other properties impacted the operating results of thesaipspphich depended materially on our ability to
timely lease vacantseéft or age units, to actively manage unit rental ra

We seek to diversify our portfolio by commercial real estate setgne reduce the adverse effect of a single updeibrming segment,

geographic market and/or tenant. We further supplement this at the tenant level through our credit review processesvhictenarit
class. For example, our commercial and indisdttenants tend to be corporations or individual owned businefséisese cases, we
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typically obtain financial records, including financial statements and tax returns (depending on the circumstance)rextidrapods

for any prospective tenant 8upport our decision to enter into a rental arrangement. We also typically obtain security deposits fron
these commercial entities. Our Model Home business partners are also typically substantial home developers with estdlilished c
histories. These tants are subjected to financial review and analysis prior to us entering into -leasddmck transaction. Our
ownership of the underlying property provides a further means to avoiding significant credit losses.

SIGNIFICANT TRANSACTIONS IN 2015 and 2014

Acquisitions- we acquired the following properties during 2015:

il

On December 24, 2015, the Company acquired a four story, 121,399 square foot office building located in Highlands Ran
Colorado for a purchase price of approximately $25.3 million. Tiidihg was 100% occupied at the date of acquisition.
The acquisition was financed with a down payment of $7.6 million and a ten year secured mortgage of $17.7 with an inter
rate of 4.9%.

On August 28, 2015, the Company acquired a four story, 69,20resdoot office building located in Westminster,
Colorado for a purchase price of approximately $9.1 million. The building was approximately 96% occupied at the date
acquisition. The acquisition was financed with a down payment of $2.5 million temy@ar secured mortgage of $6.6
million with an interest rate of 4.7%.

On August 26, 2015, the Company acquired a four story 93,000 square foot office building located in Centennial, Colora
for a purchase price of approximately $13.1 million. Thedmg was approximately 97% occupied on the date of
acquisition. The acquisition was financed with a down payment of $6.1 million and a seven year secured mortgage of
million with an interest rate of 3.8%.

On August 13, 2015, the Company acquired alsistpry 10,700 square foot retail building located adjacent to the Union
Town Center building already owned by the Company in Colorado Springs, Colorado for a purchase price of approximate
$2.9 million. The building was 100% occupied at the date dfiaitipn. The acquisition was paid in cash.

On August 8, 2015, the Company acquired a two story 36,500 square foot office building in Fargo, North Dakota for
purchase price of $3.9 million. The building was 86.4% occupied at the date of acquisigascdtiisition was paid in
cash.

On August 8, 2015, the Company acquired seven single story 152,154 square foot industrial/flex buildings in West Farg
North Dakota for a purchase price of approximately $7.9 million. The buildings were 97.6% occupieddatet of
acquisition. The acquisition was financed with a down payment of $3.4 million and a five year secured mortgage of $4
million with interest rate of 4.8%.

On May 22, 2015, NetREIT Model Home LLC acquired and leased back to the develope) bloel¢l Home property
located in Pennsylvania for a purchase price of $587,500, consisting of a cash payment of $244,500 and a promissory t
of $343,000. On March 26, 2015, the Company acquired three (3) Model Home properties in Wisconsin, lllinois an
Arizona on March 26, 2015 and lease them back to the home builder. The purchase price for the properties totaled $940;:
consisting of cash payments of $376,000 and promissory notes of $564,230.

On May 18 and 22, 2015, NetREIT Dubose and Dubose ModeleHovestors #202 LP acquired and leased back to the
developer four (4) Model Home properties in South Carolina and Pennsylvania for an aggregate purchase price
$1,376,300, consisting of cash payments of $550,520 and promissory notes of $825,780ch26M2015 these entities
acquired nine (9) Model Home properties in lllinois, Florida, Wisconsin and Arizona on March 26, 2015 (and leased thel
back to the home builders). The purchase price for the properties totaled $2.8 million, consisting ofroasitspat $1.1
million and promissory notes of $1.7 million.

We review our portfolio of investment properties for appreciation potential on-gning basis, and dispose of any properties that no
longer satisfy our requirements in this regard. praceeds from any such property sale, after repayment of any associated mortgage
are available for investing in properties that we believe will have a much greater likelihood of future price appreciation.

|l

On July 9, 2015, NetREIT Dubose sold one Model idgroperty (upon maturity of lease) for $163,400 resulting in a gain
on sale of approximately $11,000. During the second quarter of 2015, NetREIT Dubose sold two Model Homes properti
(upon the maturity of leases) for $747,000, resulting in gain on shiggproximately $75,000. During the first quarter of
2015, NetREIT Dubose sold two Model Home properties (upon the maturity of leases) for $621,000, resulting in gain c
sales of approximately $79,000.

On April 10, 2015, the Company sold all sevenof$hear kyé6s Sel f Storage facilitie
through 2013 as a package for a net sales price of $34 million, resulting in a gain on sale of approximately $4.7 millio
The net proceeds from the sale after selling costs and payfasgariated mortgages were approximately $17 million.
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Approximately $3.3 million was used to pay off a loan, bearing an interest rate of 6.5% that was scheduled to mature
September 1, 2015, on the Waterman property, $3.9 million was used to acgwoifecthbuilding in Fargo, North Dakota,

$2.9 million was used to acquire the retail building in Colorado, Springs and $2.4 million was used to acquire the offic
building in Centennial, Colorado.

i In April 2015, the Company sold one building and a panfdéand at the Yucca Valley Retail Center for approximately
$1.5 million resulting in a gain on sale of $1.0 million

Preferred Stock Financingln August 2014, we entered into an offering of our Series B Preferred Stock. The financing was funded ir
instalments with the last installment on December 24, 201&.issued 35,000 shares of our SericRr&ferred Stock for $35 million
during 2014 and 2015. These shares have a $0.01 par value and a $1,000 per share liquidation preference. The SexgtS&Rreferr
shall be redeemed through a cash payment equal to the face value of the shares outstanding at redemption. The dirvitteewkrate o
funds is 14%, with 10% to be paid on a monthly basis, and the remaining 4% shall accrue and compound monthlyaid frempa
excess cash flow starting in January 2016. The proceeds of this financing were used for property acquisitions appr@asitkyBthe
Preferred investor. The Series B Preferred Stock is scheduled to be redeemed by the third anniversssyarfcbalate; however, we

can extend the redemption date by up to two additional years. Due to the redeemable requirement of the stock, theadilvatends p
treated as interest expense for GAAP reporting.

Debt transactions During 2015, the Companyiginated mortgage notes of approximately $35.8 million in connection with property
acquisitions. The originated notes bear interest at weighted interest rate of 4.6%. During 2015, the Company also refinanc
approximately $7.4 million of existing debt wihew debt of approximately $12.5 million, providing additional cash to invest in new
acquisitions. The new debt bears interest at an average rate of 4.5%, compared to 5.1% on the old debt. Although our aggregate
outstanding increased due to acqiosis of new properties and the refinancing of existing debt, the weighted average interest rate o
our norModel Home property mortgages decreased to 4.7% at December 31, 2015 from 4.9% at December 31, 2014.

ECONOMIC ENVIRONMENT

The United States continués slowly gain momentum from the recession of 2008 with GDP of 2.4 percent for 2015, identical to the
rate recorded in 2014. The GDP was reported to have risen only 0.7% over the fourth quarter of 2015 largely reflectvades @fve
durable goods, aeaker trade picture caused by the strong dollar and slower business investment and accumulation of inventori
Published unemployment rates have remained in the 5% range and many experts forecast that it will decline in 2016md teere see
be concern Wth the increase in lonterm unemployment, high involuntary pdirne employment and meager increases of wages and
salaries. With the decreasing unemployment rates many people agree wages increases are likely to follow. Job gdices irsithg of
empbyment sector, professional & business services, financial activities and information, continue to outpace broadergjoth gains
that could be favorable for the commercial real estate segment. Vacancy rates for commercial real estate continuedRerighten
rates have increased in many primary and secondary markets.

During 2015, existing home sales reached their highest level since November 2009 and housing prices have increased as de
outpaced supply. On the supply side there has been an mordamising starts and building permits. Residential housing has continued
to recover, supported by job growth. The market for-stattome owners has not recovered much but should improve as wage growth
picks up but could be hindered by increasesierest rates.

The significance of the U.S. Dollar in the global economy, the volatility of the price of oil, the size of the U.S. deieatainty of
servicing such debt seems to be the biggest concern for continued economic recovery. The ingpaatrefittglobal market instability
and recent slowdown in economies of China, Asia and Europe and the ability of certain European Union countries to cantiicee to
their sovereign debt obligations are inherently unpredictable and could adversetyttedfé).S. and global financial markets and
economic conditions.

It is impossible to project U.S. Economic growth but economic conditions could have a material effect on our busingak, financ
condition and results of operations.

CREDIT MARKET ENVIRONM ENT

The raising of the sheterm interest rates in December 2015 for the first time since 2006 by the Federal Reserve signals that poli
makers think the economy is strong enough to withstand a gradual tightening of monetary policy over the nextarsuplieeyeffect

of increased interest rates on Real Estate Investment Trusts is a still a debated topic. In the past when intenestyades ras been

a sign of a better economy that allowed for rental rates to increase mitigating the effect on B s .

Our ability to execute our business strategies, particularly to make new investments is highly dependent upon oupadilite to
external financing. Our principal source of external financing includes the issuance of equity securities argksnsetgaed by
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properties. The market for mortgages has improved although the interest rates may increase they are still low compared to
recessionary rates. We continue to obtain mortgages from the CMBS market, life insurance companies and négicbahbraercial

MBS lenders are generally optimistic, although the potential impact of impending regulations and market volatility ammaEot
though we have been successful in procuring equity financing and secured mortgages financing we aasamdthat we will be
successful in the future.

MANAGEMENT EVALUATION OF RESULTS OF OPERATIONS

Management 6s evaluation of operating results incl uderatingan ¢
expenses, general and admi st r ati ve expenses, debt service and to fund
assessment of operating results gives less emphasis to the effects of unrealized gains and losses andastheha@es, such as
depreciation athamortization and impairment charges, which may cause fluctuations in net income for comparable periods but have
i mpact on cash flows. Managementds evalwuation of ouacqupedt en
propeties, our norstabilized properties, loatgrm sustainability of our real estate portfolio, our future operating cash flow from
anticipated acquisitions, and the proceeds from the sales of our real estate assets.

In addition, Management evaluates our fudid and individual properties results of operations with a primary focus on increasing and
enhancing the value, quality and quantity of properties in our real estate holdings. Properties that have reachedcgpalsciy and

rental rates are evaluatéat potential added value appreciation and, if lacking such potential, are sold with the equity reinvested ir
properties that have better potential without foregoing cash fManagement focuses its efforts on improving underperforming assets
through releasing efforts, including negotiation of lease renewals and rental rates.

The ability to increase assets under management is affected by our ability to raise borrowings and/or capital, couplebiiijhto
identify appropriate investments.

CRITICA L ACCOUNTING POLICIES

As a company primarily involved in owning income generating real estate assets, management considers the following accoun
policies critical as they reflect our more significant judgments and estimates used in the prepamtiofinahcial statements and
because they are important for understanding and evaluating our reported financial results. These judgments affeet tasoest

of assets and liabilities and our disclosure of contingent assets and liabilities adatéthef the financial statements and the reported
amounts of revenue and expenses during the reporting periods. With different estimates or assumptions, materiallyrditfatent a
could be reported in our financial statements. Additionally, other coiepanay utilize different estimates that may impact the
comparability of our results of operations to those of companies in similar businesses.

Real Estate Assets and Lease Intangibleand, buildings and improvements are recorded at cost, incltetiagt improvements and
lease acquisition costs (including leasing commissions, space planning fees, and legal fees). We capitalize any exgienegitaced,
improves, or otherwise extends the economic life of an asset, while ordinary repairs aethanaim are expensed as incurred. We
allocate the purchase price of acquired properties between the acquired tangible assets and liabilities (consistngldihigrtgnant
improvements, land purchase options, and {tamg debt) and identified intgible assets and liabilities (including the value of above
market and belownarket leases, the value ofpace leases, unamortized lease origination costs and tenant relationships), based i
each case on their respective fair values.

We allocate the puhase price to tangible assets of an acquired property based on the estimated fair values of those tangible as
assuming the building was vacant. Estimates of fair value for land, building and building improvements are based onomsany fact
including, bd not limited to, comparisons to other properties sold in the same geographic area and independent third party valuatic
We also consider information obtained about each property as a result of-#sqgpisition due diligence, marketing and leasing
actvities in estimating the fair values of the tangible and intangible assets and liabilities acquired.

The value allocated to acquired | ease intangi bl es itse rnbaanste
lease. Characteriss considered by management in allocating these values include the nature and extent of the existing busin
relationships with the tenant, growth prospects for developing new business with the tenant, the remaining term oattiethease

t e n a ndit uslitycamaeng other factors.

The value allocable to the abem@rket or belowmarket market component of an acquiregliace lease is determined based upon the
present value (using a market discount rate) of the difference between (i) the contesattutl be paid pursuant to the lease over its
remaining term, and (ii) managementds esti mate of rtleedetise. t h

The value of irplace leases and unamortized lease origination castmaortized to expense over the remaining term of the respective
leases, which range from less than a year to ten years. The amount allocated to aqi@ie leases is determined based on
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management 6s assessment of tlibestpeareivedh uree qaunidr ecdo stts  |li emacsua r tel
occupancy level when purchased. The amount allocated to unamortized lease origination costs is determined by what we would |
paid to a third party to secure a new tenant reduced by fliedxerm of the respective lease.

Real Estate Held for Sale and Discontinued OperatioRse al est ate sold during the current
saleo for all prior periods pr es e nnareid statementshMortgage notesyayalleyrélated
to the real estate sold during the current per i oldpriorgeriodsl as ¢

presented in the accompanying condensed consolidated finatat&hents Additionally, the Company records the operating results
related to real estate that has been disposed of as discontinued operations for all periods presented if the opebatonslingnated
and the Company will not have any significanntinuing involvement in the operations of the property following the sale.

Impairment of Real Estate Asset§Ve review the carrying value of each property to determine if circumstances that indicate impairmen
in the carrying value of the investmentor that depreciation periods should be modified. If circumstances support the possibility of
impairment, we prepare a projection of the undiscounted future cash flows, without interest charges, of the specifiapdoperty
determine if the investment guch property is recoverable. If impairment is indicated, the carrying value of the property is written down
to its estimated fair value based on our best estimate of

Goodwill and Intangible Assetslntangibleassets, including goodwill and lease intangibles, are comprised oflifugiteand indefinite

lived assets. Lease intangibles represents the allocation of a portion of the purchase price of a property acquisiiimgepees
estimated value of iplace leases, unamortized lease origination costs, tenant relationships and land purchase options. Intangible as
that are not deemed to have an indefinite useful life are amortized over their estimated useful lives. dinkirgEitsets are not
amortized.

We test for impairment of goodwill and other definite and indefinite lived assets at least annually, and more frequentiystarces
warrant. Impairment is recognized only if the carrying amount of the intangible asset is considered to berahtecfvom its
undiscounted cash flows and is measured as the difference between the carrying amount and the estimated fair vakte of the ass

Sales of Real Estate Asset§&ains from the sale of real estate assets will not be recognized under tleerfudll anethod until certain
criteria are met. Gain or loss (the difference between the sales value and the cost of the real estate sold) shalidibatttogdate
of sale if a sale has been consummated and the following criteria are met:

a. The buyeiis independent of the seller;
b.  Collection of the sales price is reasonably assured; and

c. The seller will not be required to support the operations of the property or its related obligations to an extent gretgter tha
proportionate interest.

Gains elating to transactions which do not meet the criteria for full accrual method of accounting are deferred and recogriized when
full accrual method of accounting criteria are met or by using the installment or deposit methods of profit recognifiwapeata in
the circumstances.

Revenue RecognitianWe recognize revenue from rent, tenant reimbursements, and other revenue once all of the following criteria a
met:

Persuasive evidence of an arrangement exists;

a
b.  Delivery has occurred or servickave been rendered:;
c The amount is fixed or determinable; and

d

The collectability of the amount is reasonably assured.

Annual rental revenue is recognized in rental revenues on a stiiaiglasis over the term of the related lease. Estimated réesver
from certain tenants for their pro rata share of real estate taxes, insurance and other operating expenses are reeggnizeslins
the period the applicable expenses are incurred or as specified in the leases. Other tenants pay a fixdtesm degmaoht recoveries
are recognized as revenue on a strédliglet basis over the term of the related leases.

Certain of our leases currently contain rental increases at specified intervals. We record as an asset, and inclués,idetreed

rent reeivable that will be received if the tenant makes all rent payments required through the expiration of the initiahteleasd t
Deferred rent receivable in the accompanying balance sheets includes the cumulative difference between rental ceseetws r@c
straightline basis and rents received from the tenants in accordance with the lease terms. Accordingly, Management determines to
extent the deferred rent receivable applicable to each specific tenant is collectible. We review mategdl efiereceivable, as it
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relates to straight i ne r ent s, and take into consideration the tenant
conditions in the industry in which the tenant operates and economic conditions irathrevainéch the property is located. In the event
that the collectability of deferred rent with respect to any given tenant is in doubt, we record an increase in the fataweodectible
accounts, and writeff of the specific rent receivable. No $ueserves related to deferred rent receivables have been recorded as of
December 31, 2015 or 2014.

Income Taxes. We have elected to be taxed as a REIT under Sections 856 through 860 of the Code, for federal income tax purpo:
To maintain our qualifiddon as a REIT, we are required to distribute at least 90% of our REIT taxable income to our stockholders ar
meet the various other requirements imposed by the Code relating to such matters as operating results, asset hdidtigs|edlistsi

and diersity of stock ownership. Provided we maintain our qualification for taxation as a REIT, we are generally not subjectte cor
level income tax on the earnings distributed currently to our stockholders that we derive from our REIT qualifying alftivisiéail

to maintain our qualification as a REIT in any taxable year, and are unable to avail ourselves of certain savings pep\isitmis

the Code, all of our taxable income would be subject to federal income tax at regular corporatelatesy any applicable alternative
minimum tax. We are subject to certain state and local income taxes.

We, together with one of our entities, have el ect edilincamet r e
tax purposesCertain activities that we undertake must be conducted by a TRS, such-asstamary services for our tenants, and
holding assets that we cannot hold directly. A TRS is subject to federal and state income taxes.

Fair Value MeasurementsCertain assets dtiabilities are required to be carried at fair value, or if limgd assets are deemed to be
impaired, to be adjusted to reflect this condition. The guidance requires disclosure of fair values calculated undet ehiiples
within the followinghierarchy:

Level 17 Quoted prices in active markets for identical assets or liabilities at the measurement date.
Level 21 Inputs other than quoted process that are observable for the asset or liability, either directly or indirectly.

Level 31 Unobservale inputs for the asset or liability.

Fair value is defined as the price at which an asset or liability is exchanged between market participants in an caktibntedrihe
reporting date. Our cash equivalents, mortgage notes receivable, accouvableesmd payables and accrued liabilities all approximate
fair value due to their short term nature. Management believes that the recorded and fair values of notes payableraagehpivexi
same as of December 31, 2015 and 2014.

Depreciation and Amdization. The Company records depreciation and amortization expense using the-ftraigkethod over the
useful lives of the respective assets. The cost of buildings are depreciated over estimated useful lives of 39 ye#sspfthe cos
improvements aramortized over the shorter of the estimated life of the asset or term of the tenant lease (which range from 1 to
years), and the cost of furniture, fixtures and equipment are depreciated over 4 to 5 years.

RESULTS OF OPERATIONS FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Our results of operations for 2015 and 2014 are not indicative of those expected in future periods as we expectribatmeniatdrest
expense, rental operating expense, general and depreciation and amortization will significaatse in future periods as a result of
the assets acquired over the last two years and as a result of anticipated growth through future acquisitions of nedatesktate
investments.

The following discussion over our results of operations for raperties for the years ended December 31, 2015 and 2014 relates to
continuing operations, with the exception of the discontinued operations portion.

Revenues.Total revenue was $24.0 million for the year ended December 31, 2015, compared to $16.5omttiersame period in
2014, an increase of $7.5 million or 45.5%. The increase in rental income as reported in 2015 as compared to 2014 reflects:

1 A net increase in industrial and office properties rental income of $5.5 million as a result of the fiegtypacquisitions
made during 2014 and $1.7 million from the four property acquisitions made during 2015 (not including Shea Il as th
property was acquired on 12/24/20159here was a $200,000 impact on net revenue from the sale of the Fontana property
in December 2014.

1 A netincrease in same store rental income of $600,000 due to a 2.5 % increase in occupancy during the year ended Dece
31, 2015 compared to the same period in 2014 along with a 3% increase in rental rates.

1 Revenues from rentals of MetdHomes decreased to $500,000 or 33.3% in 2015 from $2.0 million in 2014 to $1.5 million.
The decrease in rental revenues arose as a result of a reduction in the number of Model Homes owned during the twi
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month period compared to the same period ird20he remaining decrease is attributed to the decrease in transaction fees
related to the sales of model homes

Rental Operating CostsRental operating costs were $8.5 million for the year ended December 31, 2015 compared to $5.7 million fc
the sameperiod in 2014, an increase of $2.8 million or 49.1%. Costs associated with properties acquired during 2015 accounted
$633,000 of the increase and properties acquired in 2014 that had a full year of operating expenses accounted fon%#.theillio
increase. Rental operating costs as a percentage of rental and fee income was 35.4% and 37.5% for the years ended, R8tBmber 3:
and 2014, respectively.

General and Administrative Expenses Gener al and administrat i v erthe fie@r&rdéd)Decermbere n
31, 2015, compared to $4.6 million for the same period in 2014, representing an increase of $100,000 or 2.2%. Whilerikese exp
are semfifixed and do not necessarily correlate to total revenue and remain relatively uncheawgedey year, we had an increase due

to annual increases in costs related to salaries and professional services. With the sale -stahagsefécilities, which segment was

the most administrative intense, we anticipate that our general and adatiréstixpenses will remain fairly constant as we acquire
more office, retail and industrial properties in the future. As a percentage of total revenue, our general and aderioistsatacreased

from 27.9% to 19.6% due to the increase in revenue.

Depreciation and Amortization Depreciation and amortization expenses were $7.8 million for the year ended December 31, 201¢
compared to $5.4 million for the same period in 2014, representing an increase of $2.4 million or 44.5 %. Depreciatssocatts
with properties acquired during 2015 and 2014 accounted for all of this increase.

Asset ImpairmentsWe review the carrying value of each of our real estate properties annually to determine if circumstances indica
an impairment in the carrying valuetbese investments exists. During 2014, we recognized an impairment charge of $950,000 for ou
Havana Parker property. These i mpairment charges refdflket m
property in the same geogfapal area. There were no impairment changes during 2015.

Interest ExpenseSeries B preferred stock he Series B Preferred Stock issued in August 2014 includes a mandatory redemption an
therefore is treated as a liability for financial reporting purposhe dividends paid and accrued and the amortization of the deferred
offering costs are considered interest expense. Interest expense, including amortization of the deferred offering b £8Ma 3O

and $380,000, respectively, totaled $4.8 millionthe year ended December 31, 2015 compared to $1.2 million for the period August
2014 through December 31, 2014. An initial investment of $16.6 million was made during 2014 and an additional investi®nt of $
million was made during 2015. Dividendsighand accrued totaled $3.4 million and $776,000, respectively, and the amortization of
the deferred offering costs associated with that transaction totaled $1.2 million and $380,000, respectively for thedyBacemter

31, 2015 and 2014.

Interest Expensenortgage noteslnterest expense, including amortization of deferred finance charges, increased by approximatel
$1.6 million, or 36.4%, to approximately $6.0 million for the year ended December 31, 2015 compared to $4.4 milliorafoe the s
period in 2014. Interest expense associated with properties acquired subsequent to the second quarter of 2014 totbdeda®ti5 mi
interest expense related to the five August 2015 acquisitions totaled $300,000. The weighted average interest @itstamding

debt was 4.7% at December 31, 2015 compared to 4.9% at December 31, 2014

Gain on Sale of Real Estate Assefor the year ended December 31, 2015, we had gains from the sales of eight Model Homes c
approximately $500,000 and a gain on s#lene building at the Yucca Valley Retail Center of approximately $1.0 million. For the
year ended December 31, 2014, we had a gain on the sale of the Fontana Medical Center of $1.7 million, gains fron khedgdles o
Homes of $3.5 million and a loss the sale of a land parcel of $200,000. Refer to discontinued operations below for discussion of th
gain on sal e eStoragelPetfoldpar kyds Sel f

Gain on Extinguishment of Debtln December 2014, the Company and the lender for the Havana Parkete® entered into to a
loan modification agreement pursuant to which the lender agreed to reduce the outstanding loan balance on the proged0by $53
(from $3,037,000 to $2,500,000) and also agreed to defer a portion of the monthly interest an th@ildoan maturity. Under the
modified agreement, interest only payments (at 2.5%) are due through in July 1, 2016, at which time all principal aeddtie def
interest are due. The Company has the option to extend the loan maturity date for doeshgdir in exchange for making a ene
time payment of $100,000 (which will be applied to outstanding principal).

Discontinued Operations.Loss from discontinued operations for the year ended December 31, 2015 included only one quarter ¢
activity as theS p a r k ysftomgepatfolfo that was sold on April 10, 2015. As we owned the division for the entire period in 2014, a
comparison of financial results is not attainable. During the year ended December 31, 2015, the Company sold 100% df thedSpa
Self-Storage Portfolio and recognized a gain on sale of approximately $4.7 million. During the year ended December 31r&€l14, a pa
of land at one of the sefitorage properties was sold resulting in a loss of $156,000.
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Income from norrcontrolling interests. Loss allocated to necontrolling interests for the year ended December 31, 2015 totaled $1.8
million when compared to December 31, 2014 of $3.2 million. Thesseléige portfolio had two properties that were owned in limited
partnerships and substilly all of the income allocated to naontrolling interests was due to the gain on sale of the two properties.
Approximately $500,000 was attributable to the model home partnerships for the year ended December 31, 2015. For & year el
December 312014, $3.0 million was attributed to the gain on sales of the model homes that are owned under three limited partnerst
of which the Company has a minority interest.

LIQUIDITY AND CAPITAL RESOURCES
Overview

As discussed above under Economic Environmeuring 2015, there have been signs of economic improvement and stabilization in
the equity markets. We expect the market turbulence could continue in the commercial real estate arena due to thesuncertai
previously discussed. We believe that as alteduhe trends, new mortgage financing will continue to remain less favorable in terms
of loan amount to value as precession days, which may negatively impact our ability to finance future acquisitionsteronigterest

rates remain relatively lowybhistorical standards but we anticipate that interest rates will increase during the next coupl@rydiaes.
other hand, we believe the negative trends in the mortgage markets for smaller properties and in some geographicvecatiocstha
propery prices and may, in certain cases, reduce competition for those properties.

Our future sources of liquidity include existing cash and cash equivalents, cash flows from operations, new mortgages on
unencumbered properties, refinancing of existing nageg, future real estate sales and the possible sale of additional equity/debt
securities. Our available liquidity at December 31, 2015 included cash and cash equivalents of $6.6 million, as webtestialr p
borrowing capacity under potential creditiiities such as a revolving line of credit or from mortgages on unencumbered properties anc
refinancing of mortgages with low debt to value. We do not have a revolving line of credit at the current time, and weiaamee

that we will be able to esssummate a line of credit in the near future, but we have been exploring the possibilities of obtaining such
line of credit. We also do not have any commitments or other arrangements with any financial institution to borrow asyimtheunt
form of motgages on currently unencumbered properties or through refinancing existing mortgages and we cannot be certain th
financial institution would ultimately provide such financing, but we estimate that such borrowings represent additiowaigorr
capaciy of approximately $12 million. As an example of such financing during 2015, we refinanced approximately $7.5 million of
existing debt with new debt of approximately $12.5 millidrhe new debt bears interest at an average rate of 4.5% compared to 5.1%
onthe old debt and extended the maturity date to the year 2025.

Our future capital needs include paying down existing borrowings, maintaining our existing properties, funding tenanhenpspve
paying lease commissions, monthly payments on the Serigsf@mgd stock and the payment of a competitive distribution to our
stockholders. We also are actively seeking investments that are likely to produce income in order to pay distributibas Esgvel
term gains for our stockholdefBo ensure that we arable to effectively execute these objectives, we routinely review our liquidity
requirements and continually evaluate all potential sources of liquidity.

Our short term liquidity needs include paying our current operating costs, satisfying the defgt smuirements of our existing
mortgages, completing tenant improvements and funding for our distributions to stockholders. During the year ended Olecember
2015, our principal debt service and the cash portion of the distributions to our sharehatd®8s5mmillion, while the net cash provided

by our operating activities totaled $3.8 million. The remainder of the short term liquidity needs were covered by pounesdssiof

real estate assets. We believe that the cash flow from our existindipatfd our anticipated acquisitions (when operational for the
full term) and distributions from joint ventures in Model Home partnerships will be sufficient to fund our near term gEestsn
capital expenditures, debt service costs on our existinggages, and the cash portion of distributions to stockholders at the current
rate.However, if our cash flow from operating activities is not sufficient to fund our short term liquidity needs, we willdarttba

of these needs from additional borroggnof secured or unsecured indebtedness or we will reduce the rate of distribution to the
stockholders.

Our longterm liquidity needs include proceeds necessary to grow and maintain our portfolio of investments. We believe that t
potential financing gaital available to us in the future is sufficient to fund our loergn liquidity needsWe are continually reviewing

our existing portfolio for properties that have met maximized short and long term potential with the intent of sellipgojhedies

and reinvesting the proceeds in properties that have equivalent or better short term benefits and better long term/petexpiatt

to obtain additional cash in connection with refinancing of maturing mortgages and assumption of existing deblizzdldtgisome

or all of our real property in the future to meet our leagn liquidity needs.If we are unable to arrange a line of credit, borrow on
unencumbered properties, or sell securities to the public we may not be able to acquire additioriEsptopeeet our lonterm
objectives.
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Cash and Cash Equivalents

At December 31, 2015, we had approximately $6.6 million in cash and cash equivalents compared to approximately $5t6 million
December 31, 2014. Our cash and cash equivalents are Iheldkimccounts at third party institutions and consist of invested cash and
cash in our operating accoun®®uring 2015 and 2014, we did not experience any loss or lack of access to our cash or cash equivalen
Approximately $3.0 million of our cash balam is intended for capital expenditures on existing properties. We intend to use the
remainder of our existing cash and cash equivalents for acquisitions, general corporate purposes and distribution&holdersto

Series B Preferred Stock

In August2014,the Company closed on an offering of our Series B Preferred Stock up to $40 millieneceived capital contribution
of $16.6 million during 2014 and an additional capital contribution of $18.4 million during 2Dd®ecember 24, 2015 the Compan
terminated the offering of Series B Preferred Stock. We are currently negotiating with financial institutions for aeditibyabpital.
We will continue to seek acquisitions or properties for equity in a DownREIT stru€ureability to access @ity markets is dependent
on a number of factors including general market conditions for the REIT industry and market perception of our Company.

Secured Debt

As of December 31, 2015, the Company had commercial mortgage notes payable in the aggreigatieapnount of $135.6 million,
collateralized by a total of 22 properties with loan terms at issuance ranging from 3 to 10Tywavgeighteehverage interest rate on

the mortgage notes payable as of December 31, 2015 was approximately 4.7%, and turcdebnt estimated value on these
properties was approximately 56.5%. Two of the mortgage notes aggregating approximately $5.8 million mature in 2016ead there
no notes maturing during 2017 or 2018. The portfolio total weighted average ternutaynigf7.5 years.

As of December 31, 2015, NetREIT Dubose, and related entities, had 59dirahortgage notes payable in the aggregate principal
amount of $9.1 million, collateralized by a total of 59 Model Home properties. These loans generallydravat issuance of three to

five years. The average balance outstanding and the weigdnterhge interest rate on these mortgage loans are $143,400 and 5.5%,
respectively, as of December 31, 20IBe debt to estimated current value on these propesti@pproximately 43.0%. The Company

has guaranteed these promissory notes. The balloon principal payments on the notes payable are in 2016 and 2019¢alhyd are tyy
tied to the end of the lease and the sale of the Model Home properties securing.the deb

Despite the disruptions in the debt market discussed in "Overview" above, we have been able to refinance maturing eebts be
scheduled maturity dates and we have also not experienced any unusual difficulties financing our acquisitions.

Cash Flows forthe Years Ended December 31, 2015 and 2014

Operating ActivitiesNet cash provided by operating activities was $3.8 million during 2015 compared to $4.2 million for 2014. We
anticipate an increase during 2016 due to the property acquisitions of appebxi®@&a.6 million during the third and fourth quarter of
2015 and December 2014.

Investing ActivitiesNet cash used in investing activities decreased approximately $6.2 million to $36.3 million for the year ende
December 31, 2015, compared to net casbduof $42.5 million during the same period in 2014. Acquisitions during 2015 were
approximately $8.9 million more than in 2014, however, the proceeds from sale of real estate were approximately $1%romaillion

in 2015 compared to 2014. Net cash predithy sales of real estate was unusually high in 2015 due to the sale of all of-storagk
facilities of approximately $34 million.

Model Home sales will increase during 2016 due to the number of Model Homes coming off leases. In additioncerarhaneed
raising additional capital in a new limited partnership specifically for the purchase and lease back of model homescqBigiticas
of Model Homes will depend on the availability of Model Homes from developers at acceptable terms aritityto adise the
necessary capital.

We currently project that we need approximately $3.0 million in capital improvements, tenant improvements and leasimg costs
properties within our portfolio during 2016. The tenant improvements and leasing coetgyile incurred if and when new or renewed
leases are consummated. Capital expenditures may fluctuate in any given period subject to the nature, extent, and timin
improvements required to the properties. We may spend more on gross capital esgredditng 2016 as compared to 2015 due to
rising construction costs and overall increase in our portfolio. Tenant improvements and leasing costs may also famyugiteein

year depending upon factors such as the property, the term of the leagee thieléase, the involvement of external leasing agents and
overall market conditions.

Financing ActivitiesNet cash provided by financing activities in 2015 was $33.5 million compared to cash provided by of $33.7 millior
for the comparable prior yearqied. The cash flow in the current year was primarily attributable to net inflow of $20 million from new
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mortgage and debt refinancing activity and the net cash inflow of $18.2 million from the issuance of Series B PreferrethSanek

to a net inflow ®$34 million from new mortgages and debt refinancing activity and $13.9 million from sale of Series B Preferred tha
resulted in a net decrease of $10 million from those two sources. This decrease was offset by approximately $7 niillion less
distributions to norcontrolling interests, $0.7 million less dividends paid and $1.6 million less in 2015 due to the redemption of Serie
6.3% preferred stock.

We anticipate mortgaging one unencumbered property and increasing mortgages balances in conneefioanaitg debt maturing

in 2016 on several other properties (during the next two years) to provide additional funds for financing activitiesndumeheared
properties have an estimated market value of approximately $22 million that could generatérmegply $10.8 million for
acquisitions. We are also pursuing other sources of capital either through a line of credit facility or the possible sale of addition
equity/debt securities to provide resources to pursue future acquisitions.

Off-Balance Shet Arrangements

As of December 31, 2015, we do not have anybafance sheet arrangements or obligations, including contingent obligations.

Non-GAAP Supplemental Financial Measures:
Funds From Operations (AFFO0)

Management believes that FFO is a useful supplemental measure of our operating performance. We compute FFO usingrthe defir
outlined by the National Association of Real Estate I nves
acordance with GAAP, plus depreciation and amortization of real estate assets (excluding amortization of deferred fin@reiy cos
depreciation of nomeal estate assets), plus impairment write downs of depreciable real estate and excluding gaires drahicstdes

of depreciable operating property and extraordinary items, as defined by GAAP.

Modi fied Funds From Operations (AMFFOO0)

We define MFFO, a noGAAP measur e, consi stent with the Il nvest®@kgnt
Supplenental Performance Measure for Publicly Registered,-INsted REIT Modified Funds From Operations, or the Practice
Guideline, issued by the IPA in November 2010. The Practice Guideline defines MFFO as FFO further adjusted for theititimying

as applable, included in the determination of GAAP net income: acquisition fees and expenses; amounts relating to deferred r
receivables and amortization of abewarket and belownarket leases and liabilities (which are adjusted in order to reflect such
payrents from a GAAP accrual basis to a cash basis of disclosing the rent and lease payments); accretion of discountsatiod amortiz
of premiums on debt investments; nonrecurring impairments of real-esliatied investments (i.e., infrequent or unusudlreasonably

likely to recur in the ordinary course of business); rarknarket adjustments included in net income; nonrecurring gains or losses
included in net income from the extinguishment or sale of debt, hedges, foreign exchange, derivativegies setdings where
trading of such holdings is not a fundamental attribute of the business plan, unrealized gains or losses resultinglfdatiocoineo,

or deconsolidation to, equity accounting, and after adjustments for consolidated and urat@aspdidnerships and joint ventures, with
such adjustments calculated to reflect MFFO on the same basis. The accretion of discounts and amortization of premiums on
investments, nonrecurring unrealized gains and losses on hedges, foreign exchaagi@edar securities holdings, unrealized gains
and losses resulting from consolidations, as well as other listed cash flow adjustments are adjustments made to neticatatiegn

the cash flows provided by operating activities and, in some aaflest gains or losses which are unrealized and may not ultimately
be realized.

In calculating MFFO, we exclude acquisition related expenses, amortization ofraboket and belovmarket leases, deferred rent
receivables and the adjustments of such itesieted to noncontrolling interests. Under GAAP, acquisition fees and expenses are
characterized as operating expenses in determining operating net income. These expenses are paid in cash by us.aébimpeid and
acquisition fees and expenses will hanegative effects on returns to investors, the potential for future distributions, and cash flows
generated by us, unless earnings from operations or net sales proceeds from the disposition of other properties ate generated
the purchase price dfi¢ property, these fees and expenses and other costs related to such property. The acquisition of properties,
the corresponding acquisition fees and expenses, is the key operational feature of our business plan to generatermuenatiandl

cash fow to fund distributions to our stockholders. Further, under GAAP, certain contemplatedsiofair value and other n@ash
adjustments are considered operating-cash adjustments to net income in determining cash flow from operating activities.

Other REITs may use different methodologies for calculating FFO and MFFO and, accordingly, our FFO and MFFO may not |
comparable to other REITs. Because FFO and MFFO excludes depreciation and amortization, gains and losses from prog
dispositions that aravailable for distribution to stockholders and extraordinary items, it provides a performance measure that, whe
compared year over year, reflects the impact to operations from trends in occupancy rates, rental rates, operatingl@ostsntdev

activities, general and administrative expenses and interest costs, providing a perspective not immediately apparent fromInet incomnr

35



addition, Management believes that FFO and MFFO provides useful information to the investment community about our financ
performance when compared to other REITs since FFO and MFFO is generally recognized as the industry standard for reporting
operations of REITs. However, FFO and MFFO should not be viewed as an alternative measure of our operating perforniance sin
doesnot reflect either depreciation and amortization costs or the level of capital expenditures and leasing costs neceisgaity to ma

the operating performance of our properties which are significant economic costs and could materially impact ouroresults fr
operations.

The following table presents our FFO and MFFO for the years ended December 31:

Year Ended December 31, 2015 2014
Net loss $ (2,027,499 $ (853,60
Adjustments:
Depreciation and amortization (includidgscontinued
operations) 7,950,56: 6,049,38!
Asset impairments o} 950,00(
Gain on sale of real estate assets (6,243,640 (5,120,699
FFO $ (320,579 $ 1,025,08!
Adjustments:
Straight line renadjustment (453,52¢) (376,66))
Amortization of above and below market rents 43,57¢ (156,257
Amortization of restricted stock compensation 465,32¢ 455,81¢
Finance charge amortization (including loan cost penaltie 1,536,43 417,72%
Acquisition costs 348,41« 163,42¢
MFFO $ 1,940,22: $ 1,529,13

No conclusion or comparisons should be made from the presentation of these figures.

SameProperty Operating Results for the years endedcember 31, 2015 and 2014.

The table below presents the 2015 and 2014 operatingryrlesul
2014, thereby excluding the impact on our results of operations from the real estate prappried aubsequently. The table below
excludes model home operations as the rental rates do not fluctuate during the term of the lease and there are napgpe@asing e
Income from discontinued operations from the -sédrage portfolio are not incled. The Company believes that this type of-non
GAAP financial measure, when considered with our financial statements prepared in accordance with GAAP, is useful ¢danvestor
better understand the Companyds bipanalysid ii theg werewned and operaked forpthe r
entirety of both periods being compared. Further, sproperty operating results is a measure for which there is no standard definition
and, as such, it is not consistently defined or reportedonaméng Co mpany d6s peer s, and thus ma
comparison between REITSs.

Year Ended December 31, Variance
2015 2014 $ %

Rental revenues $10,171,69 $ 9,806,21: $ 365,48¢ 3.7%
Tenant reimbursements 2,873,60¢ 2,583,15¢ 290,44¢ 11.2%
Other operating income 54,75¢ 72,157 (17,399 -24.1%

Total rental revenue $ 13,100,06: $ 12,46152° $ 638,53¢ 5.1%
Rental operating costs $ 5,126,58¢ $ 5,038,558 $ 88,001 1.7%
Net operating income $ 797347 $ 7,42294( $ 550,53¢ 7.4%
Operating Ratios:
Number of same properties 15 15
Same property occupancy, end of period 81.6% 79.1% 2.5% 3.2%
Sameproperties operating costs as a percentage of revenues 39.1% 40.4% -1.3% -3.2%
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Overview

Property net operating income (ANOIO®O) basis began t d%anmpr o
NOI of 7.4% for the year ended December 31, 2015, respectively, as cortgptredorresponding period in 2014. The improvement

in rental revenues was almost equally due to the occupancy increase and rental rate increases that correspond tim¢heasecirall

net absorption and the small increase in rental rates or iedirctrent abatements in the geographical areas of our portfolio. Increase
in renewal rates ranged froml3% for the year ended December 31, 2015. Any absorption of currently vacated space in the portfoli
due to new leasing activity could favorabiypact our leased percentage, total NOI, and possibly our same property NOI comparison:
once any associated periods expire.

Leasing

Our samestore growth is primarily driven by increases in rental rates on new leases and lease renewals and ghantigdie in
occupancy. Over the lorigrm, we believe that the infill nature and strong demographics of our properties provide us with a strategi
advantage, allowing us to maintain relatively high occupancy and increase rental rates. We have contmseghafeémprovement

for many of our tenants as well as increased interest from prospective tenants for our spaces. While there can beenthasthasac
positive signs will continue, we remain cautiously optimistic regarding the improved trertis/e/seen over the past few years. We
believe the locations of our properties and diverse tenant base mitigate the potentially negative impact of a poor eeivopmane
However, any reduction in our tenants' abilities to pay base rent, percentage athrer charges, may adversely affect our financial
condition and results of operations.

During the quarter ended December 31, 2015, we signed 10 leases (6 new leases and 4 renewals) for a total of 19, #%Equare f
comparable space leases, at agrage rental rate increase of 8.5% on a cash basis and an average rental increase of 17.6% en a strai
line basis. New office leases for comparable spaces were signed for 6,458 square feet at an average rental rate mt#éase af 1
cash basis anchaaverage rental rate increase of 31.3% on a striighbasis. Renewals for comparable office spaces were signed for
13,277 square feet at an average rental rate increase of 1.4% on a cash basis and increase of 6.2%-tinatssght

Impact ofDowntime and Rental Rate Changes

The downtime between a lease expiration and a new lease commencement, typically rangirggfroonéhs, can negatively impact
total NOI and same property NOI. In addition, office leases, both new and lease renewally tgphtain upfront rental and /or
operating expense abatement periods which delay the cash flow benefits of the lease even after the new lease or mmawealdeas c

If we are unable to replace expiring leases with new or renewal leases at restalqual to or greater than the expiring rates, rental
rate roll downs can also negatively impact total NOI and same property NOI comparisons. This was the case for akiteddatent
prior to 2008 the start of the recession. Most of our leaseslegsréhan seven years and therefore the rental rate roll downs should not
have a significant effect on future years. Our geographically diverse portfolio model results in rent roll ups thauede Widely on

a market by market basis; however, gitlea large volume of leasing activity over the last several years, we estimate that our portfolio,
taken as a whole, is currently at market. Total NOI and same property NOI comparisons for any given period may déllaffuatua
result of rent roll upsrad roll downs, however, depending on the leasing activity in individual geographic markets during the respectiv
period.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Not required.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements required by this item are filed with this report as described under Item 15.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

We maintaindisclosure controls and procedures that are designed to ensure that information required to be disclosed in our Excha
Act reports is recorded, processed, summari zed and ndtmor t e
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such information is accumulated and communicated to Management, including our Chief Executive Officer and Chief Finaecjal Offi
as appropriate, to allow timely decisions regardinglsandqui
procedur esd4(d). m déRigning and e&/aluating the disclosure controls and procedures, Management recognized that a
controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of add@sived) th
control objectives, and Management necessarily was required to apply its judgment in evaluatingbereediostlationship of possible
controls and procedures.

As of the end of the period covered by this report, we carried out an evaluati@n,thhe supervision and with the participation of our
Management, including our Chief Executive Officer and our Chief Financial Officer, of the effectiveness of the desigratind ope
our disclosure controls and procedures. Based upon that evajuatiadbhief Executive Officer and Chief Financial Officer concluded
that our disclosure controls and procedures were effective as of the end of the period covered by this report.

Changes in Internal Control over Financial Reporting

There were no changesour internal control over financial reporting that occurred during the fiscal quarter ended December 31, 201
that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

Ma n a g e me n tod lsterakGordrol bver Financial Reporting

Our Management is responsible for establishing and maintaining adequate internal control over financial reporting, ras isuch te
defined in Exchange Act Rules 13&(f). Under the supervision and with thetpapation of our Management, including our principal
executive officer and principal financial officer, we conducted an evaluation of the effectiveness of our internal cenfichmosial
reporting based on the frameworkiimernal Controld Integraied Frameworkssued by the Committee of Sponsoring Organizations
of the Treadway Commission (2013 Framework). Based on our evaluation under the framelmteknad Control 8 Integrated
Framework, our Management concluded that our internal control fimancial reporting was effective as of December 31, 2015.

This annual reportonForm340 does not include an attestation report of tF

regarding our internal control over financial reporting as seglort is not required for neaccelerated filers such as the Company
pursuant to certain federal legislation enacted in July 2010.

ITEM 9B. OTHER INFORMATION

None.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The informationrequed by this item is set forth under the captions 0
AiSection 16¢(a) Beneficial Ownership Reporting Complianceo
Stockholders, to bled pursuant to Regulation 14A, and is incorporated herein by reference. The Annual Meeting of Stockholders |

presently scheduled to be held on June 24, 2016.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is set forth undercttept i on fAiExecuti ve Compensationo i |
2016 Annual Meeting of Stockholders, to be filed pursuant to Regulation 14A, and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this item is set forth agedment d
in our definitive Proxy Statement for the 2015 Annual Meeting of Stockholtterise filed pursuant to Regulation 14A, and is
incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

The information required by this itemti®snseéti hoouh dedenit
the 2015 Annual Meeting of Stockholders, to be filed pursuant to Regulation 14A, and is incorporated herein by reference.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by thisitems set f orth wunder the caption Al ndependent
in our definitive Proxy Statement for the 2015 Annual Meeting of Stockholders, to be filed pursuant to Regulation 14A, and
incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(1) Financial Statementghe following documents are filed as part of this report:

il

f
il
il
il
il

Report of Independent Registered Public Accounting Firm

Consolidated Balance Sheets as of December 31, 2@il8044

Consolidated Statements of Operations for the years ended December 31, 2015 and 2014
Consolidated Statements &quity for the years ended December 31, 2015 and 2014
Consolidated Statements of Cash Flows for the years ended December 31, 200B4and 2

Notes to Consolidated Financial Statements

(2) Financial Statement Schedulale following documents are filed as part of this report:

il

Schedule llI- Real Estate Assets and Accumulated Depreciation and Amortization as of December 31, 2015

All other financial statement schedules have been omitted for the reason that the required information is presented

in the financial statements or notes thereto, the amounts involved are not significant or the schedules are not applicable.

(3) Exhibits- an index tahe Exhibits as filed as part of this FormKQs set forth below.

Number

Description

21

2.2

2.3

3.1

3.2

3.3

3.4

3.5

4.1

4.2

4.3

4.4

10.1+

Plan and Agreement of Merger, by and between NetREIT, Inc., a Maryland corporation, and NetREIT, a ¢
corporation, dated as of JB@, 2010( i ncor porated by reference t o EKfiled
August 10, 2010).

Agreement of Purchase & Sale, between NetREIT, Inc. and Mullrock 3 Murphy Canyon, LLC, dated as of July
(incorporated by referenceox hi bit 2. 1 t o Ne t-Rfited Avdust 1R204®.rt on Fo

Agreement and Plan of Merger between the Company and C | Holding Group, Inc. (incorporated by reference
10.23 to Net REI TFKféed FRebrygmry 62013 pn For m 8

Articles of Merger filed with the Maryland State Department of Assessments and Taxation and the California Se
Stateon August, 2010 (incorporated by refer ence-Ktfled Akgast 1C
2010).

Articles of Amendment and Restatement of the Articles of Incorporation of NetREIT, dated as 80,Jayil(
(incorporated by reference t o KXilbdAbgudtl1032010)1 t o Net

ArticlesSuppl ementary filed on August 4, 2014 (incorpo
K filed August 8, 2014).

Amended and Restated Byl aws of NetREI T, | nc. (an Racn
8-K filed August 10, 2010).

Amendment No. 1 to Amended and Restated Bylaws of NetREIT, Inc. effective as of August 8, 2014 (incorp
reference to Exhibit 4.-RfiledAugdte8t2BIB)] Tés Report on F

Formof Common Stock Certificate (incorporated b-312B,ffile
no. 00134049, filed May 6, 2008).

Form of Series AA Preferred Stock Certificate (incorporated by reference to ExhibitM@ toREIl Tdés Rep
12B, file no. 00134049, filed May 6, 2008).

Speci men Certificate for NetREI T, Il nc. Series B P
Report on Form & filed August 8, 2014).

Investor Agreement dated as of August 4, 2014, by and between NetREIT, Inc., and PFP Ill Sub I, LLC (incorf
reference to Exhibit 4.-KfiledAugldtsB8t2B1E)] Tés Report on F

1999 Flexible Incentive Plghi ncor por at ed by reference t o ERB fileno. 001
340429, filed May 6, 2008).
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Number

Description

10.2+

10.3

10.4

10.5

10.6
10.7

10.8

10.9+

10.10+

10.11+

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22++

21.1
23.1

Net REI'T Dividend Reinvestment Plan (incorpor at e-t2B,
file no.001-34049, filed May 6, 2008).

Form of Property Management Agreement (incorpor at-
12B, file no. 00134049, filed May 6, 2008).

Option Agreementto acquireCH&r oper ties (i ncorporated by referen-
12B, file no. 00134049, filed May 6, 2008).

Loan Assumption and Security Agreement, and Note Modification Agreement (incorporated by reference td &x
to Net REI Tés Kélpddugust2y,2008)or m 8

Promi ssory Note (incorporated by r ef erKdiladcAagudt 27, 2809)h

Loan Agreement by and Between Jackson NationallhBarance Company and NetREIT Inc. (incorporated by refe
to Exhibit 10.9 to MNdedRREJusid/s20Re port on Form 8

Fixed Rate Promissory Note Between Jackson National Life Insurance Company and NetREIT Inc. (incorp
reference to Exhibit 10.-KfledAugustte 20RB.1 Tés Report on

Employment Agreement for Mr. Heilbron Effective as of January 1, 2011 (incorporated by reference to Exhibit
Net REI Tés RelledtJanwary 24F201t1)n 8

Employment Agreement for Mr. Elsberry Effective as of January 1, 2011 (incorporated by reference to Exhibil
Net REI Tés RedlledtJanwary 24-201t1)n 8

Employment Agreement for MDubose Effective as of January 1, 2011 (incorporated by reference to Exhibit 1
Net REI Tés RelledtJanwary 24F201t1)n 8

Purchase & Sale Agreement and Joint Escrow Instructions to acquire Dakota Bank Building (incolpyorefectnce |
Exhibit 10.14 to Ne-KfiRHFebroasy3,Relp)ort on For m 8

Promissory Note Dakot a Bank Buildings (incorporated by re-
K/A filed May 31, 2011).

Mortgage, Security Agreement and Fixture Financing StatemBakota Bank Buildings (incorporated by referenc
Exhibit 10.16 to NekKARfitedVay8l, ®W&lport on Form 8

Property Contribution Agreement and Joint Eschosiructions Port of San Diego Complex (incorporated by referen
Exhibit 10. 17 t o Ne-KfikHSepténsberRz2 2001).t on For m 8

First Amended and Restated NetREIT National City Partners, LP Limited Partnership Agrdemoergorated b
reference to Exhibit 10.-KfledDawemNer B0RPENI1)T6s Report on

Assumption AgreementNet REI T Nati onal City Partner s, LP (inc
Report on Form & filed December 30, 2011).

Net REI'T National City Partners LP Promissory Note
Form 8K filed March 5, 2013).

NetREIT National City Partners LP Deed of Trgst nc or por at ed by reference to
8-K filed March 5, 2013).

Preferred Stock Purchase Agreement dated as of August 4, 2014, by and between NetREIT, Inc., and PFP Il ¢
(incorporated by referentceo Ex hi bit 10. 23 t o -Kided RUugustBp2014)Report o1

Purchase and Sale Agreement and Joint Escrow Instructions between NetREIT Highland, LLC, NetREIT Jos
NetREIT Casa Grande, LP, NetREIT Sunrise, LLC, NetREIT,dnc.d Spar kyds Storage 1t
6, 2015; as amended by the First Amendment dated February 25, 2015, and the Second Amendment dated #
(incorporated by reference to KXladiobAptill150ZMI51 t o Net

Purchase and Sale Agreement dated November 10, 2015 by and between Highlands Ranch Shea Center
NetREIT, Inc.*

Subsidiaries of the Registrant*

Consent of Independent Registered PuBticounting Firm *
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Number

Description

31.1

31.2

31.3

32.1

101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Certificate of the Companyé6és Chief Executive Offi-
14(a)/15d14(a), as adopted pursuant to Section 302 of the Sariadeyg Act of 2002. *

Certification of the Companybs Chi ef Fl4(a)A5dtd{an ds adopt
pursuant to Section 302 of the Sarba@adey Act of 2002. *

Certification of the Comp purspantsto BxechangecActpRalés 134 )l 5614 (), &
adopted pursuant to Section 302 of the Sarb@ndsy Act of 2002. *

Certification of Chief Executive Officer, Chief Financial Officer and Principal Accounting Officer pursuant to 18.
1350, as adopted pursuant to Section 906 of the Sarladeyg Act of 2002. *

Instance Document *

XBRL Taxonomy Extension Schema Document *

XBRL Taxonomy Extension Calculation Linkbase Document *
XBRL Taxonomy Extension Definition Linkbase Document *
XBRL Taxonomy Extension Label Linkbase Document *

XBRL Taxonomy Extension Presentation Linkbase Document *

FILED HEREWITH

+  Denotes @ompensatory plan or arrangement

++ Confidential treatment requested as to a portion of the exhibit. Confidential materials omitted and filed separately with the

Securities and Exchange Commission.
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Pursuant to the requirements of the Securities Exchaagef 1934, this report has been signed below by the following persons on
behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/sl Jack K. Heilbron Director, Chairman of the Board and Chiefecutive Officel March 18, 2016
Jack K. Heilbron (Principal Executive Officer)

/sl Kenneth W. Elsberry Director and Chief Financial Officer March 18, 2016
Kenneth W. Elsberry

/sl Heather L. Pittard PrincipalAccounting Officer March 18, 2016
Heather L. Pittard

/s/ William H. Allen Director March 18, 2016
William H. Allen

/s/ David T. Bruen Director March 18, 2016
David T. Bruen

/sl Shirley Y. Bullard Director March18, 2016
Shirley Y. Bullard

/sl Larry G. Dubose Director, Executive Vice PresideiitModel Homes Divisior March 18, 2016
Larry G. Dubose

/s/ Sumner J. Rollings Director March 18, 2016
Sumner J. Rollings

/sl Thomas E. Schwartz Director March 18, 2016

Thomas E. Schwartz

43



INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Page
REPORT OF INDEPENDENT REGISTERED PUBLKEICCOUNTING FIRM.....ciiiiiiiiiiiiei e eeeemete e et e e seeeeeseea
........................................................................................................................................................................................ F-1
FINANCIALSTATEMENTS ..................................................................................................................................................................................................................................
[Of6] g 1Ye] [Te 1 (Yo [l SR Fo T (o IS A (ST <Y TR F-2
[Ofe] o] [To V(=T IS = 1 (=Y 0= 1 o3 o) @) =1 = 1[0 0 T F-3
Consolidated StateMENtS Of EQUILY........cuiiiiiiiii ittt e et eeamt e s skt e et e e s s ab b b et e e samme e e s annnneeeas F-4
Consolidated StatemMENLS Of CASN FIOWS.....u.iiieiiii ittt e et e e e seeee s e e b e e e s eab s e et ss b e essesbaneesserbaseesssnnneearanss F-5
Notes to Consolidated FINANCIAl STALEMENLS.........uiiiiiiie e ieeee it e e e e st e e e s et s e e s eata e e s s remmrssas e esssabaaeesrsrrasenanas F-6
ST 110 [ = 1 F-22

44



Report of Independent Registered Public Accounting Firm

To the Board oDirectors and
Shareholders of NetREIT, Inc. and Subsidiaries

We have audited the accompanying consolidated balance shee
31, 2015 and 2014, and the related consolidated statements of@peratjuity and cash flows for each of the two years in the period
ended December 31, 2015. Our audits also included the financial statement schedule in Item 15 (a), Sché&kdé Edtate and
Accumulated Depreciation and Amortization. These conse@dihancial statements and schedule are the responsibility of the
Companyb6s management. Our responsibility is to expreiss an

We conducted our audits in accordance with the standattie &fublic Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial stdtements ar
material misstatemeniThe Company was not requiréo have, nor were we engaged to perform, an audit of its internal control over
financial reporting. Our audits included consideration of internal control over financial reporting as a basis for dasigrpngcedures

that are appropriateinthecims t ances, but not for the purpose of exiyntermadsin
control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test basce evid
supporting the amaus and disclosures in the financial statements. An audit also includes assessing the accounting principles used
significant estimates made by management, as well as evaluating the overall financial statement presentation. We baliaudithat
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, tigbsdinci of
NetREIT, Inc. and Subsidiaries as of December 31, 2015 and 2014, ardiuhs of their operations and their cash flows for each of
the two years in the period ended December 31, 2015, in conformity with U.S. generally accepted accounting philscipiasour
opinion, the related financial statement schedule referredaeea when considered in relation to the basic financial statements taken
as a whole, presents fairly, in all material respects, the information set forth therein.

/sl Squar Milner LLP

(formerly Squar, Milner, Peterson, Miranda &Williamson, LLP)
Newport Beach, California

March 18, 2016
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NetREIT, Inc. and Subsidiaries
Consolidated Balance Sheets

December 31,

December 31,

2015 2014

ASSETS
Real estate assets and lease intangibles:

Land $ 49,965,41¢ $ 40,422,81.

Buildings and improvements 177,360,58. 128,719,41

Tenant improvements 19,876,54! 13,164,99i

Lease intangibles 13,845,101 9,793,81:
Real estate assets and lease intangibles, cost 261,047,65 192,101,03
Accumulated depreciation and amortization (29,961,47) (23,011,00i)
Real estate assets and lease intangibles, net 231,086,17 169,090,022
Real estate assets held for sale, net o} 29,107,67!
Cash and cash equivalents 6,626,42: 5,636,00:
Restricted cash 6,759,78¢ 4,086,49¢
Deferred leasing and financing costs, net 5,141,31: 5,438,85
Goodwill 2,423,00( 2,423,00(
Other assets, net 5,895,99: 4,842,87¢
TOTAL ASSETS $ 257,932,69 $ 220,624,93
LIABILITIES AND EQUITY
Liabilities:
Mortgage notes payable $ 144,690,577 $  106,966,77
Mortgagenotes payable related to assets held for sale o} 16,932,52.
Accounts payable and accrued liabilities 7,458,76: 5,185,25(
Accrued real estate taxes 2,401,77( 1,446,55:
Dividends payable 1,063,45: 997,17¢
Belowmarket rent 2,154,47¢ 960,32¢
Mandatorily redeemable Series B Preferred Stock, $0.01 par value, $1,000 liquida

preference; shares authorized: 35,000; shares issued and outstanding at
December 31, 2015 and 2014: 35,000 and 16,600, respectively 35,000,00! 16,600,00f

Total liabilities 192,769,03 149,088,60
Commitments and contingencies
Equity:
Convertible Series AA preferred stock, $0.01 par value, $25 liquidating preference

shares authorized: 1,000,000; no shares issued and outstanding at December 3:

and December 31, 2014, respectively o} o}
Common stock SeriesA, $0.01 par value; shares authorized: 100,000,000;

shares issued and outstanding at December 31, 2015 and 2014:

17,202,228 and 16,887,377, respectively 172,02 168,87«
Additional paidin capital 146,712,85: 143,715,87
Dividends in excess of accumulated losses (93,821,32)) (83,150,861
Total stockholders' equity before noncontrolling interest 53,063,541 60,733,88:
Noncontrolling interest 12,100,10! 10,802,44!

Total equity 65,163,65 71,536,33:
TOTAL LIABILITIES AND EQUITY $ 257,932,669 $ 220,624,93

See Notes to Consolidated Financial Statements
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Revenues:
Rental income
Fee and other income
Total revenues

Costs and expenses:
Rental operating costs
General and administrative
Depreciation and amortization
Real estate asset impairments
Total costsand expenses

Other (expense) income:

NetREIT, Inc. and Subsidiaries
Consolidated Statements of Operations

Interest expens&eries B preferred stock

Interest expensmortgage notes

Interest and other income

Gain on sales of real estate

Income tax expense

Acquisition costs

Gain on extinguishment of debt
Total other (expense) income, net

Loss from continuing operations

Discontinued operations
Gain (loss) on the sale of rexdtate

(Loss) income from discontinued operations, net

Income from discontinued operations

Net loss

Less: Income attributable to noncontrolling interests

Net loss attributable to NetREIT, Inc. common stockholders

Basic and diluted (loss$iicome per common share

Continuing operations
Discontinued operations
Loss per common share

Weighted average common shares outstandiragic and diluted

See Notes to Consolidated Financial Statements
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Year endedDecember 31,

2015 2014
23,590,01. $  16,378,19!
388,83 95,712
23,978,84! 16,473,90
8,515,15: 5,749,27¢
4,672,78: 4,578,51
7,784,91° 5,383, 26!
. 950,00(
20,972,85: 16,661,06:
(4,767,559 (1,156,09)
(6,007,10)) (4,439,23))
150,00¢ 85,80¢
1,513,24: 5,277,35(
(172,69)) (813,509)
(348,419 (163,429)
3 536,95:
(9,632,519 (672,159
(6,626,52) (859,309)
4,730,39¢ (156,657)
(131,375 162,35¢
4,599,02: 5,707
(2,027,499 (853,607
(1,791,199 (3,192,08))
(3,818,69) $ (4,045,68))
(039 $ (0.05)
027 $ 0.00
0.22 $ (0.24)
17,139,47" 16,798,23;




Balance at December B, 2013

Net income (loss)
Vesting of restricted stock

Repurchase of preferred stock from related parti

Common stock issued to related party
Repurchase of common stock

Repurchase of common stock from related partie

Dividends paid/reinvested

Dividends declared/reinvested

Distributions paid in excess of contributions
received fron noncontrolling interests

Balance at December 31, 2014

Net income (loss)

Vesting of restricted stock

Common stock issued

Common stock repurchased from related party

Repurchase of common stock

Dividends paid/reinvested

Dividends declared/reinvested

Distributions paid in excess of contributions
received fron noncontrolling interests

Balance at December 31, 2015

NetREIT, Inc. and Subsidiaries
Consolidated Statements of Equity

Dividends
Paid in
Series 6.3% Additional Excess of Total Non-

Preferred Stock Common Stock Paid in Accumulated St oc k h  Controlling Total
Shares Shares Capital Losses Equity Interest Equity
1,64¢ $ 16 16,473,67- $ 164,737 $141,494,88. $ (71,226,979 $ 70,432,66: $15,43542. $85,868,08:

s} ¢} s} ¢} s} (4,045,689 (4,045,687) 3,192,08:. (853,607)
s} ¢} 51,11¢ 511 455,30¢ ¢} 455,81¢ ¢} 455,81¢

(1,64¢) (16) s} ¢} (1,649,250 ¢} (1,649,266 <} (1,649,26¢)
s} ¢} 39,80¢ 398 312,39 ¢} 312,79 s} 312,79:
s} ¢} (6,579) (66) (47,12¢) 6] (47,199 <} (47,19¢)
s} ¢} (21,000 (210 (164,809 ¢} (165,01¢) ¢} (165,019
s} ¢} 277,66( 2,777 2,624,53¢ (6,190,36¢) (3,563,059 s} (3,563,059
s} ¢} 72,701 727 689,941 (1,687,849 (997,17%) ¢} (997,175
s} ¢} s} ¢} s} ¢} 3 (7,825,059 (7,825,059
d 3 ¢} 16,887,37 $ 168,87/ $143,715,871 $ (83,150,86() $ 60,733,838 $10,802,44¢ $71,536,33:
s} ¢} s} ¢} s} (3,818,697 (3,818,697 1,791,19: (2,027,499
s} ¢} 54,05C 541 464,28¢ ¢} 464,827 s} 464,827
0 ¢} 5,00C 50 49,94¢ ¢} 49,99¢ <} 49,99¢
0 ¢} (18,80€) (188) (147,569 ¢} (147,752) <} (147,75%)
<} ¢} (5,51%) (55) (28,654) ¢} (28,709) [s] (28,709)
0 ¢} 211,32¢ 2,113 2,006,08¢ (5,134,759 (3,126,55%) <} (3,126,55Y)
s} ¢} 68,76 688 652,87¢ (1,717,01¢) (1,063,45¢) <} (1,063,459
0 ¢} 0 ¢} s} ¢} s} (493,539 (493,539
i $ 3 17,202,221 $ 172,02¢ $146,712,85 $(93,821,32) $ 53,063,54¢ $12,100,10¢ $65,163,65

See Notes to Consolidated Financial Statements.



NetREIT, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

Year Ended December 31,

2015 2014
Cash flowsrom operating activities:
Net loss $ (2,027,499 $ (853,607)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization from continuing operations 7,784,91° 5,383,26¢
Depreciation and amortization from discontinued operations 165,64¢ 666,11¢
Stock compensation 464,827 455,81¢
Bad debt expense 236,32¢ 122,121
Real estate asset impairments o] 950,00(
Gain on sales of real estate assets, net (6,243,64() (5,120,699
Gain on extinguishment of debt o] (536,957)
Amortization of financing costs 1,286,43° 417,72¢
Amortization of abovenarket rent 212,941 215,52:
Amortization of belowmarket rent (169,367) (28,04¢)
Changes in operating assets and liabilities:
Other assets (1,170,347 702,38¢
Accounts payable and accrued liabilities 2,273,51: 1,138,50¢
Accruedreal estate taxes 955,21¢ 664,60¢
Net cash provided by operating activities 3,768,98: 4,176,77:
Cash flows from investing activities:
Real estate acquisitions (67,852,597 (59,063,369
Building and tenant improvements (2,854,939 (2,567,02)
Deferred leasing costs (639,004 (407,26))
Proceeds from sales of real estate assets 37,755,59¢ 22,287,46.
Increase in restricted cash (2,673,289 (2,731,22)
Net cash used in investing activities (36,264,22)) (42,481,41)
Cash flows from financing activities:
Proceeds from mortgage notes payable, net of issuance costs 50,864,05: 56,859,91!
Repayment of mortgage notes payable (30,834,66¢) (22,811,129
Proceeds from issuance of mandatorily redeemable preferred stock, net of offering costs 18,200,000t 13,862,10:
Issuance of common stock 49,99¢ o]
Repurchasef common stock (176,467) (212,217)
Redemption of Series 6.3% preferred stock o] (1,649,26¢)
Distributions paid in excess of contributions received from noncontrolling interests (493,539 (7,512,267)
Dividends paid (4,123,73() (4,803,509)
Net cash provided by financing activities 33,485,66¢ 33,733,64!
Net increase (decrease) in cash and cash equivalents 990,421 (4,570,999
Cash and cash equivalentseginning ofyear 5,636,00: 10,207,00:
Cash and cash equivalentsnd of year $ 6,626,42 $ 5,636,00:
Supplemental disclosure of cash flow information:
Interest paidSeries B preferred stock $ 3,439,18¢ $ 775,838
Interest paidmortgage notes payable $ 5965:82: $ 6,477,09¢
Non-cash financing activities:
Reinvestment of cash dividend $ 2,661,97¢ $ 3,314,47"
Accrual of dividend payable $ 1,063,45: $ 997,17¢
Conversion of partnership interests into common stock $ o) $ 165,01¢

See Notes to Consolidated Financial Statements
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NetREIT, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

1. ORGANIZATION AND BASIS OF PRESENTATION

Organization.Net REI' T (t he fACompanyo) was incorporated in the Stat
real estate properties. Effective August 2010, NetREIT merged into NetREIT, Inc., a Maryland Corporation, with NetREIT, Inc
becoming the wviving Corporation. As a result of the merger, NetREIT is now incorporated in the State of Maryland. The Compan
qualifies and operatesasaselfl mi ni st ered real estate investment trust (fARE
(thefCodedo), and commenced operations with capital provided

The following partnership activity occurred during the periods covered by these consolidated financial statements:

i The Company is # sole General Partner in three consolidated limited partnerships (NetREIT PalStoBadfe LP,
NetREIT Casa Grande LP and NetREIT Garden Gateway LP), all with ownership in real estate income producing properti

The Company refers to these entitiesedllt i vel y, as the ANet REI'T Partner shirg
i The Company is a limited partner in two partnerships and one limited liability corporation that purchase and leaseba
Mo d el Homes from developers (fiDubose Model Hrosne# 2 W% e s
and fANet REI'T Dubose Model Home REI T, Il nco) . The Compa

Entitieso.

1 The Company had previously been a limited partner in a number of Model Home partnerships, the last of which (Dubo
Acquisition Partners Il, Dubose Model Home Income Fund #3, LTD., Dubose Model Home Income Fund #4, LTD., an
Dubose Model Home Investors Fund #113, LP) sold all of their Model Home assets and were dissolved before the end
2014. These entiteswerereferd t o as t he Al ncome Fundso.

The Company has determined that the entities described above, where it owns less than 100%, should be included in thesComp
consolidated financial statements as the Company directs their activities and holdoatnaolting interest in these limited partnerships
through NetREIT, the Parent Company.

Unit-based information used herein (such as references to square footage or property occupancy rates) is unaudited.

SegmentsThe Company acquires and operates income prodpoapegrties including office/industrial properties, residential properties
and retail properties and invests in real estate assets, including real estate loans and, as a result, the Companthopetaisgess
segments. See Note 14 ASegmentso.

Custorrer Concentration.Concentration of credit risk with respect to accounts receivable is limited due to the large number of tenan
comprising the Companyds rental revenue. No single tedant
December 31, 2015 and 2014.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of PresentationThe accompanying financial statements have been prepared in accordance with accounting principles genere
accepted in the United Staned wifthPimerikta FiAGAAFLIOAI aAc coouw
Accounting Standards Codication (AASCO).

Principles of ConsolidationThe accompanying consolidated financial statements include the accounts of NetREIT and its subsidiarie
NetREIT Advisors,LIC and Dubose Advisors LLC (collectively, the HAAdyv
consolidated financial statements also include the results of the NetREIT Partnerships, the Model Home Partnershipsi@nd NetF
National City Partners,R. As used herein, references to the ACompanyo inc
the Partnerships and the Income Funds. All significant intercompany balances and transactions have been eliminatehiioconsoli

The Companylassifies the noncontrolling interests in the NetREIT Partnerships as part of consolidated net loss in 2015 and 2014, :
includes the accumulated amount of noncontrolling interests as part of equity from the NetREIT Entities inception inZatiyubry

a change in ownership of a consolidated subsidiary results in loss of control and deconsolidation, any retained ovenesshifilint

be remeasured, with the gain or loss reported in the statement of operations. Management has evaluated theéntpimterdgstd and
determined that they do not contain any redemption features.
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Use of EstimatesThe preparation of financial statements in conformity with GAAP requires management to make estimates ar
assumptions that affect the reported amounts ofsaasetliabilities and the disclosure of contingent assets and liabilities as of the date
of the financial statements, and the reported amounts of revenues and expenses during the reporting periods. Sigrafieaitaste

the allocation of purchaseipe paid for property acquisitions between land, building and intangible assets acquired including thei
useful lives; valuationoflony i ved asset s, and the all owance for doubtf ul
ability to pay.Actual results may differ from those estimates.

Real Estate Assets and Lease Intangiblkeand, buildings and improvements are recorded at cost, including tenant improvements anc
lease acquisition costs (including leasing commissions, space planningmedsgal fees). The Company capitalizes any expenditure
that replaces, improves, or otherwise extends the economic life of an asset, while ordinary repairs and maintenancgedrasexpen
incurred. The Company allocates the purchase price of acquineeries between the acquired tangible assets and liabilities (consisting
of land, building, tenant improvements, land purchase options, anetdomgdebt) and identified intangible assets and liabilities
(including the value of abowvmarket and belowmarlet leases, the value of-place leases, unamortized lease origination costs and
tenant relationships), based in each case on their respective fair values.

The Company allocates the purchase price to tangible assets of an acquired property basednoat¢tefaistvalues of those tangible
assets assuming the building was vacant. Estimates of fair value for land, building and building improvements are bapéactorsna
including, but not limited to, comparisons to other properties sold in the sameaghkiz area and independent third party valuations.
The Company also considers information obtained about each property as a result eddtsujmition due diligence, marketing and
leasing activities in estimating the fair values of the tangible a@adgible assets and liabilities acquired.

The value allocated to acquired | ease intangi bl es itse rbaanste&
lease. Characteristics considered by management in allocating these valuds thel nature and extent of the existing business
relationships with the tenant, growth prospects for developing new business with the tenant, the remaining term oattietlense
tenantds credit quality, among other factors.

The value allocable to thebovemarket or belowmarket component of an acquiredplace lease is determined based upon the present
value (using a market discount rate) of the difference between (i) the contractual rents to be paid pursuant to thatkeeaaining
tebem,aml (i i) management 6s estimate of rents that would be pea
amounts allocated to above or belavarket leases are amortized on a strdligiet basis as an increase or reduction of rental income
over the remaining necancelable term of the respective leases. Amortization of above andrneldwt rents resulted in a net increase
(reduction) in rental income of approximately $44,000 and $(156,000) for the years ended December 31, 2015 asgai4tly.

The value of irplace leases and unamortized lease origination costs are amortized to expense over the remaining term of the respe
leases, which range from less than a year to ten years. The amount allocated to aqiaie leases idetermined based on
management 6s assessment of | ost revenue and costs intharre
occupancy level when purchased. The amount allocated to unamortized lease origination costs is detemhiaetheé Company
would have paid to a third party to secure a new tenant reduced by the expired term of the respective lease. The atemlitt alloc
tenant relationships is the benefit resulting from the likelihood of a tenant renewing its leasez#toonréxpense related to these
assets was approximately $839,000 and $456,000 for years ended December 31, 2015 and 2014, respectively.

Real Estate Held for Sale and Discontinued OperatioRse al est ate sol d duri ng tlbstate beldifor e nt
saleo for all prior periods presented in the accompaaated ng
to the real estate sold during the curreheldefbodsbbeodol &8
presented in the accompanying condensed consolidated financial statefrdatit®nally, the Company records the operating results
related to real estate that has been disposed of as discontinued operationsriodalppesented if the operations have been eliminated
and the Company will not have any significant continuing involvement in the operations of the property following the sale.

Impairment of Real Estate AssefS§he Company reviews the carrying value aflfeproperty to determine if circumstances that indicate
impairment in the carrying value of the investment exist or that depreciation periods should be modified. If circumstpodehesu
possibility of impairment, the Company prepares a projectiohefundiscounted future cash flows, without interest charges, of the
specific property and determines if the investment in such property is recoverable. If impairment is indicated, thevalueyirighe
property is written down to its estimated fairwed based on the Companyds best estimate
During 2014, the Company determined that an additional impairment existed in one of its properties and, as a resulbresseted
impairment of $950,000. Thereeve no impairments during 2015.
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Intangible Assets Intangible assets, including goodwill and lease intangibles, are comprised eliVimitend indefinitdived assets.

Lease intangibles represents the allocation of a portion of the purchase prim@pédy acquisition representing the estimated value

of in-place leases, unamortized lease origination costs, tenant relationships and land purchase options. Intangible assets that al
deemed to have an indefinite useful life are amortized over ¢iséimated useful lives. Indefinfeved assets are not amortized.
Amortizationexpense of intangible assets that are not deemed to have an indefinite useful life was approximately $556,000 ¢
$608,000, respectively, for the years ended December 31, &@12014 and is included in depreciation and amortization in the
accompanying consolidated statements of operation.

The Company is required to perform a test for impairment of goodwill and other definite and indefinite lived assetaratuakist
andmore frequently as circumstances warrant. Impairment is recognized only if the carrying amount of the intangible esidetésicon
to be unrecoverable from its undiscounted cash flows and is measured as the difference between the carrying amestinzatddhe
fair value of the asset. Based on the review, no impairment was deemed to exist at December 31, 2015 and 2014.

Depreciation and AmortizationThe Company records depreciation and amortization expense using the itraigitthod over the
useful lives of the respective assets. The cost of buildings are depreciated over estimated useful lives of 39 years, the cost
improvements are amortized over the shorter of the estimated life of the asset or term of the tenant lease (which datgé0Ofrom
years), and the cost of furniture, fixtures and equipment are depreciated over 4 to 5 years. Depreciation expensadarrttiedyea
December 31, 2015 and 2014 was approximately $6.1 million and $5.0 million, respectively, and is included in depaadiatio
amortization in the accompanying consolidated statements of operations.

Cash and Cash Equivalent§.he Company considers all shéetm, highly liquid investments that are both readily convertible to cash
and have an original maturity of three montindess at the date of purchase to be cash equivalents. Items classified as cash equivaler
include money market funds. At December 31, 2015, the Company had approximately $3.5 million in deposits in finanti@hsnstitu
that were above the federallysurable limits.

Restricted CashRestricted cash consists of funds held in escrow for Company lenders for properties held as collateral by the lende
The funds in escrow are primarily for escrow funds for payment of property taxes.

Tenant ReceivablesThe Company periodically evaluates the collectability of amounts due from tenants and maintains an allowanc
for doubtful accounts for estimated losses resulting from the inability of tenants to make required payments underleestsadine
addition, te Company maintains an allowance for deferred rent receivable that arises from-ktvaigldf rents. The Company
exercises judgment in establishing these allowances and considers payment history and current credit status of ittetezlaptadgn

these estimates. At December 31, 2015 and 2015, the balance of allowance for possible uncollectible tenant receivables include
other assets, net in the accompanying consolidated balance sheets was approximately $91,000 and $66,000, respectively.

Deferred Leasing CostsCosts incurred in connection with successful property leases are capitalized as deferred leasing costs &
amortized to leasing commission expense on a striighbasis over the terms of the related leases which generally range frém one
five years. Deferred leasing costs consist of third party leasing commissions. Manageevatates the remaining useful lives of
leasing costs as the creditworthiness of the tenants and economic and market conditions change. If managementhaetstimiated
remaining life of the respective lease has changed, the amortization period is adjusted. At December 31, 2015 andst@pdnthe C
had net deferred leasing costs of approximately $1,483,000 and $1,333,000, respectively, which are indefdeeéd leasing and
financing costs, net in the accompanying consolidated balance sheets. Total amortization expense for the year endegilD2a&mber
and 2014 was approximately $412,000 and $393,000, respectively and is included in interesireipeaseompanying consolidated
statements of operations.

Deferred Financing CostsCosts incurred, including legal fees, origination fees, and administrative fees, in connection with deb
financing are capitalized as deferred financing costs and ardizedausing the straighine method, which approximates the effective
interest method, over the contractual term of the respective loans. At December 31, 2015 and 2014, deferred finarslisgddsts r
mortgage notes payable were approximately $2,@82ahd $1,748,000, respectively, and deferred financing costs associated with the
Series B preferred stock costs were approximately $1,606,000 and $2,358,000, respectively, which are included in diefgraed lea
financing costs, net in the accompanyiocgnsolidated balance sheets. For the year ended December 31, 2015 and 2014, tot:
amortization expense related to the mortgage notes payable deferred financing costs was approximately $335,000 and $417
respectively, and total amortization expensatesl to the Series B preferred stock costs was approximately $952,000 and $380,000
respectively, and is included in interest expense in the accompanying consolidated statements of operations.

Income Taxes.We have elected to be taxed as a REIT undeid®sc856 through 860 of the Code, for federal income tax purposes.
To maintain our qualification as a REIT, we are required to distribute at least 90% of our REIT taxable income to olniest®ekitb
meet the various other requirements imposed by the @ddting to such matters as operating results, asset holdings, distribution
levels and diversity of stock ownership. Provided we maintain our qualification for taxation as a REIT, we are genetdl]gatdd
corporate level income tax on the earnidggributed currently to our stockholders that we derive from our REIT qualifying activities.
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If we fail to maintain our qualification as a REIT in any taxable year, and are unable to avail ourselves of certaipresisigss
set forth in the Code, ladf our taxable income would be subject to federal income tax at regular corporate rates, including any
applicable alternative minimum tax. We are subject to certain state and local income taxes.

We have elected to treat such subsidiaries as taxableRREIBE s i di ari es (a fATRS6) for federal
that we undertake must be conducted by a TRS, such asustomary services for our tenants, and holding assets that we cannot
hold directly. A TRS is subject to federal and stat®me taxes.

The Company has concluded that there are no significant uncertain tax positions requiring recognition in its finaneiatisstsltsther
the Company nor its subsidiaries have been assessed any significant interest or penalties faotaxyasity major tax jurisdictions.

Fair Value MeasurementsCertain assets and liabilities are required to be carried at fair value, or-iledgssets are deemed to be
impaired, to be adjusted to reflect this condition. The guidance requiressdisgclyf fair values calculated under each level of inputs
within the following hierarchy:

Level 17 Quoted prices in active markets for identical assets or liabilities at the measurement date.
Level 21 Inputs other than quoted process that are obserf@btliee asset or liability, either directly or indirectly.

Level 37 Unobservable inputs for the asset or liability.

Fair value is defined as the price at which an asset or liability is exchanged between market participants in an @atgibntedrihe
reporting date. Cash equivalents, mortgage notes receivable, accounts receivable and payables and accrued liabitittasatk app
fair value due to their short term nature. Management believes that the recorded and fair values of notes payableraatehpthe
carrying value of December 31, 2015 and 2014.

Sales of Real Estate Asset&ains from the sale of real estate assets are not recognized under the full accrual method until certe
criteria are met. Gain or loss (the difference betweendles salue and the cost of the real estate sold) shall be recognized at the date
of sale if a sale has been consummated and the following criteria are met:

a. The buyer is independent of the seller;
b.  Collection of the sales price is reasonably assured; and

c. Theseller is not required to support the operations of the property or its related obligations to an extent greater than
proportionate interest.

Gains relating to transactions which do not meet the criteria for full accrual method of accounting exd deterecognized when the
full accrual method of accounting criteria are met or by using the installment or deposit methods of profit recognijpmopeata in
the circumstances.

Revenue RecognitionThe Company recognizes revenue from rent, tere@mbursements, and other revenue once all of the following
criteria are met:

a. Persuasive evidence of an arrangement exists;

b Delivery has occurred or services have been rendered;
c.  The amount is fixed or determinable; and
d

The collectability of the amount isasonably assured.

Annual rental revenue is recognized in rental revenues on a stiiagghiasis over the term of the related lease. Estimated recoveries
from certain tenants for their pro rata share of real estate taxes, insurance and other oppeatses @xe recognized as revenues in
the period the applicable expenses are incurred or as specified in the leases. Other tenants pay a fixed rate antrdwset@Esan
are recognized as revenue on a stréliglet basis over the term of the relateddes.

Certain of the Companyé6s |l eases currently contai n nddncluda | i
in revenues, deferred rent receivable that will be received if the tenant makes all rent payments requitethéheoqpiration of the

initial term of the lease. Deferred rent receivable in the accompanying balance sheets includes the cumulative differenceritat
revenue recorded on a straidine basis and rents received from the tenants in accordanhbetheitlease terms. Accordingly,
Management determines to what extent the deferred rent receivable applicable to each specific tenant is collectibleamire Comy
revi ews material deferred rent r ecei v atbry the fmandal coraitioa af the tenang c
business conditions in the industry in which the tenant operates and economic conditions in the area in which the lpcgiedylis
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the event that the collectability of deferred rent with respect to asey genant is in doubt, we record an increase in the allowance for
uncollectible accounts, the Company records a direct-wfitef the specific rent receivable. No such reserves related to deferred rent
receivables have been recorded as of Decembel035,& 2014.

Loss per common shar®asic loss per common share (Basic EPS) is computed by dividing net loss available to common shareholde
(Numerator) by the weighted average number of common shares outstanding (Denominator) during the periodsBigeddmmon
share (Diluted EPS) is similar to the computation of Basic EPS except that the Denominator is increased to include tioé numbe
additional common shares that would have been outstanding if the dilutive potential common shares had thebnadsiiteon, in
computing the dilutive effect of convertible securities, the Numerator is adjusted to add back s afteount of interest recognized

in the period associated with any convertible debt. The computation of Diluted EPS does noeassciseeor conversion of securities

that would have an antiilutive effect on net earnings per share

Basic and diluted net loss per share are equivalent because the Company has incurred a net loss in all periods piagesgd caus
potentially dilutive securities to be antilutive. Dilutive securities includeneme st ed restricted shares
sharebased i ncentive plan, shares issuable under <certain of
under sock purchase warrants. The calculation of net loss per share excludes dilutive securities totaling 722,019 and 70igb1 share
the years ended December 31, 2015 and 2014, respectively.

Subsequent Eventdvlanagement has evaluated subsequent events thtbaglate that the accompanying financial statements were
filed with the Securities and Exchange Commi ssion ( fiB8dbCO0)
disclosure in such financial statements.

Reclassifications. Certai n recl assi fications have been made to the pri
current year presentation. These reclassifications had no effect on previously reported results of consolidated opayatipns or

Recently Issed Accounting Pronouncementdn February 2016, the FASB issued ASU No. 20P6Leases (Topic 842) A AS U
No0.2016020) . The amendmelRichmngésihe &iStidg akcounting@ dBahdards for lease accounting, including
requiring lessees to regoize most leases on their balance sheets and making targeted changes to lessor accounting. ASIO2No. 201¢
is effective for annual periods beginning after December 15, 2018, including interim periods within those fiscal yeadogiaoty

of ASU No. 2A.6-02 as of its issuance is permitted. The new leases standard requires a modified retrospective transition approach 1
all leases existing at, or entered into after, the date of initial application, with an option to use certain transftidhedlionpany is
currently evaluating the impact of adopting the new leases standard on its consolidated financial statements.

In September 2015, the FASB issued ASU No. 20838Business Combinations (Topic 805), Simplifying the Accounting for
MeasuremenPeriod Adjustment§ A ASU N-4 6 02 01 A S U16 Nliminate? ihelr&quirement that an acquirer in a business
combination account for measuremgetriod adjustments retrospectively. Instead, an acquirer will recognize a meastperiaht
adjustment duringhe period in which it determines the amount of the adjustment, including the effect on earnings of any amounts
would have recorded in previous periods if the accounting had been completed at the acquisition date. ASUl8ads 28fEstive for

fiscal years, and interim periods within these fiscal years, beginning after December 15, 2015, with early adoption permitted. T
Company does not expect the adoption of ASU No. 28L& have a significant impact on its consolidated financial statements.

In April 2015, the FASB issued &SU No. 201503,Si mpl i fying the Presentation-08fTheDeb:
amendments in ASU No. 20433 require that debt issuance costs related to a recognized debt liability be presented in the balance sh
as a direct deduction from the carrying amount of that debt liability, consistent with debt dis€ben@®mpany does not expect the
adoption of ASU No. 20183 to have a significant impact on its consolidated financial statements.

In February 2015, thFASB issued ASU No. 204®, Consolidation (Topic 810): Amendments to the Consolidation Angly8iA S U
No. 20150 2 0 ) , which makes certain changes to both the wvariabl
identification of varable interests (fees paid to a decision maker or service provider), (2) the variable interest entity characteristics fo
limited partnership or similar entity and (3) the primary beneficiary determination. ASU No-020it%effective for fiscal yeargnd

interim periods within these fiscal years, beginning after December 15, 2015. The Company does not expect the adoptida.of ASU
201502 to have a significant impact on its consolidated financial statements.

In August 2014, the FASB issued ASNo.201415,Presentation of Financial Statemefi&ubtopic 20540),Disclosure of
Uncertainties about an Entitydd  ASKNRONGILSYW )t. o TGN taime na20bddbt & G
require management to evaluate, for each aramalinterim reporting period, whether thare conditions or events, considered in the
aggregat e, that raise substanti al doubt about an etathatthey 6s
financial statements are issugr are available to be issued when applicable) and, if so, provide related disclosures. 8W4N6S.

is effective for annual periods ending after Decenitier2016, and interim periods within annual periods beginning after Decéfmber
2016. Early adption is permitted for annual or interim reporting periods for which the financial statements have not previously bee
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i ssued. We believe the adoption of this guidance wi indnciah ot

position.

In May 2014, the FASB issued ASU N201409, Revenue from Contracts with Custom@rspic 606)( A ASU20NMO® 9 6) . AS
No. 201409 requires an entity to recognize the revenue to depict the transfer of promised goods or services to custcaneosiin a
that reflects the consideration to which the entity expects to be entitled in exchange for those goods and serviceA80No.
supersedes the revenue requiremenBewvenue Recognitidiiopic 605) and most industigpecific guidance throughit the Industry
Topics of the Codification. ASU N@01409 does not apply to lease contracts within the scopeadeqTopic 840). In August 2015,

the FASB issued ASU No. 204B4, which deferred the effective date of its new revenue recognition sdamdane year. The standard

will be effective for annual reporting periods, and interim periods therein, beginning after December 15, 2017. The Gaumpanthy
assessing the impact of adopting ASU No. 209but does not believe it will have a maaégffect on income from operations or the
Companyo6s financi al position.

3. RECENT REAL ESTATE TRANSACTIONS

During 2015, the Company acquired the following properties:

ll

On December 24, 2015, the Company acquired a four story, 121,399 square fooudéfing bbcated in Highlands Ranch,
Colorado for a purchase price of approximately $25.3 million. The building was 100% occupied at the date of acquisitio

On August 28, 2015, the Company acquired a four story, 69,200 square foot office buildingd lnc#estminster,
Colorado for a purchase price of approximately $9.1 million. The building was approximately 96% occupied at the date
acquisition.

On August 26, 2015, the Company acquired a four story 93,000 square foot office building locatadrimi@e Colorado
for a purchase price of approximately $13.1 million. The building was approximately 97% occupied on the date c
acquisition.

On August 13, 2015, the Company acquired a single story 10,700 square foot retail building located adfaéhtion
Town Center building already owned by the Company in Colorado Springs, Colorado for a purchase price of approximate
$2.9 million. The building was 100% occupied at the date of acquisition.

On August 8, 2015, the Company acquired a two story 36,500 square foot office building in Fargo, North Dakota for
purchase price of $3.9 million. The building was 86.4% occupied at the date of acquisition.

On August 8, 2015, the Company acquired sesiegle story 152,154 square foot industrial/flex buildings in West Fargo,
North Dakota for a purchase price of approximately $7.9 million. The buildings were 97.6% occupied at the date c
acquisition.

The Model Home Partnerships and Limited Liabilitgr@pany acquired seventeen Model Home properties and leased them back to
the home builders. The purchase price for the properties totaled $5.7 million.

The Company allocated the purchase price of the properties acquired during 2015 as follows:

Buildings Tenant Leases Leasing Total
Property Land and Other Improvements in Place(1) Costs  PurchasePrice
Shea Center |l $ 2,213,73:$19,344,13:$ 2,336,06¢($ 809,11($ 621,95¢$ 25,325,00!
One Park Centre 1,205,55. 7,047,87! 274,59 366,121 255,86! 9,150,00(
Highland Court 3,608,02{ 6,939,28¢ 1,412,09° 621,32 469,26¢ 13,050,00!
Research Parkway 407,72: 2,283,68¢ 38,022 50,30( 70,267 2,850,00(
300 N.P. 135,43( 3,429,09° 53,27z 127,85: 104,34¢ 3,850,00(
West Fargo Industrial 1,693,03! 6,021,66t 3,16€ 99,59t 83,03¢ 7,900,50(
Model Homes Properties 797,000  4,930,09: o) 0 0 5,727,09:

$10,060,50:$49,995,83'$ 4,117,21.$2,074,30:$1,604,73¢$ 67,852,59.

(1) Leases in place include ingible assets and liabilities related to above and below market rents, net.

For theyear endedecembel, 2015, the Company recognized an aggregabd.8fmillionof total revenues and an aggregate of
$666,0000f operating expenses from thggeperties.
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On April 10, 2015, t he Co miStonage Patblio.dThdnetGales prite washapprosmately 3¢ iikion S
and approximately $16.9 million in mortgage notes payable were repaid in connection the sale. The Comparsdraaggn on sale
of approximately $4.7 million.

On April 24, 2015, the Company sold a parcel of land and its building at the Yucca Valley Retail Center for approxirbatalyo$il.
and recognized a gain of approximately $1.0 million.

During the year mded December 31, 2015, NetREIT Dubose and the other Model Home entities disposed of five Model Hom
properties. The sales price, net of selling costs, aggregated to approximately $2.7 million and approximately $1.1molitgage

notes payable werepaid in connection with these sales. The Company recognized a gain of $473,000 related to the sale of these Mc
Homes.

4. REAL ESTATE ASSETS

The Company owns a diverse portfolio of real estate assets. The primary types of properties the Congtauy ameeoffice, retalil,
and NNN leased residential properties located primarily in Southern California and Colorado, with four properties |d¢atid in
Dakota. Our model home properties are located in ten states. As of December 31, 2015, the Gamgduoy had an equity interest
in:

1 Ei ghteen office buildings and two industrial buil ding
rentable square feet,

Six retail shopping centers ( fi R¥0@irehtabl sqoguedeett i es 0) whii

Sixty-f our model homes owned by three affiliated | imited
Propertieso).
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The

In-place leases
Leasing costs

Total

Companyds real estate assets consisted of the foll
Real Estate Assets Owned (000s)
Property Name Date Acquired Location 2015 2014
Havana/Parker Complex June 2006 Aurora, CO $ 2,09 % 2,26¢
Garden Gateway Plaza March 2007 Colorado Springs, Ct 11,80¢ 12,12
World Plaza September 2007  San Bernardino, CA 6,653 6,834
Regatta Square October 2007 Denver, CO 1,85¢ 1,897
Spar ky ds-Sterage m Sel f November 2007 Highland, CA o) 4,26€
Spar kyds -Stawmaghua Sc December 2007  Hesperia, CA o] 6,661
Executive Office Park July 2008 Colorado Springs, C¢ 8,227 8,274
Waterman Plaza August 2008 San Bernardino, CA 5,877 5,99t
Pacific Oaks Plaza September 2008  Escondido, CA 4,21% 4,291
Morena Office Center January 2009 San Diego, CA 5,26¢ 5,461
Rangewood Medical Office Building March 2009 Colorado Springs, C¢ 2,30€ 2,361
Spar kyds Th o uStosaged August 2009 Thousand Palms, C/£ o] 5,36&
S p a r Hegperéa East SeBtorage December 2009  Hesperia, CA o) 2,37€
Spar kyds -Skiagel t o S May 2010 Rialto, CA o] 4,681
Genesis Plaza August 2010 San Diego, CA 8,39¢ 8,61<
Dakota Bank Buildings May 2011 Fargo, ND 10,452 10,027
Yucca Valley Retail Center September 2011  Yucca Valley, CA 7,19C 8,044
Spar kyds -Staragei se ! December 2011  Hesperia, CA o] 2,142
Port of San Diego Complex December 2011 SanDiego, CA 13,971 13,954
Shoreline Medical Building May 2012 Half Moon Bay, CA 5,85¢€ 5,994
The Presidio November 2012 Colorado Springs, C¢ 6,643 6,684
Spar kyds L-Storagast er May 2013 Lancaster, CA o] 3,61€
Bismarck Office Building March 2014 Fargo, ND 4,904 4.97C
Union Terrace Building August 2014 Lakewood, CO 8,607 9,03z
Centennial Tech Center December 2014  Colorado Springs, Ct 14,75k 15,54(C
Arapahoe Service Center December 2014 Centennial, CO 11,301 11,87z
Union Town Center December 2014 Colorado Springs, Ct¢ 10,941 11,26¢
Research Parkway August 2015 Colorado Springs, C¢ 2,87t o}
West Fargo Industrial, West Fargo, ND August 2015 West Fargo, ND 7,83¢ o)
300 N.P., West Fargo, ND August 2015 West Fargo, ND 3,91C 0
Highland Court, Centennial CO August 2015 Centennial, CO 13,24¢ 0
OnePark Centre, Westminster CO August 2015 Westminster, CO 9,05C o]
Shea Center Il, Highlands Ranch, CO December 2015  Highlands Ranch, C( 25,961 o}
Sultotal - NetREIT, Inc. properties 214,197 184,60¢
AZ, CA, FL, IL,
NC, NJ,PA, SC,TX,
Model Home properties 20092015 WI 16,88¢ 13,58¢
Red estate assets and lease intangible:
net $ 231,08t $ 198,197
5. LEASE INTANGIBLES
Lease intangibles consist of the following:
As of December 31, 2015 As of December 31, 2014
Lease Lease
Lease Accumulated Intangibles, Lease Accumulated Intangibles,
Intangibles ~ Amortization net Intangibles  Amortization net
$ 6,903,88: $(2,647,00:) $4,256,88( $4,255,56! $(1,842,78) $2,412,78:
4,816,85¢ (1,766,579 3,050,28( 3,228,41! (1,214,96) 2,013,44¢
Above-market leases 2,124,36( (1,415,765 708,59¢ 1,977,11: (1,202,82) 774,29:
Tenant relationships o] o) o] 332,721 (332,72)) o)
$13,845,100 $(5,829,34)) $8,015,75¢ $9,793,81: $(4,593,29) $5,200,52
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Futureaggregate amortization expense éasdotlows: B2 6502 f2016)nB1,652,838 (201 ¢€),r
$1,131,293 (2018), $913,181 (2019), $708,519 (2020) and $1,444,741 (thereafter). The weighted average amortizatiorthgeriod for
intangible assets as of December 31, 2015 was approximately 4.5 pessesncentives are amortized over the term of the related lease
and included as a reduction of rental income in the statement of income.

6. REAL ESTATE HELD FOR SALE AND DISCONTINUED OPERATIONS

Discontinued operations for the years ended December 3122618 2014 i ncl ude t he -Storaege Rartfolion s
located in Southern California, which was sold to an unrelated party on April 10, 2015. The following summary presaijts the m
components of real estate held for sale and liabiligtted to real estate held for sale as of:

December31, December31,

2015 2014
Real estate assets $ 8 $32,637,52
Less: accumulated depreciation 0 (3,529,84)
Real estate assets, net fo) 29,107,67!
Other assets o} 895,83
Total assets $ d $30,003,50!
Mortgage notes payable o} 16,932,52
Other liabilities o) 508,95¢
Total liabilities $ o $17,423,47

The following table summarizes certain reveand expenses related to these properties for the years ended December 31.:

For the Years Ended
December 31,

2015 2014
Rental revenues $ 940,04¢ $ 3,080,38
Fee and other income 112,21¢ 348,11¢
Rental operatingxpenses (595,839 (1,716,379
Depreciation (165,64¢) (666,119
Interest expense (422,169 (883,647
Gain on sale of real estate 4,730,39¢ (156,657
Discontinued operations before nroantrolling interests $ 4,599,020 $ 5,707

7. OTHER ASSETS

Other assets consist of the following:

As of December 31,

2015 2014
Deferred rent receivable $ 2,097,620 $ 1,499,11:
Notes receivable 920,21¢ 920,21¢
Raw land 900,00( 900,00(
Prepaid expenses, deposits and other 758,17 543,39(
Accounts receivable, net 683,44¢ 362,72
Other intangibles, net 536,53 617,43:
Total other assets $ 5,895,99. $ 4,842,87!
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8. MORTGAGE NOTES PAYABLE

Mortgage notes payable consisted of the following:

Principal as of December 31, Loan Interest

Mortgage note property Notes 2015 2014 Type Rate (1) Maturity
Waterman Plaza $ 0 $ 3,368,14¢ Fixed 6.50% 9/1/201¢
Havana/Parker Complex 2,500,00( 2,500,00( Fixed 6.51% 7/1/201¢
Bismarck Office Building 3,252,01¢ 3,321,19¢ Fixed 6.12% 10/1/201¢
Sparky's Rialto (2) o] 2,119,03 Fixed (reset) 4.75% 5/3/201¢
Rangewood Medical Office

Building 1,027,08! 1,092,77¢ Fixed 4.95% 1/1/201¢
Regatta Square 1,183,47. 1,214,79¢ Fixed 4.95% 1/1/201¢
Port of San Diego Complex 10,097,721 10,368,22! Fixed 4.75% 3/5/202(
Garden Gateway Plaza 6,799,22¢ 6,963,38: Fixed 5.00% 4/5/202(
Sparky's Lancaster o) 1,903,98: Fixed 5.00% 6/1/202(
West Fargo Industrial 4,500,00( o) Fixed 4.7%% 9/9/202(
Morena Office Center ?3) 2,289,89¢ 2,351,80¢ Fixed (reset) 4.50% 1/1/2021
Pacific Oaks Plaza 3) 1,556,89: 1,599,20:- Fixed (reset) 4.50% 6/1/2021
Shoreline Medical Building 3) 3,727,56¢ 3,846,69 Fixed (reset) 5.10% 6/1/202%
Highland Court 6,958,14 0 Fixed 3.82% 9/1/202:
Sparky's Palm, Joshua and Sunrit 0 7,986,52: Fixed 4.70% 12/6/202:
Sparky's Hesperia East (4) o] 830,88: Variable 4.75% 12/18/202:
Dakota Bank Buildings 10,825,20: 10,993,38! Fixed 4.74% 7/6/202¢
Union Terrace Building 6,600,00( 6,600,00( Fixed 4.50% 9/5/202¢
The Presidio 6,000,00t( 6,000,00( Fixed 4.54% 12/1/202¢
Centennial Tech Center 10,237,59. 10,250,00t Fixed 4.34% 12/5/202¢
Arapahoe Service Center 8,500,00( 8,500,00( Fixed 4.34% 1/5/202¢
Union Town Center 8,440,00( 8,440,00( Fixed 4.28% 1/5/202¢
Yucca Valley Retail Center 6,000,00( 2,982,41: Fixed 5.62% 4/6/202¢
Executive Office Park (5) 4,307,97 4,379,85¢ Fixed (reset) 5.8C0% 7/1/202¢
Genesis Plaza 6,500,00( 4,491,58¢ Fixed 4.65% 9/6/202¢
One Park Centre 6,610,00( 4 Fixed 4.77% 9/5/202¢
Shea Center Il 17,727,501 o) Fixed 4.92% 1/5/202¢
Sparkyods Thousa (6) o] 4,092,10( Variable 5.50% 3/1/203¢
Subtotal, NetREIT, Inc.

properties 135,640,30 116,195,99
Model Home mortgage notes 9,050,26¢ 7,703,29¢ Fixed ) 2015201¢
Mortgage Notes Payable, total $ 144,690,57 $ 123,899,29

(1) Interestrates as of December 31, 2015

(2) Interest subject to reset; thereafter, monthly payments of $11,982, including interest at rate indgeed TodasurjRate + 3%.
(3) Interest rate subject to resetting on the &nd 6" loan anniversary.

(4) Interest at a variable rate indexed to the 5 year interest rate swap.

(5) Interest rate is subject to reset on July 1, 2018.

(6) Interest at variable rate rangifrgm 5.50%10.50%.

(7) Each Model Home has a standalone mortgage note at interest rates ranging from 4.9% to 5.8% (at December 31, 2015).

The Company is in compliance with all conditions and covenants of its mortgage notes payable.
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Scheduled principgdayments of mortgage notes payable are as follows:

Principal Payments Scheduled

NetREIT, Inc.  Model Homes Principal

Years Ending December 31: Notes Payable Notes Payable Payments
2016 7,245,56¢ 901,27: 8,146,84(
2017 1,767,57° 1,557,17¢ 3,324,75:
2018 5,973,35¢ 1,581,23¢ 7,554,59¢
2019 2,984,38¢ 1,442,31¢ 4,426,70¢
2020 2,276,10¢  3,568,26: 5,844,37:
Thereafter 115,393,300 - 115,393,30
Total $135,640,30. $ 9,050,26¢ $144,690,57'

I n December 2014, the Company and the | ender for the Comj

agreement pursuant to which the lender agreed to reduce the outstanding loan balance from $3,&Z750000@0, and also agreed
to defer a portion of the monthly interest until loan maturity. Under the modified agreement, interest only payment3 éaie 21686
through July 1, 2016, at which time all principal and deferred interest is due. The Cdmagahg option to defer loan maturity for one
additional year in exchange for making a ¢imee payment of $100,000 (which will be applied to outstanding principal).

9. SERIES B MANDATORILY REDEEMABLE PREFERRED STOCK

In August 2014, the Company closed a private placement offering of its mandatorily redeemable Series B Preferred Stock. The
financing, was to be funded in installments and planned to be completed no later than the one year anniversary of the in|
investmentAt the conclusion of the fuding period, the Company expected to generate a total capital contribution of $40 million which
was expected to be used for Series B Preferred investor approved property acquiSéitais. specified management decisions must

be approved in advance by Series B Preferred investor and upon the occurrence of an event of default, the Preferred Stock inves
has certain additional rights. As of December 31, 2015, the Company had issued 35,000 shares of it¥ éeieedBStock. The
Company terminatéthe offering on December 24, 2015. The Company has classified the Series B Preferred Stock as a liability
accordance with MBStAguishmg Lliabilitids orom E4quB00, wihi ch st ates that mand
instruments shdd be classified as liabilities and therefore the related dividend payments are treated as a component of interest expe
in the accompanying consolidated statements of operations.

The Series B preferred stock has a $0.01 par value and a $1,000 liquataference. The Series B preferred stock shall be redeemed
through a cash payment of the face value of the shares outstanding at redemption. The preferred return on the furdsl##tested
(10% shall be paid on a monthly basis and the remaining 4%aslsalie and compound monthly payable beginning in February 2016).
The Series B Preferred Stock is scheduled to be redeemed by the third anniversary of the closing date; however, thea€dngpany h
right to extend the redemption for up to two additionahng. The Company incurred approximately $3.1 million in legal and
underwriting costs related to this transaction. These costs have been recorded as deferred financing costs on the gccompa
consolidated balance sheets and are being amortized overitheft the agreement. Amortization expense totaling approximately
$951,000 and $380,000 was included in interest expense for the year ended December 31, 2015 and 2014, respectively, ir
accompanying consolidated statement of operations.

10. COMMITMEN TS AND CONTINGENCIES

Litigation. From time to time, we may become involved in various lawsuits or legal proceedings which arise in the ordinary course «
businessNei t her the Company nor any of the Conglégatiodnor, tptheopert i e
Companyb6s knowledge, is there any material threatened I iti

Environmental Matters.The Company monitors its properties for the presence of hazardous or toxic substances. While there can be
assurance that a material environmental liability does not exist, the Company is not currently aware of any enviroihifigneettia
respecté t he properties that would have a materi al effect on
Further, the Company is not aware of any environmental liability or any unasserted claim or assessment with respeohtonentahyv
liability that the Company believes would require additional disclosure or recording of a loss contingency.

11. STOCKHOLDERS® EQUI TY

Preferred StockThe Company i s authorized to issue up toc kB0 )9.9 0T Hoed OP
Stock may be issued from time to time in one or more series. The Board of Directors is authorized to fix the numberbfsiyares
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series of the Preferred Stock, to determine the designation of any such series, and to deterinibeorights granted to or imposed
upon any wholly unissued series of preferred stock including the dividend rights, dividend rate, conversion rightsgltging ri
redemption rights (including sinking fund provisions), redemption price, and liquidaderence.

The Board of Directors authorized the original issuance of 1,000,000 shares of the Preferred Stock as Series AA Coefartedle P
Stock (ASeries AA0QO) . E a cvotings éxeept einday tertabh ecircunestancefpds/idédi in theiAdicles af n
Incorporation; (ii) is entitled to annual cash dividends of 7% which are cumulative and payable quarterly; (iii) rankasémitire
payment of dividends and distributions of assets upon liquidation, to common stock dhamngevies of preferred stock that is not
senior to or on parity with the Series AA; (iv) is entitled to receive $25.00 plus accrued dividends upon liquidationp@/yedaemed

by the Company prior to the mandatory conversion date at a price of $2&sCfccrued dividends, and (vi) may be converted into two
shares of common stock at the option of the holder prior to the mandatory conversion date. The conversion price iceutdjiect to
anti-dilution adjustments. The Company has not issued angslodthis preferred stock.

Convertible 6.3% Preferred Stockn December 2011, the Company issued 1,649 shares of Series 6.3% Convertible Preferred Stock
the NetREIT National City Partnership, LP (an entity that was included in the consolidatedafistateiments). The terms of this stock
provided for cumulative dividends at the rate of 6.3% per annum, payable on a quarterly basis in arrears subject tm thyclheati
Board of Directors. The convertible series 6.3% preferred stock was redeetseilad imillion face value in August 2014.

Common StockT he Company is authorized to issue up to 100, 000,00
par value and 1,000 shares of Series B Common Stock $0.01 par value. The Common StioekSends B Common Stock have
identical rights, preferences, terms and conditions except that the Series B Common Stockholders are not entitledny penéime

of Company assets in the event of Company liquidation. There have been no Series BnCtothashares issued. Each share of
Common Stock entitles the holder to one vote. The Common Stock is not subject to redemption and it does not have amy prefere
conversion, exchange or peenptive rights. The articles of incorporation contain a re#n on ownership of the Common Stock that
prevents one person from owning more than 9.8% of the outstanding shares of common stock.

In October 2006, the Company commenced a private placement offering of its common stock. Through December 31, 2@1.1 when
offering was terminated, the Company conducted auselerwritten private placement offering and sale of 20,000,000 shares of its
common stock at a price of $10 per share. This offering was made only to accredited investors (and ugive tiorkaccredited
investors) pursuant to an exemption from registration provided by Section 4(2) and Rule 506 of Regulation D under tbg Setcurit

of 1933, as amended. No public or private market currently exists for the securities sold under this dfferiGpmpany ceased
raising capital under this private placement offering effective December 31, 2011.

Cash DividendsDuring the years ended December 31, 2015 and 2014, the Company paid cash dividends, net of reinvested st
dividends, of $4,124,000, and 803,000, respectively, or at a rate of $0.400 and $0.471, respectively, per share on an annualized ba:s

The Company paid cash dividends on its Convertible Series 6.3% Preferred Stock of approximately $0 and $65,000 durig the y
ended December 31025 and 2014, respectivelyihe dividends were paid to a subsidiary that is consolidated into the condensed
consolidated financial statements of the Company and, as a result, have been eliminated in consolidation. The Compdrthesdeeme
shares durin@014.

Dividend Reinvestment PlaiThe Company has adopted a distribution reinvestment plan that allows stockholders to have dividends
other distributions otherwise distributable to them invested in additional shares of Company common stock. Thel@smpgistered
1,500,000 shares of common stock pursuant to the dividend reinvestment plan. The dividend reinvestment plan becanoa effectivi
January 23, 2012. The purchase price per share is 95% of the price the Company was formerly selling its&hafepdo share. No

sales commission or dealer manager fee will be paid on shares sold through the dividend reinvestment plan. The Compamy, may an
suspend or terminate the Plan at any time. Any such amendment, suspension or termination wilieeugféect designated dividend
record date and notice of such amendment, suspension or termination will be sent to all Participants at least thigty (@0 tdawuch

record date. As of Decemb@t, 2015, the third year under the plan, approximateB/3nillion, or approximately 1,465,000 shares

of common stock have been issued under the dividend reinvestment plan to date.

Limited Partnershipsin October 2009, NetREIT and five former tenants in common of Casa Grande Apartments and Padonegglf
contributed their respective ownership interests in these properties into NetREIT Casa Grande LP and NetREIT Palm LiRgdn excha
for the contribution of property, the owners became limited partners of these partnerships and NetREIT became thetgenérakpar
partners have an option to exchange their equity interest in the partnership for up to 457,028 shares of Company corat@n stock
conversion price equal to $8.44 per share. The Cthesplanitegd h a
partnerships to shares of Company common stock at $8.44 per share for up to 457,028 shares.

In February 2010, NetREIT and a former tenant in common of Garden Gateway Plaza contributed their respective ownesthip inter
in these propertiesio NetREIT Garden Gateway LP. In exchange for the contribution of property the owners became limited partne
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of this partnership, and NetREIT became the general partner. The partner has an option to exchange its equity infagatishiie

for up © 105,000 shares of Company common stock at a conversion price equal to $9.52 per share. The Company has a put opti
convert the partnerds equity interests in this | i npitotl@5000par
shares.

12. SHARE-BASED INCENTIVE PLAN

The Company established a Restricted Stock plan (fAResitgr i ct
officers, key employees and nemployee board members. Share awards vest ial @qnual instalments over a three or five year
period from date of issuance. Ngasted shares have voting rights and are eligible for any dividends paid to common shares. Th
Company recognized compensation cost for these fixed awards over the sestitog period, which represents the requisite service
period, using the straighine method. The value of nerested shares was calculated based on the offering price of the shares in the
most recent private placement offering of $10.00, adjusted for dieidends since granted and assumed selling costs (currently $8.60),
which management believes approximates fair market value as of the date of grant.

A summary of the activity for the Companyo6s restricted sha

Common
Outstanding shares: Shares
Balance at December 31, 2014 101,89(
Granted 79,162
Vested (54,057)
Cancelled (4,613
Balance at December 31, 2015 122,38¢

The nonvested restricted shares outstanding as of December 31wHDi&st over the next one to ten years.

The value of notvested Restricted Stock granted during the years ended December 31, 2015 and 2014 was approximately $1,036,
and $876,000, respectively.

Sharebased compensation expense for the years ended becé&h, 2015 and 2014 was approximately $465,000 and $456,000,
respectively.

13. RELATED PARTY TRANSACTIONS

The Company leases a portion of its corporate headquarters at Pacific Oaks Plaza in Escondido, California to an emtityed®326 o
theCompanybés Chairman and Chi ef E x e Totat rents ehar@eld find paddrby thisaffiliate wast h
approximately $36,000 and $36,000 for the years ended December 31, 2015 and 2014, respectively.

In January 2014, the former limitgpartner of NetREIT 01, LP, a consolidated subsidiary of the Company (the "Partnership") that owns
the Presidio, exercised its option to convert approximately 52.8% of its ownership interests in the Partnership in exchange
approximately 21,000 sharesf Company common stock. After conversion, t h
approximately 89%. The Company purchased these shares from the limited partner at a price that was determined wheshipe Partne
was formed, which, adjustddr stock dividends, was $7.858 per share. The stock purchase transaction was subject to the Compan
related party transaction policy, which required a review of the transaction by thetex@sted parties of the Audit Committee and a
subsequent votey the Company's Board of Directors (and was formally approved in December 2013). Effective April 2014, the forme
limited partner elected to convert all of its remaining interest in the Partnership in exchange for 18,807 shares of coonmpamy
stock. Tke Company bought these shares back in January 2015 for an aggregate purchase price of approximately $148,000.

The limited partner of NetREIT 01, LP is the Allen Trust DTI-7999. William H. Allen, a Director of the Company and Chairman
of the Audit Comniiee, is a beneficiary and a trustee of the trust. The Partnership was formed approximately one year before Mr. All
became a Board Member.

14. SEGMENTS

The Companyb6s reportable segments consi str owWwhitchhe tfhoeurCe nypae
makers internally evaluate operating performance and financial results: Office/Industrial Properties, Retail Prope3a#sStanage
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Properties. During the year ended December 31, 2015, the Company sold all of8oBglé Properties. The Company also has
certain corporate level activities including accounting, finance, legal administration and management information sysears mdti
considered separate operating segmente accounting policies of the repdita segments are the same as those described in Note
2. There is no intersegment activity.

The Company evaluates the performance of its s-&4ARsupplesnental s e
financial measure. The Company deSnNOI for its segments as operating revenues (rental income, tenant reimbursements and oth
operating income) less property and related expenses (property operating expenses, real estate taxes, insurance,rasaefeaanage
impairments and provisiofor bad debt) less interest expense. NOI excludes certain items that are not considered to be controllable
connection with the management of an asset such aproperty income and expenses, depreciation and amortization, real estate
acquisition feesrad expenses and corporate general and administrative expenses. The Company uses NOI to evaluate the oper:
performance of the Companyés real estate investments and t

The foll owing t abl e&segmestaabviyctad its esults bf@pe@tooms aral finariial position as of and for the years
ended December 31, 2015 and 2014, respectively.

Year Ended December 31,

2015 2014

Office/ Industrial Properties:
Rentalincome $ 18,497,62. $11,800,83!
Property and related expenses (7,170,55() (4,769,57)
Asset impairment 0 (950,000
Net operating income, as defined 11,327,07. 6,081,25¢
Residential Properties:
Rental income 1,521,14¢ 2,065,32°
Property and related expenses (63,875 (102,087)
Net operating income, as defined 1,457,27: 1,963,24!
Retail Properties:
Rental income 3,960,07¢ 2,607,74.
Property and related expenses (1,280,729 (877,620)
Net operating income, as defined 2,679,35( 1,730,12-
Self-Storage Properties:
Rental income 1,052,26t 3,428,50:
Property and related expenses (1,183,64) (3,266,14)
Net operating income, as defined (131,37% 162,35¢
Reconciliation to net loss:
Total net operating income, dsfined, for reportable

segments 15,332,31! 9,936,98t¢
Unallocated other income (expense):
General and administrative expenses (5,193,88) (5,555,449
Depreciation and amortization (7,784,91)  (5,383,26¢)
Interest expense (20,774,66\) (5,595,329
Interest income 150,00¢ 85,80¢
Gain on sales of real estate, net 6,243,64( 5,120,69¢
Gain on extinguishment of debt 0 536,95
Net loss $ (2,027,49) $ (853,60))
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Assets by Reportable Segment:

As of December 31,

2015 2014
Office/ Industrial Properties:
Land, buildings and improvements, net (1) $178,776,77 $122,351,31
Total assets (2) $190,857,25 $130,184,99
Residential Properties:
Land, buildings and improvements, net (1) $ 16,888,26° $ 13,133,82
Total assets (2) $ 14,395,90- $ 13,588,92.
Retail Properties:
Land, buildings and improvements, net (1) $ 35,395,23' $ 33,141,29:
Total assets (2) $ 36,747,06! $ 34,712,22.
Self-Storage Properties:
Land, buildings and improvements, Ii&} $ o $ 29,107,67!
Total assets (2) $ d $ 30,003,501
Reconciliation to total assets:
Total assets for reportable segments $242,000,23 $208,489,64
Other unallocated assets:
Cash and cash equivalents 6,626,42. 5,636,00:
Other assets, net 9,306,03t 6,499,28

Total assets

$257,932,69 $220,624,93

(1) Includes lease intangibles and the land purchase option related to peaugriitions.
(2) Includes land, buildings and improvements, current receivables, deferred rent receivables and deferred leasing casts and oth
related intangible assets, all shown on a net basis.

Capital expenditures by Reportable Segment:(1) Year Ended December 31,

1)

2015 2014
Office/Industrial Properties:
Acquisition of operating properties $59,223,871 $42,125,00
Capital expenditures and tenant improvements $ 2,793,85( $ 2,123,43!
Residential Properties:
Acquisition of operating properties $ 5,720,54( $ 5,726,70(
Retail Properties:
Acquisition of operating properties $ 2,908,17¢ $11,211,66!
Capital expenditures and tenant improvements $ 54,83¢ $ 359,47
Self Storage Properties:
Capital expenditures and tenant improvements $ 6,25C $ 84,11¢
Totals:
Acquisition of operating properties, net $67,852,59. $59,063,36!
Capital expenditures and tenant improvements 2,854,93¢ 2,567,02
Total real estate investments $70,707,53. $ 61,630,391
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15. PRO FORMA FINANCIAL INFORMATION (UNAUDITED)

The following table summarizes, on an unaudited pro forma basis, the combined results of operations of the Compaysafsr th
ended December 31, 2015 and 2014. The Company acquired five properties during the quarter ended September 30, 2@liBgThe follc
unaudited pro forma information for the years ended December 31, 2015 and December 31, 2014 has been prepeiffedtttogive
operations as if the acquisitions had occurred on January 1, 2014. This pro forma information does not purport to fegréisent w
actual results of operations of the Company would have been had these acquisitions occurred on thislakeset parport to predict

the results of operations for future periods.

Year Ended December 31,

2015 2014
Revenues $ 465521 $ 4,234,51(
Total operating expenses 1,841,70! 1,918,84.
Net income $ 281351 $ 2,315,66¢

Net loss attributable to NetREIT, Inc. common stockholder: $ (168,244 $ (579,296

16. SUBSEQUENT EVENTS

On December 31, 2015, the Companyés Boar d o f cofonghare ofaoremod e ¢
stock to stockholders of record as of the close of business on December 31, 2015. The Company paid this distributianyot2i-ebru
2016.
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NetREIT, Inc. and Subsidiaries
Scheduldll - Real Estate and Accumulated Depreciation and Amortizatesof December 31, 2015

All amounts are in thousands Initial Cost Total Cost
Loan Land Building and Acquisition Capitalized Land Building & Total Accumulated Reserve for NBV
Property Name/ Location Balance Cost Improvements Price Improvements Cost Improvements Cost Depreciation Impairment Real Estate
Havana Parker, Aurora , CO $ 2,500 $ 1,022 $ 4,80€ $ 5,82¢ 2,603 1,023 7,408 $ 8,432 $ 2,88¢ $ 3,45C $ 2,093
Garden Gateway, CO Springs, CO 6,79¢ 3,03t 12,091 15,12¢€ 1,335 3,03t 13,42¢€ 16,461 4,653 s} 11,80¢
Executive Park, CO Springs, CO 4,308 1,26€ 8,81F 10,081 386 1,26€ 9,201 10,467 2,24C 5] 8,227
Pacific Oaks Plaza, Escondido, CA 1,557 980 3,86¢€ 4,848 143 980 4,011 4,991 780 3 4,211
Morena Center, San Diego, CA 2,28¢ 1,332 5,203 6,536 707 1,333 5,91C 7,243 1,474 500 5,26¢
Genesis Plaza, San Diego, CA 6,50C 1,40C 8,60C 10,00C 805 1,40C 9,408 10,80¢ 2,407 s} 8,398
Dakota Center, Fargo, ND 10,82¢ 832 8,742 9,575 2,752 832 11,49t 12,327 1,87% 5] 10,452
Rangewood Medical, CO Springs 1,027 572 2,05¢ 2,63C 384 572 2,442 3,014 707 3 2,307
Shoreline Medical, Half Moon Bay 3,728 1,82C 4,53C 6,35C <] 1,82C 4,53C 6,35C 494 d 5,85€
Port of San Diego Complex, SD, CA 10,09¢ 9,612 4,887 14,50C 700 9,613 5,587 15,20C 1,23C s} 13,97C
The Presidio, CO Springs, CO 6,00C 1,325 5,95C 7,275 553 1,328 6,503 7,828 1,185 5] 6,643
Bismarck Building, Bismarck, ND 3,252 413 4,92¢€ 5,339 419 413 5,34& 5,758 854 o] 4,904
Union Terrace, Lakewood, CO 6,60C 1,717 7,70¢ 9,425 329 1,717 8,037 9,754 1,147 5] 8,607
Centennial Tech Center, CO 10,23¢ 2,028 13,47¢ 15,50C 48 2,02& 13,52t 15,54¢ 792 4 14,75¢€
Arapahoe Service Center, CO Springs 8,50C 1,42C 10,43( 11,85C 29 1,42C 10,45¢ 11,87¢ 578 6] 11,301
West Fargo Industrial 4,50C 1,692 6,207 7,90C 26 1,693 6,233 7,92€ 94 s} 7,832
300 N.P. <] 135 SNIE| 3,85C 116 135 3,831 3,96€ 57 5] 3,90¢
Highland Court 6,958 3,60¢ 9,442 13,05C 474 3,608 9,91€ 13,524 279 3 13,24¢
One Park Centre 6,61C 1,20€ 7,944 9,15C 141 1,206 8,085 9,291 241 <) 9,05C
Shea Center Il 17,72¢ 2,214 23,747 25,961 <] 2,214 23,747 25,961 <] s} 25,961
Total Office/ Industrial properties $ 120,017 $ 37,63C $ 157,14¢ $  194,77¢ $ 11,95C $ 37,63C $ 169,09¢ $ 206,72¢ $ 23,97€ $ 3,95C $ 178,79¢
World Plaza , San Bernardino, CA o] 1,69¢ 6,232 7,93C 682 1,698 6,914 8,612 1,95¢ <) 6,652
Regatta Square, Denver, CO 1,184 811 1,36¢ 2,18C 71 811 1,44C 2,251 392 s} 1,85¢
Waterman Plaza, San Bernardino, CA o] 2,35C 4,814 7,164 81 2,35C 4,895 7,245 1,068 300 5,877
Yucca Retail Ctr, Yucca Valley, CA 6,00C 2,811 5,17t 7,98€ 619 2,811 5,794 8,605 1,415 o] 7,19C
Union Town Center, CO Springs, CO 8,44C 1,75C 9,462 11,212 153 1,75C 9,615 11,36t 424 5] 10,941
Research <] 408 2,442 2,85C 61 408 2,503 2,911 33 3 2,878
Total Retail properties $ 15,624 $ 9,82¢ $ 29,49/ $ 39,322 $ 1,667 $ 9,828 $ 31,161 $  40,98¢ $ 5,291 $ 300 $  35,39¢
Model HomesNDMHR, LP 4,804 1,417 7,982 9,40C <] 1,417 7,983 9,40C 472 5] 8,928
Model HomesDMH LP #201 860 287 1,337 1,624 3 287 1,337 1,624 94 3 1,53C
Model HomesDMH LP #202 2,508 796 4,23€ 5,032 <] 796 4,236 5,032 106 4] 4,92€
Model HomesNTMH LLC 878 217 1,311 1,528 6] 217 1,311 1,528 23 o] 1,508
Total Model Home properties 9,05C 2,717 14,867 17,584 <] 2,717 14,867 17,584 695 5] 16,88¢
<]

CONSOLIDATED TOTALS: $ 144,691 $ 50,17t $ 201,50¢ $ 251,681 $ 13,617 $ 50,17t $ 215,12¢ $  265,29¢ $ 29,967 $ 4,25C $ 231,08¢
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