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SUBJECT TO COMPLETION, DATED SEPTEMBER 18, 2017

PRELIMINARY PROSPECTUS

Shares

NetREIT, Inc.
Series C Common Stock

NetREIT, Inc. is a Maryland corporation that invests primarily in office, industrial and model home properties in
regionally dominant markets across the United States.

We are offering shares of our Series C Common Stock in this offering. We currently expect that the
public offering price of our Series C Common Stock will be between $ and $ per share.

Currently, our common stock is not traded on a national securities exchange and this will be our first listed public
offering. We intend to apply to have our Series C Common Stock listed on the New York Stock Exchange
(“NYSE”) under the symbol “SQFT.”

We are a self-managed and self-administered real estate investment trust (“REIT”) as defined under the Internal
Revenue Code of 1986, as amended (the “Code”). Shares of our common stock are subject to limitations on
ownership and transfer that are intended to assist us in qualifying as a REIT, among other purposes. Our charter
generally prohibits any person or entity from actually, beneficially or constructively owning more than 9.8% in
value or number of shares, whichever is more restrictive, of the outstanding shares of our common stock or more
than 9.8% in value of the aggregate outstanding shares of all classes and series of our capital stock. See the
section entitled “Description of Capital Stock—Restrictions on Ownership and Transfer” included in this
prospectus.

Investing in our Series C Common Stock involves risks. See “Risk Factors” beginning on
page 17 of this prospectus to read about factors that you should consider before investing
in our Series C Common Stock.

Neither the Securities and Exchange Commission nor any other regulatory body has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus. Any
representation to the contrary is a criminal offense.

Per Share Total

Public offering Price . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ $
Underwriting discount(1) . . . . . . . . . . . . . . . . . . . . . . . . . . $ $
Proceeds, before expenses, to us . . . . . . . . . . . . . . . . . . . . . $ $

(1) See “Underwriting” beginning on page 174 for additional information.

We have granted the underwriters an option to purchase up to additional shares of our Series C
Common Stock at the initial public offering price less the underwriting discount for 30 days after the date of this
prospectus to cover over-allotments, if any.

The underwriters expect to deliver the shares of Series C Common Stock to purchasers on or about ,
2017 through the book-entry facilities of The Depository Trust Company.

Book-Running Manager

Janney Montgomery Scott
The date of this prospectus is , 2017.
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We have not, and the underwriters and their affiliates and agents have not, authorized any person to provide
any information or represent anything about us other than what is contained in this prospectus. None of the
information on our website referred to in this prospectus is incorporated by reference herein. We do not, and the
underwriters and their affiliates and agents do not, take any responsibility for, and can provide no assurance as to
the reliability of, any information that others may provide to you. We are not, and the underwriters and their
affiliates and agents are not, making an offer to sell or soliciting an offer to buy these securities in any
jurisdiction where the offer or sale is not permitted. No action is being taken in any jurisdiction outside the
United States to permit a public offering of the Series C Common Stock or possession or distribution of this
prospectus in any such jurisdiction. Any person who comes into possession of this prospectus in jurisdictions
outside the United States is required to inform themselves about and to observe any restrictions as to this offering
and the distribution of this prospectus to that jurisdiction. You should assume that the information contained in
this prospectus is accurate only as of the date on the front cover of this prospectus, regardless of the time of
delivery of this prospectus or any sale of shares of our Series C Common Stock. Our business, financial
condition, results of operations, cash flows and prospects may have changed since that date.

INDUSTRY AND MARKET DATA

We use market data and industry forecasts throughout this prospectus and, in particular, in the sections
entitled “Market Overview” and “Business and Property.” Unless otherwise indicated, statements in this
prospectus concerning our industry and the markets in which we operate, including our general expectations,
competitive position, business opportunity and market size, growth and share, are based on information obtained
from industry publications, government publications and third party forecasts. The forecasts and projections are
based upon industry surveys and the preparers’ experience in the industry. There can be no assurance that any of
the projections will be achieved. We believe that the surveys and market research performed by others are
reliable, but we have not independently verified this information. Accordingly, the accuracy and completeness of
the information are not guaranteed.

RECAPITALIZATION

As of , 2017, there were shares of our Series A Common Stock outstanding. Our Series A
Common Stock is not traded on a national securities exchange. Prior to the completion of this offering, we intend
to effectuate a -to-one reverse stock split of our then outstanding shares of Series A Common Stock. A
reverse stock split is a corporate action that decreases the number of outstanding shares of the company, which in
turn increases the price per share of the securities. A reverse stock split does not impact the market capitalization
of a company nor the value of a stockholder’s equity interests in the company. For example, with a two-to-one
reverse stock split, each stockholder will hold half the number of shares as prior to the reverse split, but the value
of each share immediately after the split is doubled: one share now equals the original value of two shares before
the reverse split. Unless otherwise indicated, all information in this prospectus gives effect to, and all share and
per share amounts have been retroactively adjusted to give effect to, the reverse stock split.

On , 2017, our Board of Directors authorized a new class of common stock, the Series C Common
Stock. We are offering our Series C Common Stock in this offering, and we intend to list our Series C Common
Stock on the NYSE under the symbol SQFT. The shares of Series A Common Stock and Series C Common
Stock have identical preferences, rights, voting powers, restrictions, limitations as to dividends and other
distributions, qualifications and terms and conditions of redemption, except that (a) following this offering, the
shares of Series C Common Stock will be listed on the NYSE and the shares of Series A Common Stock will not
be listed on any national securities exchange and (b) at our next annual meeting of stockholders immediately
following the completion of this offering, which is expected to be held no later than the second quarter of 2018,
we intend to submit a proposal to amend our charter for consideration and vote by the holders of Series A
Common Stock to provide that upon the acceptance for record of such charter amendment by the State
Department of Assessments and Taxation of Maryland and each six month anniversary following such
acceptance, 20% of the outstanding shares of Series A Common Stock will automatically convert into an equal
number of shares of

ii



Series C Common Stock. We refer to this proposal as the “Series A Conversion Proposal.” Consequently, holders
of Series A Common Stock will not obtain liquidity for their existing shares of Series A Common Stock directly
through our listing on the NYSE and this offering. Accordingly, assuming stockholder approval of the Series A
Conversion Proposal is obtained, we expect that within 24 months following our next annual meeting of
stockholders and the acceptance for record of such charter amendment by the State Department of Assessments
and Taxation of Maryland, all then-outstanding shares of Series A Common Stock will have converted into
shares of Series C Common Stock and will be traded on the NYSE. The holders of Series C Common Stock will
not be entitled to vote upon the Series A Conversion Proposal. Our Board of Directors believes that the sale and
issuance of shares of Series C Common Stock in this offering followed by the submission of the Series A
Conversion Proposal to our Series A common stockholders at our next annual meeting is essential to the potential
success of this offering. The progressive conversion of all of our currently outstanding shares of Series A
Common Stock into listed shares of Series C Common Stock under the Series A Conversion Proposal will
introduce our currently outstanding shares of Series A Common Stock into the public market in stages, rather
than all at once.

The terms of our Series A Common Stock and Series C Common Stock are described more fully under
“Description of Capital Stock” in this prospectus.

In this prospectus, we refer to the reverse stock split consummated prior to this offering and the Series A
Conversion Proposal collectively as the “Recapitalization.” The Recapitalization also will have the effect of
reducing the total number of outstanding shares of our Series A Common Stock and increasing the number of
shares of Series C Common Stock over time. In this prospectus, we refer to our Series A Common Stock and our
Series C Common Stock collectively as our “common stock.”
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PROSPECTUS SUMMARY

This summary highlights some of the information in this prospectus. It does not contain all of the
information that you should consider before investing in our Series C Common Stock. You should read carefully
the more detailed information set forth in this prospectus, including the information under the heading “Risk
Factors,” the historical financial statements, including the related notes, appearing elsewhere in this prospectus,
and any free writing prospectus provided or approved by us prior to investing in our Series C Common Stock.
Except where the context suggests otherwise, the terms “our company,” “we,” “us” and “our” refer to NetREIT,
Inc., a Maryland corporation, together with its consolidated subsidiaries.

Unless otherwise indicated, the information contained in this prospectus assumes (i) the consummation of
the Recapitalization, (ii) that the Series C Common Stock to be sold in the offering is sold at $ per share, the
midpoint of the initial public offering price range set forth on the cover page of this prospectus, and (iii) that the
underwriters do not exercise their option to purchase up to an additional shares solely to cover overallotments, if
any.

Our Company

We are a self-managed Maryland corporation originally formed in California in 1999 and reincorporated in
Maryland in 2010. We elected to be taxed as a REIT for federal income tax purposes commencing with our
taxable year ended December 31, 2000. Our current portfolio consists of 1,695,000 square feet comprised of
15 office properties, two industrial properties and five retail properties, which we refer to collectively as our
commercial portfolio. In addition, we also own interests, through our subsidiaries, in 129 model homes subject to
triple-net leases with well-established residential home builders. Beginning in 2015, we began to focus our
commercial portfolio primarily on office and industrial properties, and have been actively managing the portfolio
to transition out of retail properties. Our commercial properties are currently located in Southern California,
Colorado, and North Dakota, and we are currently considering new commercial property acquisitions in a variety
of additional markets across the United States. Our commercial property tenant base is highly diversified and
consists of approximately 283 individual commercial tenants with an average remaining lease term of
approximately 3.2 years as of June 30, 2017. As of June 30, 2017, no commercial tenant represented more than
5.0% of our annualized base rent, while our ten largest tenants represented approximately 27.1% of our
annualized base rent. In addition, our commercial property tenant base has limited exposure to any single
industry.

Our main objective is to maximize long-term stockholder value through the acquisition, management,
leasing and selective redevelopment of high-quality office and industrial properties. We focus on regionally
dominant markets across the United States which we believe have attractive growth dynamics driven in part by
important economic factors such as strong office-using employment growth; net in-migration of a highly
educated workforce; a large student population; the stability provided by healthcare systems, government or
other large institutional employer presence; and low rates of unemployment. We seek to maximize returns
through investments in markets with limited supply, high barriers to entry, and stable and growing employment
drivers. Our model home portfolio supports the objective of maximizing stockholder value by focusing on
purchasing new single-family model homes and leasing them back to experienced homebuilders. We operate the
model home portfolio in markets where we can diversify by geography, builder size, and model home purchase
price.

Our co-founder, Chairman, President and Chief Executive Officer is Jack Heilbron, a 38-year veteran in real
estate investing, including eight years with Excel Realty Trust, Inc., previously an NYSE-listed retail REIT, and
one of its predecessor companies, The Investors Realty Trust, prior to founding NetREIT. Together with our
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former Chief Financial Officer and current Treasurer, Ken Elsberry, Mr. Heilbron founded both NetREIT and
Clover Income and Growth REIT, Inc., a private REIT focused on retail mixed-use properties. During
Mr. Heilbron’s tenure at these three companies, Mr. Heilbron oversaw the investment of substantial real estate
assets and saw Clover Income and Growth REIT liquidate at a substantial gain to investors. Our model home
division is led by Larry Dubose, a pioneer in the industry who has over 30 years of experience acquiring,
financing, managing, and operating model home sale-leasebacks with builders throughout the nation. Our senior
management team also includes Gary Katz, Kathryn Richman, and Adam Sragovicz, each of whom has over
20 years of diverse experience in various aspects of real estate, including both commercial and residential,
management, acquisitions, finance and dispositions. We believe this industry experience and depth of
relationships provides us with a significant advantage in sourcing, evaluating, underwriting and servicing our
investments.

Our Current Portfolio

Our current portfolio consists of 22 commercial properties located in Southern California, Colorado, and
North Dakota, and 129 model home properties located throughout the United States, with the majority located in
Florida and Texas. This geographical clustering has enabled us to reduce our operating costs and gain efficiencies
through economies of scale by managing a number of properties with reduced overhead and staffing costs.

Commercial Portfolio

As of June 30, 2017, our commercial real estate portfolio consisted of the following properties:

($ in thousands)
Property Location Sq., Ft.

Date
Acquired

Year
Property

Constructed
Purchase
Price(1) Occupancy

Percent
Ownership

Mortgage
On property

Estimated
Renovation or
Improvement

Cost(2)

Office/ Industrial Properties:
Garden Gateway, Colorado

Springs, CO . . . . . . . . . . . . . . . . . . 115,052 03/07 1982/2006 $ 15,126 65.9% 100.0% $ 6,538 $ 39
Executive Office Park, Colorado

Springs, CO . . . . . . . . . . . . . . . . . . 65,084 07/08 2000 10,126 90.3% 100.0% 4,191 7
Pacific Oaks Plaza, Escondido,

CA(3) . . . . . . . . . . . . . . . . . . . . . . . 16,000 09/08 2005 4,877 100.0% 100.0% 1,489 —
Morena Office Center, San Diego,

CA(4) . . . . . . . . . . . . . . . . . . . . . . . 26,784 01/09 1985 6,575 100.0% 20.0% 2,190 —
Genesis Plaza, San Diego, CA . . . . . . 57,685 08/10 1989 10,000 87.9% 100.0% 6,500 95
Dakota Center, Fargo, ND . . . . . . . . . 119,749 05/11 1982 9,575 100.0% 100.0% 10,584 —
Port of San Diego Complex, National

City, CA . . . . . . . . . . . . . . . . . . . . . 146,700 12/11 1971/2008 14,500 100.0% 100.0% 9,716 —
The Presidio, Colorado Springs,

CO . . . . . . . . . . . . . . . . . . . . . . . . . . 80,800 11/12 1985 7,275 86.6% 100.0% 6,000 80
Bismarck Office Building, Bismarck,

ND . . . . . . . . . . . . . . . . . . . . . . . . . 93,058 03/14 1976 5,350 78.9% 100.0% 4,109 619
Union Terrace, Lakewood, CO . . . . . . 84,145 08/14 1982 9,400 89.2% 100.0% 6,506 7
Centennial Technology Center,

Colorado Springs, CO . . . . . . . . . . . 110,405 12/14 1999 15,500 100.0% 100.0% 9,992 20
Arapahoe Service Center,

Centennial CO . . . . . . . . . . . . . . . . 79,023 12/14 2000 11,850 100.0% 100.0% 8,431 12
West Fargo Industrial, West

Fargo, ND . . . . . . . . . . . . . . . . . . . . 152,154 08/15 1998/2005 7,900 90.4% 100.0% 4,440 38
300 N.P., Fargo, ND . . . . . . . . . . . . . . 36,500 08/15 1922 3,850 86.0% 100.0% 2,397 —
Highland Court, Centennial, CO(5) . . 93,055 08/15 1984 13,050 92.0% 80.8% 6,763 289
One Park Centre, Westminster CO . . . 69,173 08/15 1983 9,150 84.8% 100.0% 6,610 207
Shea Center II, Highlands

Ranch, CO . . . . . . . . . . . . . . . . . . . 121,399 12/15 2000 25,325 85.7% 100.0% 17,727 18

Total Office/Industrial . . . . . . . . . . . 1,466,766 $179,429 90.0% $114,183 $1,431
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($ in thousands)
Property Location Sq., Ft.

Date
Acquired

Year
Property

Constructed
Purchase
Price(1) Occupancy

Percent
Ownership

Mortgage
On property

Estimated
Renovation or
Improvement

Cost(2)

Retail Properties:
World Plaza, San Bernardino,

CA . . . . . . . . . . . . . . . . . . . . . . . . 55,098 09/07 1974 $ 7,650 81.8% 100.0% $ — $ —
Waterman Plaza, San Bernardino,

CA . . . . . . . . . . . . . . . . . . . . . . . . 21,170 08/08 2008 7,164 100.0% 100.0% 3,894 —
Yucca Valley Retail Center, Yucca

Valley CA . . . . . . . . . . . . . . . . . . 97,250 09/11, 05/12 1981 7,561 91.9% 100.0% 6,000 39
Union Town Center, Colorado

Springs, CO . . . . . . . . . . . . . . . . . 44,042 12/14 2003 11,212 89.2% 100.0% 8,440 20
Research Parkway, Colorado

Springs, CO . . . . . . . . . . . . . . . . 10,700 08/15 2003 2,850 100.0% 100.0% 1,933 12

Total Retail . . . . . . . . . . . . . . . . . 228,260 $36,437 90.1% $20,267 $ 71

(1) Prior to January 1, 2009, “Purchase Price” includes our acquisition related costs and expenses for the purchase of the
property. After January 1, 2009, acquisition related costs and expenses were expensed when incurred.

(2) Expected capital expenditures through December 31, 2017.
(3) Approximately 11,239 square feet, or 70.2% of this property, is occupied by us and related parties as our corporate

offices.
(4) This property is owned by a joint venture for which we serve as the general partner and own a 20.07% equity interest.
(5) This property is owned by two tenants-in-common, of which we own approximately 60% and 52%, respectively, for a

collective ownership by us of approximately 80.8%.

Model Home Portfolio

Our model home division utilizes a newly-built single family model home as an investment vehicle. The
model home division only purchases models that are leased back to the builders as tenants. These triple-net
investments alleviate a significant amount of the risk normally associated with holding single family homes.

The following is a summary of our model home portfolio as of June 30, 2017:

Region
No. of

Properties

Aggregate
Square

Feet

Approximate %
of

Aggregate
Square Feet

Current
Annual

Base Rent

Approximate %
of

Aggregate
Annual Rent

Purchase
Price

Current
Mortgage
Balance

Southwest . . . 63 192,933 52.4% $1,587,300 45.4% $20,049,869 $13,098,302
West . . . . . . . 5 14,481 3.9% 142,272 4.1% 1,759,700 1,053,391
Southeast . . . 41 105,321 28.6% 1,136,064 32.5% 14,361,705 9,637,021
Midwest . . . . 5 13,957 3.8% 153,996 4.4% 1,711,200 917,004
East . . . . . . . . 15 41,368 11.2% 473,808 13.6% 5,194,470 2,665,623

129 368,060 100.0% $3,493,440 100.0% $43,076,944 $27,371,341

Our Investment Approach

Our Commercial Property Investment Approach

We acquire high-quality office and industrial properties in overlooked and/or underserved markets, where
we believe we can create long-term stockholder value. Our potential commercial investments are extensively
reviewed based on several characteristics, including:

• Market Research. We invest in properties within regionally dominant markets that we believe to be
overlooked. We extensively analyze potential markets for the key indicators that we feel will provide
us higher risk adjusted returns. These indicators may include a net in-migration of highly educated
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workers, business friendly governmental policies, large university populations, extensive healthcare
systems and available housing. We believe this extensive research will result in property acquisitions in
markets with substantially higher demand for high quality commercial real estate.

• Real Estate Enhancement. We typically acquire properties where we believe market demand is such
that values can be significantly enhanced through repositioning strategies, such as upgrading common
areas and tenant spaces, re-tenanting and leasing vacant space. We expect that these strategies will
increase rent and occupancy while enhancing long-term value.

• Portfolio Management. We believe our target markets have benefited from substantial economic
growth, which provides us with opportunities to achieve long-term value and ultimately sell properties
and recycle capital into properties offering a higher risk-adjusted return. Since 2015, we have been
selectively selling retail properties and redeploying the capital into additional office and industrial
properties. We have achieved substantial returns in the past from the operation, repositioning, and sale
of properties. For example, we saw a 16.0% average annual cash on cash return for properties sold in
2017, which had an average holding period of approximately seven years. We seek to continue to
actively manage our properties in the future to maximize the opportunity to recycle capital.

Our Model Home Property Investment Approach

Model homes are single-family dwellings constructed by builders for the purpose of showing the builder’s
floor plans, optional features, and workmanship in the marketing of the development in which the home is
located. Each model home is designed to be held through the end of a minimum lease term at which time the
model home property is listed for sale at fair market value. We seek to purchase model homes that have a
likelihood of appreciation within the expected three-year term of the lease. Our model home leaseback
agreements are triple-net, requiring the homebuilder/tenant to pay all operating expenses. We seek model homes
in a variety of locations, a variety of price ranges, and from a variety of builders and developers to diversify the
risk from economic conditions that may adversely affect a particular development or location. During the six
months ended June 30, 2017, we sold nine model homes for approximately $2.5 million and recognized a gain of
approximately $141,000, and during the year ended December 31, 2016, we sold 21 model homes for
approximately $6.4 million and recognized a gain of approximately $687,000.

Our Growth Strategy

Our principal business objective is to provide attractive risk-adjusted returns to our stockholders through a
combination of (i) sustainable and increasing rental income and cash flow that generates reliable, increasing
dividends and (ii) potential long-term appreciation in the value of our properties and common stock. Our primary
strategies to achieve our business objectives are to invest in, own and manage a diverse multi-tenant portfolio of
high-quality office and industrial properties in attractive regionally dominant markets, which we believe will
drive high tenant retention and occupancy.

Our Commercial Property Growth Strategy

We intend to grow our commercial portfolio by acquiring high-quality properties in our target markets. In
addition to our office and industrial properties, we may also selectively invest in other properties where we
believe we can achieve high risk-adjusted returns for our stockholders. We also expect that our extensive broker
and seller relationships will benefit our acquisition activities and help set us apart from competing buyers. In
addition, we intend to actively manage our existing portfolio of commercial properties and continue to redeploy
capital through the opportunistic sale of non-core assets (including retail properties) into additional office and
industrial properties.
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We typically purchase commercial properties at what we believe to be a discount to the replacement value
of the property. We seek to enhance the value of these properties through active asset management where we
believe we can increase occupancy and rent. We typically achieve this growth through value-added investments
in these properties, such as common area renovations, enhancement of amenities, improved mechanical systems,
and other value-enhancing investments. We generally will not invest in ground-up development as we believe
our target markets’ rental rates are below those needed to justify new construction.

Our Model Home Growth Strategy

We intend to purchase model homes that are in the “move-up market” and in the first-time homebuyer
market. The purchase of model homes will be from builders that have sufficient assets to fulfill their obligations
under the lease and with model homes that offer a good opportunity for appreciation upon the sale of the model
home. Sales proceeds from model homes will typically be reinvested and used to acquire new model homes.

Our Competitive Strengths

We believe that our management team’s extensive public REIT and general real estate experience
distinguishes us from many other public and private real estate companies. Specifically, our competitive
strengths include, among others:

• Experienced Senior Management Team. Our senior management team has over 66 combined years of
experience with public reporting companies, including real estate experience with a number of other
publicly traded companies and institutional investors. NetREIT is the third REIT to be founded by our
executive management team, providing us with substantial public market experience in addition to core
real estate experience. Additionally, led by our current senior management team, we have operated as a
public reporting company since 2009.

• Investment Focus. We believe that our focus on attractive regionally dominant markets provides higher
risk-adjusted returns than other public REITs and institutional investors which are focused on gateway
markets and major metropolitan areas, as our target markets provide less competition resulting in
higher initial returns and greater opportunities to enhance value through institutional quality asset
management.

• Nimble Management Execution. Our principal focus is on acquiring commercial properties offering
immediate yield, combined with identifiable value-creation opportunities. We operate in niche
geographies, targeting acquisitions valued at between $10 million and $30 million in order to limit
competition from larger, well capitalized buyers focused on core markets. We continue to identify and
execute these types and sizes of transactions efficiently, which we believe provides us an advantage
over other institutional investors, including larger REITs that focus on larger properties or portfolios in
more competitively marketed investment transactions.

• Extensive Broker and Seller Relationships. Our senior management team has developed extensive
broker and seller relationships, which have been vital to our acquisition efforts to date. Of our eleven
acquisitions since 2014, eight of these transactions were procured either off-market or through brokers
with whom we have a historical relationship. We expect these relationships, as well as our proven
ability to establish such relationships in new markets, to continue to fill our acquisition pipeline.
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Our Market Opportunity

Office and Industrial Real Estate Overview

The U.S. economy has experienced consistent economic expansion and job growth since the 2008 recession.
Gross Domestic Product (“GDP”) has increased at an annualized rate of 1.9% between 2009 and 2016. Total
office employment in the United States has increased from 49.4 million office workers in September 2009, its
post-recession low, to 54.2 million office workers in June 2017 according to the U.S. Bureau of Labor Statistics:

Quarterly Change in Total Office Employment
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In addition to strong demand growth for office space, industrial properties have also experienced strong growth
since 2008, driven in part by the rapid growth of e-commerce and the required logistics services. We believe that as
a result of the relative lack of new construction and overall positive demand for industrial properties in many U.S.
markets, vacancy rates will continue to fall until rent growth increases to a point where developers can justify
undergoing more speculative projects. The following graph illustrates this on an historical basis.

U.S. Metro Office Supply and Demand
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Our Target Markets—Commercial Properties

We seek to invest in commercial properties in regionally dominant markets that we believe will outperform
other markets due to attractive growth dynamics driven in part by economic factors such as strong office-using
employment growth; net in-migration of a highly educated workforce; a large student population; the stability
provided by healthcare systems, government or other large institutional employer presence; and low rates of
unemployment. We seek regionally dominant markets that are typically not the primary focus of large
institutional investors and other REITs. Our target markets feature the physical and intellectual infrastructure to
attract and retain the human capital that drives a knowledge-based economy with less emphasis on production
and greater focus on ideas and information. Our markets typically have strong public policy initiatives designed
to enhance economic growth, such as low cost centers for business, transportation infrastructure, walkable urban
centers, significant cultural attractions, quality of life services, connectivity, and technology. We seek markets
that also have key components of human capital development and retention, such as research universities,
healthcare centers, financial services industries, software development, and media companies.

Within our target markets, we expect to primarily focus on acquiring office and industrial properties with a
purchase price between $10 million and $30 million in order to limit competition from both large and well
capitalized buyers focused on core markets. We believe that it is challenging for many local buyers in our target
markets to raise the debt and equity capital necessary to complete real estate transactions in excess of
$10 million.

The growth in jobs since the recession has not been spread evenly across the country. Secondary and tertiary
metropolitan areas have stable and growing segments of the economy, such as technology, and are creating jobs
at a faster rate than the nation as a whole. As companies continue to look for ways to reduce costs in the wake of
the recession, more jobs are shifting to areas with lower costs of living, doing business, and real estate. Our target
markets include areas meeting these criteria.

DENVER, CO

PITTSBURGH, PA

SAN DIEGO, CA

COLORADO SPRINGS,
CO

KANSAS CITY, MO

COLUMBUS, OH

MINNEAPOLIS, MN

SALT LAKE CITY, UT

FARGO, NDBISMARCK, ND

INLAND EMPIRE, CA

INITIAL PROPERTY OUTSIDE OF TARGET MARKETS

TARGET MARKET WITH NO CURRENT PROPERTY

INITIAL PROPERTY IN TARGET MARKET
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We are currently considering commercial property acquisitions in the following target markets:

• Colorado Springs, Colorado: Colorado Springs has an economy that is primarily driven by the five
military installations in the area as well as other prominent industries, including aerospace,
cybersecurity, IT and medical innovation. The city has seen an increase in net absorption since 2015
due to stronger tenant demand. The city is becoming the center of the burgeoning cybersecurity
industry with the recent additions of the National Cybersecurity Center and the Air Force Academy’s
Cyberworx Center. Currently, we own six properties in Colorado Springs: Garden Gateway Plaza,
Executive Office Park, The Presidio, Union Town Center, Research Parkway, and Centennial
Technology Center.

• Columbus, Ohio: Columbus has enjoyed substantial gains in employment in the past five years, as
approximately 150 companies have moved into the area. We believe these employers were likely
drawn to the highly educated workforce supported with over 50 college and university campuses
located in the area. Additionally, a young demographic—nearly 20% of residents fall in the range of
ages 25-34—has driven the city’s technology sector, which is ranked in the top 20 in the United States
by Cushman & Wakefield. The growth in technology sector employment has resulted in a high
proportion of the workforce being enlisted in knowledge-based occupations.

• Denver, Colorado: A young population has benefitted the Denver market, as millennials make up its
largest age demographic. The city has a strong presence in the technology sector, ranking as the eighth
best tech market. This technology presence is driven by a well-educated workforce, which ranks first in
the United States by Cushman & Wakefield. Office-using employment is expected to increase while
future rent growth ranks in the top 20 in the country by CBRE, a commercial real estate services firm.
Currently, we own five properties in Denver: Union Terrace, Arapahoe Service Center, Highland
Court, One Park Centre, and Shea Center II.

• Kansas City, Missouri: The Kansas City market has seen a substantial increase in net absorption in
2017 while construction of new buildings has decreased. CBRE has ranked Kansas City eighth in the
United States in office-using job growth.

• Minneapolis, Minnesota: This market has experienced high net absorption rates coupled with
decreasing vacancy rates since the end of the economic recession. Unemployment has fallen to 3.3%,
well below the national average, and the job market is continuing to grow at an annual pace of 2.7%.
The city has the eighth highest share of its workforce in knowledge occupations in the United States,
according to Moody’s and the U.S. Census. Large employers in the city include General Mills, 3M and
Target, causing us to believe that there will be a continued strong demand for office-using employment
activities.

• Pittsburgh, Pennsylvania: Pittsburgh is benefitting from recent high-tech software and service
industry job growth. An influx of large corporations, such as Google, GNC and Modcloth has driven
demand for high quality real estate. From 2010 to 2015, worker productivity grew by 9.5%, average
annual wages increased 8.7% and the overall standard of living rose 13.1%, which we believe will
continue to increase demand for office and industrial properties.

• Salt Lake City, Utah: The Sale Lake City market has attracted high in-migration of educated workers
with the city’s self-described “live-work-play” culture. Salt Lake City has seen strong job growth of
7.0% since June 2015 and maintains a low unemployment rate of just 3.4%. The metro area is a
regional power in the technology space, ranking 24th in the country by Cushman & Wakefield, and in
the top 15 for future office-using job growth in the United States by CBRE.

• San Diego, California: The San Diego market is home to a young, educated population due, in part, to
the area’s ability to attract millennials through higher education opportunities and big-city amenities.
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San Diego has a strong military presence, as the U.S. Navy and Marine Corps have seven military
bases stationed in the metropolitan area. In terms of future real estate growth, the city’s vacancy rate is
forecasted to be one of the ten lowest in the United States and rental growth ranks in the top 25 in the
country by Cushman & Wakefield. Currently, we own four properties in San Diego: Pacific Oaks
Plaza, Morena Office Center, Genesis Plaza, and Port of San Diego Complex.

In addition to the above target markets, we will also consider acquisitions in other cities possessing similar
economic drivers.

Limited New Supply

Despite rising office employment in the United States, the construction of new office buildings has been
relatively low since the 2008 recession by historical standards. While a limited number of projects have been
completed in our target markets, we believe there has been limited speculative office development over the last
several years because current rental rates do not generally support new development. We believe the combination
of job growth and limited new construction is likely to decrease vacancy and increase rental rates in our target
markets.

Lower Concentration of Institutional Competitors

We believe there is a relatively low level of participation of large institutional investors in our target
markets because they have generally concentrated on gateway markets and major metropolitan areas. For
example, public REITs own no office or industrial properties in Fargo and only six properties in Colorado
Springs, 26 properties in Pittsburgh and 29 properties in Salt Lake City. We believe that the relatively low level
of participation by public REITs and other institutional investors in our target markets has caused acquisition
prices to be lower and cap rates to be higher than in the gateway markets and other major metropolitan areas.

Summary Risk Factors

An investment in shares of our common stock involves a high degree of risk. You should carefully consider
the matters discussed below and in the “Risk Factors” section beginning on page 17 of this prospectus prior to
deciding whether to invest in our Series C Common Stock. If any of the following risks occur, our business,
financial condition, results of operations, cash flows and prospects could be materially and adversely affected. In
that case, the market price of our Series C Common Stock could decline and you may lose some or all of your
investment.

Some of these risks include that:

• there are inherent risks associated with real estate investments and with the real estate industry, each of
which could have an adverse impact on our financial performance and the value of our property;

• significant competition may decrease or prevent increases in our properties’ occupancy and rental rates
and may reduce our investment opportunities;

• a decrease in demand for office and industrial properties may have a material adverse effect on our
financial condition and results of operations;

• failure by any major tenant to make rental payments to us because of a deterioration of its financial
condition, a termination of its lease, a non-renewal of its lease or otherwise, could seriously harm our
results of operations;

• challenging economic conditions facing us and our tenants may have a material adverse effect on our
financial condition and results of operations;

9



• potential losses, including from adverse weather conditions, natural disasters and title claims, may not
be covered by insurance;

• we may be unable to complete acquisitions and, even if acquisitions are completed, we may fail to
successfully operate acquired properties;

• acquired properties may be located in new markets where we may face risks associated with investing
in an unfamiliar market;

• our failure to continue to qualify as a REIT would result in significant adverse tax consequences to us
and would adversely affect our business and the value of our stock;

• if we lose or are unable to retain or obtain key personnel, our ability to implement our investment
strategies could be hindered, which could adversely affect our cash flow and ability to make cash
distributions to our stockholders; and

• there is currently no public market for our common stock and an active trading market for our common
stock may not develop following this offering.

Our REIT Status

We elected to be taxed as a REIT for federal income tax purposes commencing with our taxable year ended
December 31, 2000. To continue to be taxed as a REIT, we must satisfy numerous organizational and operational
requirements, including a requirement that we distribute at least 90% of our REIT taxable income to our stockholders,
as defined in the Code and calculated on an annual basis. As a REIT, we are generally not subject to federal income tax
on income that we distribute to our stockholders. If we fail to qualify for taxation as a REIT in any year, our income
will be taxed at regular corporate rates, and we may be precluded from qualifying for treatment as a REIT for the four-
year period following our failure to qualify. Even though we qualify as a REIT for federal income tax purposes, we
may still be subject to state and local taxes on our income and property and to federal income and excise taxes on our
undistributed income. For more information, please see “U.S. Federal Income Tax Considerations.”

Distribution Policy

We plan to distribute at least 90% of our annual REIT taxable income to our stockholders in order to
maintain our status as a REIT. We have paid dividends to our stockholders at least quarterly since the first
quarter we commenced operations on April 1, 1999.

We intend to continue to declare quarterly distributions, however we cannot provide any assurance as to the
amount or timing of future distributions. Our goal is to generate cash distributions out of our operating cash flow
and proceeds from the sale of properties. During 2016, we declared dividends of $6.9 million and approximately
$2.4 million of these dividends were reinvested under our distribution reinvestment plan, resulting in a net cash
payout of approximately $4.5 million. For the first two quarters of 2017, as of September 1, 2017, we have
declared dividends of approximately $3.5 million and approximately 30.9% of these dividends were reinvested
under our distribution reinvestment plan, resulting in a net cash payout of approximately $2.4 million.

To the extent that we make distributions in excess of our earnings and profits, as computed for federal
income tax purposes, these distributions will represent a return of capital, rather than a dividend, for federal
income tax purposes. Distributions that are treated as a return of capital for federal income tax purposes generally
will not be taxable as a dividend to a U.S. stockholder, but will reduce the stockholder’s basis in its shares (but
not below zero) and therefore can result in the stockholder having a higher gain upon a subsequent sale of such
shares. Return of capital distributions in excess of a stockholder’s basis generally will be treated as gain from the
sale of such shares for federal income tax purposes.
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We provide each of our stockholders a statement detailing distributions paid during the preceding year and
their characterization as ordinary income, capital gain or return of capital. For the years ended December 31,
2016 and 2015, all distributions were non-taxable as they were considered a return of capital to the stockholders.

Dividend Reinvestment Plan

We have adopted a distribution reinvestment plan (the “Reinvestment Plan”) that allows stockholders to
have dividends or other distributions otherwise distributable to them invested in additional shares of our common
stock. We have registered 3,000,000 shares of our Series A Common Stock pursuant to the Reinvestment Plan.
Pursuant to the terms of the Reinvestment Plan, the purchase price per share of common stock is set at $9.50 or,
if shares of the common stock are listed on a national stock exchange or included for quotation on a national
market system, the purchase price is the prevailing market price. No sales commission or dealer manager fee will
be paid on shares sold through the Reinvestment Plan. We may amend, suspend or terminate the Reinvestment
Plan at any time. Any such amendment, suspension or termination will be effective upon a designated dividend
record date and notice of such amendment, suspension or termination will be sent to all participants at least 30
days prior to such record date. As of June 30, 2017, 1,834,844 shares of Series A Common Stock have been
issued under the Reinvestment Plan for a total purchase price of approximately $17.4 million. In connection with
the completion of this offering, we intend to amend the Reinvestment Plan to provide that the purchase price per
share of common stock will be set at 95% of the 20-day average closing price of our Series C Common Stock on
the NYSE.

Organizational Structure

The following chart shows our current ownership structure:

NetREIT, Inc.

51.97% of NetREIT
Palm Self Storage LP

100% of NetREIT
H Court LLC

100% of NetREIT
Highland LLC

20.07% of NetREIT
Casa Grande LP

100% of NetREIT
Garden Gateway LP

100% of Single-property
holding entities

27.3% of NetREIT Dubose
Model Home REIT Inc.

100% of NetREIT Dubose
Model Home REIT LP

100% of Dubose
Advisors, LLC

100% of NetREIT Model
Homes LLC

8.33% of Dubose Model
Home Investors #201, LP

10.35% of Dubose Model
Home Investors #202, LP

3.28% of Dubose Model
Home Investors #203, LP

100% of NTR Property
Management, Inc.

Corporate Information

Our executive offices are located at 1282 Pacific Oaks Place, Escondido, California 92029. Our telephone
number is (760) 471-8536. We maintain an internet website at www.netreit.com. Information on, or accessible
through, our website is not a part of, and is not incorporated into, this prospectus or the registration statement of
which it forms a part.
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The Offering

Series C Common Stock offered by us shares (plus up to an additional shares of our
Series C Common Stock that we may issue and sell upon the exercise
of the underwriters’ over-allotment option in full)

Series C Common Stock to be
outstanding after this offering shares of Series C Common Stock(1)

Series A Common stock to be
outstanding after this offering shares of Series A Common Stock(2)

Total common stock to be outstanding
after this offering shares of common stock(1)(2)

Conversion rights Subject to approval of the Series A Conversion Proposal, upon the
acceptance for record of the charter amendment effecting the Series A
Conversion Proposal by the State Department of Assessments and
Taxation of Maryland and each six month anniversary thereafter, 20%
of the outstanding shares of Series A Common Stock will
automatically convert into an equal number of shares of Series C
Common Stock, such that within 24 months of such acceptance, all
then-outstanding shares of Series A Common Stock will have
converted into shares of Series C Common Stock and will be traded
on the NYSE.

Dividend rights Each share of our Series A Common Stock and our Series C Common
Stock will share equally in any dividends authorized by our Board of
Directors and declared by us.

Voting rights Each share of our Series A Common Stock and our Series C Common
Stock will entitle its holder to one vote per share.

Use of proceeds We estimate that the net proceeds of this offering, after deducting
underwriting discounts and commissions and estimated expenses, will
be approximately $ million ($ million if the underwriters
exercise their over-allotment option in full) assuming an initial public
offering price of $ per share (the midpoint of the initial public
offering price set forth on the cover page of this prospectus). We
intend to use the net proceeds of this offering as follows:

• approximately $30.7 million to redeem the entire outstanding
amount of our Series B Preferred Stock; and

• the remainder for general corporate and working capital
purposes, including to potentially acquire additional commercial
properties.

Risk factors Investing in our common stock involves a high degree of risk. You
should carefully read and consider the information set forth under the
heading “Risk Factors” beginning on page 17 of this prospectus and
other information included in this prospectus before investing in our
common stock.
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Proposed New York Stock Exchange
symbol

We intend to apply to list our Series C Common Stock on the NYSE
under the symbol SQFT.

(1) Assumes the underwriters’ over-allotment option to purchase up to an additional shares of
Series C Common Stock is not exercised.

(2) Includes shares of restricted common stock issued to our directors, executive officers and
employees under our 1999 Flexible Incentive Plan . Does not include shares of Series A Common
Stock available for future issuance under our 1999 Flexible Incentive Plan. See “Executive and Director
Compensation—Equity Incentive Plan.”
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Summary Historical Financial Data

The following financial data should be read in conjunction with the audited and unaudited financial
statements and the related notes included elsewhere in this prospectus.

The following table sets forth summary financial and operating data for NetREIT, Inc. for the prior two
fiscal years and for each of the six months ended June 30, 2017 and 2016. The historical balance sheet
information as of December 31, 2016 and 2015 and the combined statements of operations information for the
years ended December 31, 2016 and 2015 have been derived from the historical audited combined financial
statements included elsewhere in this prospectus. The unaudited historical balance sheet data information as of
June 30, 2017 and the combined statements of operations for each of the six months ended June 30, 2017 and
2016 have been derived from the unaudited historical financial statements included elsewhere in this prospectus.
The unaudited historical balance sheet information as of June 30, 2016 has been derived from the unaudited
historical financial statements not included elsewhere in this prospectus.

The information presented below should be read in conjunction with “Capitalization,” “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” “Certain Relationships and Related
Person Transactions” and our audited and unaudited financial statements and related notes, which are included
elsewhere in this prospectus.
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NetREIT, Inc. Historical Financial Data

For the Six Months ended
June 30,

For the Year Ended
December 31,

2017 2016 2016 2015

Operating Data:
Revenues:

Rental income . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 15,809,218 $ 15,909,341 $ 31,591,870 $ 23,590,011
Fee and other income . . . . . . . . . . . . . . . . . . . . . . 955,383 328,950 860,242 388,834

Total revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,764,601 16,238,291 32,452,112 23,978,845

Costs and expenses:
Rental operating costs . . . . . . . . . . . . . . . . . . . . . 5,273,165 5,058,364 10,135,345 8,515,151
General and administrative . . . . . . . . . . . . . . . . . 2,629,837 2,462,730 5,065,579 4,672,783
Depreciation and amortization . . . . . . . . . . . . . . . 4,947,333 5,159,161 10,256,185 7,784,917

Total costs and expenses . . . . . . . . . . . . . . . 12,850,335 12,680,255 25,457,109 20,972,851

Other income (expense):
Interest expense-Series B preferred stock . . . . . . (2,764,805) (3,102,727) (5,970,220) (4,767,559)
Interest expense-mortgage notes . . . . . . . . . . . . . (3,862,812) (3,761,516) (7,561,117) (6,007,101)
Interest and other income . . . . . . . . . . . . . . . . . . . 15,097 68,332 85,723 150,008
Gain on sales of real estate . . . . . . . . . . . . . . . . . . 2,027,051 1,388,545 2,186,481 1,513,242
Impairment of real estate assets . . . . . . . . . . . . . . — — (948,053) —
Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . — — (145,040) (348,414)
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . (108,356) (144,700) (213,860) (172,691)

Total other expense, net . . . . . . . . . . . . . . . . (4,693,825) (5,552,066) (12,566,086) (9,632,515)

Loss from continuing operations . . . . . . . . . . . . . . . . . (779,559) (1,994,030) (5,571,083) (6,626,521)
Discontinued operations

Gain on the sale of real estate . . . . . . . . . . . . . . . — — — 4,730,398
Loss from discontinued operations, net . . . . . . . . — — — (131,375)

Income from discontinued operations . . . . . . . . . . . . . — — — 4,599,023

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (779,559) (1,994,030) (5,571,083) (2,027,498)
Less: Income attributable to noncontrolling

interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (214,828) (21,356) (241,402) (1,791,194)

Net loss attributable to NetREIT, Inc. common
stockholders . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (994,387) $ (2,015,386) $ (5,812,485) $ (3,818,692)

Balance Sheet Data (as of such date):
Real estate assets and lease intangibles, net . . . . . . . . . 235,423,888 232,325,907 240,522,209 231,086,179
Total Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 254,079,359 252,262,170 257,999,077 254,274,393
Mortgage notes payable, net . . . . . . . . . . . . . . . . . . . . 159,952,064 146,851,579 158,886,111 142,638,401
Total Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200,559,114 191,162,976 202,249,447 189,110,736
Total stockholders’ equity before noncontrolling

interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39,642,476 48,766,556 43,090,853 53,063,548
Noncontrolling interest . . . . . . . . . . . . . . . . . . . . . . . . 13,877,769 12,332,638 12,658,777 12,100,109
Total Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,520,245 61,099,194 55,749,630 65,163,657
Total Liabilities and Equity . . . . . . . . . . . . . . . . . . . . . 254,079,359 252,262,170 257,999,077 254,274,393
Other Data:

Net cash provided by operating activities . . . . . . . . . . 2,031,797 1,727,775 3,722,082 3,768,982

Net cash provided by/(used in) investing activities . . . 3,420,692 (3,219,720) (16,492,392) (36,264,225)

Net cash provided by/(used in) investing activities . . . (2,721,267) 383,726 9,260,034 33,485,664

FFO(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,140,723 1,776,586 3,446,674 (320,575)

MFFO(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,766,690 2,254,595 4,314,633 1,619,649
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(1) Funds From Operations (“FFO”) and Modified Funds From Operations (“MFFO”) are non-GAAP
measures. We define FFO as net income (loss) in accordance with GAAP, plus depreciation and
amortization of real estate assets (excluding amortization of deferred financing costs and depreciation of
non-real estate assets), plus impairment write downs of depreciable real estate excluding gains and losses
from sales of depreciable operating property and extraordinary items and the adjustments of such items
related to noncontrolling interests, as defined by GAAP. We calculate MFFO by making further adjustments
to FFO; we exclude acquisition related expenses, amortization of above-market and below-market leases,
deferred rent receivables and amortization of financing costs and stock compensation expenses. For a
reconciliation of FFO and MFFO to Net loss attributable to NetREIT, Inc. Common Stockholders and a
statement disclosing the reasons why our management believes that presentation of these ratios provides
useful information to investors and, to the extent material, any additional purposes for which our
management uses these ratios, see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Non-GAAP Supplemental Financial Measures.”
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RISK FACTORS

Investing in our Series C Common Stock involves a high degree of risk. You should carefully consider the
following risk factors and all other information contained in this prospectus before purchasing our common
stock. Any of the following circumstances could have a material adverse impact on our business, financial
condition, liquidity, results of operations or business prospects, which could cause you to lose some or all of your
investment in our common stock. Some statements in this prospectus, including statements in the following risk
factors, constitute forward-looking statements. Please refer to the section entitled “Forward-Looking
Statements.”

Risks Related to our Business, Properties and Operations

We face numerous risks associated with the real estate industry that could adversely affect our results of
operations through decreased revenues or increased costs.

As a real estate company, we are subject to various changes in real estate conditions, and any negative
trends in such real estate conditions may adversely affect our results of operations through decreased revenues or
increased costs. These conditions include:

• changes in national, regional and local economic conditions, which may be negatively impacted by
concerns about inflation, deflation, government deficits, high unemployment rates, decreased consumer
confidence and liquidity concerns, particularly in markets in which we have a high concentration of
properties;

• fluctuations in interest rates, which could adversely affect our ability to obtain financing on favorable
terms or at all, and negatively impact the value of properties and the ability of prospective buyers to
obtain financing for properties we intend to sell;

• the inability of tenants to pay rent;

• the existence and quality of the competition, such as the attractiveness of our properties as compared to
our competitors’ properties based on considerations such as convenience of location, rental rates,
amenities and safety record;

• competition from other real estate investors with significant capital, including other real estate
operating companies, publicly traded REITs and institutional investment funds;

• increased operating costs, including increased real property taxes, maintenance, insurance and utilities
costs;

• weather conditions that may increase or decrease energy costs and other weather-related expenses;

• oversupply of commercial space or a reduction in demand for real estate in the markets in which our
properties are located;

• changes in, or increased costs of compliance with, laws and/or governmental regulations, including
those governing usage, zoning, the environment and taxes; and

• civil unrest, acts of war, terrorist attacks and natural disasters, including earthquakes, wind and hail
damage and floods, which may result in uninsured and underinsured losses.

Moreover, other factors may adversely affect our results of operations, including potential liability under
environmental and other laws and other unforeseen events, many of which are discussed elsewhere in the
following risk factors. Any or all of these factors could materially adversely affect our results of operations
through decreased revenues or increased costs.
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Conditions in the financial markets could affect our ability to obtain financing on reasonable terms and have
other adverse effects on our operations.

The financial markets could tighten with respect to secured real estate financing. Lenders with whom we
typically deal may increase their credit spreads resulting in an increase in borrowing costs. Higher costs of
mortgage financing may result in lower yields from our real estate investments, which may reduce our cash flow
available for distribution to our stockholders. Reduced cash flow could also diminish our ability to purchase
additional properties and thus decrease our diversification of real estate ownership.

Disruptions in the financial markets and uncertain economic conditions could adversely affect the value of
our real estate investments.

Disruptions in the financial markets could 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 our real estate portfolio and in the collateral securing our loan investments. As a result,
the value of our property investments could decrease below the amounts paid for such investments, the value of
collateral securing our loan investments could decrease below the outstanding principal amounts of such loans,
and revenues from our properties could decrease due to fewer tenants or lower rental rates. These factors would
significantly harm our revenues, results of operations, financial condition, business prospects and our ability to
make distributions to our stockholders.

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

A decrease in real estate values would decrease the principal amount of secured loans we can obtain on a
specific property and our ability to refinance our existing mortgage loans. In some circumstances, a decrease in
the value of an existing property which secures a mortgage loan may require us to prepay or post additional
security for that mortgage loan. This would occur where the lender’s initial appraised value of the property
decreases below the value required to maintain a loan-to-value ratio specified in the mortgage loan agreement.
Thus, any sustained period of depressions in real estate prices would likely adversely affect our 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 or otherwise underlying our
investments are located (including business layoffs or downsizing, industry slowdowns, changing demographics
and other factors) and local real estate conditions (such as oversupply or reduced demand) may have an adverse
effect on the value of the 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 price and terms of a
sale or other disposition of the property.

Competition for properties could negatively impact our profitability.

In acquiring real properties, we experience substantial competition from other investors, including other
REITs and real estate investment programs. Many of these competitors are larger than we are and have 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 consider a wider variety of investments. Because of this competition, we
may be limited 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 adversely affect our
financial condition, our operations and our ability to pay dividends.
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Our inability to sell a property at the time and on the terms we desire could limit our ability to realize a gain
on our investments and pay distributions to our stockholders.

Generally, we seek to sell, exchange or otherwise dispose of our properties when we determine such action
to be in our best interests. Many factors beyond our control affect the real estate market and could affect our
ability to sell properties for the price, on the terms or within the time frame that we desire. These factors include
general economic conditions, the availability of financing, interest rates and supply and demand. Because real
estate investments are relatively illiquid, we have a limited ability to vary our portfolio in response to changes in
economic or other conditions. Therefore, our inability to sell properties at the time and on the terms we want
could reduce our cash flow and limit our ability to make distributions to our stockholders.

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

The success of our real estate investments depend on the financial stability of our tenants. A default or
termination by a significant tenant on its lease payments could cause us to lose the revenue associated with such
lease and seek an alternative source of revenue to meet mortgage payments and prevent a foreclosure, if the
property is subject to a mortgage. In the event of a significant tenant default or bankruptcy, we may experience
delays in enforcing our rights as landlord and may incur substantial costs in protecting our investment.
Additionally, we may be unable to lease the property for the rent previously received or sell the property 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 or re-lease and could have a material adverse effect
on our operations.

We expect our properties to periodically incur vacancies by reason of lease expirations, terminations, or
tenant defaults. If a tenant vacates a property, we may be unable to re-lease the property without incurring
additional expenditures, or at all. If the vacancy continues for a long period of time, if the rental rates upon such
re-lease 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 eliminate distributions to our
stockholders. In addition, because a property’s market value depends principally upon the value of the leases
associated with that property, the resale value of a property with high or prolonged vacancies could suffer, which
could further reduce our returns.

We may incur substantial costs in improving our properties.

In order to re-lease a property, substantial renovations or remodeling could be required. For instance, we
expect that some of our properties will be designed for use by a particular 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 with any renovations and the time it takes to complete
such renovations may be affected by factors beyond our control, including material and labor shortages,
subcontractor defaults and delays, weather conditions, and changes in federal, state and local laws. If we
experience cost overruns resulting from delays or other causes in any construction project, we may have to seek
additional debt financing. Further, delays in construction will cause a delay in our receipt of revenues from that
property and could adversely affect our ability to meet our debt service obligations.

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
casualty in the amounts and under the terms we deem sufficient to insure our losses. Under tenant leases on our
commercial and retail properties, we require our tenants to obtain insurance to cover casualty losses and general
liability in amounts and under terms customarily obtained for similar properties in the area. However, in certain
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areas, insurance to cover some losses, generally losses of a catastrophic nature such as earthquakes, floods, wind,
hail, terrorism and wars, is either unavailable or cannot be obtained at a reasonable cost. Consequently, we may
not have adequate coverage for such losses. If any of our properties incurs a casualty loss that is not fully insured,
we could lose some or all of our investment in the property. In addition, other than any working capital reserve or
other reserves we may establish, we likely would 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 or unanticipated expenses.

We do not currently have, nor do we anticipate that we will establish in the future, a permanent reserve for
maintenance and repairs, lease commissions, or tenant improvements of real estate properties. To the extent that
existing expenses increase or unanticipated expenses arise and accumulated reserves are insufficient to meet such
expenses, we would be required to obtain additional funds through borrowing or the sale of property. There can
be no guarantee that such additional funds will be available on favorable terms, or at all.

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

In order to sell a property, we may lend the buyer all or a portion of the purchase 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 in the absence of a purchaser default, the distribution of the proceeds of the sale 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, refinanced or otherwise disposed.

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

We may hold our investments indirectly with others as co-owners (a co-tenancy interest) or indirectly
through an intermediary entity such as a joint venture, partnership or limited liability company. Also, we may on
occasion purchase an interest in a long-term leasehold estate or we may enter into a sale-leaseback financing
transaction (see risk factor titled “In a sale-leaseback transaction, we are at risk that our seller/lessee will default,
which could impair our operations and limit our ability to pay dividends.”). Such ownership structures allow us
to hold a more valuable property with a smaller investment, but also reduce our ability to control such properties.
In addition, if our co-owner 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 favorable terms 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 two of our properties indirectly through limited partnerships under a 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 of our real estate investment. We will likely acquire all or a portion of the
interest in such investment as a general partner. As a general partner, we would be potentially liable for all of the
liabilities of the partnership, even if we do not have rights of management or control over its operation.
Therefore, our liability could far exceed the amount or value of investment we initially made, or then had, in the
partnership.

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

Some of our properties will likely be contiguous to other parcels of real property, for example, comprising
part of the same shopping center development. In some cases, there could exist significant covenants, conditions
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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 of that property which could adversely affect our operating
costs and reduce the amount of funds that we have available to pay dividends.

We may acquire properties “as is,” which increases the risk that we will have to remedy defects or costs
without recourse to the prior owner.

We may acquire real estate properties “as is,” with only limited representations and warranties from the
property seller regarding matters affecting the condition, use and ownership of the property. If defects in the
property or other matters adversely affecting the property are discovered, we may not be able to pursue a claim
for any or all damage against the seller. Therefore we could lose some or all of our invested capital in the
property as well as rental income. Such a situation could negatively affect our results of operations.

In a sale-leaseback transaction, we are at risk that our seller/lessee will default, which could impair our
operations and limit our ability to pay dividends.

In our model homes business we frequently lease model home properties back to the seller for a certain
period of time. If the seller/lessee subleases space to its tenants, the seller/lessee’s ability to meet any mortgage
payments and its rental obligations to us may be subject to its subtenants’ ability to pay their rent on a timely
basis. A default by the seller/lessee or other premature termination of its leaseback agreement with us and our
subsequent inability to release the property could cause us to suffer losses and adversely affect our financial
condition and ability to pay dividends.

A significant percentage of our properties are concentrated in a small number of states, which exposes our
business to the effects of certain regional events and occurrences.

Our commercial properties are currently located in Southern California, Colorado and North Dakota, and
although our model home portfolio consists of properties currently located in eleven states, a significant
concentration of our model home properties are located in three states. Specifically, as of June 30, 2017,
approximately 82% of our model homes were located in Texas, Florida and Pennsylvania with approximately
47% located in Texas. This concentration of properties in a limited number of markets may expose us to risks of
adverse economic developments that are greater than if our portfolio were more geographically diverse. These
economic developments include regional economic downturns and potentially higher local property, sales and
income taxes in the geographic markets in which we are concentrated. In addition, our properties are subject to
the effects of adverse acts of nature, such as winter storms, hurricanes, hail storms, strong winds, earthquakes and
tornadoes, which may cause damage, such as flooding, to our properties. Additionally, we cannot assure you that
the amount of hurricane, windstorm, earthquake, flood or other casualty insurance we maintain would entirely
cover damages caused by any such event, or in the case of our model homes portfolio, that the insurance
maintained by our tenants would entirely cover damages caused by any such event.

As a result of our geographic concentration of properties, we will face a greater risk of a negative impact on
our revenues in the event these areas are more severely impacted by adverse economic and competitive
conditions and extreme weather than other areas in the United States.

We may be required under applicable accounting procedures and 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 real estate investments for impairment based on a number of indicators. 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. For example, a tenant’s default under a lease, the upcoming
termination of a long-term lease, the pending maturity of a mortgage loan secured by a property, and the
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unavailability of replacement financing are all impairment indicators. The presence of any of these indicators
may require us to make a material impairment charge against the property so affected. If we determine an
impairment has occurred, we are required to make an adjustment to the net carrying value of the property which
could have a material adverse effect on our results of operations and financial condition for the period in which
the impairment charge is recorded.

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

Litigation and concern about indoor exposure to certain types of toxic molds have been increasing as the
public becomes aware that exposure to mold can cause a variety of health effects and symptoms, including
allergic reactions. Toxic molds can be found almost anywhere; when excessive moisture accumulates in
buildings or on building materials, mold growth will often occur, particularly if the moisture problem remains
undiscovered or unaddressed. We attempt to acquire properties where there is no toxic mold or where there has
not been any proceeding or litigation with respect to the presence of toxic mold. However, we cannot provide
assurances that toxic mold will not exist on any of our properties at acquisition or will not subsequently develop.
The presence of significant mold at any of our properties could require us to undertake a costly remediation
program to contain or remove the mold from the affected property. In addition, the presence of significant mold
could expose us to liability from our tenants, employees of our tenants, and others if property damage or health
concerns arise.

Our long-term growth may depend on obtaining additional equity capital.

In the past we relied on cash from the sale of our equity securities to fund the implementation of our
business plan, including property acquisitions, building our staff and internal management and administrative
capabilities. We terminated our Series A Common Stock private placement on December 31, 2011 and closed on
a preferred stock financing in August 2014. Our continued ability to fund real estate investments, our operations,
and payment of regular dividends to our stockholders will likely be dependent upon our obtaining additional
capital through the additional sales of our equity and/or debt securities. Without additional capital, we may not be
able to grow our asset base to a size that is sufficient to support our planned growth, current operations, or to pay
dividends to our stockholders at current rates or at the levels required to maintain our REIT status (see risk factor
titled “We may be forced to borrow funds on a short-term basis, to sell assets or to issue securities to meet the
REIT minimum distribution or other requirements or for working capital purposes.”). There is no assurance as to
when and under what terms we could successfully obtain additional funding through the sale of our equity and/or
debt securities. Our access to additional equity or debt capital depends on a number of factors, including general
market conditions, the market’s perception of our growth potential, our expected future earnings, and our debt
levels.

We currently are wholly dependent on internal cash from our operations and 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 of unencumbered properties is not sufficient to pay our costs of operations, our acquisition of
additional properties, or our payment of dividends to our stockholders, we would be required to seek capital
through additional measures. In addition, our debt requires that we generate significant cash flow to satisfy the
payment and other obligations under the terms of our debt. We may incur additional debt or issue additional
preferred and common stock for various purposes, including, without limitation, to fund future acquisition and
development activities and operational needs. Other measures of seeking capital could include decreasing our
operational costs through reductions in personnel or facilities, reducing or suspending our acquisition of real
estate, and reducing or suspending dividends to our stockholders.

Reducing or suspending our property acquisition program would prevent us from fully implementing our
business plan and reaching our investment objectives. Reducing or suspending the payment of dividends to our
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stockholders would decrease our stockholders’ return on their investment and possibly prevent us from satisfying
the minimum distribution or other requirements of the REIT provisions (see risk factor titled “We may be forced
to borrow funds on a short-term basis, to sell assets or to issue securities to meet the REIT minimum distribution
requirement or for working capital purposes.”). Any of these measures would likely have a substantial adverse
effect on our 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 and timing 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 affected by many factors, such as our ability to acquire profitable real estate
investments and successfully manage our real estate properties and our operating expenses. We can provide no
assurance that we will be able to pay or maintain dividends or that dividends will increase over time.

If we are unable to find suitable investments, 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 of suitable property investments and obtaining satisfactory financing arrangements. We cannot be
sure that our management will be successful in finding suitable properties on financially attractive terms. If our
management is unable to find such investments, we will hold the proceeds available for investment in an interest-
bearing account or invest the proceeds in short-term, investment-grade investments. Holding such short-term
investments will prevent us from making the long-term 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 time as suitable property investments become available (see risk factor titled “We may be forced
to borrow funds on a short-term basis, to sell assets or to issue securities to meet the REIT minimum distribution
or other requirements or for working capital purposes.”). In the event that we are unable to do so, our ability to
pay dividends to our stockholders will be adversely affected.

We depend on key personnel, 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 our investments, selecting tenants and determining financing arrangements. Our key
personnel include Jack K. Heilbron and Larry G. Dubose, each of whom would be difficult to replace. If either of
these individuals or any of the other members of our management team were to cease their association with us,
the implementation of our investment strategies could be delayed or hindered, and our operating results could
suffer.

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

We may change our investment and business policies without stockholder consent, and such changes could
increase our exposure to operational risks.

Our Board of Directors may change our investment and business policies, including our policies with
respect to investments, acquisitions, growth, operations, indebtedness, capitalization and distributions, at any
time without the consent of our stockholders. Although our independent directors review our investment policies
at least annually to determine that the policies we are following are in the best interests of our company and
stockholders, a change in such policies could result in our making investments different from, and possibly
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riskier than, investments made in the past. A change in our investment policies may, among other things, increase
our exposure to interest rate risk, default risk and real estate market fluctuations, all of which could materially
affect our ability to achieve our investment objectives.

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

Prior to 2011, we conducted multiple private placement offerings in reliance upon the private placement
exemptions from registration under Section 4(a)(2) and Rule 506 of Regulation D under the Securities Act of
1933, amended (the “Securities Act”), and various exemptions from registration under applicable state securities
laws. Many requirements and conditions of these exemptions are subject to factual circumstances and subjective
interpretation. There is no assurance that the Securities and Exchange Commission (“SEC”), any state securities
law administrator, or a trier of fact in a court or arbitration proceeding would not determine that we failed to meet
one or more of these requirements. In the event that we are found to have sold our securities without an
applicable exemption from registration, we could be liable to the purchasers of our securities in that offering for
rescission and possibly monetary damages. If a number of investors were successful in seeking one or more of
these 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 single offering for federal and state securities law purposes. While we have structured each of our
offerings individually so that if they are combined they would meet exemption requirements, the law related to
integrated offerings remains somewhat unclear and has not been fully defined by the SEC or the courts. Thus,
there is uncertainty as to our burden of proving that we have correctly relied on one or more of these private
placement exemptions.

If we are deemed to be an investment company under the Investment Company Act, our stockholders’
investment return may be reduced.

We are not registered as an investment company under the Investment Company Act of 1940, as amended
(the “Investment Company Act”), based on exceptions we believe are available to us. If we were obligated to
register as an investment company, we would have to comply with a variety of substantive requirements under
the Investment Company Act that impose, among other things, limitations on capital structure, restrictions on
specified investments, prohibitions on transactions with affiliates, and compliance with reporting, record keeping,
voting, proxy disclosure and other rules and regulations that would significantly increase our operating expenses.

Provisions of Maryland law may limit the ability of a third party to acquire control of us by requiring our
Board of Directors or stockholders to approve proposals to acquire our company or effect a change in control.

Certain provisions of the Maryland General Corporation Law (the “MGCL”) may have the effect of
inhibiting a third party from making a proposal to acquire us or of impeding a change in control under
circumstances that otherwise could provide our stockholders with the opportunity to realize a premium over the
then-prevailing market price of their shares of common stock, including:

• “business combination” provisions that, subject to certain exceptions and limitations, prohibit certain
business combinations between a Maryland corporation and an “interested stockholder” (defined
generally as any person who beneficially owns 10% or more of the voting power of our outstanding
voting stock or an affiliate or associate of ours who, at any time within the two-year period
immediately prior to the date in question, was the beneficial owner of 10% or more of the voting power
of our then outstanding shares of stock) or an affiliate of any interested stockholder for five years after
the most recent date on which the stockholder becomes an interested stockholder, and thereafter
imposes two super-majority stockholder voting requirements on these combinations, unless, among
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other conditions, our common stockholders receive a minimum price, as defined in the MGCL, for
their shares and the consideration is received in cash or in the same form as previously paid by the
interested stockholder for its shares of stock; and

• “control share” provisions that provide that, subject to certain exceptions, holders of “control shares”
(defined as voting shares that, when aggregated with all other shares controlled by the stockholder,
entitle the stockholder to exercise one of three increasing ranges of voting power in electing directors)
acquired in a “control share acquisition” (defined as the direct or indirect acquisition of ownership or
control of issued and outstanding “control shares”) have no voting rights except to the extent approved
by our stockholders by the affirmative vote of at least two-thirds of all the votes entitled to be cast on
the matter, excluding shares owned by the acquirer, by our officers or by our employees who are also
directors of our company.

By resolution, our Board of Directors has exempted business combinations between us and any other
person, provided that the business combination is first approved by our Board of Directors (including a majority
of our directors who are not affiliates or associates of such person). We cannot assure you that our Board of
Directors will not amend or repeal this resolution in the future. In addition, pursuant to a provision in our bylaws
which will be adopted in connection with the completion of this offering, we intend to opt out of the control share
provisions of the MGCL.

In addition, the “unsolicited takeover” provisions of Title 3, Subtitle 8 of the MGCL permit our Board of
Directors, without stockholder approval and regardless of what is provided in our charter or bylaws, to
implement certain takeover defenses, including adopting a classified board or increasing the vote required to
remove a director. Such takeover defenses may have the effect of inhibiting a third party from making an
acquisition proposal for us or of delaying, deferring or preventing a change in control of us under the
circumstances that otherwise could provide our common stockholders with the opportunity to realize a premium
over the then-current market price.

Our Board of Directors may approve the issuance of stock, including preferred stock, with terms that may
discourage a third party from acquiring us.

Our charter permits our Board of Directors, without any action by our stockholders, to authorize the
issuance of stock in one or more classes or series. Our Board of Directors may also classify or reclassify any
unissued preferred stock and set or change the preferences, conversion and other rights, voting powers,
restrictions, limitations as to dividends and other distributions, qualifications and terms and conditions of
redemption of any such stock, which rights may be superior to those of our common stock. Thus, our Board of
Directors could authorize the issuance of shares of a class or series of stock with terms and conditions which
could have the effect of discouraging a takeover or other transaction in which holders of some or a majority of
our outstanding common stock might receive a premium for their shares over the then current market price of our
common stock.

Our rights and the rights of our stockholders to take action against our directors and officers are limited.

Our charter eliminates the liability of our directors and officers to us and our stockholders for money
damages to the maximum extent permitted under Maryland law. Under current Maryland law and our charter, our
directors and officers will not have any liability to us or our stockholders for money damages other than liability
resulting from:

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

• active and deliberate dishonesty by the director or officer that was established by a final judgment and
is material to the cause of action adjudicated.

Our charter authorizes us and our bylaws obligate us to indemnify each of our directors or officers who is or
is threatened to be made a party to, or witness in, a proceeding by reason of his or her service in those or certain
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other capacities, to the maximum extent permitted by Maryland law, from and against any claim or liability to
which such person may become subject or which such person may incur by reason of his or her status as a
present or former director or officer of us or serving in such other capacities. In addition, we may be obligated to
pay or reimburse the expenses incurred by our present and former directors and officers without requiring a
preliminary determination of their ultimate entitlement to indemnification. As a result, we and our stockholders
may have more limited rights to recover money damages from our directors and officers than might otherwise
exist absent these provisions in our charter and bylaws or that might exist with other companies, which could
limit your recourse in the event of actions that are not in our or your best interests.

Our management faces certain conflicts of interest with respect to their other positions and/or interests outside
of our company, which could hinder our ability to implement our business strategy and to generate returns to
our stockholders.

We rely on our management, including Mr. Heilbron, for implementation of our investment policies and our
day-to-day operations. Although the majority of his business time is spent working for the company,
Mr. Heilbron engages in other investment and business activities in which we have no economic interest. His
responsibilities to these other entities could result in action or inaction that is detrimental to our business, which
could harm the implementation of our business strategy. For instance, he may have conflicts of interest in making
investment decisions regarding properties for us as opposed to other entities with similar investment objectives or
in determining when to sell properties. Additionally, he may face conflicts of interest in allocating his time
among us and his other real estate investment programs or business ventures and in meeting his obligations to us
and those other entities. His determinations in these situations may be more favorable to other entities than to us.

Possible future transactions with our management or their affiliates could create a conflict of interest, which
could result in actions that are not in the long-term best interest of our stockholders.

Under prescribed circumstances, we may enter into transactions with affiliates of our management,
including the borrowing and lending of funds, the purchase and sale of properties and joint investments.
Currently, our policy is not to enter into any transaction involving sales or purchases of properties or joint
investments with management or their affiliates, or to borrow from or lend money to such 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 processes. While we attempt to
mitigate this risk through offsite backup procedures and contracted data centers that include, in some cases,
redundant operations, we could be severely impacted by a 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 cybersecurity attacks, including attempts to gain unauthorized access to our confidential data, viruses,
ransomware, and other electronic security breaches. Such cyber-attacks can range from individual attempts to
gain unauthorized access to our information technology systems to more sophisticated security threats that could
impact day-to-day operations. While we employ a number of measures to prevent, detect and mitigate these
threats, there is no guarantee such efforts will be successful at preventing a cyber-attack. Cybersecurity incidents
could compromise confidential information of our tenants, employees and vendors and cause system failures and
disruptions of operations.
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Risks Related to our Indebtedness

We have outstanding indebtedness, which requires that we generate significant cash flow to satisfy the
payment and other obligations under the terms of our debt, and exposes us to the risk of default under the
terms of our debt.

Our total gross indebtedness as of June 30, 2017 was approximately $161.8 million. We may incur
additional debt for various purposes, including, without limitation, to fund future acquisition and development
activities and operational needs.

The terms of our outstanding indebtedness provide for significant principal, interest and dividend
payments. Our ability to meet these and other ongoing payment obligations of our debt 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, competitive, legislative and regulatory factors, as well as other factors that are
beyond our control. We cannot assure you that our business will generate cash flow from operations, or that
capital will be available to us, in amounts sufficient to enable us to meet our payment obligations under our loan
agreements and to fund our other liquidity needs. If we are not able to generate sufficient cash flow to service
these obligations, we may need to refinance or restructure our debt, sell unencumbered assets subject to
defeasance or yield maintenance costs (which we may be limited in doing in light of the relatively illiquid nature
of our properties), reduce or delay capital investments, or seek to raise additional capital. If we are unable to
implement one or more of these alternatives, we may not be able to meet these payment obligations, which could
materially and adversely affect our liquidity. Our outstanding indebtedness, and the limitations imposed on us by
the agreements that govern our outstanding indebtedness, could have significant adverse consequences, including
the following:

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

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

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

• require us to dedicate a substantial portion of our cash flow from operations to payments on obligations
under our outstanding indebtedness, thereby reducing the availability of such cash flow to fund
working capital, capital expenditures and other general corporate requirements, or adversely affect our
ability to meet REIT distribution requirements imposed by the Code;

• cause us to violate restrictive covenants in the documents that govern our indebtedness, which would
entitle our lenders to accelerate our debt obligations;

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

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

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

• cause us to not have sufficient cash flow to pay the quarterly dividends to our stockholders.

If any one of these events was to occur, our business, results of operations and financial condition would be
materially adversely affected.
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Mortgage indebtedness and other borrowings increase our operational risks.

Loans obtained to fund property acquisitions will generally be secured by mortgages on our properties. The
more we borrow, the higher our fixed debt payment obligations will be and the greater the risk that we will not be
able to timely meet these payment obligations. At June 30, 2017, excluding our model home properties, we had a
total of approximately $134.4 million of secured financing on our properties and we intend to continue to borrow
funds through secured financings to acquire additional 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 property or properties securing its debt. This could cause us to lose part 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 cross-
collateralized.

In circumstances we deem appropriate, we may cross-collateralize 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 obtain a credit facility for general application from an institutional lender. Cross-
collateralizing 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 property. Our default under a cross-
collateralized obligation could result in the loss of all of the properties securing the loan. At June 30, 2017, we
had two cross-collateralized mortgages between the Morena and Pacific Oaks office properties which terms
contain a release clause for each property.

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

Some of our mortgage loans may impose restrictions that affect our distribution and operating policies, our
ability to incur additional debt and our ability to resell interests in the property. Loan documents may contain
covenants that limit our ability to further mortgage the property, discontinue insurance coverage, replace the
property manager, or terminate 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 to pay
dividends.

Some of our mortgage loans require us to make a lump-sum or “balloon” payment at maturity. And in the
future, we may finance more properties in this manner. Our ability to make a balloon payment at maturity could
be uncertain and may depend upon our ability to obtain additional financing, to refinance the debt or to sell the
property. At the time the balloon payment is due, we may not be able to refinance debt on terms as favorable as
the original loan or sell the property at a sufficient price. The effect 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
required to maintain our qualification as a REIT. At June 30, 2017, excluding our model homes business, we
have no loans that require balloon payment in 2017 or in 2018. The model homes business pays off its mortgage
loans out of proceeds from the sale of homes. Any 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 adversely affect our operations and our ability to pay dividends.

We elected to be taxed as a REIT for federal income tax purposes commencing with our taxable year ended
December 31, 2000. We believe that we have been organized and have operated in a manner that has allowed us
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to qualify for taxation as a REIT for federal income tax purposes commencing with such taxable year, and we
expect to operate in a manner that will allow us to continue to qualify as a REIT for federal income tax purposes.
However, the federal income tax laws governing REITs are extremely complex, and interpretations of the federal
income tax laws governing qualification as a REIT are limited. Qualifying as a REIT requires us to meet various
tests regarding the nature of our assets and our income, the ownership of our outstanding stock, and the amount
of our distributions on an ongoing basis. While we intend to continue to operate so 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 investments we may make, and the possibility of future
changes in our 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, and we
could also be subject to the federal alternative minimum tax and increased state and local taxes. Additionally we
would not be allowed a deduction for dividends paid to stockholders. And, unless we are entitled to relief under
applicable statutory provisions, we could not elect to be taxed as a REIT for four taxable years following the year
during which we were disqualified. The income tax consequences could be substantial and would reduce our cash
available for distribution to stockholders and investments in additional assets. Further, we could be required to
borrow funds or liquidate some investments in order to pay the applicable tax. If we fail to qualify as a REIT, we
would not be required to make distributions to our stockholders.

As a REIT, we may 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,
state and local taxes on our income or property, including the following:

• To continue to qualify as a REIT, we must distribute annually at least 90% of our REIT taxable income
(determined without regard to the dividends paid deduction and excluding net capital gains) to our
stockholders. If we satisfy the distribution requirement but distribute less than 100% of our REIT
taxable income (determined without regard to the dividends paid deduction and including net capital
gains), we will be subject to corporate income tax on the undistributed income.

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

• If we have net income from the sale of foreclosure property that we hold primarily for sale to
customers in the ordinary course of business or other non-qualifying income from foreclosure property,
we must pay a tax on that income at the highest corporate income tax rate.

• If we sell a property, other than foreclosure property, that we hold primarily for sale to customers in the
ordinary course of business, our gain will be subject to the 100% “prohibited transaction” tax.

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

• Our subsidiaries that are “taxable REIT subsidiaries” will generally be required to pay federal
corporate income tax on their earnings.

Our ownership of taxable REIT subsidiaries is subject to certain restrictions, and we will be required to pay a
100% penalty tax on certain income or deductions if our transactions with our taxable REIT subsidiaries are
not conducted on arm’s length terms.

We own and may acquire direct or indirect interests in one or more entities that have elected or will elect,
together with us, to be treated as our taxable REIT subsidiaries. A taxable REIT subsidiary is a corporation (or
other entity treated as a corporation for U.S. federal income tax purposes) other than a REIT in which a REIT
directly or indirectly holds stock, and that has made a joint election with such REIT to be treated as a taxable
REIT subsidiary. If a taxable REIT subsidiary owns more than 35% of the total voting power or value of the
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outstanding securities of another corporation, such other corporation will also be treated as a taxable REIT
subsidiary. Other than some activities relating to lodging and health care facilities, a taxable REIT subsidiary
may generally engage in any business, including the provision of customary or non-customary services to tenants
of its parent REIT. A taxable REIT subsidiary is subject to U.S. federal income tax as a regular C corporation. In
addition, a 100% excise tax will be imposed on certain transactions between a taxable REIT subsidiary and its
parent REIT that are not conducted on an arm’s length basis.

A REIT’s ownership of securities of a taxable REIT subsidiary is not subject to the 5% or 10% asset tests
applicable to REITs. Not more than 25% of the value of our total assets may be represented by securities,
including securities of taxable REIT subsidiaries, other than those securities includable in the 75% asset test.
Further, for taxable years beginning after December 31, 2017, not more than 20% of our total assets may be
represented by securities of taxable REIT subsidiaries. We anticipate that the aggregate value of the stock and
securities of any taxable REIT subsidiaries and other nonqualifying assets that we own will be less than 25% of
the value of our total assets, and we will monitor the value of these investments to ensure compliance with
applicable ownership limitations. In addition, we intend to structure our transactions with any taxable REIT
subsidiaries that we own to ensure that they are entered into on arm’s length terms to avoid incurring the 100%
excise tax described above. There can be no assurance, however, that we will be able to comply with these
limitations or avoid application of the 100% excise tax discussed above.

We may be forced to borrow funds on a short-term basis, to sell assets or to issue securities to meet the REIT
minimum distribution or other requirements or for working capital purposes.

To qualify as a REIT, we must continually satisfy tests concerning, among other things, the nature and
diversification of our assets, the sources of our income and the amounts we distribute to our stockholders. In
order to maintain our REIT status or avoid the payment of income and excise taxes, we may need to borrow
funds on a short-term basis to meet the REIT distribution requirements, even if the then-prevailing market
conditions are not favorable for these borrowings. To qualify as a REIT, in general, we must distribute to our
stockholders at least 90% of our REIT taxable income (determined without regard to the dividends paid
deduction and excluding net capital gains) each year. We have and intend to continue to make distributions to our
stockholders. However, our ability to make distributions may be adversely affected by the risk factors described
elsewhere herein. In the event of a decline in our operating results and financial performance or in the value of
our asset portfolio, we may not have cash sufficient for distribution. Therefore, to preserve our REIT status or
avoid taxation, we may need to borrow funds, sell assets or issue additional securities, even if the then-prevailing
market conditions are not favorable. Moreover, we may be required to liquidate or forgo otherwise attractive
investments in order to satisfy the REIT asset and income tests or to qualify under certain statutory relief
provisions. If we are compelled to liquidate our investments to meet any of these asset, income or distribution
tests, or to repay obligations to our lenders, we may be unable to comply with one or more of the requirements
applicable to REITs or may be subject to a 100% tax on any resulting gain if such sales constitute prohibited
transactions.

In addition, we require a minimum amount of cash to fund our daily operations. 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, we may be forced to borrow funds, to sell assets or to issue additional
securities at certain times for our working capital needs.

The tax imposed on REITs engaging in “prohibited transactions” may limit our ability to engage in
transactions that would be treated as sales for U.S. federal income tax purposes.

A REIT’s net income from prohibited transactions is subject to a 100% penalty tax. In general, prohibited
transactions are sales or other dispositions of property, other than foreclosure property, held primarily for sale to
customers in the ordinary course of business. Although we do not intend to hold any properties that would be
characterized as held for sale to customers in the ordinary course of our business unless a sale or disposition
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qualifies under certain statutory safe harbors, such characterization is a factual determination and no guarantee
can be given that the Internal Revenue Service (“IRS”) would agree with our characterization of our properties or
that we will always be able to make use of the available safe harbors.

Legislative or other actions affecting REITs could have a negative effect on our investors or us.

The rules dealing with federal income taxation are constantly under review by persons involved in the
legislative process and by the IRS and the U.S. Department of the Treasury. Changes to the tax laws, with or
without retroactive application, could adversely affect our investors or us. We cannot predict how changes in the
tax laws might affect our investors or us. New legislation, Treasury Regulations, administrative interpretations or
court decisions could significantly and negatively affect our ability to qualify as a REIT, the federal income tax
consequences of such qualification, or the federal income tax consequences of an investment in us. Also, the law
relating to the tax treatment of other entities, or an investment in other entities, could change, making an
investment in such other entities more attractive relative to an investment in a REIT.

The stock ownership limit imposed by the Code for REITs and our charter 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% in value of our outstanding stock
may be beneficially owned, directly or indirectly, by five or fewer individuals (including certain types of entities)
at any time during the last half of each taxable year. To ensure that we do not fail to qualify as a REIT under this
test, our charter restricts ownership by one person or entity to no more than 9.8% in value or number of shares,
whichever is more restrictive, of the outstanding shares of our common stock or more than 9.8% in value of the
aggregate outstanding shares of all classes and series of our capital stock. This restriction may have the effect of
delaying, deferring or preventing a change in control, including an extraordinary transaction (such as a merger,
tender offer or sale of all or substantially all of our assets) that might provide a premium price for holders of our
common stock.

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 funds through any
future sale of our common stock.

Income from “qualified dividends” payable to U.S. stockholders that are individuals, trusts and estates is
generally subject to tax at reduced rates. However, dividends payable by REITs to its stockholders generally are
not eligible for the reduced rates for qualifying dividends and are taxed at ordinary income rates (the maximum
individual income tax rate currently is 39.6%). Although these rules do not adversely affect the taxation of REITs
or dividends payable by REITs, to the extent that the reduced rates continue to apply to regular corporate
qualified dividends, investors that are individuals, trusts and estates may perceive investments in REITs to be
relatively less attractive than investments in the stocks of non-REIT corporations that pay dividends, which could
materially and adversely affect the value of the shares of REITs, including the per share trading price of our
common stock, and could be detrimental to our ability to raise additional funds through the future sale of our
common stock.

Tax-exempt stockholders will be taxed on our distributions to the extent such distributions are unrelated
business taxable income.

Generally, neither ordinary nor capital gain distributions should constitute unrelated business taxable
income (“UBTI”) to tax-exempt entities, such as employee pension benefit trusts and individual retirement
accounts. Our payment of distributions to a tax-exempt stockholder will constitute UBTI, however, if the tax-
exempt stockholder has incurred debt to acquire its shares. Therefore, tax-exempt stockholders are not assured all
dividends received will be tax-free.
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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 to our stockholders.

Our properties are subject to various local, state and federal regulatory requirements, including those
addressing zoning, environmental and land use, access for disabled persons, and air and water quality. These
laws and regulations may impose restrictions on the manner in which our properties may be used or business may
be operated, and compliance with these standards may require us to make unexpected expenditures, some of
which could be substantial. Additionally, we could be subject to liability in the form of fines, penalties or
damages for noncompliance, and any enforcement actions could reduce the value of a property. Any material
expenditures, penalties, or decrease in property value would adversely affect our operating income and our
ability to pay dividends to 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 various federal, state and local environmental laws, ordinances and regulations, an owner or operator
of real property is responsible for the cost of removal or remediation of hazardous or toxic substances on its
property. Environmental laws also may impose restrictions 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
posed by workplace exposure to installed asbestos-containing materials (“ACMs”), and potential ACMs on our
properties. Federal, state, and local laws and regulations also govern the removal, encapsulation, disturbance,
handling and disposal of ACMs and potential ACMs, when such materials are in poor condition or in the event 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 personal injury
lawsuits by workers and others exposed to ACMs at our properties. Additionally, the value of any of our
properties containing ACMs and potential ACMs may be decreased.

There are comprehensive regulatory programs governing underground storage tanks used in a convenience
store-tenant’s gasoline operations. Compliance with existing and future laws regulating underground storage
tanks may require significant capital expenditures, 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 noncompliance, liability or claim relating to hazardous substances in connection with our properties, we
may be found noncompliant in the future. Environmental laws often impose liability without regard to whether
the owner or operator knew of, or was responsible for, the release of any hazardous substances. Therefore, we
may be liable for the costs of removing or remediating contamination of which we had no knowledge.
Additionally, future laws or regulations could impose an unanticipated material environmental liability on any of
the properties that we purchase.

The presence of contamination, or our failure to properly remediate contamination of our properties, may
adversely affect the ability of our tenants to operate the contaminated property, may subject us to liability to third
parties, and may inhibit our ability to sell or rent such property or borrow money using such property as
collateral. Any of these occurrences would adversely affect our operating income.

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

Our properties are generally required to comply with the Americans with Disabilities Act of 1990, or the
ADA. The ADA has separate compliance requirements for “public accommodations” and “commercial
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facilities,” but generally requires that buildings be made accessible to people with disabilities. Compliance with
ADA requirements could require removal of access barriers and non-compliance could result in imposition of
fines by the U.S. government or an award of damages to private litigants. The parties to whom we lease
properties are obligated by law to comply with the ADA provisions, and we believe that these parties may be
obligated to cover costs associated with compliance. If required changes to our properties involve greater
expenditures than anticipated, or if the changes must be made on a more accelerated basis than anticipated, our
tenants may to be able to cover the costs and we could be required to expend 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.

Risks Related to this Offering

There is currently no public market for our Series C Common Stock. An active trading market for our Series
C Common Stock may not develop following this offering.

There has not been any public market for our Series C Common Stock prior to this offering. We intend to
list our Series C Common Stock on the NYSE, but even if we obtain such listing, we do not know the extent to
which investor interest will lead to the development and maintenance of a liquid trading market. The initial
public offering price for our Series C Common Stock will be determined by negotiation between us and the
underwriters. The price at which shares of our Series C Common Stock trade after the completion of this offering
may be lower than the price at which the underwriters sell them in this offering.

The market price and trading volume of our Series C Common Stock may be volatile following this offering,
and you could experience a loss if you sell your shares.

Even if an active trading market develops for our Series C Common Stock, the market price of our Series C
Common Stock may be volatile. In addition, the trading volume in our Series C Common Stock may fluctuate
and cause significant price variations to occur. If the market price of our Series C Common Stock declines
significantly, you may be unable to resell your shares at or above the public offering price. We cannot assure you
that the market price of our Series C Common Stock will not fluctuate or decline significantly in the future.

Some of the factors that could negatively affect our share price or result in fluctuations in the price or
trading volume of our Series C Common Stock include:

• actual or anticipated variations in our quarterly results of operations or distributions;

• changes in our FFO or earnings estimates;

• the extent of investor interest;

• publication of research reports about us or the real estate industry;

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

• changes in market valuations of similar companies;

• strategic decisions by us or our competitors, such as acquisitions, divestments, spin-offs, joint ventures,
strategic investments or changes in business strategy;

• the reputation of REITs generally and the reputation of REITs with portfolios similar to ours;

• the attractiveness of the securities of REITs in comparison to securities issued by other entities
(including securities issued by other real estate companies);

• adverse market reaction to any additional debt that we incur or acquisitions that we make in the future;

• additions or departures of key management personnel;

• future issuances by us of our common stock;
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• actions by institutional stockholders;

• speculation in the press or investment community;

• the realization of any of the other risk factors presented in this prospectus; and

• general market and economic conditions.

Assuming approval of the Series A Conversion Proposal following this offering, your investment in shares of
Series C Common Stock will be diluted upon conversion of shares of Series A Common Stock into shares of
Series C Common Stock.

We intend to submit a proposal to amend our charter, for consideration and vote by the holders of Series A
Common Stock at our next annual meeting of stockholders immediately following the completion of this
offering, to provide that upon the acceptance for record of such charter amendment by the State Department of
Assessments and Taxation of Maryland and each six month anniversary following such acceptance, 20% of the
outstanding shares of Series A Common Stock will automatically convert into an equal number of shares of
Series C Common Stock. We refer to this proposal as the “Series A Conversion Proposal.” The holders of Series
C Common Stock will not be entitled to vote upon the Series A Conversion Proposal. We cannot predict the
effect that the conversion of shares of our Series A Common Stock into shares of Series C Common Stock will
have on the market price of our Series C Common Stock, but these ongoing conversions may place downward
pressure on the price of our Series C Common Stock, particularly at the time of each conversion. As a further
result of these ongoing conversions, owners of shares of our Series C Common Stock may experience dilution in
the percentage of the issued and outstanding shares of Series C Common Stock they own.

Although shares of our Series A Common Stock are not currently and will not, upon completion of this
offering, be listed on a national securities exchange, the perception that sales of our common stock could
occur in the future could have a material adverse effect on the trading price of shares of our Series C
Common Stock.

Prior to this offering, shares of our common stock were not listed on any national securities exchange and
the ability of stockholders to liquidate their investments was limited. As a result, there may be pent-up demand to
sell shares of our common stock. A large volume of sales of shares of our common stock (whether such shares
are issued in this offering or, assuming the Series A Conversion Proposal is approved by holders of shares of
Series A Common Stock at our next annual meeting of stockholders, shares of our Series C Common Stock
created by the automatic conversion of shares of our Series A Common Stock over time) could further decrease
the prevailing market price of our shares of Series C Common Stock and could impair our ability to raise
additional capital through the sale of equity securities in the future. Even if sales of a substantial number of
shares of our common stock are not effectuated, the perception of the possibility of these sales could depress the
market price for shares of our Series C Common Stock and have a negative effect on our ability to raise capital in
the future.

Upon completion of this offering, approximately shares of our Series A Common Stock and
shares of our Series C Common Stock (or shares of our Series C Common Stock, if the

underwriters’ overallotment option is exercised in full), will be issued and outstanding. Although our Series A
Common Stock is not currently and will not, upon completion of this offering, be listed on the NYSE or another
national securities exchange, it is not subject to transfer restrictions (other than the restrictions on ownership and
transfer of stock set forth in our charter); therefore, such stock will be transferable. As a result, it is possible that
a market may develop for shares of our Series A Common Stock, and sales of such shares, or the perception that
such sales could occur, could have a material adverse effect on the trading price for shares of our Series C
Common Stock.

Additionally, assuming the Series A Conversion Proposal is approved by holders of shares of Series A
Common Stock at the annual meeting of stockholders immediately following this offering, all shares of our
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Series A Common Stock will be converted into shares of Series C Common Stock over time. As a result, holders
of shares of Series A Common Stock seeking to immediately liquidate their investment in our common stock
could engage in short sales of shares of our Series C Common Stock prior to the date on which the shares of
Series A Common Stock convert into shares of Series C Common Stock and use the shares of Series C Common
Stock that they receive upon conversion of their shares of Series A Common Stock to cover these short sales in
the future. Such short sales could depress the market price of our Series C Common Stock.

Market interest rates may have an adverse effect on the market price of our securities.

One of the factors that will influence the price of our Series C Common Stock will be the dividend yield on
our common stock (as a percentage of the price of the stock) relative to market interest rates. An increase in
market interest rates may lead prospective purchasers of our Series C Common Stock to expect a higher dividend
yield, and higher interest rates would likely increase our borrowing costs and potentially decrease funds available
for distribution. Thus, higher market interest rates could cause the market price of our common stock to fall.

Broad market fluctuations could negatively impact the market price of our common stock.

Stock market price and volume fluctuations could affect the market price of many companies in industries
similar or related to ours and that have been unrelated to these companies’ operating performance. These
fluctuations could reduce the market price of our Series C Common Stock. Furthermore, our results of operations
and prospects may be below the expectations of public market analysts and investors or may be lower than those
of companies with comparable market capitalizations. Either of these factors could lead to a material decline in
the market price of our Series C Common Stock.

The market price of our Series C Common Stock could be adversely affected by our level of cash distributions.

The market’s perception of our growth potential and our current and potential future cash distributions,
whether from operations, sales or refinancings, as well as the real estate market value of the underlying assets,
may cause our Series C Common Stock to trade at prices that differ from our net asset value per share. If we
retain operating cash flow for investment purposes, working capital reserves or other purposes, these retained
funds, while increasing the value of our underlying assets, may not correspondingly increase the market price of
our common stock. Our failure to meet the market’s expectations with regard to future earnings and cash
distributions likely would adversely affect the market price of our Series C Common Stock.

Our historical performance may not be indicative of our future results or an investment in our common stock.

We have presented in this prospectus under “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” and “Prospectus Summary—Summary Historical Financial Data” certain information
relating to the summary consolidated financial data for our company and our properties. When considering this
information, you should bear in mind that our historical results are not indicative of the future results that you
should expect from us or any investment in our common stock.

Future offerings of debt, which would be senior to our common stock upon liquidation, and/or preferred
equity securities which may be senior to our common stock for purposes of dividend distributions or upon
liquidation, may adversely affect the market price of our common stock.

In the future, we may attempt to increase our capital resources by making additional offerings of debt or
preferred equity securities, including medium-term notes, senior or subordinated notes and preferred stock. Upon
liquidation, holders of our debt securities and shares of preferred stock and lenders with respect to other
borrowings will receive distributions of our available assets prior to the holders of our common stock. Our
preferred stock, if issued, could have a preference on liquidating distributions or a preference on dividend
payments that could limit our ability to pay a dividend or make another distribution to the holders of our common
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stock. Because our decision to issue securities in any future offering will depend on market conditions and other
factors beyond our control, we cannot predict or estimate the amount, timing or nature of our future offerings.
Thus, our stockholders bear the risk of our future offerings reducing the market price of our common stock and
diluting their stock holdings in us.

Your percentage of ownership may be diluted if we issue new shares of stock.

We may issue common stock, convertible debt or preferred stock pursuant to a subsequent public offering or
a private placement, or to sellers of properties we directly or indirectly acquire instead of, or in addition to, cash
consideration. Because our decision to issue securities in any future offering will depend on market conditions
and other factors beyond our control, we cannot predict or estimate the amount, timing or nature of our future
offerings. Investors purchasing shares of our Series C Common Stock in this offering who do not participate in
any future stock issuances will experience dilution in the percentage of the issued and outstanding shares of
common stock they own.

You will experience immediate and material dilution in connection with the purchase of our shares of Series C
Common Stock in this offering.

As of June 30, 2017, the historical net tangible book value of our company was approximately
$53.5 million, or $3.04 per share of common stock held by our existing investors. As a result, the pro forma net
tangible book value per share of our common stock after the completion of this offering will be less than the
initial public offering price. The purchasers of shares of our common stock offered hereby will experience
immediate and substantial dilution of $ per share in the pro forma net tangible book value per share of
shares of our common stock, based on the midpoint of the initial public offering price range set forth on the front
cover of this prospectus. See “Dilution.”
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains “forward-looking statements” within the meaning of the federal securities laws that
involve risks and uncertainties, many of which are beyond our control. Our actual results could differ materially
and adversely from those anticipated in such forward-looking statements as a result of certain factors, including
those set forth in this prospectus, including in the sections entitled “Prospectus Summary,” “Risk Factors,” “Use
of Proceeds,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations,”
“Business and Property” and “Certain Relationships and Related Person Transactions.” Forward-looking
statements relate to matters such as our industry, business strategy, goals and expectations concerning our market
position, future operations, margins, profitability, capital expenditures, financial condition, liquidity, capital
resources, cash flows, results of operations and other financial and operating information. When used in this
prospectus, the words “will,” “may,” “believe,” “anticipate,” “intend,” “estimate,” “expect,” “should,” “project,”
“plan,” and similar expressions are intended to identify forward-looking statements, although not all forward-
looking statements contain such identifying words. Important factors that may cause actual results to differ from
projections include, but are not limited to:

• adverse economic conditions in the real estate market;

• adverse changes in the real estate financing markets;

• our inability to raise sufficient additional capital to continue to expand our real estate investment
portfolio and pay dividends to our stockholders;

• unexpected costs, lower than expected rents and revenues from our properties, and/or increases in our
operating costs;

• inability to attract or retain qualified personnel, including real estate management personnel;

• adverse results of any legal proceedings;

• changes in local, regional and national economic conditions;

• our inability to compete effectively;

• our inability to collect rent from tenants or renew tenants’ leases;

• defaults on or non-renewal of leases by tenants;

• increased interest rates and operating costs;

• decreased rental rates or increased vacancy rates;

• changes in the availability of additional acquisition opportunities;

• our inability to successfully complete real estate acquisitions;

• our failure to successfully operate acquired properties and operations;

• changes in our business strategy;

• our failure to generate sufficient cash flows to service our outstanding indebtedness;

• our failure or inability to implement the Recapitalization;

• environmental uncertainties and risks related to adverse weather conditions and natural disasters;

• our failure to qualify and maintain our status as a REIT;

• government approvals, actions and initiatives, including the need for compliance with environmental
requirements;

• financial market fluctuations;

• changes in real estate and zoning laws and increases in real property tax rates; and
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• additional factors discussed under the sections captioned “Risk Factors,” “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” and “Business and Property.”

The forward-looking statements contained in this prospectus are based on historical performance and
management’s current plans, estimates and expectations in light of information currently available to us and are
subject to uncertainty and changes in circumstances. There can be no assurance that future developments
affecting us will be those that we have anticipated. Actual results may differ materially from these expectations
due to the factors, risks and uncertainties described above, changes in global, regional or local political,
economic, business, competitive, market, regulatory and other factors described in “Risk Factors,” many of
which are beyond our control. We believe that these factors include those described in “Risk Factors.” Should
one or more of these risks or uncertainties materialize, or should any of our assumptions prove to be incorrect,
our actual results may vary in material respects from what we may have expressed or implied by these forward-
looking statements. We caution that you should not place undue reliance on any of our forward-looking
statements. Any forward-looking statement made by us in this prospectus speaks only as of the date on which we
make it. Factors or events that could cause our actual results to differ may emerge from time to time, and it is not
possible for us to predict all of them. We undertake no obligation to publicly update any forward-looking
statement, whether as a result of new information, future developments or otherwise, except as may be required
by applicable securities laws.
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USE OF PROCEEDS

We estimate that the net proceeds we will receive from this offering, after deducting estimated underwriting
discounts and commissions and offering expenses, will be approximately $ , or approximately $ if
the underwriters exercise in full their option to purchase additional shares of Series C Common Stock from us,
assuming an initial public offering price of $ per share, which is the midpoint of the initial public offering
price range set forth on the cover page of this prospectus. A $1.00 increase or decrease in the assumed initial
public offering price of $ per share would increase or decrease net proceeds to us from this offering by
approximately $ , assuming the number of shares offered by us as set forth on the cover page of this
prospectus remains the same.

We intend to use approximately $30.7 million of the net proceeds to redeem the entire outstanding amount
of our Series B Preferred Stock and the remainder for general corporate and working capital purposes, including
to potentially acquire additional commercial properties. As of June 30, 2017, there were 30,700 shares of our
Series B Preferred Stock outstanding. The Series B Preferred Stock has a $1,000 liquidation preference and pays
cumulative cash dividends at the rate of 14% per annum. The Series B Preferred Stock was scheduled to be
redeemed on August 1, 2017; however, we had two one-year options to extend the redemption date. On June 30,
2017, we exercised our option to extend the redemption date to August 1, 2019.
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DISTRIBUTION POLICY

We intend to operate in a manner that will allow us to continue to qualify as a REIT for federal income tax
purposes. U.S. federal income tax law requires that a REIT distribute annually at least 90% of its net taxable
income, excluding net capital gains, and that it pay tax at regular corporate rates to the extent that it annually
distributes less than 100% of its net taxable income, including net capital gains. In addition, a REIT is required to
pay a 4% nondeductible excise tax on the amount, if any, by which the distributions that it makes in a calendar
year are less than the sum of 85% of its ordinary income, 95% of its capital gain net income and 100% of its
undistributed income from prior years. For more information, please see “U.S. Federal Income Tax
Considerations.” We have paid dividends to our stockholders at least quarterly since the first quarter we
commenced operations on April 1, 1999. To satisfy the requirements to qualify as a REIT and generally not be
subject to U.S. federal income and excise tax, we generally intend to continue making regular quarterly
distributions to holders of our common stock. Although we anticipate making quarterly distributions to our
stockholders over time, our Board of Directors has the sole discretion to determine the timing, form (including
cash and shares of our common stock at the election of each of our stockholders) and amount of any distributions
to our stockholders. To the extent that we make distributions in excess of our earnings and profits, as computed
for federal income tax purposes, these distributions will represent a return of capital, rather than a dividend, for
federal income tax purposes. Distributions that are treated as a return of capital for federal income tax purposes
generally will not be taxable as a dividend to a U.S. stockholder, but will reduce the stockholder’s basis in its
shares (but not below zero) and therefore can result in the stockholder having a higher gain upon a subsequent
sale of such shares. Return of capital distributions in excess of a stockholder’s basis generally will be treated as
gain from the sale of such shares for federal income tax purposes. As we expect to report net taxable losses for
the year ending December 31, 2017, and on a cumulative basis, the cash dividends paid are expected to be a
return of capital to the stockholders rather than a distribution of earnings.

To the extent that in respect of any calendar year, cash available for distribution is less than our taxable
income, we could be required to fund distributions from working capital, sell assets or borrow funds to make
cash distributions or make a portion of the required distribution in the form of a taxable stock distribution or
distribution of debt securities. In addition, we could be required to utilize the net proceeds of this offering to fund
our quarterly distributions, which would reduce the amount of cash that we have available for investing and other
purposes. For more information, see “U.S. Federal Income Tax Considerations—Taxation of Our Company—
Annual Distribution Requirements.”

Our charter allows us to issue preferred stock that could have a preference over our common stock with
respect to distributions. We may issue additional preferred stock for various purposes, including, without
limitation, to fund future acquisition and development activities and operational needs. The distribution
preference on any issued preferred stock could limit our ability to make distributions to the holders of our
common stock.

Dividends and other distributions made by us will be authorized and determined by our Board of Directors
in its sole discretion out of funds legally available therefor and will be dependent upon a number of factors,
including restrictions under applicable law and other factors described below. We cannot assure you that our
distributions will be made or sustained or that our Board of Directors will not change our distribution policy in
the future. Any dividends or other distributions that we pay in the future will depend upon our actual results of
operations, economic conditions, debt service requirements, capital expenditures and other factors that could
differ materially from our current expectations. Our actual results of operations will be affected by a number of
factors, including our revenue, operating expenses, interest expense and unanticipated expenditures. For more
information regarding risk factors that could materially adversely affect our actual results of operations, see
“Risk Factors.”
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The following is a summary of cash payment amount per share for the years ended December 31, 2016 and
2015:

Quarter Ended 2016 2015

Cash
Dividend

Cash
Dividend

March 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $0.10 $0.10
June 30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.10 0.10
September 30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.10 0.10
December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.10 0.10

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $0.40 $0.40

During the six months ended June 30, 2017 and 2016, we paid cash dividends, net of reinvested stock
dividends, of approximately $2.4 million and $2.1 million, respectively, or at a rate of $0.40 per share on an
annualized basis.
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RECAPITALIZATION

Summary

As of , 2017, there were shares of our Series A Common Stock outstanding. Our Series A
Common Stock is not traded on a national securities exchange. Prior to the completion of this offering, we intend
to effectuate a -to-one reverse stock split of our then outstanding shares of Series A Common Stock.
Unless otherwise indicated, all information in this prospectus gives effect to, and all share and per share amounts
have been retroactively adjusted to give effect to, the reverse stock split.

On , 2017, our Board of Directors authorized a new class of common stock, the Series C Common
Stock. We are offering our Series C Common Stock in this offering, and we intend to list our Series C Common
Stock on the NYSE under the symbol SQFT. The shares of Series A Common Stock and Series C Common
Stock have identical preferences, rights, voting powers, restrictions, limitations as to dividends and other
distributions, qualifications and terms and conditions of redemption, except that (a) following this offering, the
shares of Series C Common Stock will be listed on the NYSE and the shares of Series A Common Stock will not
be listed on any national securities exchange and (b) at our next annual meeting of stockholders immediately
following the completion of this offering, which is expected to be held no later than the second quarter of 2018,
we intend to submit a proposal to amend our charter for consideration and vote by the holders of Series A
Common Stock to provide that upon the acceptance for record of such charter amendment by the State
Department of Assessments and Taxation of Maryland and each six month anniversary following such
acceptance, 20% of the outstanding shares of Series A Common Stock will automatically convert into an equal
number of shares of Series C Common Stock. We refer to this proposal as the “Series A Conversion Proposal.”
Accordingly, assuming the holders of our Series A Common Stock approve the Series A Conversion Proposal,
we expect that within 24 months following our next annual meeting of stockholders and the acceptance for record
of such charter amendment by the State Department of Assessments and Taxation of Maryland, all then-
outstanding shares of Series A Common Stock will have converted into shares of Series C Common Stock and
will be traded on the NYSE. The holders of Series C Common Stock will not be entitled to vote upon the Series
A Conversion Proposal.

The terms of our Series A Common Stock and Series C Common Stock are described more fully under
“Description of Capital Stock” in this prospectus.

In this prospectus, we refer to the reverse stock split consummated prior to this offering and the Series A
Conversion Proposal collectively as the “Recapitalization.” The Recapitalization also will have the effect of
reducing the total number of outstanding shares of our Series A Common Stock and increasing the number of
shares of Series C Common Stock over time. In this prospectus, we refer to our Series A Common Stock and our
Series C Common Stock collectively as our “common stock.”

Phased-In Liquidity Planned For Holders of Existing Shares of Series A Common Stock

As part of this offering, and after consultation with and at the recommendation of the underwriters, we
determined to create a new series of common stock, designated as shares of Series C Common Stock, which will
be issued to investors in this offering and listed on the NYSE. Outstanding shares of our Series A Common Stock
will not be listed on the NYSE or another national securities exchange in connection with this offering. If no
active trading market develops, holders of outstanding shares of Series A Common Stock may not be able to
resell their shares at their fair market value or at all. We have been informed by the underwriters that they
currently do not intend to make a market in the shares of Series A Common Stock after this offering is
completed. Consequently, holders of Series A Common Stock will not obtain liquidity for their existing shares of
common stock directly through our listing on the NYSE and this offering. However, in connection with, and
assuming approval of, the Series A Conversion Proposal at our next annual meeting of stockholders immediately
following this offering, we expect that holders of shares of Series A Common Stock will be provided with
phased-in liquidity as unlisted shares of Series A Common Stock are automatically converted, over time, into
listed shares of Series C Common Stock at predetermined intervals as described above.
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Our Board of Directors believes that the sale and issuance of shares of Series C Common Stock in this
offering followed by the submission of the Series A Conversion Proposal to our Series A common stockholders
at our next annual meeting is essential to the potential success of this offering. The progressive conversion of all
of our currently outstanding shares of Series A Common Stock into listed shares of Series C Common Stock
under the Series A Conversion Proposal will introduce our currently outstanding shares of common stock into the
public market in stages, rather than all at once.

We expect that the phased-in liquidity structure of the Series A Conversion Proposal will mitigate the risk of
stock-pricing instability by minimizing the chance that a significant portion of our outstanding shares of common
stock will be sold within a brief period of time shortly after this offering and the listing of our Series C Common
Stock on the NYSE. That potential for concentrated sales of our outstanding shares of common stock shortly
after this offering and listing on the NYSE could make our new shares of Series C Common Stock less attractive
to institutional and other investors in this offering, and accordingly, could reduce demand to buy our stock and/or
reduce the price per share that investors are willing to pay in this offering, and thus may not be in the best
interests of our company or existing stockholders. In addition, the chance that a significant portion of our shares
of common stock could be sold within a short period of time immediately following this offering and listing on
the NYSE could increase the volatility and reduce the trading price of our common stock, which is also a
potentially negative event to potential institutional and other investors considering an investment in us in
connection with this offering.

The listing of Series C Common Stock in connection with this offering and the subsequent progressive
conversion of our outstanding shares of Series A Common Stock into listed shares of Series C Common Stock
under the Series A Conversion Proposal directly addresses these potential risks, and therefore, we have been
advised, will increase the likelihood of a successful exchange listing and this offering of the new Series C
Common Stock at the strongest possible price. Further, we have been advised that institutional investors and
other potential buyers of our listed shares of Series C Common Stock will require such a phased-in liquidity
program to be in place. For these reasons, the underwriters and the Board of Directors agree that this structure is
an essential requirement for this offering and our planned listing on the NYSE.

The intended phased-in liquidity for holders of outstanding shares of Series A Common Stock is not
expected to impact the number or classification of the shares of Series C Common Stock owned by investors
following this offering, and it is not expected to have any effect on your proportional ownership interest in us,
your voting rights, your right to receive dividends, the total amount of your dividends or your rights upon our
liquidation with respect to shares of Series C Common Stock purchased in this offering. Current holders of Series
A Common Stock may, however, experience dilution of their proportional ownership interests and voting rights
in our company in connection with the sale of shares of Series C Common Stock in this offering if such
stockholders do not purchase a pro rata proportion of shares of Series C Common Stock in this offering.
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CAPITALIZATION

The following table sets forth the historical combined cash and cash equivalents and capitalization of
NetREIT as of June 30, 2017 on an actual basis, and as adjusted to give effect to this offering and the intended
use of the net proceeds from this offering as described in “Use of Proceeds.” You should read this table in
conjunction with “Use of Proceeds,” “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” and our financial statements and related notes appearing elsewhere in this prospectus. All
information in the following table has been adjusted to reflect the authorization of the Series C Common Stock
and the reverse stock split, which will be effected prior to the completion of this offering.

As of June 30, 2017 (unaudited)

Historical As Adjusted(1)(2)(3)

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,847,369 $

Debt:
Mortgage notes payable, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161,781,671
Mandatorily redeemable Series B Preferred Stock, net, $0.01 par

value per share; $1,000 liquidating preference; 40,000 shares
authorized, actual; 30,700 shares issued and outstanding, actual;

shares authorized, as adjusted; shares issued
and outstanding, as adjusted, . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,700,000

Total Debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 192,481,671 $

Equity:
Series A Common Stock, $0.01 par value per share; 100,000,000

shares authorized, actual; 17,619,118 shares issued and
outstanding, actual; shares authorized, as adjusted;

shares issued and outstanding, as adjusted(1) . . . . . . . 176,193
Series C Common Stock, $0.01 par value per share; 0 shares

authorized, actual; 0 shares issued and outstanding, actual;
shares authorized, as adjusted; shares issued

and outstanding, as adjusted(2)(3) . . . . . . . . . . . . . . . . . . . . . . . . —
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150,629,093
Dividends in excess of accumulated losses . . . . . . . . . . . . . . . . . . . (111,162,810)

Total stockholders’ equity before noncontrolling interest . . . . . . . . . . . . 39,642,476
Noncontrolling interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,877,769

Total equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,520,245

Total Capitalization(4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 246,001,916 $

(1) The Series A Common Stock outstanding as shown includes shares of restricted common stock
issued to our directors, executive officers and employees under our 1999 Flexible Incentive Plan. Does not
include shares of our Series A Common Stock available for future issuance under our 1999
Flexible Incentive Plan.

(2) Does not include the exercise of the underwriters’ option to purchase up to additional shares of
our Series C Common Stock.

(3) Assumes shares of Series C Common Stock will be sold in this offering at an initial public
offering price of $ per share, which is the midpoint of the initial public offering price range set forth
on the cover page of this prospectus, for net proceeds of approximately $ million after deducting the
underwriting discounts and estimated expenses of this offering of approximately $ million. See “Use of
Proceeds.”

(4) Each $1.00 increase (decrease) in the initial public offering price per share would increase (decrease) each
of pro forma as adjusted cash and cash equivalents, additional paid-in capital, stockholders’ equity and total
capitalization by approximately $ , assuming that the number of shares that we are offering, as set
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forth on the cover page of this prospectus, remains the same and that the underwriters do not exercise their
over-allotment option. An increase (decrease) of shares that we are offering would increase
(decrease) each of pro forma as adjusted cash and cash equivalents, additional paid in capital, stockholders’
equity and total capitalization by approximately $ , assuming the initial public offering price per
share remains the same.
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DILUTION

Purchasers of shares of our Series C Common Stock offered in this prospectus will experience an immediate
and substantial dilution in the net tangible book value per share of our common stock from the initial public
offering price. As of June 30, 2017, after adjusting for the Recapitalization, we had a pro forma combined net
tangible book value of $ , or $ per share of our common stock. After giving effect to the sale of the
shares of our common stock offered hereby, including the use of proceeds as described under “Use of Proceeds,”
the deduction of underwriting discounts, the completion of the Recapitalization and the estimated offering
expenses payable by us, the pro forma net tangible book value as of June 30, 2017 attributable to common
stockholders, including the effects of the grants of awards covering shares of our common stock to our directors
and executive officers, would have been $ , or $ per share of our common stock. This amount
represents an immediate increase in net tangible book value of $ per share to prior investors and an immediate
dilution in pro forma net tangible book value of $ per share from the assumed public offering price of
$ per share of our common stock to new public investors. The following table illustrates this per share
dilution:

Assumed initial offering price per share of Series C Common Stock . . . . . . . . . . . . . . . . . . $
Net tangible book value per share of common stock as of , 2017 . . . . . . . . . . . . . . . $
Increase in net tangible book value per share attributable to new investors . . . . . . . . . . . . . .
Pro forma net tangible book value per share after giving effect to this offering . . . . . . . . . .
Dilution per share to new investors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $

(1) Net tangible book value per share of our common stock before this offering is determined by dividing net
tangible book value based on June 30, 2017 net book value of the tangible assets (consisting of total assets
less intangible assets, which are comprised of goodwill (if applicable), deferred financing and leasing costs,
acquired above-market leases and acquired in place lease value, net of liabilities to be assumed, excluding
acquired below-market leases), after adjusting for the reverse stock split, by the number of shares of our
common stock held by prior investors after this offering.

(2) Based on pro forma net tangible book value of approximately $ after completion of this offering
divided by the sum of shares of our common stock to be outstanding after this offering, not
including shares of our Series C Common Stock issuable upon exercise of the underwriters’ over-
allotment option.

(3) Dilution is determined by subtracting pro forma net tangible book value per share of our common stock
after giving effect to this offering from the initial public offering price paid by a new investor for a share of
our common stock.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the consolidated financial statements and notes
thereto appearing elsewhere in this prospectus. In addition to historical data, this discussion contains forward-
looking statements about our business, results of operations, cash flows, financial condition and prospects based
on current expectations that involve risks, uncertainties and assumptions. See “Forward-Looking Statements.”
Our actual results may differ materially from those in this discussion as a result of various factors, including, but
not limited to, those discussed under “Risk Factors” in this prospectus.

Overview

We are a self-managed Maryland corporation originally formed in California in 1999 and reincorporated in
Maryland in 2010. We elected to be taxed as a REIT for federal income tax purposes commencing with our
taxable year ended December 31, 2000. Our current portfolio consists of 1,695,000 square feet comprised of 15
office properties, two industrial properties and five retail properties, which we refer to collectively as our
commercial portfolio. In addition, we also own interests, through our subsidiaries, in 129 model homes subject to
triple-net leases with well-established residential home builders. Beginning in 2015, we began to focus our
commercial portfolio primarily on office and industrial properties, and have been actively managing the portfolio
to transition out of retail properties. Our commercial properties are currently located in Southern California,
Colorado and North Dakota, and we are currently considering new commercial property acquisitions in a variety
of additional markets across the United States. Our commercial property tenant base is highly diversified and
consists of approximately 283 individual commercial tenants with an average remaining lease term of
approximately 3.2 years as of June 30, 2017. As of June 30, 2017, no commercial tenant represented more than
5.0% of our annualized base rent, while our ten largest tenants represented approximately 27.1% of our
annualized base rent. In addition, our commercial property tenant base has limited exposure to any single
industry.

Our main objective is to maximize long-term stockholder value through the acquisition, management,
leasing and selective redevelopment of high-quality office and industrial properties. We focus on regionally
dominant markets across the United States which we believe have attractive growth dynamics driven in part by
important economic factors such as strong office-using employment growth; net in-migration of a highly
educated workforce; a large student population; the stability provided by healthcare systems, government or
other large institutional employer presence; and low rates of unemployment. We seek to maximize returns
through investments in markets with limited supply, high barriers to entry, and stable and growing employment
drivers. Our model home portfolio supports the objective of maximizing stockholder value by focusing on
purchasing new single-family model homes and leasing them back to experienced homebuilders. We operate the
model home portfolio in markets where we can diversify by geography, builder size, and model home purchase
price.

Our current portfolio consists of 22 commercial properties located in Southern California, Colorado, and
North Dakota, and 129 model home properties located throughout the United States, with the majority located in
Florida and Texas. This geographical clustering has enabled us to reduce our operating costs and gain efficiencies
through economies of scale by managing a number of properties with reduced overhead and staffing costs.

Significant Transactions in 2017 and 2016

Acquisitions

• During the six months ended June 30, 2017, we acquired 30 model home properties and leased such
properties back to the homebuilders. The aggregate purchase price for the properties was $9.7 million,
which was paid through cash payments of $2.9 million and mortgage notes of $6.8 million.
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• During the year ended December 31, 2016, we acquired 65 model home properties and leased such
properties back to the homebuilders. The aggregate purchase price for the properties was $23.7 million,
which was paid through cash payments of $7.5 million and mortgage notes of $16.2 million.

Dispositions

We review our portfolio of investment properties for value appreciation potential on an ongoing basis, and
dispose of any properties that no longer satisfy our requirements in this regard. The proceeds from any such
property sale, after repayment of any associated mortgage, are available for investing in properties that we
believe will have a greater likelihood of future price appreciation. We disposed of the following properties during
the six months ended June 30, 2017 and the year ended December 31, 2016:

• In April 2017, we sold the Shoreline Medical Building for approximately $8.2 million and recognized a
gain of approximately $1.3 million.

• In March 2017, we sold the Regatta Square Retail Center for approximately $3.0 million and
recognized a gain of approximately $756,000.

• In February 2017, we sold the Rangewood Medical Building for approximately $2.2 million and
recognized a loss of approximately $170,000.

• During the six months ended June 30, 2017, we sold nine model homes for approximately $2.5 million
and recognized a gain of approximately $141,000.

• In July 2016, we sold the Havana Parker Complex for approximately $3.3 million and recognized a
gain of approximately $668,000.

• In June 2016, we sold a parcel of land and its building at the Yucca Valley Retail Center for
approximately $1.3 million and recognized a gain of approximately $831,000.

• During the year ended December 31, 2016, we sold 21 model homes for approximately $6.4 million
and recognized a gain of approximately $687,000.

Economic Environment

In one of the longest expansions on record, the United States continues to expand its economy. GDP growth
in the second quarter of 2017 was 3.0%, which was its quickest pace in two years. The Federal Reserve has
remained optimistic about the United States’ economic outlook, and currently anticipates two more rate hikes in
2017.

The U.S. labor market is showing continued improvement since the Great Recession, with an unemployment
rate of only 4.4% as of June 30, 2017. Unemployment in the office-using sector of professional & business
services was even lower, at 4.1%, and that could lead to a more favorable market for the commercial real estate
segment. Vacancy rates for the office sector of commercial real estate rose slightly to 14.8% as of June 30, 2017.
During the second quarter of 2017, net absorption in the U.S. office market was 8.8 million square feet.

The economy’s moderate growth has continued so far in 2017, with some second quarter growth in
household spending and positive consumer sentiment, having improved 62.0% since mid-2011. Fixed investment
has also increased this year after a slow 2016, and growth in export markets helped to keep U.S. manufacturing
buoyant. The housing market remained strong, with continued, historically low mortgage rates.

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

Credit Market Environment

The raising of the short-term interest rates in each of 2016 and 2017 by the Federal Reserve may signal that
policy makers think the economy is strong enough to withstand a gradual tightening of monetary policy over the
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next couple years. The effect of increased interest rates on REITs is a still a debated topic. In the past when
interest rates increased, it was a sign of a better economy that allowed for rental rates to increase, thereby
mitigating the effect on REITs. Increasing interest rates can help mitigate the defeasance costs associated with
disposing of an encumbered commercial real estate property.

Our ability to execute our business strategies, and in particular to make new investments, is highly
dependent upon our ability to procure external financing. Our principal source of external financing includes the
issuance of our equity securities and mortgages secured by properties. The market for mortgages has improved,
although the interest rates remain relatively low compared to pre-recessionary rates. We continue to obtain
mortgages from the commercial mortgage-backed securities (“CMBS”) market, life insurance companies and
regional banks. Although CMBS lenders are generally optimistic about the outlook of the credit markets, the
potential impact of new regulations and market volatility remain a concern. Even though we have been successful
in procuring equity financing and secured mortgages financing, we cannot be assured that we will be successful
at doing so in the future.

Management’s Evaluation of Results of Operations

Our management team’s evaluation of operating results includes an assessment of our ability to generate
cash flow necessary to pay operating expenses, general and administrative expenses, debt service, and to fund
distributions to our stockholders. As a result, our management team’s assessment of operating results gives less
emphasis to the effects of unrealized gains and losses and other non-cash charges, such as depreciation and
amortization and impairment charges, which may cause fluctuations in net income for comparable periods but
have no impact on cash flows. Our management team’s evaluation of our potential for generating cash flow
includes assessments of our recently acquired properties, our non-stabilized properties, long-term 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, our management team evaluates our portfolio 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. Our management team focuses its efforts on improving underperforming assets through re-leasing
efforts, including negotiation of lease renewals and rental rates. Properties that have reached goals in occupancy
and rental rates are evaluated for potential added value appreciation and, if lacking such potential, are sold with
the equity reinvested in properties that have better potential without foregoing cash flow. Our ability to increase
assets under management is affected by our ability to raise borrowings and/or capital, coupled with our ability to
identify appropriate investments.

Our results of operations for the three and six months ended June 30, 2017 and the years ended
December 31, 2016 and 2015 are not indicative of those expected in future periods, as we expect that rental
income, interest expense, rental operating expense, general and depreciation and amortization will significantly
increase 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 real estate related investments.

Critical Accounting Policies

As a company primarily involved in owning income generating real estate assets, management considers the
following accounting policies critical as they reflect our more significant judgments and estimates used in the
preparation of our financial statements and because they are important for understanding and evaluating our
reported financial results. These judgments affect the reported amounts of assets and liabilities and our disclosure
of contingent assets and liabilities as of the dates of the financial statements and the reported amounts of revenue
and expenses during the reporting periods. With different estimates or assumptions, materially different amounts
could be reported in our financial statements. Additionally, other companies may utilize different estimates that
may impact the comparability of our results of operations to those of companies in similar businesses.
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Real Estate Assets and Lease Intangibles

Land, buildings and improvements are recorded at cost, including tenant improvements and lease
acquisition costs (including leasing commissions, space planning fees, and legal fees). We capitalize any
expenditure that replaces, improves, or otherwise extends the economic life of an asset, while ordinary repairs
and maintenance are expensed as incurred. We allocate the purchase price of acquired properties between the
acquired tangible assets and liabilities (consisting of land, building, tenant improvements, land purchase options,
and long-term debt) and identified intangible assets and liabilities (including the value of above-market and
below-market leases, the value of in-place leases, unamortized lease origination costs and tenant relationships),
based in each case on their respective fair values.

We allocate the purchase price to tangible assets of an acquired property based on the estimated fair values
of those tangible assets assuming the building was vacant. Estimates of fair value for land, building and building
improvements are based on many factors including, but not limited to, comparisons to other properties sold in the
same geographic area and independent third party valuations. We also consider information obtained about each
property as a result of its pre-acquisition due diligence, marketing and leasing activities in estimating the fair
values of the tangible and intangible assets and liabilities acquired.

The value allocated to acquired lease intangibles is based on management’s evaluation of the specific
characteristics of each tenant’s lease. Characteristics considered by management in allocating these values
include the nature and extent of the existing business relationships with the tenant, growth prospects for
developing new business with the tenant, the remaining term of the lease and the tenant’s credit quality, among
other factors.

The value allocable to the above-market or below-market market component of an acquired in-place 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 the lease over its remaining term, and (ii) management’s estimate of rents
that would be paid using fair market rates over the remaining term of the lease.

The value of in-place leases and unamortized lease origination costs are amortized to expense over the
remaining term of the respective leases, which range from less than a year to ten years. The amount allocated to
acquire in-place leases is determined based on management’s assessment of lost revenue and costs incurred for
the period required to lease the “assumed vacant” property to the occupancy level when purchased. The amount
allocated to unamortized lease origination costs is determined by what we would have paid to a third party to
secure a new tenant reduced by the expired term of the respective lease.

Real Estate Held for Sale and Discontinued Operations

Real estate sold during the current period is classified as “real estate held for sale” for all prior periods
presented in the accompanying condensed consolidated financial statements. Mortgage notes payable related to
the real estate sold during the current period is classified as “notes payable related to real estate held for sale” for
all prior periods presented in the accompanying condensed consolidated financial statements. Additionally, we
record the operating results related to real estate that has been disposed of as discontinued operations for all
periods presented if the operations have been eliminated and we will not have any significant continuing
involvement in the operations of the property following the sale.

Impairment of Real Estate Assets

We review the carrying value of each property to determine if circumstances that indicate impairment in the
carrying value of the investment exist or 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 specific property and determine if the investment in such 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 the property’s discounted future cash flows.
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Goodwill and Intangible Assets

Intangible assets, including goodwill and lease intangibles, are comprised of finite-lived and indefinite-lived
assets. Lease intangibles represents the allocation of a portion of the purchase price of a property acquisition
representing the estimated value of in-place leases, unamortized lease origination costs, tenant relationships and
land purchase options.

Intangible assets that are not deemed to have an indefinite useful life are amortized over their estimated
useful lives. Indefinite-lived assets are not amortized.

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

Sales of Real Estate Assets

Gains from the sale of real estate assets will not be recognized under the full accrual method until certain
criteria are met. Gain or loss (the difference between the sales value and the book value) 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. The seller will not be required to support the operations of the property or its related obligations to an
extent greater than its proportionate interest.

Gains relating to transactions which do not meet the criteria for full accrual method of accounting are
deferred and recognized when the full accrual method of accounting criteria are met or by using the installment
or deposit methods of profit recognition, as appropriate in the circumstances.

Revenue Recognition

We recognize revenue from rent, tenant reimbursements, and other revenue once all of the following criteria
are met:

• Persuasive evidence of an arrangement exists;

• Delivery has occurred or services have been rendered;

• The amount is fixed or determinable; and

• The collectability of the amount is reasonably assured.

Annual rental revenue is recognized in rental revenues on a straight-line basis over the term of the related
lease. Estimated recoveries from certain tenants for their pro rata share of real estate taxes, insurance and other
operating expenses are recognized as revenues in the period the applicable expenses are incurred or as specified
in the leases. Other tenants pay a fixed rate and these tenant recoveries are recognized as revenue on a straight-
line 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
include in revenues, deferred rent receivable that will be received if the tenant makes all rent payments required
through the expiration of the initial term of the lease. Deferred rent receivable in the accompanying balance
sheets includes the cumulative difference between rental revenue recorded on a straight-line basis and rents
received from the tenants in accordance with the lease terms. Accordingly, our management determines to what
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extent the deferred rent receivable applicable to each specific tenant is collectible. We review material deferred
rent receivable, as it relates to straight-line rents, and take into consideration the tenant’s payment history, the
financial condition of the tenant, business conditions in the industry in which the tenant operates and economic
conditions in the area in which 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 allowance for uncollectible accounts, and
write-off of the specific rent receivable. No such reserves related to deferred rent receivables have been recorded
as of the three and six months ended June 30, 2017 or the years ended December 31, 2016 or 2015.

Income Taxes

We elected to be taxed as a REIT under Sections 856 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 our stockholders and meet the various other requirements imposed by the Code relating 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 generally not subject to corporate level income tax on
the earnings distributed currently to our stockholders that we derive from our REIT qualifying activities. If we
fail to maintain our qualification as a REIT in any taxable year, and are unable to avail ourselves of certain
savings provisions set forth in the Code, all of 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, together with one of our subsidiaries, have elected to treat such subsidiary as a taxable REIT subsidiary
(a “TRS”) for federal income tax purposes. Certain activities that we undertake must be conducted by a TRS,
such as providing non-customary services for our tenants and holding assets that we cannot hold directly. A TRS
is subject to federal and state income taxes.

Fair Value Measurements.

Certain assets and liabilities are required to be carried at fair value, or if long-lived assets are deemed to be
impaired, to be adjusted to reflect this condition. The guidance requires disclosure of fair values calculated under
each level of inputs within the following hierarchy:

Level 1—Quoted prices in active markets for identical assets or liabilities at the measurement date.

Level 2—Inputs other than quoted process that are observable for the asset or liability, either directly or
indirectly.

Level 3—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 orderly transaction at the reporting date. Our cash equivalents, mortgage notes receivable, accounts receivable
and payables and accrued liabilities all approximate fair value due to their short term nature. Management
believes that the recorded and fair values of notes payable are approximately the same as of December 31, 2016
and 2015.

Depreciation and Amortization

We record depreciation and amortization expense using the straight-line method over the useful lives of the
respective assets. The cost of buildings are depreciated over estimated useful lives of 39 years, the costs of
improvements are amortized over the shorter of the estimated life of the asset or term of the tenant lease (which
range from one to ten years), and the cost of furniture, fixtures and equipment are depreciated over four to five
years.
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Results of Operations for the Three Months Ended June 30, 2017 and 2016

Our results of operations for the three months ended June 30, 2017 and 2016 are not indicative of those
expected in future periods as we expect that rental income, interest expense, rental operating expense and
depreciation and amortization will increase in future periods as a result of anticipated growth through future
acquisitions of real estate related investments.

Revenues. Total revenue was $8.5 million for the three months ended June 30, 2017 compared to $7.8
million for the three months ended June 30, 2016, an increase of $700,000 or 9.0%. The increase in revenue as
reported for the three months ended June 30, 2017 as compared to the three months ended June 30, 2016 was due
to a favorable insurance claim of approximately $525,000 in excess of the cost to repair roof damage at one of
our properties. As same store occupancy grew to 90.0% as of June 30, 2017 from 88.75% as of June 30, 2016,
the remaining $175,000 increase was due to an increase in rental rates.

Rental Operating Costs. Rental operating costs remained consistent at approximately $2.6 million for the
three months ended June 30, 2017 and 2016. Rental operating costs as a percentage of total revenue was 30.5%
and 29.4% for the three months ended June 30, 2017 and 2016, respectively.

General and Administrative Expenses. General and administrative (“G&A”) expenses were $1.4 million
for the three months ended June 30, 2017 compared to $1.2 million for the same period in 2016, an increase of
approximately $200,000 or 16.7%. The increase in G&A expense is due to the annual salary increases and an
increase in group insurance rates. G&A expenses as a percentage of total revenue was 16.9% and 15.8% for three
months ended June 30, 2017 and 2016.

Depreciation and Amortization. Depreciation and amortization expense totaled approximately $2.4 million
for the three months ended June 30, 2017, compared to approximately $2.5 million for the three months ended
June 30, 2016, representing a decrease of approximately $100,000 or 4.2%. Depreciation and amortization
expense associated with properties sold and held for sale account for all of the decrease during the quarter.

Asset Impairments. We review the carrying value of each of our real estate properties quarterly to
determine if circumstances indicate an impairment in the carrying value of these investments exists. During three
months ended June 30, 2017, management did not believe any impairment reserve was required.

Interest Expense-Series B Preferred Stock. The Series B Preferred Stock issued in August 2014 includes a
mandatory redemption provision and therefore is treated as a liability for financial reporting purposes. The
interest paid and accrued and the amortization of the deferred offering costs are considered interest expense.
Interest expense, including amortization of the deferred offering costs, totaled $1.4 million for the three months
ended June 30, 2017 compared to $1.6 million for the three months ended June 30, 2016. Interest paid and
accrued totaled $1.1 million and $1.2 million, respectively, and the amortization of the deferred offering costs
associated with that transaction totaled $254,000 and $254,000, respectively for the three months ended June 30,
2017 and 2016 and were included in interest expense-Series B Preferred Stock in the accompanying financial
statements. There were 30,700 and 34,700 shares outstanding as of June 30, 2017 and 2016, respectively,
resulting in the decrease in interest expense. We plan to redeem the entire outstanding amount of the Series B
Preferred Stock using a portion of the proceeds from this offering.

Interest Expense-mortgage notes. Interest expense, including amortization of deferred finance charges
remained consistent for the three months ended June 30, 2017 when compared to the same period in 2016
totaling $2.0 and 1.9 million, respectively. The weighted average interest rate on our outstanding debt was 4.7%
as of June 30, 2017 compared to 4.7% as of June 30, 2016.

Gain on Sale of Real Estate Assets, net. For the three months ended June 30, 2017, we recognized a net
gain of $1.5 million from the sales of the Shoreline Medical Building for a gain of approximately $1.3 million
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and seven model homes for a gain of approximately $185,000. For the three months ended June 30, 2016, we
recognized a net of $1.2 million from the sale of a parcel of land and its building at the Yucca Valley Retail
Center for a gain of approximately $831,000 and eleven model homes for a gain of approximately $382,000.

Income/losses allocated to non-controlling interests. Income allocated to non-controlling interests for the
three months ended June 30, 2017 totaled approximately $145,000 when compared to the loss allocated during
the three months ended June 30, 2016 of $83,000.

Results of Operations for the Six Months Ended June 30, 2017 and 2016

Revenues. Total revenue was $16.8 million for the six months ended June 30, 2017 compared to $16.2
million for the six months ended June 30, 2016, an increase of $600,000 or 3.7%. The increase in revenue as
reported for the six months month period in 2017 as compared to 2016 was primarily due to a favorable
insurance claim of approximately $525,000 in excess of the cost to repair roof damage at one of our properties.
As same store occupancy remained relatively consistent at 90.0% and 88.75% as of June 30, 2017 and 2016,
respectively, the remaining $75,000 increase was due to an increase in rental rates.

Rental Operating Costs. Rental operating costs were $5.3 million for the six months ended June 30, 2017
compared to $5.1 million for the six months ended June 30, 2016, an increase of approximately $200,000 or
3.92%. Rental operating costs as a percentage of total revenue was 31.4% and 31.2% for the six months ended
June 30, 2017 and 2016, respectively.

General and Administrative Expenses. G&A expenses was $2.6 million for the six months ended June 30,
2017 compared to $2.5 million for the same period in 2016, an increase of approximately $100,000 or 5.4%. The
increase in G&A expense is due to annual salary increases and an increase in group insurance rates. G&A
expenses as a percentage of total revenue was 15.7% and 15.2% for six months ended June 30, 2017 and 2016.

Depreciation and Amortization. Depreciation and amortization expense totaled approximately $4.9 million
for the six months ended June 30, 2017, compared to approximately $5.2 million for the six months ended
June 30, 2016, representing a decrease of approximately $300,000 or 5.8%. Depreciation and amortization
expense associated with properties sold and held for sale account for all of the decrease during the six months
ended June 30, 2017.

Asset Impairments. We review the carrying value of each of our real estate properties quarterly to
determine if circumstances indicate an impairment in the carrying value of these investments exists. During six
months ended June 30, 2017, management did not believe any impairment reserve was required.

Interest Expense-Series B Preferred Stock. The Series B Preferred Stock issued in August 2014 includes a
mandatory redemption provision and therefore is treated as a liability for financial reporting purposes. The
dividends paid and accrued and the amortization of the deferred offering costs are considered interest expense.
Interest expense, including amortization of the deferred offering costs, totaled $2.8 million for the six months
ended June 30, 2017 compared to $3.1 million for the six months ended June 30, 2016. Dividends paid and
accrued totaled $2.2 million and $2.6 million, respectively, and the amortization of the deferred offering costs
associated with that transaction totaled $507,000 and $507,000, respectively for the six months ended June 30,
2017 and 2016 and were included in interest expense-Series B Preferred Stock in the accompanying financial
statements. There were 30,700 and 34,700 shares outstanding as of June 30, 2017 and 2016, respectively,
resulting in the decrease in interest expense. We plan to redeem the entire outstanding amount of the Series B
Preferred Stock using a portion of the proceeds from this offering.

Interest Expense-mortgage notes. Interest expense, including amortization of deferred finance charges
remained consistent for the six months ended June 30, 2017 when compared to the six months ended June 30,
2016 totaling $3.9 and $3.8 million, respectively. The weighted average interest rate on our outstanding debt was
5.1% as of June 30, 2017 compared to 4.7% as of June 30, 2016.
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Gain on Sale of Real Estate Assets, net. For the six months ended June 30, 2017, we recognized a net gain
of approximately $2.0 million due to the sales of Regatta Square Retail Center for a gain of approximately
$756,000, Shoreline Medical Building for a gain of approximately $1.3 million, nine model homes for a gain of
approximately $141,000, offset by the sale of Rangewood Medical Office Building for a loss of approximately
$170,000. For the six months ended June 30, 2016, we recognized a net gain of approximately $1.4 million due
to the sales of 15 model homes for a gain of approximately $557,000 and the sale of a parcel of land and its
building at the Yucca Valley Retail Center for a gain of approximately $831,000.

Income/losses allocated to non-controlling interests. Income allocated to non-controlling interests for the
six months ended June 30, 2017 totaled approximately 215,000 when compared to the loss allocated during the
six months ended June 30, 2016 of $21,000.

Results of Operations for the Years Ended December 31, 2016 and 2015

The following discussion over our results of operations for all properties for the years ended December 31,
2016 and 2015 relates to continuing operations, with the exception of the discontinued operations portion.

Revenues. Total revenue was $32.5 million for the year ended December 31, 2016, compared to
$24.0 million for the year ended December 31, 2015, an increase of $8.5 million or 35.4%. The increase in rental
income as reported in 2016 as compared to 2015 reflects:

• A net increase in industrial and office properties rental income of approximately $6.4 million as a
result of the six property acquisitions made during the third and fourth quarters of 2015;

• A net increase in model home rental income of approximately $250,000 as a result of 2016
acquisitions;

• A net increase in rental income due to two early lease termination fees of approximately $450,000; and

• A net increase in rental income related to same store properties of $1.4 million as a result of increases
in rental rates and occupancy. Same store occupancy was at 91.4% and 86.6% as of December 31, 2016
and 2015, respectively.

Rental Operating Costs. Rental operating costs were $10.1 million for the year ended December 31, 2016
compared to $8.5 million for the year ended December 31, 2015, an increase of $1.6 million or 18.8%. Costs
associated with properties acquired during the third and fourth quarters of 2015 accounted for $2.2 million of the
increase offset by decreases in operating expenses related to bad debt of approximately $200,000 and real estate
taxes of approximately $100,000 in 2016 when compared to 2015. Operating expenses associated with the
Havana Parker property sold in July 2016 resulted in a $300,000 decrease in operating expenses when comparing
year over year. Rental operating costs as a percentage of revenue was 31.2% and 35.5% for the years ended
December 31, 2016 and 2015, respectively.

General and Administrative Expenses. G&A expenses were $5.1 million for the year ended December 31,
2016, compared to $4.7 million for the same period in 2015, representing an increase of approximately $400,000
or 8.5%. While these expenses are semi-fixed and do not necessarily correlate to total revenue and remain
relatively unchanged year over year, we had an increase due to annual increases in costs related to salaries and
professional services. As a percentage of total revenue, our G&A expenses decreased to 15.6% from 19.5% due
to the increase in revenue without a corresponding increase in G&A expenses.

Depreciation and Amortization. Depreciation and amortization expenses were $10.3 million for the year
ended December 31, 2016, compared to $7.8 million for the year ended December 31, 2015, representing an
increase of $2.5 million or 32.1%. Depreciation costs associated with properties acquired during the third and
fourth quarters of 2015 accounted for all of this increase.
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Asset Impairments. We review the carrying value of each of our real estate properties annually to determine
if circumstances indicate an impairment in the carrying value of these investments exists. During 2016, we
recognized an impairment charge of $700,000 on the World Plaza property and $248,000 on the Rangewood
Medical property. These impairment charges reflect management’s estimate of the fair market value based on
sales comps of like property in the same geographical area. There were no impairment changes during 2015.

Interest Expense-Series B Preferred Stock. The Series B Preferred Stock commenced in August 2014
includes a mandatory redemption and therefore is treated as a liability for financial reporting purposes. The
dividends paid and accrued and the amortization of the deferred offering costs are considered interest expense for
reporting purposes under GAAP. Interest expense, including amortization of the deferred offering costs of
$1,014,000 and $951,000, respectively, totaled $6.0 million for the year ended December 31, 2016 compared to
$4.8 million for the year ended December 31, 2015. An initial investment of $16.6 million was made during the
third quarter of 2014 and an additional investment of $18.4 million was made during the third and fourth quarters
of 2015. Dividends paid and accrued totaled $4.9 million and $3.4 million, respectively, for the years ended
December 31, 2016 and 2015. We plan to redeem the entire outstanding amount of the Series B Preferred Stock
using a portion of the proceeds from this offering.

Interest Expense-mortgage notes. Interest expense, including amortization of deferred finance charges,
increased by approximately $1.6 million, or 26.7%, to approximately $7.6 million for the year ended
December 31, 2016 compared to $6.0 million for the year ended December 31, 2015. Interest expense associated
with properties acquired during the third and fourth quarters of 2015 totaled $1.5 million. The weighted average
interest rate on our outstanding debt remained at 4.7% at December 31, 2016.

Gain on Sale of Real Estate Assets. For the year ended December 31, 2016, we recognized a net gain due to
the sales of 21 model homes for a gain of approximately $687,000, a parcel of land and its building at the Yucca
Valley Retail Center for a gain of approximately $831,000 and the Havana Parker Complex for a gain of
approximately $668,000, for a total of approximately $2.2 million for the year. For the year ended December 31,
2015, we recognized a net gain due to the sales of eight model homes for a gain of approximately $500,000 and
one building at the Yucca Valley Retail Center for a gain of approximately $1.0 million, for a total of
approximately $1.5 million for the year.

Income from non-controlling interests. Loss allocated to non-controlling interests for the year ended
December 31, 2016 totaled $240,000 when compared to $1.8 million for the year ended December 31, 2015. The
self-storage portfolio had two properties that were owned in limited partnerships and substantially all of the
income allocated to non-controlling interests in 2015 was due to the gain on sale of the two properties.
Approximately $84,000 and $500,000 was attributable to the model home partnerships for the year ended
December 31, 2016 and 2015, respectively, that are owned under four limited partnerships of which we have a
minority interest.

Liquidity and Capital Resources

Overview

Our future sources of liquidity include existing cash and cash equivalents, cash flows from operations, new
mortgages on our unencumbered properties, refinancing of existing mortgages, future real estate sales and the
possible sale of additional equity/debt securities. Our available liquidity at June 30, 2017 included cash and cash
equivalents of $5.8 million, as well as our potential borrowing capacity under credit facilities that we intend to
seek to obtain in connection with the completion of this offering. On June 30, 2017, we exercised our option to
extend the redemption date on our Series B Preferred Stock to August 1, 2019 and paid an extension fee of
$153,500.

Our future capital needs include paying down existing borrowings, maintaining our existing properties,
funding tenant improvements, paying lease commissions (not covered by lender held reserve deposits), monthly
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payments on the Series B Preferred Stock (which we plan to redeem using a portion of the net proceeds from this
offering) and the payment of a competitive distribution to our stockholders. We also are actively seeking
investments that are likely to produce income and achieve long term gains in order to pay distributions to our
stockholders. To ensure that we are able 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 debt service
requirements of our existing mortgages, completing tenant improvements and funding for our distributions to
stockholders. During the six months ended June 30, 2017, our principal debt service was approximately $1.8
million (debt paid off in connection with sales of real estate was $4.8 million) and the cash portion of the
distributions to our common stockholders was $2.4 million, while the net cash provided by our operating
activities totaled approximately $2.1 million. The remainder of our short term liquidity needs was covered by our
cash and cash equivalents. We believe that the cash flow from our existing portfolio and our acquisitions and
distributions from joint ventures in model home partnerships will be sufficient to fund our near term operating
costs, capital expenditures, debt service costs 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 will fund a portion of these needs from additional borrowings of secured or unsecured indebtedness or we
will reduce the rate of distribution to our stockholders.

Our long-term liquidity needs include proceeds necessary to grow and maintain our portfolio of
investments. We believe that the potential financing capital available to us in the future is sufficient to fund our
long-term liquidity needs. We are continually reviewing our existing portfolio to determine which properties
have met our short and long-term goals and reinvesting the proceeds in properties with better potential to
increase performance. We expect to obtain additional cash in connection with refinancing of maturing mortgages
and assumption of existing debt collateralized by some or all of our real property in the future to meet our long-
term 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 additional properties to meet our long-term objectives.

Cash and Cash Equivalents

At June 30, 2017, we had approximately $5.8 million in cash and cash equivalents. Our cash and cash
equivalents are held in bank accounts at third party institutions and consist of invested cash and cash in our
operating accounts. During 2017 and 2016, we did not experience any loss or lack of access to our cash or cash
equivalents. Approximately $2.0 million of our cash balance is intended for capital expenditures on existing
properties (net of deposits held in reserve accounts by our lenders). We intend to use the remainder of our
existing cash and cash equivalents for acquisitions, general corporate purposes and distributions to our
stockholders.

Secured Debt

As of June 30, 2017, we had fixed-rate mortgage notes payable in the aggregate principal amount of $134.4
million relating to our commercial portfolio, collateralized by a total of 21 commercial properties with loan terms
at issuance ranging from five to 20 years. The weighted-average interest rate on the mortgage notes payable as of
June 30, 2017 was approximately 4.7%, and our debt to estimated market value on these properties was
approximately 55.4%.

As of June 30, 2017, we had fixed-rate mortgage notes payable in the aggregate principal amount of $27.4
million relating to our model home portfolio, collateralized by a total of 129 model home properties. These loans
generally have a term at issuance of three to five years. The average loan balance per home outstanding and the
weighted-average interest rate on these mortgage loans were approximately $217,000 and 4.4%, respectively, as
of June 30, 2017, and our debt to estimated value on these properties was approximately 58.9%. We have
guaranteed these promissory notes.
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Despite the disruptions in the debt market discussed in “Overview” above, we have been able to refinance
maturing debts before scheduled maturity dates and we have also not experienced any unusual difficulties
financing our acquisitions.

Cash Flows for the six months ended June 30, 2017 and June 30, 2016

Operating Activities

Net cash provided by operating activities increased by approximately $1.3 million to $2.1 million for the six
months ended June 30, 2017 from net cash provided of $700,000 for the six months ended June 30, 2016. The
primary reason cash provided from operating activities was low during the six months ended June 30, 2016 was
due to paying off $1.3 million in accrued Series B Preferred Stock dividends which were included in account
payable and accrued liabilities as of December 31, 2015.

Investing Activities

Net cash provided by investing activities during the six months ended June 30, 2017 was $3.4 million
compared to $3.2 million of cash used in investing activities during the six months ended June 30, 2016. During
the six months ended June 30, 2017, we purchased 30 model homes for approximately $9.7 million, whereas
during the six months ended June 30, 2016, we purchased 25 model homes for approximately $7.8 million.
Additionally, during the six months ended June 30, 2017, we received proceeds from the sale of two medical
buildings and one retail building totaling approximately $13.3 million and the sale of nine model homes for
approximately $2.5 million. During the six months ended June 30, 2016, we received proceeds from the sale of
15 model homes totaling $4.4 million and sold a parcel of land and its building for $1.3 million.

We currently project that we could spend up to $2.0 million (net of deposits held in reserve accounts by
lenders) on capital improvements, tenant improvements and leasing costs for properties within our portfolio on
an annual basis. Capital expenditures may fluctuate in any given period subject to the nature, extent, and timing
of improvements required to the properties. We may spend more on capital expenditures in the future due to
rising construction costs and the anticipated increase in property acquisitions. Tenant improvements and leasing
costs may also fluctuate in any given year depending upon factors such as the property, the term of the lease, the
type of lease, the involvement of external leasing agents and overall market conditions.

Financing Activities

Net cash used in financing activities during the six months ended June 30, 2017 was $2.7 million compared
to cash provided by financing activities of $1.4 million during the six months ended June 30, 2016, primarily due
to repaying $8.2 million in mortgage notes payable from debt service and in connection with the sale of two
medical building and one retail building. During the six months ended June 30, 2016, we received proceeds from
mortgage notes payable of $5.5 million. During the six month ended June 30, 2017, we redeemed 2,000 shares of
Series B Preferred Stock for $2.0 million, compared to 300 shares redeemed during the six months ended
June 30, 2016 for $300,000.

Cash Flows for the years ended December 31, 2016 and December 31, 2015

Operating Activities

Net cash provided in operating activities for the year ended December 31, 2016 and 2015 remained
relatively consistent at approximately $3.7 and $3.8 million, respectively. Net cash flow from the six acquisitions
that occurred between August and December 2015 and the $450,000 early lease termination fee received
represented an increase in cash flows offset by the payment of the accrued dividends related to the Series B
Preferred Stock of $1.3 million during the year ended December 31, 2016 when compared to the year ended
December 31, 2015.
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Investing Activities

Net cash used in investing activities during the year ended December 31, 2016 was $16.5 million compared
to $36.3 million of cash used in the year ended December 31, 2015. During the year ended December 31, 2016
we purchased 65 model homes for $23.7 million and received proceeds from the sales of 21 model homes
totaling $6.4 million, sold a parcel of land and its building for $1.3 million and the Havana Parker Complex for
$3.3 million. We incurred approximately $1.2 million in selling and other costs associated with these
sales. During the year ended December 31, 2015, we sold all of its self-storage facilities for $36.0 million and
incurred $2.0 million in selling costs associated with the sale.

We currently project that we could spend up to $2.0 million (net of deposits held in reserve accounts by
lenders) on capital improvements, tenant improvements and leasing costs for properties within our portfolio on
an annual basis. Capital expenditures may fluctuate in any given period subject to the nature, extent, and timing
of improvements required to the properties. We may spend more on capital expenditures during in the future due
to rising construction costs and the anticipated increase in property acquisitions. Tenant improvements and
leasing costs may also fluctuate in any given year depending upon factors such as the property, the term of the
lease, the type of lease, the involvement of external leasing agents and overall market conditions.

Financing Activities

Net cash provided by financing activities during the year ended December 31, 2016 was $9.3 million
compared to cash provided of $33.5 million for the year ended December 31, 2015. The decrease is primarily due
to paying $2.3 million for redeeming 2,300 shares of the Series B Preferred Stock during 2016 and receiving
$18.2 million of proceeds from the issuance of the Series B Preferred Stock during the year ended December 31,
2015 offset by mortgage activities during the same period.

Off-Balance Sheet Arrangements

As of June 30, 2017 and December 31, 2016, we do not have any off-balance sheet arrangements or
obligations, including contingent obligations.

Non-GAAP Supplemental Financial Measures

Funds From Operations

Management believes that Funds From Operations (“FFO”) is a useful supplemental measure of our
operating performance. We compute FFO using the definition outlined by the National Association of Real
Estate Investment Trusts (“NAREIT”). NAREIT defines FFO as net income (loss) in accordance with accounting
principles generally accepted in the United States (“GAAP”), plus depreciation and amortization of real estate
assets (excluding amortization of deferred financing costs and depreciation of non-real estate assets) reduced by
gains and losses from sales of depreciable operating property and extraordinary items, as defined by GAAP.
Other REITs may use different methodologies for calculating FFO and, accordingly, our FFO may not be
comparable to other REITs. Because FFO excludes depreciation and amortization, gains and losses from property
dispositions that are available for distribution to stockholders and extraordinary items, it provides a performance
measure that, when compared year over year, reflects the impact to operations from trends in occupancy rates,
rental rates, operating costs, development activities, general and administrative expenses and interest costs,
providing a perspective not immediately apparent from net income. In addition, our management team believes
that FFO provides useful information to the investment community about our financial performance when
compared to other REITs since FFO is generally recognized as the industry standard for reporting the operations
of REITs. However, FFO should not be viewed as an alternative measure of our operating performance since it
does not reflect either depreciation and amortization costs or the level of capital expenditures and leasing costs
necessary to maintain the operating performance of our properties which are significant economic costs and
could materially impact our results from operations.
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Modified Funds From Operations

We define Modified Funds From Operations (“MFFO”), a non-GAAP measure, consistent with the
Investment Program Association’s (“IPA”) Guideline 2010-01, Supplemental Performance Measure for Publicly
Registered, Non-Listed REIT Modified Funds From Operations (the “Practice Guideline”), issued by the IPA in
November 2010. The Practice Guideline defines MFFO as FFO further adjusted for the following items, as
applicable, included in the determination of GAAP net income: acquisition fees and expenses; amounts relating
to deferred rent receivables and amortization of above-market and below-market leases and liabilities (which are
adjusted in order to reflect such payments from a GAAP accrual basis to a cash basis of disclosing the rent and
lease payments); accretion of discounts and amortization of premiums on debt investments; nonrecurring
impairments of real estate-related investments (i.e., infrequent or unusual, not reasonably likely to recur in the
ordinary course of business); mark-to-market adjustments included in net income; nonrecurring gains or losses
included in net income from the extinguishment or sale of debt, hedges, foreign exchange, derivatives or
securities holdings where trading of such holdings is not a fundamental attribute of the business plan, unrealized
gains or losses resulting from consolidation from, or deconsolidation to, equity accounting, and after adjustments
for consolidated and unconsolidated partnerships and joint ventures, with such adjustments calculated to reflect
MFFO on the same basis. The accretion of discounts and amortization of premiums on debt investments,
nonrecurring unrealized gains and losses on hedges, foreign exchange, derivatives or securities holdings,
unrealized gains and losses resulting from consolidations, as well as other listed cash flow adjustments are
adjustments made to net income in calculating the cash flows provided by operating activities and, in some cases,
reflect gains or losses which are unrealized and may not ultimately be realized.

Our MFFO calculation complies with the IPA’s Practice Guideline described above. In calculating MFFO,
we exclude acquisition related expenses, amortization of above-market and below-market leases, deferred rent
receivables and the adjustments of such items related 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. All paid and accrued acquisition fees and expenses will have negative 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 are generated to cover the purchase price of the
property, these fees and expenses and other costs related to such property. The acquisition of properties, and the
corresponding acquisition fees and expenses, is the key operational feature of our business plan to generate
operational income and cash flow to fund distributions to our stockholders. Further, under GAAP, certain
contemplated non-cash fair value and other non-cash adjustments are considered operating non-cash adjustments
to net income in determining cash flow from operating activities. In addition, we view fair value adjustments of
impairment charges and gains and losses from dispositions of assets as non-recurring items or items which are
unrealized and may not ultimately be realized, and which are not reflective of on-going operations and are
therefore typically adjusted for when assessing operating performance. In particular, we believe it is appropriate
to disregard impairment charges, as this is a fair value adjustment that is largely based on market fluctuations and
assessments regarding general market conditions which can change over time. An asset will only be evaluated for
impairment if certain impairment indications exist and if the carrying, or book value, exceeds the total estimated
undiscounted future cash flows (including net rental and lease revenues, net proceeds on the sale of the property,
and any other ancillary cash flows at a property or group level under GAAP) from such asset. Investors should
note, however, that determinations of whether impairment charges have been incurred are based partly on
anticipated operating performance, because estimated undiscounted future cash flows from a property, including
estimated future net rental and lease revenues, net proceeds on the sale of the property, and certain other ancillary
cash flows, are taken into account in determining whether an impairment charge has been incurred. While
impairment charges are excluded from the calculation of MFFO as described above, investors are cautioned that
due to the fact that impairments are based on estimated future undiscounted cash flows and the relatively limited
term of our operations, it could be difficult to recover any impairment charges.
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The following table presents our FFO and MFFO for the three and six months ended June 30, 2017:

For the Three Months
Ended June 30,

For the Six Months
Ended June 30,

2017 2016 2017 2016

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . $ 19,312 $ (911,425) $ (994,387) $(2,015,386)
Adjustments:
Loss attributable to noncontrolling

interests . . . . . . . . . . . . . . . . . . . . . . . 145,313 83,039 214,828 21,356
Depreciation and amortization . . . . . . . . 2,443,817 2,499,630 4,947,333 5,159,161
Gain on sale of real estate assets . . . . . . (1,485,589) (1,213,060) (2,027,051) (1,388,545)

FFO . . . . . . . . . . . . . . . . . . . . . . . . $ 1,122,853 $ 458,184 $ 2,140,723 $ 1,776,586

Straight-line rent adjustment . . . . . . . . . (146,412) (199,670) (317,390) (402,452)
Amortization of above and below-

market leases, net . . . . . . . . . . . . . . . . (57,485) (67,415) (112,100) (141,005)
Restricted stock compensation . . . . . . . . 136,920 129,534 273,840 259,068
Amortization of financing costs . . . . . . . 372,043 377,696 743,291 735,307
Real estate acquisition costs . . . . . . . . . 37,711 17,452 38,326 27,091

MFFO . . . . . . . . . . . . . . . . . . . . . . . $ 1,465,630 $ 715,781 $ 2,766,690 $ 2,254,595

The following table presents our FFO and MFFO for the years ended December 31, 2016 and 2015:

For the Year Ended
December 31,

2016 2015

Net loss attributable to NETREIT, Inc. common
stockholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (5,812,485) $(3,818,692)

Adjustments:
Income attributable to noncontrolling interests . . . . 241,402 1,791,194
Depreciation and amortization (including

discontinued operations) . . . . . . . . . . . . . . . . . . . 10,256,185 7,950,563
Asset impairment . . . . . . . . . . . . . . . . . . . . . . . . . . . 948,053 —
Gain on sale of real estate assets (including

discontinued operations) . . . . . . . . . . . . . . . . . . . (2,186,481) (6,243,640)

FFO . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,446,674 $ (320,575)

Straight line rent adjustment . . . . . . . . . . . . . . . . . . (958,853) (453,528)
Amortization of above and below-market leases,

net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (285,827) 43,578
Amortization of restricted stock compensation . . . . 520,578 464,827
Amortization of financing costs . . . . . . . . . . . . . . . . 1,447,021 1,536,437
Real estate acquisition costs . . . . . . . . . . . . . . . . . . 145,040 348,414

MFFO . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,314,633 $ 1,620,145

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

Same-Store Property Operating Results for the three and six months ended June 30, 2017 and 2016

The table below presents the operating results for our commercial rental properties owned as of January 1,
2016 for each of the three and six months ended June 30, 2017 and 2016, thereby excluding the impact on our
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results of operations from the real estate properties acquired subsequently. The table below excludes model home
operations as the rental rates do not fluctuate during the term of the lease and there are no operating
expenses. Income from discontinued operations from the self-storage portfolio are not included. We believe that
this type of non-GAAP financial measure, when considered with our financial statements prepared in accordance
with GAAP, allows investors to better understand our operating results. Properties are included in this analysis if
they were owned and operated for the entirety of both periods being compared. Further, same-property operating
results is a measure for which there is no standard definition and, as such, it is not consistently defined or
reported on among our peers, and thus may not provide an adequate basis for comparison between REITs.

We evaluate the performance of its same-store property operating results based upon net operating income
from continuing operations (“NOI”), which is a non-GAAP supplemental financial measure. We define NOI as
operating revenues (rental income, tenant reimbursements and other operating income) less property and related
expenses (property operating expenses, real estate taxes, insurance and provision for bad debt) less interest
expense. NOI excludes certain items that are not considered to be controllable in connection with the
management of an asset such as non-property income and expenses, depreciation and amortization, asset
management fees and corporate general and administrative expenses. We believe that net income is the GAAP
measure that is most directly comparable to NOI; however, NOI should not be considered as an alternative to net
income as the primary indicator of operating performance as it excludes the items described above. Additionally,
NOI as defined above may not be comparable to other REITs or companies as their definitions of NOI may differ
from our definition.

For the Three Months Ended
June 30, Variance

For the Six Months Ended
June 30, Variance

2017 2016 $ % 2017 2016 $ %

Rental revenues . . . . . . $7,145,086 $6,744,859 $400,227 5.9% $14,297,822 $14,221,172 $ 76,650 0.5%
Rental operating

costs . . . . . . . . . . . . 2,669,968 2,394,813 275,155 11.5% 5,243,937 4,764,823 479,114 10.1%
Net operating

income . . . . . . . . . . . $4,475,118 $4,350,046 $125,072 2.9% $ 9,053,885 $ 9,456,349 $(402,464) -4.3%
Operating Ratios:
Number of same

properties . . . . . . . . 22 22 22 22
Same-property

occupancy, end of
period . . . . . . . . . . . 90.0% 88.7% 1.3% 90.0% 88.7% 1.3%

Same-properties
operating costs as . .

a percentage of total
revenues . . . . . . . . . 37.4% 35.5% 1.9% 36.7% 33.5% 3.2%

Overview

Same-store property NOI increased for the three months ended June 30, 2017, as compared to the three
months ended June 30, 2016 was evidenced by the 5.9% increase in rental revenues and 2.9% increase in NOI.
As occupancy remained relatively consistent, the increase in rental revenues was due to an increase in rental rates
from new leases and renewals. Refer to leasing activity below.

Same-store property NOI decreased for the six months ended June 30, 2017 as compared to six months
ended June 30, 2016 as evidenced by the increase in rental operating costs of 10.1% and decrease in NOI of
4.3%. The decrease in same-store NOI was due to an increase in rental operating costs during the six months
ended June 30, 2017 when compared to the six months ended June 30, 2016 due to an increase in real estate taxes
of approximately $200,000 from property value reassessments, to an increase in bad debt expense during the
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three months ended June 30, 2017 of approximately $40,000, an increase in utilities of approximately $60,000
and approximately $200,000 in maintenance costs.

Leasing

Our same-store property results are primarily driven by increases in rental rates on new leases and lease
renewals and changes in portfolio occupancy. Over the long-term, we believe that the infill nature and strong
demographics of our properties provide us with a strategic advantage, allowing us to maintain relatively high
occupancy and increase rental rates. We have continued to see signs of improvement for many of our tenants as
well as increased interest from prospective tenants for our spaces. While there can be no assurance that these
positive signs will continue, we remain cautiously optimistic regarding the improved trends we have 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 economic environment. However, any reduction in our tenants’ abilities to pay base
rent, percentage rent or other charges, may adversely affect our financial condition and results of operations.

During the three months ended June 30, 2017, we signed 16 comparable leases (two new leases and 14
renewals) for a total of 83,094 square feet of comparable space leases, at an average rental rate increase of 9.2%
on a cash basis and an average rental increase of 10.5% on a straight-line basis. Two new office leases for
comparable spaces were signed for 6,250 square feet at an average rental rate increase of 29.4% on a cash basis
and an average rental rate increase of 31.0% on a straight-line basis. Renewals for comparable office spaces were
signed for 76,844 square feet at an average rental rate increase of 7.8% on a cash basis and increase of 9.2% on a
straight-line basis.

Same-Property Operating Results for the years ended December 31, 2016 and 2015

The table below presents the operating results for our commercial rental properties owned as of January 1,
2015 for the years ended December 31, 2016 and 2015, thereby excluding the impact on our results of operations
from the real estate properties that we acquired subsequent to December 31, 2016. The table below excludes
model home operations as the rental rates do not fluctuate during the term of the lease and there are no operating
expenses. Income from discontinued operations from the self-storage portfolio are not included. We believe that
this type of non-GAAP financial measure, when considered with our financial statements prepared in accordance
with GAAP, is useful to investors to better understand our operating results. Properties are included in this
analysis if they were owned and operated for the entirety of both periods being compared. Further, same-property
operating results is a measure for which there is no standard definition and, as such, it is not consistently defined
or reported on among our peers, and thus may not provide an adequate basis for comparison between REITs.

For the Year Ended December 31, Variance

2016 2015 $ %

Rental revenues . . . . . . . . . . . . . . . . . . . . . . . . . $20,596,006 $19,192,129 $1,403,877 7.3%
Rental operating costs . . . . . . . . . . . . . . . . . . . . 7,054,417 7,367,725 (313,308) -4.3%
Net operating income . . . . . . . . . . . . . . . . . . . . . $13,541,589 $11,824,404 $1,717,185 14.5%
Operating Ratios:
Number of same properties . . . . . . . . . . . . . . . . 18 18
Same-property occupancy, end of period . . . . . . 90.9% 87.1% 3.8%
Same-properties operating costs as a percentage

of total revenues . . . . . . . . . . . . . . . . . . . . . . . 34.3% 38.4% -4.1%

Overview

Same-store property NOI increased for the year ended December 31, 2016 as compared to the
corresponding period in 2015 as evidenced by the increase in rental revenues of 7.3% and same-store NOI of
14.5%. The improvement in rental revenues was partially due to two lease termination fees of approximately
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$450,000 and other non-recurring income of approximately $232,000. The remainder of the increase was due to
increases in rental rates and occupancy during the period. Without these non-recurring items, same-store NOI
would have been approximately $12.9 million, an increase of 8.8% when compared to 2015. Rental operating
costs as a percentage of total revenues decreased approximately 4.1% for the year ended December 31, 2016
when compared to the year ended December 31, 2015. We incurred approximately $236,000 in bad debt expense
for the year ended December 31, 2015 as compared to no bad debt expense during the year ended December 31,
2016.

Leasing

During the year ended December 31, 2016, we signed 98 leases (36 new leases and 62 renewals) for a total
of 370,810 square feet of space leases, of which 286,720 square feet related to comparable leases. Comparable
leases signed had an average rental rate increase of 8.5% on a cash basis and an average rental increase of 20.6%
on a straight-line basis. New office leases for comparable spaces were signed for 49,720 square feet at an average
rental rate increase of 17.4% on a cash basis and an average rental rate increase of 22.0% on a straight-line basis.
Renewals for comparable office spaces were signed for 237,000 square feet at an average rental rate increase of
6.8% on a cash basis and increase of 20.3% on a straight-line basis. Non comparable new leases were signed for
84,090 square feet.

Impact of Downtime and Rental Rate Changes

The downtime between a lease expiration and a new lease commencement, typically ranging from six to 24
months, can negatively impact total NOI and same property NOI. In addition, office leases, both new and lease
renewals typically contain upfront rental and/or operating expense abatement periods which delay the cash flow
benefits of the lease even after the new lease or renewal has commenced. If we are unable to replace expiring
leases with new or renewal leases at rental rates equal 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 all leases
entered into prior to 2008 the start of the recession. Most of our leases were less than seven years in duration 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 that can fluctuate widely on a market by market basis; however,
given the 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 still
fluctuate as a result of rent roll ups and roll downs, however, depending on the leasing activity in individual
geographic markets during the respective period.
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MARKET OVERVIEW

Market Opportunity

The U.S. economy has experienced consistent economic expansion and job growth since the 2008 recession.
GDP has increased at an annualized rate of 1.9% between 2009 and 2016. Total office employment in the United
States has increased from 49.4 million in September 2009, its post-recession low, to 54.2 million in June 2017,
according to the Bureau of Labor Statistics. Our business strategy is driven by the forecasted continued U.S.
economic growth, which we believe will continue to drive occupancy and rental rate increases. Further, our
strategy focuses on non-gateway markets, which we believe present opportunities for above-average economic
growth as well as the ability to achieve attractive asset pricing with little new supply.

Our investment focus is on select markets which we believe contain the favorable demographic and business
attributes to drive economic growth and the demand for institutional quality real estate. Our target markets include
Columbus, Kansas City, Minneapolis, Pittsburgh, Salt Lake City, Colorado Springs, Denver and San Diego.

Economic Trends

According to the US Department of Commerce, the U.S. economy is continuing to grow in the first half of
2017. GDP grew at an annualized 3.0% rate in the second quarter of 2017. Consensus estimates are for GDP
growth of 2.7% in the second half of 2017 with the United States Congressional Budget Office (“CBO”)
forecasting GDP growth of 2.0% in 2018 and 1.6% in 2019. The CBO expects that these increases in U.S. GDP
will spur businesses to maintain and or grow hiring rates, which will continue to push down the unemployment
rate and raise the rate of participation in the labor force. In particular, the CBO projects that the unemployment
rate will maintain a range of 4.4% to 5.0% over the next eleven years.

Quarterly Change in Total Office Employment
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As GDP has continued steady growth since the recession, both employers and employees have sought
markets that provide affordable and attractive urban environments. Demand fundamentals for office and
industrial properties remain positive, supported by continued improvement of the U.S. economy with a generally
strong labor market which will continue to drive demand growth. Since the recession, there has been a significant
change in the way real estate is consumed, which is disproportionally positively effecting non-gateway markets.
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Affordability concerns have slowed relative job growth in gateway markets and provided additional growth in
regionally dominate markets.
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The growth of supply of office and industrial properties has remained below historical averages. New
supply of properties is primarily being delivered in gateway markets with rents in regional markets typically not
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able to justify new development. We believe that limited new supply of office and industrial properties in
dominant regional markets in conjunction with continued job growth will increase rental rates.

Construction Starts Fall Below the Long-Term Average for the Second Consecutive Quarter

(Source: JLL)

U.S. Economic Outlook

According to forecasts by the CBO, inflation-adjusted U.S. GDP grew by 1.6% in 2016 and is expected to
grow 2.2% in 2017, 2.1% in 2018, and 1.8% in 2019. The CBO expects that these increases in U.S. GDP will
spur businesses to maintain and or grow hiring rates, which will continue to push down the unemployment rate
and raise the rate of participation in the labor force. In particular, the CBO projects that the unemployment rate
will maintain a range of 4.4% to 5.0% over the next 11 years. Overall, the CBO anticipates that over the next
decade, inflation-adjusted U.S. GDP will increase at an average annual pace of 1.9%. We expect that increased
employment will lead to increased consumer spending, further enhancing the demand for warehouse space,
particularly in an e-commerce retail environment.

Office Real Estate Fundamentals

Overview

According to CBRE, office real estate demand is going to see continued growth through 2017 as job growth
remains at a consistent pace. In the second quarter of 2017, year over year asking rents grew at 4.1% with the
national vacancy rate at 13.0%. According to Colliers, the greatest vacancy declines in the first half of 2017 were
in non-gateway markets. Office property sales were down 15.0% in gateway markets in the second quarter of
2017 while secondary markets saw a 10.0% increase in transactions. We believe this shift of transaction volume
to non-gateway markets is driven by the higher initial returns available outside of gateway markets. We believe
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that office demand is highly correlated to job growth, with CBRE reporting the highest net absorption
concentrated in the high job growth markets of the West and South.

U.S. Metro Rent Growth and Vacancy Rate
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New construction continues to be focused on gateway markets, where asking rents may justify the cost of
new space. Data from CBRE shows that in the first half of 2017, 47.0% of new supply is located in five major
markets: Manhattan, San Francisco, Washington D.C., San Jose and Seattle. Total properties under construction
in our target markets represents 8.1% of new supply. We believe that strengthening job growth in non-gateway
markets in conjunction with limited new supply of properties will increase demand for office properties in many
U.S. markets.

U.S. Metro Office Supply and Demand
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Share of Metro under Construction

Manhattan, 13% 

Washington,
D.C., 9% 

San Francisco,
9% 

Seattle, 8% 

San Jose,
8% 

Remaining
Metros, 53% 

(Source: CBRE)

We believe that office demand is highly correlated to job growth, with CBRE reporting the highest net
absorption concentrated in the high job growth markets of the West and South. The following table outlines the
markets with the highest job creation:
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Capitalization rates for office properties were unchanged in the first half of 2017, according to CBRE
market survey. Average Cap rates were 6.66% nationally for metro central business district office properties
including an average 4.56% cap rate for Class AA rated properties in gateway markets. We believe that cap rates
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in select secondary markets will provide higher initial returns on cost with cap rate compression as investors seek
higher returns than can be achieved in gateway markets.

U.S. Office Suburban - Historical Cap Rates by Class
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Industrial Real Estate Fundamentals

Overview

According to CBRE, industrial real estate demand remained strong through the second quarter of 2017. Net
absorption was 58.3 million square feet representing the 29th consecutive quarter of positive user demand.
National rental rates grew 6.6% year-over-year in the second quarter of 2017. New construction has lagged
leasing demand throughout the recovery; CBRE reports during the second quarter of 2017 new development was
down 6.8% quarter-over-quarter. We believe that while construction starts continue to remain limited and
economic demand drivers continue to power absorption, industrial fundamentals will continue to strengthen.

U.S. Industrial Supply and Demand

Completions (L) Net Absorption (L) Availability Rate (R)
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Industrial real estate is expected to continue to benefit from the positive economic trends, including job
growth and growing consumer spending and an associated increase in the manufacturing sector. We believe that
continued positive trends in the broader economy will drive rental increase and demand for industrial properties.

Tight Labor Market Generates Consumer
Confidence U.S. Industrial Rent Growth
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The adaptation of consumers to on-line commerce has driven demand for logistics properties. Additionally,
developing trends point to a strong near-to medium-term outlook for the light industrial sector representing
properties smaller than 200,000 square feet, according to CBRE. Consumer demand for next day delivery is
translating into smaller regional facilities that can provide next day fulfillment of goods. We believe that
millennials who are migrating to regional growth markets are increasing the demand for e-commerce next day
delivery, which will have a positive effect on industrial property demand.

Increased e-commerce has a positive impact on warehouse demand, as it tends to transfer retail tenants to
warehouses. According to the U.S. Census Bureau, U.S. e-commerce totaled $111.5 billion in the second quarter
of 2017, a 4.8% growth from the first quarter of 2017. E-commerce represented 8.9% of total retail sales in the
second quarter of 2017, with the percentage of retail sales having grown 16.2% since the second quarter of 2016.
We believe that consumer preferences will continue to increase the percentage of e-commerce transactions
increasing the number of required warehouse and logistics properties required to fulfill demand. With the
massive increase in online sales over the past 15 years, e-commerce companies have had to make major
investments in infrastructure and facilities to keep pace with demand. This trend is expected to continue, as
online sales keep growing with traditional brick and mortar retailers employing multi-channel sale strategies.
Additionally, this emergence of e-commerce and the growth of internet retailers and wholesalers are expanding
the universe of tenants seeking industrial space in our target markets, which should drive demand and rent
growth into the future.

Growth in manufacturing and infrastructure spending is also driving demand for industrial real estate. The
Institute for Supply Management business survey index rose 2.9% in June 2017 with projected revenue growth of
4.4% for 2017. With consumer spending increasing, and energy prices and labor costs down, we believe that the
fundamentals support a sustained resurgence in domestic manufacturing. The increased growth in manufacturing
will continue to drive demand for warehouse and industrial properties. We believe that the continued growth in
demand for industrial properties and the limited growth in new construction will have a positive impact on our
industrial properties.

Our Target Markets

We seek to invest in commercial properties in regionally dominant markets that we believe will outperform
other markets due to attractive growth dynamics driven in party by economic factors such as strong office-using
employment growth; net in-migration of a highly educated workforce; large student population; the stability
provided by healthcare systems, government or other large institutional employer presence and low rates of
unemployment. We seek regionally dominant markets that are typically not the primary focus of large
institutional investors and other REITs. Our target markets feature the physical and intellectual infrastructure to
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attract and retain the human capital that drives a knowledge-based economy with less emphasis on production
and greater focus on ideas and information. Our markets typically have strong public policy initiatives designed
to enhance economic growth, such as low cost centers for business, transportation infrastructure, walkable urban
centers, significant cultural attractions, quality of life services, connectivity, and technology. We seek markets
that also have key components of human capital development and retention, such as research universities,
healthcare centers, financial services industries, software development, and media companies.

Within our target markets, we expect to primarily focus on acquiring office and industrial properties with a
purchase price between $10 million and $30 million in order to limit competition from both large and well
capitalized buyers focused on core markets. We believe that it is challenging for many local buyers in our target
markets to raise the debt and equity capital necessary to complete real estate transactions in excess of $10 million.

The growth in jobs since the recession has not been spread evenly across the country. We believe that
secondary and tertiary metropolitan areas have stable and growing segments of the economy, such as technology,
and are creating jobs at a faster rate than the nation as a whole. As companies continue to look for ways to reduce
costs in the wake of the recession, more jobs seem to be shifting to areas with lower costs of living, doing
business, and real estate. Our target markets include areas meeting these criteria.

DENVER, CO

PITTSBURGH, PA

SAN DIEGO, CA

COLORADO SPRINGS,
CO

KANSAS CITY, MO

COLUMBUS, OH

MINNEAPOLIS, MN

SALT LAKE CITY, UT

FARGO, NDBISMARCK, ND

INLAND EMPIRE, CA

INITIAL PROPERTY OUTSIDE OF TARGET MARKETS

TARGET MARKET WITH NO CURRENT PROPERTY

INITIAL PROPERTY IN TARGET MARKET

We are currently considering commercial property acquisitions in the following target markets:

Colorado Springs

Colorado Springs, Colorado has an economy that is primarily driven by the five military installations in the
area as well as other prominent industries, including aerospace, cybersecurity, IT and medical innovation. The
city has seen an increase in net absorption since 2015 due to stronger tenant demand, before seeing a decrease in
the second quarter of 2017 due to one large tenant leaving the market. The city is becoming the center of the
burgeoning cybersecurity industry with the recent additions of the National Cybersecurity Center and the Air
Force Academy’s Cyberworx Center. Currently, we own six properties in Colorado Springs: Garden Gateway
Plaza, Executive Office Park, The Presidio, Union Town Center, Research Parkway, and Centennial Technology
Center. When accounting for affordability, the economy, education and health, quality of life and safety,
Wallethub ranks Colorado Springs as the fifth best city to live in the country.

72



Bureau of Labor Statistics data for December 2016 put total office employment up 3,600 jobs from 12
months earlier (1.6%) and up 8,800 jobs from 24 months earlier (3.9%).
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Colorado Springs Office Market

Net absorption has been positive from 2013 through the first quarter of 2017. In the second quarter of 2017,
a large tenant left the market leading to negative net absorption. Office rents and market vacancy have been
stable since 2013.
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Colorado Springs Industrial Market

Net absorption has exceeded new supply from 2013 through the first half of 2017. Industrial rents have
shown steady growth with declining office vacancy rates.
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Columbus

Columbus, Ohio has enjoyed substantial gains in employment in the past five years, as approximately
150 companies have moved into the area. We believe these employers were likely drawn to the highly educated
workforce supported with over 50 college and university campuses located in the area. Additionally, a young
demographic—nearly 20% of residents fall in range of ages 25-34—has driven the city’s technology sector,
which is ranked in the top 20 in the United States by Cushman & Wakefield. The performance of the technology
sector is largely attributable to a high proportion of the workforce being enlisted in knowledge-based
occupations—the city ranked as having the eleventh largest share of the workforce in knowledge-based
occupations in the country according to the Bureau of Labor Statistics. The growth in technology sector
employment has resulted in a high proportion of the workforce being enlisted in knowledge-based occupations.
Cap rates for office buildings range from 8.5% for Class A buildings to 9.0% for Class B buildings.

Bureau of Labor Statistics data for December 2016 put total office employment in Columbus up 26,800 jobs
from 12 months earlier (2.5%) and up 42,100 jobs from 24 months earlier (4.0%).
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Columbus Office Market

Net absorption has outpaced new construction leading to low vacancy rates in the market, coupled with
rising rents since 2011. CBRE projects that new construction will begin to outpace net absorption leading to
higher vacancy rates along with rents increasing at a low rate.
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Columbus Industrial Market

Net absorption has outpaced new construction leading to low vacancy rates in the market, coupled with slow
rising rents since 2012. CBRE projects that new construction will begin to outpace net absorption until 2020
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leading to higher vacancy rates before leveling out. After a high rent jump in 2017 and 2018, CBRE projects
rental rates will increase slowly.
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Denver

Denver, Colorado has benefitted from a young population base; millennials make up its largest age
demographic. According to Cushman & Wakefield, the city has a technology tech market, ranking number eight
in the country. The tech market is driven by a well-educated workforce, which has the highest share of workforce
with a bachelor’s degree or higher according to Moody’s and the US Census. Considering future prospects,
office-using employment is expected to increase with CBRE ranking Denver in the top 20 in the country. Cap
rates for office buildings range from 6.3% for Class A buildings to 7.0% for Class B. Currently, we own five
properties in Denver: Union Terrace, Arapahoe Service Center, Highland Court, One Park Centre, and Shea
Center II.
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Bureau of Labor Statistics data for December 2016 put total office employment up 35,300 jobs from 12
months earlier (2.4%) and up 85,000 jobs from 24 months earlier (5.9%).
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Denver Office Market

Net absorption had outpaced new construction leading to low vacancy rates in the market until 2016, when
new construction outpaced net absorption. Rental growth had been high in Denver staying above 5.0% per year
from 2011 to 2014 until slowing down in 2015 and 2016 to 4.4% and 2.7% growth, respectively. CBRE projects
a high supply of new construction that will lead to high vacancy rates until 2019; new construction will slow
down after 2019 leading to slowly decreasing vacancy rates. Due to the new supply, rental rates are expected to
decrease until 2020; rental rates will increase at a slow rate thereafter.
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Denver Industrial Market

Net absorption had significantly outpaced new construction from 2011-2015 until the emergence of new
supply in the market causing vacancy rates to increase. CBRE projects this trend to continue until 2021 where
vacancy rates would remain flat. Rental rates have increased on average by 5.8% per year since 2011. Moving
forward, CBRE expects rental rates to see strong growth in 2017 and 2018, before growing at a slower rate.
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Kansas City

Kansas City, Missouri has seen net migration come into the city with the population increasing 4.7% since
2010. In recent years, the office trends have improved with net absorption outpacing the new supply in the
market. The city is expecting high levels of office rent growth in the future, with CBRE ranking the city eighth in
the United States in office-using job growth. Kansas City has a growing tech market, ranking in the top
25 according to Cushman & Wakefield, with a solid share of its workforce having a Bachelor’s Degree of higher,
ranking in the top 20 in the country according to Moody’s and the U.S. Census. Cap rates for office buildings
range from 7.5% for Class A buildings to 8.5% for Class B buildings.

Bureau of Labor Statistics data for December 2016 put total office employment up 13,800 jobs from
12 months earlier (1.8%) and up 28,400 jobs from 24 months earlier (3.8%).
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Kansas City Office Market

Net absorption has outpaced new construction leading to low vacancy rates in the market, while rents have
increased since 2011. CBRE projects vacancy rates to continue going down in 2017 before an increase in new
construction that will begin to outpace net absorption leading to higher vacancy rates. Rent is expected to
increase significantly in 2017 and 2018 before slowing down and increasing at lower rates.
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Kansas City Industrial Market

Net absorption had outpaced new construction leading to low vacancy rates in the market before 2016 when
a significant amount of supply led to higher vacancies. Rent has remained relatively flat since 2011. CBRE
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projects that new construction and net absorption should be relatively equal leading to future flat vacancy rates.
CBRE expects rental growth to increase at a slow rate.
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Minneapolis

Minneapolis, Minnesota has experienced high net absorption rates coupled with decreasing vacancy rates since
the end of the economic recession. Unemployment has fallen to 3.3%, well below the national average, and the job
market is continuing to grow at an annual pace of 2.7%. The city has a well-educated workforce in knowledge
occupations, ranking eighth in the United States according to Moody’s and the U.S. Census, with large employers in
the city including General Mills, 3M and Target, causing us to believe that there will be a continued strong demand
for office-using employment activities. Minneapolis is an affordable place to live, when adjusting for rent to median
household income, with Wallethub ranking Minneapolis as a top ten best city to live in. Additionally, Minneapolis
has an established technology market, ranked eleventh in the country according to Cushman & Wakefield, while
having an educated workforce ranking in the top 20 for tech talent in the market according to CBRE. Cap rates for
office buildings range from 7.0% for Class A buildings to 8.0% for Class B buildings.
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Bureau of Labor Statistics data for December 2016 put total office employment up 28,200 jobs from 12
months earlier (1.4%) and up 48,000 jobs from 24 months earlier (2.4%).
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Minneapolis Office Market

Net absorption has outpaced new construction leading to lower vacancy rates in the market, coupled with
rising rents especially in 2015 and 2016. CBRE projects new construction and net absorption to remain balanced
leading to flat vacancy rates, along with rents increasing at a low rate.
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Minneapolis Industrial Market

Net absorption had outpaced new construction leading to low vacancy rates in the market, coupled with
fluctuating rent prices since 2011. CBRE projects that new construction will begin to outpace net absorption
leading to higher vacancy rates until 2021 when net absorption will outpace new construction. The overall impact
is a small increase in vacancy rates. CBRE expects rent prices to remain flat.
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2015 20162012

Pittsburgh

Pittsburgh, Pennsylvania is benefitting from recent high-tech software and service industry job growth. An
influx of large corporations, such as Google, GNC and Modcloth has driven demand for high quality real estate.
From 2010 to 2015, worker productivity grew by 9.5%, average annual wages increased 8.7% and the overall
standard of living rose 13.1%, which we believe will continue to increase demand for property. According to
CBRE, Pittsburgh has seen solid growth in the past three years, ranking in the top 20 best office rent growth, and
is expected to continue to grow over the next three years, ranking in the top 20 best office rent growth. When
accounting for affordability, the economy, education and health, quality of life and safety, Wallethub ranks
Pittsburgh as the third best city to live in the country. Cap rates for office buildings range from 7.3% for Class A
buildings to 8.5% for Class B buildings.

Bureau of Labor Statistics data for December 2016 put total office employment up 3,100 jobs from
12 months earlier (0.3%) and up 8,000 jobs from 24 months earlier (0.8%).
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Pittsburgh Office Market

Net absorption significantly outpaced new construction in 2011 and 2012 leading to lower vacancy rates.
Since 2012, new construction has begun to outpace net absorptions leading to flat to modest increases in vacancy
rates. Pittsburgh has seen solid growth in its office rental growth growing on average 3.0% per year since 2013.
Moving forward, CBRE projects new construction to outpace net absorption in 2017, and, in 2018 and beyond,
CBRE expects new construction and net absorption to reach equilibrium. Rental rates are expected to increase
significantly by more than 4.0% on average per year.
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Pittsburgh Industrial Market

Net absorption has significantly outpaced new construction leading to lower vacancy rates in the market.
CBRE projects that new absorption will continue to outpace new construction, however at a lower rate. Rental
rates are expected to increase at a moderate rate at approximately 2.2%.
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Salt Lake City

Salt Lake City, Utah has attracted high net in-migration of educated workers with the city’s self-described
“live-work-play” culture. Salt Lake City has seen strong job growth of 7.0% since June 2015 and maintains a low
unemployment rate of just 3.4%. The metro area is a regional power in the technology space, ranking 24th in the
country according to Cushman & Wakefield, driven off the city’s venture capital activity, ranked 13th in the
country by PitchBook, and its share of the workforce in knowledge occupations, ranked ninth in the country by
the Bureau of Labor Statistics. Moving forward, CBRE expects Salt Lake City to continue seeing future office-
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using job growth, ranking in the top 15 in the United States. Cap rates for office buildings range from 7.0% for
Class A buildings to 7.5% for Class B buildings.

Bureau of Labor Statistics data for December 2016 put total office employment up 24,100 jobs from
12 months earlier (3.5%) and up 46,500 jobs from 24 months earlier (6.8%).
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Salt Lake City Office Market

Net absorption has outpaced new construction leading to low vacancy rates in the market, coupled with
rising rents. CBRE projects that new construction will significantly increase in 2017. After 2017, CBRE expects
new construction to outpace net absorption albeit at a lower rate. Rental growth is expected to increase in 2017
before slowing down in 2018-2022.
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Salt Lake City Industrial Market

Net absorption has outpaced new construction leading to lower vacancy rates in the market, coupled with a
significant increase in rents since 2011. Moving forward, CBRE projects new construction will begin to outpace
net absorption until 2020, when net absorption will increase resulting in a decreasing vacancy rate. Rental rates
are expected to increase at a moderate rate in 2017 and 2018 until rates flatten out moving forward.
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San Diego

San Diego, California is home to a young, educated population due, in part, to the area’s ability to attract
millennials through higher education opportunities and big-city amenities. San Diego has a strong military
presence, as the U.S. Navy and Marine Corps have seven military bases stationed in the metropolitan area. In
terms of future real estate growth, Cushman & Wakefield forecasts the city’s vacancy rate will be one of the ten
lowest in the United States with rental growth ranking in the top 25 in the country. San Diego also has a
developed technology market with Cushman & Wakefield ranking it ninth in the country driven partially by its
venture capital activity, which PitchBook ranks as sixth in the country. Cap rates for office buildings range from
6.3% for Class A buildings to 6.5% for Class B buildings. Currently, we own four properties in San Diego:
Pacific Oaks Plaza, Morena Office Center, Genesis Plaza, and Port of San Diego Complex.

Bureau of Labor Statistics data for December 2016 put total office employment up 32,900 jobs from
12 months earlier (2.0%) and up 68,000 jobs from 24 months earlier (4.2%).
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San Diego Office Market

Since 2011, factors such as limited new construction, an increase in demand and an increase in employment
have led to decreasing vacancy rates in the region. CBRE projects new construction to remain low until 2019,
when new construction is expected to outperform net absorption leading to gradually increasing vacancy rates.
Rental growth is expected to continue growing at an average rate of 3.9% per year until 2022.
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San Diego Industrial Market

A lack of new construction coupled with high net absorption and rising rents—increasing 6.4% in the last
three years—has to led to dramatically decreasing vacancy rates. CBRE projects that new construction will begin
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to outpace net absorption leading to higher vacancy rates until 2021. Rental growth is expected to increase at a
moderate rate of 2.5% per year moving forward.
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In addition to the above target markets, we will also consider acquisitions in other cities possessing similar
economic drivers.

Limited New Supply

Despite rising office employment in the United States, the construction of new office buildings has been
relatively low since the 2008 recession by historical standards. While a limited number of projects have been
completed in our target markets, we believe there has been limited speculative office development over the last
several years because current rental rates do not generally support new development. We believe the combination
of job growth and limited new construction is likely to decrease vacancy and increase rental rates in our target
markets.
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Lower Concentration of Institutional Competitors

We believe there is a relatively low level of participation of large institutional investors in our target
markets because they have generally concentrated on gateway markets and major metropolitan areas. For
example, public REITs own no office or industrial properties in Fargo and only six properties in Colorado
Springs, 26 properties in Pittsburgh and 29 properties in Salt Lake City. We believe that the relatively low level
of participation by public REITs and other institutional investors in our target markets has caused acquisition
prices to be lower and cap rates to be higher than in the gateway markets and other major metropolitan areas.
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BUSINESS AND PROPERTY

You should read the following discussion in conjunction with the sections of this prospectus entitled “Risk
Factors,” “Forward-Looking Statements,” and “Management’s Discussion and Analysis of Financial Condition
and Results of Operations”. This discussion contains forward-looking statements reflecting current expectations
that involve risks and uncertainties. Actual results and the timing of events may differ materially from those
contained in these forward-looking statements due to a number of factors, including those discussed in the
section entitled “Risk Factors” and elsewhere in this prospectus.

Overview

We are a self-managed Maryland corporation originally formed in California in 1999 and reincorporated in
Maryland in 2010. We elected to be taxed as a REIT for federal income tax purposes commencing with our
taxable year ended December 31, 2000. Our current portfolio consists of 1,695,000 square feet comprised of 15
office properties, two industrial properties and five retail properties, which we refer to collectively as our
commercial portfolio. In addition, we also own interests, through our subsidiaries, in 129 model homes subject to
triple-net leases with well-established residential home builders. Beginning in 2015, we began to focus our
commercial portfolio primarily on office and industrial properties, and have been actively managing the portfolio
to transition out of retail properties. Our commercial properties are currently located in Southern California,
Colorado, and North Dakota, and we are currently considering new commercial property acquisitions in a variety
of additional markets across the United States. Our commercial property tenant base is highly diversified and
consists of approximately 283 individual commercial tenants with an average remaining lease term of
approximately 3.2 years as of June 30, 2017. As of June 30, 2017, no commercial tenant represented more than
5.0% of our annualized base rent, while our ten largest tenants represented approximately 27.1% of our
annualized base rent. In addition, our commercial property tenant base has limited exposure to any single
industry.

Our main objective is to maximize long-term stockholder value through the acquisition, management,
leasing and selective redevelopment of high-quality office and industrial properties. We focus on regionally
dominant markets across the United States which we believe have attractive growth dynamics driven in part by
important economic factors such as strong office-using employment growth; net in-migration of a highly
educated workforce; a large student population; the stability provided by healthcare systems, government or
other large institutional employer presence; and low rates of unemployment. We seek to maximize returns
through investments in markets with limited supply, high barriers to entry, and stable and growing employment
drivers. Our model home portfolio supports the objective of maximizing stockholder value by focusing on
purchasing new single-family model homes and leasing them back to experienced homebuilders. We operate the
model home portfolio in markets where we can diversify by geography, builder size, and model home purchase
price.

Our co-founder, Chairman, President and Chief Executive Officer is Jack Heilbron, a 38-year veteran in real
estate investing, including eight years with Excel Realty Trust, Inc., previously an NYSE-listed retail REIT, and
one of its predecessor companies, The Investors Realty Trust, prior to founding NetREIT. Together with our
former Chief Financial Officer and current Treasurer, Ken Elsberry, Mr. Heilbron founded both NetREIT and
Clover Income and Growth REIT, Inc., a private REIT focused on retail mixed-use properties. During
Mr. Heilbron’s tenure at these three companies, Mr. Heilbron oversaw the investment of substantial real estate
assets and saw Clover Income and Growth REIT liquidate at a substantial gain to investors. Our model home
division is led by Larry Dubose, a pioneer in the industry who has over 30 years of experience acquiring,
financing, managing, and operating model home sale-leasebacks with builders throughout the nation. Our senior
management team also includes Gary Katz, Kathryn Richman, and Adam Sragovicz, each of whom has over 20
years of diverse experience in various aspects of real estate, including both commercial and residential,
management, acquisitions, finance and dispositions. We believe this industry experience and depth of
relationships provides us with a significant advantage in sourcing, evaluating, underwriting and servicing our
investments.
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Our Current Portfolio

Our current portfolio consists of 22 commercial properties located in Southern California, Colorado, and North
Dakota, and 129 model home properties located throughout the United States, with the majority located in Florida
and Texas. This geographical clustering has enabled us to reduce our operating costs and gain efficiencies through
economies of scale by managing a number of properties with reduced overhead and staffing costs. Substantially all
of our revenues consist of base rents received under leases that generally have terms that range from one to five
years. We estimate that at least 68% of our existing leases as of June 30, 2017 contain contractual rent increases that
provide for increases in the base rental payments. Our tenants consist of local, regional and national businesses. Our
properties generally attract a mix of diversified tenants creating lower risk in periods of economic fluctuations. Our
largest tenant represented less than 5% of our total revenues for the six months ended June 30, 2017. Our policy is
to obtain insurance coverage for each of our properties covering loss from liability, fire, and casualty in the amounts
and under the terms we deem sufficient to insure our losses. Under tenant leases on our commercial and retail
properties, we require our tenants to obtain insurance to cover casualty losses and general liability in amounts and
under terms customarily obtained for similar properties in the area.

Commercial Portfolio

As of June 30, 2017, our commercial portfolio had a net book value of approximately $193.5 million, and
consisted of the following properties:

($ in thousands)
Property Location Sq., Ft.

Date
Acquired

Year
Property

Constructed
Purchase
Price(1) Occupancy

Percent
Ownership

Mortgage
On property

Estimated
Renovation or
Improvement

Cost(2)

Office/ Industrial Properties:
Garden Gateway, Colorado

Springs, CO . . . . . . . . . . . . . . 115,052 03/07 1982/2006 $ 15,126 65.9% 100.0% $ 6,538 $ 39
Executive Office Park, Colorado

Springs, CO . . . . . . . . . . . . . . 65,084 07/08 2000 10,126 90.3% 100.0% 4,191 7
Pacific Oaks Plaza, Escondido,

CA(3) . . . . . . . . . . . . . . . . . . . 16,000 09/08 2005 4,877 100.0% 100.0% 1,489 —
Morena Office Center, San

Diego, CA(4) . . . . . . . . . . . . . 26,784 01/09 1985 6,575 100.0% 20.0% 2,190 —
Genesis Plaza, San Diego, CA . . 57,685 08/10 1989 10,000 87.9% 100.0% 6,500 95
Dakota Center, Fargo, ND . . . . . 119,749 05/11 1982 9,575 100.0% 100.0% 10,584 —
Port of San Diego Complex,

National City, CA . . . . . . . . . . 146,700 12/11 1971/2008 14,500 100.0% 100.0% 9,716 —
The Presidio, Colorado

Springs, CO . . . . . . . . . . . . . . 80,800 11/12 1985 7,275 86.6% 100.0% 6,000 80
Bismarck Office Building,

Bismarck, ND . . . . . . . . . . . . . 93,058 03/14 1976 5,350 78.9% 100.0% 4,109 619
Union Terrace, Lakewood, CO . . 84,145 08/14 1982 9,400 89.2% 100.0% 6,506 7
Centennial Technology Center,

Colorado Springs, CO . . . . . . . 110,405 12/14 1999 15,500 100.0% 100.0% 9,992 20
Arapahoe Service Center,

Centennial CO . . . . . . . . . . . . 79,023 12/14 2000 11,850 100.0% 100.0% 8,431 12
West Fargo Industrial, West

Fargo, ND . . . . . . . . . . . . . . . . 152,154 08/15 1998/2005 7,900 90.4% 100.0% 4,440 38
300 N.P., Fargo, ND . . . . . . . . . . 36,500 08/15 1922 3,850 86.0% 100.0% 2,397 —
Highland Court, Centennial,

CO(5) . . . . . . . . . . . . . . . . . . . 93,055 08/15 1984 13,050 92.0% 80.8% 6,763 289
One Park Centre, Westminster

CO . . . . . . . . . . . . . . . . . . . . . . 69,173 08/15 1983 9,150 84.8% 100.0% 6,610 207
Shea Center II, Highlands

Ranch, CO . . . . . . . . . . . . . . . 121,399 12/15 2000 25,325 85.7% 100.0% 17,727 18

Total Office/Industrial . . . . . . . 1,466,766 $179,429 90.0% $114,183 $1,431
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($ in thousands)
Property Location Sq., Ft.

Date
Acquired

Year
Property

Constructed
Purchase
Price(1) Occupancy

Percent
Ownership

Mortgage
On property

Estimated
Renovation or
Improvement

Cost(2)

Retail Properties:
World Plaza, San Bernardino,

CA . . . . . . . . . . . . . . . . . . . . . . 55,098 09/07 1974 $ 7,650 81.8% 100.0% $ — $ —
Waterman Plaza, San Bernardino,

CA . . . . . . . . . . . . . . . . . . . . . . 21,170 08/08 2008 7,164 100.0% 100.0% 3,894 —
Yucca Valley Retail Center,

Yucca Valley CA . . . . . . . . . . . 97,250 09/11, 05/12 1981 7,561 89.2% 100.0% 6,000 39
Union Town Center, Colorado

Springs, CO . . . . . . . . . . . . . . . 44,042 12/14 2003 11,212 96.8% 100.0% 8,440 20
Research Parkway, Colorado

Springs, CO . . . . . . . . . . . . . . . 10,700 08/15 2003 2,850 100.0% 100.0% 1,933 12

Total Retail . . . . . . . . . . . . . . . . . 228,260 $36,437 90.1% $20,267 $ 71

(1) Prior to January 1, 2009, “Purchase Price” includes our acquisition related costs and expenses for the purchase of the
property. After January 1, 2009, acquisition related costs and expenses were expensed when incurred.

(2) Expected capital expenditures through December 31, 2017.
(3) Approximately 11,239 square feet, or 70.1% of this property, is occupied by us and related parties as our corporate

offices.
(4) This property is owned by a joint venture for which we serve as the general partner and own a 20.07% equity interest.
(5) This property is owned by two tenants-in-common, of which we own approximately 60% and 52%, respectively, for a

collective ownership by us of approximately 80.8%.

The following table shows a list of commercial properties we owned as of June 30, 2017, grouped by the
state where each of our investments is located:

State
No. of

Properties

Aggregate
Square

Feet

Approximate %
of

Aggregate
Square Feet

Current
Annual

Base Rent

Approximate %
of Aggregate
Annual Rent

California . . . . . . . . . . . . . . . . . . . . . . . . . 7 422,687 24.9% $ 5,685,960 26.3%
Colorado . . . . . . . . . . . . . . . . . . . . . . . . . . 11 872,878 51.4% 12,330,663 57.1%
North Dakota . . . . . . . . . . . . . . . . . . . . . . . 4 401,461 23.7% 3,563,174 16.5%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22 1,697,026 100.0% $21,579,797 100.0%

Model Home Portfolio

Our model home division utilizes a newly-built single family model home as an investment vehicle. The
model home division only purchases models that are leased back to the builders as tenants. These triple-net
investments alleviate a significant amount of the risk normally associated with holding single family homes.

As of June 30, 2017, our model home portfolio had a net book value of approximately $41.9 million, and is
summarized as follows:

Region
No. of

Properties

Aggregate
Square

Feet

Approximate %
of

Aggregate
Square Feet

Current
Annual

Base Rent

Approximate %
of

Aggregate
Annual Rent

Purchase
Price

Current
Mortgage
Balance

Southwest . . . . . . 63 192,933 52.4% 1,587,300 45.4% 20,049,869 13,098,302
West . . . . . . . . . . 5 14,481 3.9% 142,272 4.1% 1,759,700 1,053,391
Southeast . . . . . . . 41 105,321 28.6% 1,136,064 32.5% 14,361,705 9,637,021
Midwest . . . . . . . 5 13,957 3.8% 153,996 4.4% 1,711,200 917,004
East . . . . . . . . . . . 15 41,368 11.2% 473,808 13.6% 5,194,470 2,665,623

129 368,060 100.0% 3,493,440 100.0% 43,076,944 27,371,341
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Description of Our Commercial Properties

California Properties

• Genesis Plaza is a four-story office building located in the Kearny Mesa submarket of San Diego. The
property is situated on Interstate 15 with excellent visibility and signage opportunity for tenants.
Additionally, the property is one of the few in Kearny Mesa to provide underground parking. Genesis
Plaza’s rent roll includes several national and regional tenants. We renovated the common areas to
improve its desirability to today’s tenants.

• Joshua Village is a neighborhood retail center located in Yucca Valley in the Palm Springs
metropolitan area. The center is anchored by a major national grocer and was acquired in two separate
off-market transactions. This property was attractive due to its strong cash flow combined with upside
potential from negotiating a buy-out from an existing tenant and then re-leasing the space to a national
retailer. Additionally, the center included two fast-food outparcels which we subsequently sold to
individual investors at attractive prices.

• Morena Office Center is a four-story office building located in San Diego’s Rose Canyon / Morena
submarket. One of our early acquisitions, the property is attractive to tenants desiring excellent freeway
access in a central location near public transportation.

• Pacific Oaks Place is a two-story office building in Escondido, a suburb in San Diego’s North County
region. Our corporate headquarters occupies most of this building.

• Port of San Diego Complex is a two-building industrial park located in San Diego’s South Bay
submarket. This submarket historically has high occupancy and benefits from its location near San
Diego’s port and Navy bases. We acquired this property through a structure that allowed us to
minimize our cash investment in the property. The property was 50% leased at the time of acquisition,
and we have subsequently raised the occupancy to 100%.

• Waterman Plaza is a retail center located in San Bernardino in Southern California’s Inland Empire
region. The center is anchored by a national retailer, and has an undeveloped outparcel available for
sale or lease. The property is located near a large industrial park which provides a large daytime
customer base.

• World Plaza is a retail/office project located in San Bernardino in Southern California’s Inland Empire
region. The property is situated at a major intersection with a high traffic count. We initially acquired
the leasehold interest, then several years later unified the ownership by acquiring the underlying land,
which increased the overall value.

Colorado Properties

• Arapahoe Service Center II is a one-story flex/office property located in Denver’s Southeast
submarket, a location popular with technology firms. Although the property was fully leased upon
acquisition, the property had entered into foreclosure and we purchased it from the lender. We
subsequently negotiated a lease buy-out from one of the tenants and expanded the adjacent tenant,
resulting in additional revenue from the buy-out fee and a long-term lease extension while retaining
100% occupancy.

• Centennial Technology Center is a two-building flex/office project in Colorado Springs, situated in
close proximity to our Garden Gateway property. We acquired the property due to its strong, stable
cash flow from long-term credit tenants. Additionally, the property is accretive to our Colorado Springs
portfolio due to its product type and different tenant mix when compared to most of our other
properties. A unique feature of the property is its above-market parking ratio, which can accommodate
call centers and other parking-intensive users.
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• Executive Office Park is located in Colorado Springs’ desirable North I-25 submarket and consists of
four, two-story multi-tenant office buildings – each situated on its own condominium parcel. The
property is unique and attracts tenants desiring a more “residential” feel, rather than a typical concrete,
steel and glass office building. The property has proven to be attractive to a diverse group of tenants,
including financial planning firms, real estate agencies and the like.

• Garden Gateway is located in Colorado Springs and consists of two single-story office/flex buildings
and a two-story office building. Originally constructed as a corporate campus, it was repositioned for
multi-tenant occupancy by the previous owner. The property is situated fronting a major thoroughfare
surrounded by a mix of office, industrial, and retail uses, and can accommodate tenants requiring
between 1,500 square feet and 25,000 square feet.

• Highland Court is a two-story office building located in the Denver Technology Center, one of
Denver’s most desirable submarkets. When we acquired the property it was well maintained due to
significant capital investment from its long history of institutional ownership. This asset met our
criteria due to its strong in-place cash flow coupled with future upside from below-market leases
signed during the economic downturn, which we expect to increase as the leases are renewed.

• One Park Centre is a four-story office building located in Westminster, a suburb north of Denver.
Similar to many of our acquisitions, when we acquired this property it had strong in-place cash flow
with several leases at below-market rent. To add further value, we are renovating the common areas to
create a more modern environment desired by today’s tenants. The property’s location caters to local
businesses preferring to locate near employee housing rather than commuting to Denver’s other
employment centers.

• The Presidio is a four-story office building located in Colorado Springs’ desirable North I-25
submarket, approximately one block from our Executive Office Park property. The property is
considered iconic due its unusual elliptical shape, Interstate 25 frontage, and unparalleled views of
Pikes Peak. We acquired The Presidio due to its strong current yield combined with the ability to
increase revenue by leasing the vacancies. Furthermore, we performed a common area renovation
which increased the property’s attractiveness to tenants and allowed us to increase rents.

• Shea Center II is a four-story, Class “A” office building located in Denver’s Highlands Ranch
community. This location just south of Highway 470 west of Denver with new walkable amenities
across the street is attractive to tenants living in upscale Highlands Ranch and other nearby suburbs.
The long-term occupancy is stable with a large Fortune 500 tenant leasing an entire floor on a long-
term lease. For additional information about this significant portfolio property, see “—Additional
Information with Respect to Shea Center II” below.

• Union Terrace is a four-story office building located in Denver’s Union Corridor submarket in the
western suburb of Lakewood. The property has excellent views and benefits from being a lower-cost
alternative to tenants due to its location just a few blocks from the prime Union Blvd. buildings, but in
proximity to all the same amenities. In addition to the strong current yield at the time of acquisition, we
were attracted to in-place below-market rents resulting from many of the leases being negotiated during
the economic downturn, which would allow us to raise rents upon renewal.

• Union Town Center is located in the upscale Briargate area of Colorado Springs and is anchored by a
major national grocer (which owns its own building), with the tenant base consisting mostly of
convenience and food uses, which are typically less impacted by online retailing. The center was
previously owned by out-of-town private investors who focused on maintaining cash flow, and most of
the leases were below-market at the time of acquisition. We have been able to maintain high occupancy
while renewing existing leases at increased rents.
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North Dakota Properties

• Dakota Center is a six-story office building located in the heart of the dynamic Downtown Fargo
submarket. We were attracted to Fargo’s strong economic drivers, including proximity to three
universities, economic diversity, low unemployment, and limited competition. Due to upcoming lease
expirations at the time of acquisition, we were able to acquire this asset at a high capitalization rate.
After acquisition we performed a major renovation and undertook an aggressive marketing campaign
which resulted in over 100,000 square feet in signed leases and 100% occupancy.

• Grand Pacific Center is a six-story office building located in Downtown Bismarck. Based on the
region’s strong economic drivers and our prior success repositioning Dakota Center in Fargo, this
property was acquired with the intent to perform a similar common area renovation, which is expected
to result in higher market rents and solidify Grand Pacific Center as the foremost office building in the
submarket. We also increased potential cash flow by structuring new leases to require the tenants to
pay a portion of operating expense increases.

• Main Avenue—West Fargo is a multi-tenant industrial project consisting of two buildings located in
West Fargo. The property is located in an established industrial area near the major east-west
thoroughfares of Interstate 94 and Main Avenue, and accommodates mid-sized tenants requiring
loading docks and ample truck access. This asset met our acquisition criteria due to its strong in-place
cash flow plus potential for upside by raising rents to market.

• 10th Street—West Fargo is a multi-tenant industrial project consisting of three buildings located in
West Fargo. The property is located in an established industrial area near the major east-west
thoroughfares of Interstate 94 and Main Avenue. This asset met our acquisition criteria due to its strong
in-place cash flow plus potential for upside by raising rents to market.

• 13th Street—West Fargo is a multi-tenant industrial project consisting of two buildings located in
West Fargo. Catering to small tenants, the property is located in an established industrial area near the
major east-west thoroughfares of Interstate 94 and Main Avenue. This asset met our acquisition criteria
due to its strong in-place cash flow plus potential for upside by raising rents to market.

• 300 N.P. is a historic mixed use building located in Downtown Fargo of which we own the multi-
tenant office portion of this property. Originally constructed in 1923 for a farm equipment
manufacturer, the building was renovated in 2004 as an office/residential condominium. We acquired
the property due to its strong in-place cash flow at below-market rents with further upside achievable
by leasing vacant space.

Additional Information with Respect to Shea Center II

Shea Center II is a 121,399 square feet, four-story, Class “A” office building located in Denver, Colorado.
There are planned renovations at the Shea Center II property totaling $124,000 to construct tenant improvements
and replace the lobby tenant directory. These renovations will be funded from loan reserves and cash flow. The
Shea Center II property is subject to a fixed rate mortgage on which we make interest-only payments until the
maturity of the loan on January 2, 2026. As of June 30, 2017, the mortgage with respect to Shea Center II had an
outstanding balance of approximately $17.7 million and an interest rate of 4.92%. The 2016 annual property
taxes for the Shea Center II property were $381,404 based on a tax rate of $87.68 per $1,000 of assessed value.

Approximately 90% (by square feet) of the Shea Center II property is leased to a total of 12 tenants. The
following table sets forth information with respect to the tenants at the Shea Center II property which occupy
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10% or more of the leasable square feet, future lease expirations, and other real estate information related to the
property as of September 1, 2017.

Tenant
Lease

Expiration
Renewal
Options

Net
Rentable

Area
Leased

(000 SF)

% of
Property

Net
Rentable

Area
Annualized

Rent(1)

Annualized
Rent Per
Leased
Square
Foot(2)

% of
Property

Annualized
Rent(1)

Halliburton Energy
Services, Inc. . . . . . . . 12/31/2022 5 year term 45,535 38% $831,013.75 $18.25 39%

Nova Financial &
Investment
Corporation . . . . . . . . 01/31/2025 5 year term 11,831 10% $239,577.75 $20.25 11%

(1) Annualized rent is calculated by multiplying (i) monthly rental payments (defined as cash rents for the
month ended August 31, 2017) by (ii) 12.

(2) Annualized rent per leased square foot reflects actual monthly rental rate for the month ended August 31,
2017, divided by the average square feet under lease as of September 1, 2017.

The following table sets forth lease expirations for in-place leases at the Shea Center II property as of
September 1, 2017 for each of the calendar years ending December 31, 2017 through December 31, 2026, and
thereafter. The information set forth in the table assumes that tenants exercise no renewal options and do not
exercise early termination rights.

Year of Lease Expiration

Number of
Leases

Expiring

Square
Feet of

Expiring
Leases

Percentage of
Shea Center

II Square
Footage

Annualized
Rent(1)

Percentage of
Shea Center II

Annualized
Rent(1)

Annualized
Rent per
Leased

Square Foot
Expiring(2)

2017 . . . . . . . . . . . . . . . . . . . . . . . . . . 1 5,989 5% $ 64,645 3% $17.50
2018 . . . . . . . . . . . . . . . . . . . . . . . . . . 5 29,323 24% $540,312 25% $18.33
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . 2 5,992 5% $117,722 6% $19.63
2020 . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — — —
2021 . . . . . . . . . . . . . . . . . . . . . . . . . . 2 14,422 12% $263,823 12% $18.01
2022 . . . . . . . . . . . . . . . . . . . . . . . . . . 2 48,967 40% $899,654 42% $18.25
2023 . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — — —
2024 . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — — —
2025 . . . . . . . . . . . . . . . . . . . . . . . . . . 1 11,831 10% $239,578 11% $20.25
2026 . . . . . . . . . . . . . . . . . . . . . . . . . .
Thereafter . . . . . . . . . . . . . . . . . . . . .

(1) Annualized base rent is calculated by multiplying (i) rental payments for the month ended August 31, 2017
by (ii) 12.

(2) Annualized base rent per leased square foot expiring reflects actual rental rate for the month ended
August 31, 2017, divided by the square feet under lease as of September 1, 2017.

As of September 1, 2017, our federal tax basis in Shea Center II was estimated to be approximately $25.4
million. Shea Center II owns a variety of assets, some of which provide a deduction for depreciation over various
periods of time and under a variety of methods (e.g., buildings—39 years, tenant improvements—15 years,
leasing commissions—over the life of the lease). Other assets, such as land, do not provide a deduction of
depreciation. We anticipate that the property will produce depreciation of approximately $600,000 annually but
the actual amount may vary as assets are added and as assets become fully depreciated.
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Description of our Model Home Operations

Our subsidiary, NetREIT Dubose Model Home REIT, Inc. (“NetREIT Dubose”), is engaged in the business
of acquiring model homes from third party homebuilders in sale-leaseback transactions whereby a homebuilder
sells the model home to NetREIT Dubose and leases back the model home under a triple-net lease for use in
marketing its residential development. Our model home business was started in March 2010 through the
acquisition of certain assets and rights from Dubose Model Homes USA. Subsequent to its formation, 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 June 30, 2017, NetREIT has invested $2.6 million in NetREIT Dubose
through the purchase of common stock. We owned approximately 27.3% of NetREIT Dubose as of June 30,
2017.

We operate four limited partnerships in connection with NetREIT Dubose: Dubose Model Home Investors
#201, LP (“DMHI #201”), Dubose Model Home Investors #202, LP (“DMHI #202”), Dubose Model Home
Investors #203, LP (“DMHI #203”) and NetREIT Dubose Model Home REIT, LP. These limited partnerships
typically raise private equity funds in order to invest in model home properties and then lease them back to the
homebuilders. As of June 30, 2017, we owned:

• 8.33% of DMHI #201. DMHI #201 raised $3.0 million through the sale of partnership units.

• 10.35% of DMHI #202. DMHI #202 raised $2.9 million, and was formed to raise up to $5.0 million
through the sale of partnership units.

• 2.81% of DMHI #203. DMHI #203 raised $3.6 million, and was formed to raise up to $5.0 million
through the sale of partnership units.

• NetREIT Dubose owned 100% of NetREIT Dubose Model Home REIT, LP.

• 100% of NetREIT Model Homes, LLC.

We provide management services to our limited partnerships through our wholly-owned subsidiaries,
NetREIT Advisors, LLC (“NetREIT Advisors”) and Dubose Advisors LLC (“Dubose Advisors”), which we refer
to collectively as the “Advisors.” For their services, each of the Advisors receives ongoing management fees,
acquisition fees and has the right to receive certain other fees when a partnership sells or otherwise disposes of a
model home. NetREIT Advisors manages NetREIT Dubose and NetREIT Model Homes, LLC and Dubose
Advisors manages DMHI #201, DMHI #202 and DMHI# 203.

Top Ten Tenants Physical Occupancy Table

The following table sets forth certain information with respect to our top ten tenants, each of which has a
single lease with us, as of June 30, 2017.

As of June 30, 2017
Tenant

Annualized Base
Rent

% of Total Annualized
Base Rent

Comcast of Colorado X, LLC . . . . . . . . . . . $ 986,351 4.62%
Halliburton Energy Services, Inc. . . . . . . . . 831,014 3.90%
County of San Bernardino . . . . . . . . . . . . . . 710,208 3.33%
D+H USA Corporation . . . . . . . . . . . . . . . . 558,096 2.62%
Epsilon Systems Solutions, Inc. . . . . . . . . . 535,865 2.51%
Caliber Bodyworks, Inc.. . . . . . . . . . . . . . . . 482,391 2.26%
The College for Financial Planning, Inc. . . 437,266 2.05%
Community Research Foundation, Inc. . . . . 428,119 2.01%
General Services Administration . . . . . . . . 418,033 1.96%
Wells Fargo Dealer Services, Inc. . . . . . . . . 392,621 1.84%

$5,779,963 27.09%
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Lease Expirations

The following table sets forth lease expirations for our properties as of June 30, 2017, assuming that our
tenants do not exercise their renewal options.

Commercial properties:

Expiration Year

Number of
Leases

Expiring
Square
Footage

Annual Rental
From Lease

Percent
of Total

2017 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 109,420 1,894,708 8.88%
2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74 253,973 3,757,611 17.61%
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59 205,442 2,806,290 13.15%
2020 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46 255,354 4,178,286 19.59%
2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32 273,762 3,453,018 16.19%
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 434,996 5,243,389 24.58%

Totals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 283 1,529,947 $21,333,302 100.0%

Model home properties:

Expiration Year(1)

Number of
Leases

Expiring
Square
Footage

Annual
Rental

From Lease
Percent
of Total

2017 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 26,546 $ 291,852 8.4%
2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93 276,795 2,563,164 73.4%
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 64,719 638,424 18.3%

129 368,060 $3,493,440 100.0%

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

The following table presents the percentage occupancy for each of our commercial properties as of
December 31 of each of the last three years.

Date

Percentage Occupancy as of
the Year Ended
December 31,

Acquired 2014 2015 2016

Office/Industrial Properties:
Garden Gateway Plaza . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 03/07 74.1% 78.4% 71.6%
Executive Office Park . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 07/08 83.4% 84.4% 77.5%
Pacific Oaks Plaza(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 09/08 100.0% 100.0% 100.0%
Morena Office Center . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 01/09 86.8% 90.8% 100.0%
Rangewood Medical Office Building . . . . . . . . . . . . . . . . . . . . . 03/09 82.7% 73.0% 73.0%
Genesis Plaza . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 08/10 83.3% 82.2% 87.0%
Dakota Bank Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 05/11 82.1% 86.5% 99.3%
Port of San Diego Complex . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12/11 75.9% 84.9% 100.0%
Shoreline Medical Building . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 05/12 100.0% 100.0% 100.0%
The Presidio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11/12 76.7% 78.4% 86.6%
Bismarck Office . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 03/14 85.7% 83.9% 80.0%
Union Terrace . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 08/14 87.6% 85.0% 96.4%
Centennial Technology Center . . . . . . . . . . . . . . . . . . . . . . . . . . 12/14 97.3% 97.3% 100.0%
Arapahoe Service Center . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12/14 100.0% 100.0% 100.0%
West Fargo Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 08/15 N/A 95.7% 90.4%
300 N.P. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 08/15 N/A 86.4% 86.1%
Highland Court . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 08/15 N/A 93.9% 89.5%
One Park Centre . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 08/15 N/A 91.4% 83.4%
Shea Center II . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12/15 N/A 100.0% 96.0%
Retail Properties:
World Plaza . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 09/07 81.8% 81.8% 81.8%
Regatta Square . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10/07 100.0% 86.6% 100.0%
Waterman Plaza . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 08/08 100.0% 100.0% 100.0%
Yucca Valley Retail Center . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 09/11 92.7% 91.7% 91.9%
Union Town Center . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12/14 96.7% 96.8% 96.8%
Research Parkway . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 08/15 N/A 100.0% 100.0%

(1) Approximately 11,239 square feet, or 70.1% of this property, is occupied by us and related parties as our
corporate offices.
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Annualized Base Rent Per Square Foot for Last Three Years

The following table presents the average effective annual rent per square foot for each of our commercial
properties as of December 31 of each of the last three years.

Annualized Base Rent per Square Foot(1)
For the Years Ended December 31,

2014 2015 2016
Annualized Base

Rent(2)

Net
Rentable
Square

Feet

Office/Industrial Properties:
Garden Gateway Plaza . . . . . . . . . . . . . . . . . . . . $10.51 $11.55 $11.25 $ 927,000 115,052
Executive Office Park . . . . . . . . . . . . . . . . . . . . . $10.85 $11.81 $12.41 $ 626,000 65,084
Pacific Oaks Plaza (3) . . . . . . . . . . . . . . . . . . . . $19.50 $19.50 $21.84 $ 104,000 4,761
Morena Office Center . . . . . . . . . . . . . . . . . . . . . $20.13 $20.97 $21.54 $ 577,000 26,784
Rangewood Medical Office Building . . . . . . . . . $17.24 $15.86 $15.86 $ 211,000 18,222
Genesis Plaza . . . . . . . . . . . . . . . . . . . . . . . . . . . $24.27 $25.83 $24.09 $1,209,000 57,685
Dakota Center . . . . . . . . . . . . . . . . . . . . . . . . . . . $10.83 $10.86 $11.38 $1,353,000 119,749
Port of San Diego Complex . . . . . . . . . . . . . . . . $ 9.84 $ 8.49 $ 8.65 $1,269,000 146,700
Shoreline Medical Building . . . . . . . . . . . . . . . . $38.80 $41.08 $42.71 $ 655,000 15,335
The Presidio . . . . . . . . . . . . . . . . . . . . . . . . . . . . $13.67 $13.61 $14.13 $ 989,000 80,800
Bismarck . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8.65 $12.74 $13.39 $ 997,000 93,058
Union Terrace . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7.60 $18.36 $17.65 $1,432,000 84,145
Centennial Technology Center . . . . . . . . . . . . . . $12.52 $12.52 $12.92 $1,426,000 110,405
Arapahoe Center . . . . . . . . . . . . . . . . . . . . . . . . . $12.43 $12.43 $12.79 $1,011,000 79,023
West Fargo Industrial . . . . . . . . . . . . . . . . . . . . . N/A $ 5.47 $ 6.03 $ 830,000 152,154
300 N.P. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . N/A $10.91 $11.49 $ 361,000 36,500
Highland Court . . . . . . . . . . . . . . . . . . . . . . . . . . N/A $18.93 $19.57 $1,630,000 93,055
One Park Centre . . . . . . . . . . . . . . . . . . . . . . . . . N/A $19.85 $22.40 $1,292,000 69,173
Shea Center II . . . . . . . . . . . . . . . . . . . . . . . . . . . N/A $16.08 $17.02 $1,983,000 121,399
Retail Properties:
World Plaza . . . . . . . . . . . . . . . . . . . . . . . . . . . . $16.01 $18.66 $20.24 $ 912,000 55,098
Regatta Square . . . . . . . . . . . . . . . . . . . . . . . . . . $29.18 $32.16 $32.76 $ 196,000 5,983
Waterman Plaza . . . . . . . . . . . . . . . . . . . . . . . . . $23.15 $24.14 $24.70 $ 523,000 21,170
Yucca Valley Retail Center . . . . . . . . . . . . . . . . $10.04 $ 8.46 $ 8.86 $ 792,000 97,250
Union Town Center . . . . . . . . . . . . . . . . . . . . . . $20.27 $20.27 $21.04 $ 897,000 44,042
Research Parkway . . . . . . . . . . . . . . . . . . . . . . . N/A $20.65 $21.12 $ 226,000 10,700

(1) Annualized Base Rent divided by the percentage occupied divided by rentable square feet.
(2) Annualized Base Rent is based upon actual rents due as of December 31, 2016, determined using GAAP

including CAM reimbursements.
(3) Approximately 11,239 square feet, or 70.1% of this property, is occupied by us as our corporate offices.

Use of Leverage

We use mortgage loans secured by our individual properties in order to maximize the return for our
stockholders. Typically these loans are for terms ranging from five to ten years with amortization of 20 to
25 years. Currently, the majority of our mortgage loans are structured as non-recourse to us with limited
exceptions that would cause a recourse event only upon occurrence of certain fraud, misconduct, environmental,
or bankruptcy events. Non-recourse financing limits our exposure to the amount of equity invested in each
property pledged as collateral thereby protecting the equity in our other assets. We can provide no assurance that
the non-recourse financing will be available to us in the future on terms that are acceptable to us, or at all and
there may be circumstances where lenders have recourse to our other assets. To a lesser extent, we use recourse
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financing or a cross collateral pledge of certain properties. At June 30, 2017, $35.0 million of our total debt of
$161.8 million was recourse to us, of which $27.4 million related to the model homes properties.

We have used both fixed and variable interest rate debt to finance our properties. Wherever possible, we
prefer to obtain fixed rate mortgage financing as it provides better cost predictability. As of June 30, 2017, none
of our mortgage obligations included variable interest rate provisions.

Property Management

We, through our wholly-owned subsidiary, NTR Property Management, Inc., are the primary property
manager for all of our properties. We subcontract with third-party property management companies in Colorado
and North Dakota to render on-site management services.

Our Investment Approach

Our Commercial Property Investment Approach

We acquire high-quality office and industrial properties in overlooked and/or underserved markets, where
we believe we can create long-term stockholder value. Our potential commercial investments are extensively
reviewed based on several characteristics, including:

• Market Research. We invest in properties within regionally dominant markets that we believe to be
overlooked. We extensively analyze potential markets for the key indicators that we feel will provide
us higher risk adjusted returns. These indicators may include a net in-migration of highly educated
workers, business friendly governmental policies, large university populations, extensive healthcare
systems and available housing. We believe this extensive research will result in property acquisitions in
markets with substantially higher demand for high quality commercial real estate.

• Real Estate Enhancement. We typically acquire properties where we believe market demand is such
that values can be significantly enhanced through repositioning strategies such as upgrading common
areas and tenant spaces, re-tenanting and leasing vacant space. We expect that these strategies will
increase rent and occupancy while enhancing long-term value.

• Portfolio Management. We believe our target markets have benefited from substantial economic
growth, which provides us with opportunities to achieve long-term value and ultimately sell properties
and recycle capital into properties offering a higher risk-adjusted return. Since 2015, we have been
selectively selling retail properties and redeploying the capital into additional office and industrial
properties. We have achieved substantial returns in the past from the operation, repositioning, and sale
of properties. For example, we saw a 16.0% average annual cash on cash return for properties sold in
2017, which had an average holding period of approximately seven years. We seek to continue to
actively manage our properties in the future to maximize the opportunity to recycle capital.

Our Model Home Property Investment Approach

Model homes are single-family dwellings constructed by builders for the purpose of showing the builder’s
floor plans, optional features, and workmanship in the marketing of the development in which the home is
located. Each model home is designed to be held through the end of a minimum lease term at which time the
model home property is listed for sale at fair market value. We seek to purchase model homes that have a
likelihood of appreciation within the expected three-year term of the lease. Our model home leaseback
agreements are triple-net, requiring the homebuilder/tenant to pay all operating expenses. We seek model homes
in a variety of locations, a variety of price ranges, and from a variety of builders and developers to diversify the
risk from economic conditions that may adversely affect a particular development or location. During the six
months ended June 30, 2017, we sold nine model homes for approximately $2.5 million and recognized a gain of
approximately $141,000, and during the year ended December 31, 2016, we sold 21 model homes for
approximately $6.4 million and recognized a gain of approximately $687,000.
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Our Growth Strategy

Our principal business objective is to provide attractive risk-adjusted returns to our stockholders through a
combination of (i) sustainable and increasing rental income and cash flow that generates reliable, increasing
dividends and (ii) potential long-term appreciation in the value of our properties and common stock. Our primary
strategies to achieve our business objectives are to invest in, own and manage a diverse multi-tenant portfolio of
high-quality office and industrial properties in attractive regionally dominant markets, which we believe will
drive high tenant retention and occupancy.

We intend to grow our commercial portfolio by acquiring high-quality properties in our target markets. In
addition to our office and industrial properties, we may also selectively invest in other properties where we
believe we can achieve high risk-adjusted returns for our stockholders. We also expect that our extensive broker
and seller relationships will benefit our acquisition activities and help set us apart from competing buyers. In
addition, we intend to actively manage our existing portfolio of commercial properties and continue to redeploy
capital through the opportunistic sale of non-core assets (including retail properties) into additional office and
industrial properties.

Our Commercial Property Growth Strategy

We typically purchase commercial properties at what we believe to be a discount to the replacement value
of the property. We seek to enhance the value of these properties through active asset management where we
believe we can increase occupancy and rent. We typically achieve this growth through value-added investments
in these properties, such as common area renovations, enhancement of amenities, improved mechanical systems,
and other value-enhancing investments. We generally will not invest in ground-up development as we believe
our target markets’ rental rates are below those needed to justify new construction.

Our Model Home Growth Strategy

We intend to purchase model homes that are in the “move-up market” and in the first-time homebuyer
market. The purchase of model homes will be from builders that have sufficient assets to fulfill their obligations
under the lease and with model homes that offer a good opportunity for appreciation upon the sale of the model
home. Sales proceeds from model homes will typically be reinvested and used to acquire new model homes.

Competition

We compete with a number of other real estate investors, many of whom own similar properties in the same
geographical markets. Competitors include other REITs, pension funds, insurance companies, investment funds
and companies, partnerships and developers. Many of these competitors have substantially greater financial
resources than we do and may be able to accept more risk than we can prudently manage, including risks with
respect to the creditworthiness of a tenant or the geographic location of its investments. In addition, many of
these competitors have capital structures that allow them to make investments at higher prices than what we can
prudently offer while still generating a return to their investors 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 rental rates we currently charge our tenants, we may lose potential tenants and we may be pressured to
reduce our rental rates below those we currently charge or to offer more substantial rent abatements, tenant
improvements, early termination rights or below-market renewal options in order to retain tenants when our
tenants’ leases expire. The concentration of our properties in Southern California, Colorado and North Dakota
makes us susceptible to local market conditions in these areas.

To be successful, we must be able to continue to respond quickly and effectively to changes in local and
regional economic conditions by adjusting rental rates of our properties as appropriate. If we are unable to
respond quickly and effectively, our financial condition, results of operations, cash flow, and ability to satisfy our
debt service obligations and pay dividends may be adversely affected.
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Our REIT Status

We elected to be taxed as a REIT for federal income tax purposes commencing with our taxable year ended
December 31, 2000. To continue to be taxed as a REIT, we must satisfy numerous organizational and operational
requirements, including a requirement that we distribute at least 90% of our REIT taxable income to our
stockholders, as defined in the Code and calculated on an annual basis. As a REIT, we are generally not subject
to federal income tax on income that we distribute to our stockholders. If we fail to qualify for taxation as a REIT
in any year, our income will be taxed at regular corporate rates, and we may be precluded from qualifying for
treatment as a REIT for the four-year period following our failure to qualify. Even though we qualify as a REIT
for federal income tax purposes, we may still be subject to state and local taxes on our income and property and
to federal income and excise taxes on our undistributed income. For more information, please see “U.S. Federal
Income Tax Considerations.”

Distribution Policy

We plan to distribute at least 90% of our annual REIT taxable income to our stockholders in order to
maintain our status as a REIT. We have paid dividends to our stockholders at least quarterly since the first
quarter we commenced operations on April 1, 1999.

We intend to continue to declare quarterly distributions, however we cannot provide any assurance as to the
amount or timing of future distributions. Our goal is to generate cash distributions out of our operating cash flow
and proceeds from the sale of properties. During 2016, we declared dividends of $6.9 million and approximately
$2.4 million of these dividends were reinvested under our distribution reinvestment plan (the “Reinvestment
Plan”) and paid back to us resulting in a net cash payout of approximately $4.5 million. For the first two quarters
of 2017, as of September 1, 2017, we have declared dividends of approximately $3.5 million and approximately
30.9% of these dividends were reinvested under our Reinvestment Plan and paid back to us resulting in a net cash
payout of approximately $2.4 million.

To the extent that we make distributions in excess of our earnings and profits, as computed for federal
income tax purposes, these distributions will represent a return of capital, rather than a dividend, for federal
income tax purposes. Distributions that are treated as a return of capital for federal income tax purposes generally
will not be taxable as a dividend to a U.S. stockholder, but will reduce the stockholder’s basis in its shares (but
not below zero) and therefore can result in the stockholder having a higher gain upon a subsequent sale of such
shares. Return of capital distributions in excess of a stockholder’s basis generally will be treated as gain from the
sale of such shares for federal income tax purposes.

We provide each of our stockholders a statement detailing distributions paid during the preceding year and
their characterization as ordinary income, capital gain or return of capital. During for the years ended
December 31, 2016 and 2015, all distributions were non-taxable as they were considered a return of capital to the
stockholders.

Dividend Reinvestment Plan

We have adopted the Reinvestment Plan, which allows stockholders to have dividends or other distributions
otherwise distributable to them invested in additional shares of our common stock. We have registered 3,000,000
shares of our Series A Common Stock pursuant to the Reinvestment Plan. Pursuant to the terms of the
Reinvestment Plan, the purchase price per share of common stock is set at $9.50 or, if shares of the common
stock are listed on a national stock exchange or included for quotation on a national market system, the purchase
price is the prevailing market price. No sales commission or dealer manager fee will be paid on shares sold
through the Reinvestment Plan. We may amend, suspend or terminate the Reinvestment Plan at any time. Any
such amendment, suspension or termination will be effective upon a designated dividend record date and notice
of such amendment, suspension or termination will be sent to all participants at least 30 days prior to such record
date. As of June 30, 2017, 1,834,844 shares of Series A Common Stock have been issued under the Reinvestment
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Plan for a total purchase price of approximately $17.4 million. In connection with the completion of this offering,
we intend to amend the Reinvestment Plan to provide that the purchase price per share of common stock will be
set at 95% of the 20-day average closing price of our Series C Common Stock on the NYSE.

Corporate Structure

We were incorporated in the State of California on September 28, 1999, and in August 2010, we
reincorporated as a Maryland corporation. As of June 30, 2017, we had approximately 17.5 million shares of
Series A Common Stock outstanding with approximately 3,000 stockholders, none of which owned more than
5.0% of the outstanding shares. Prior to the completion of this offering we were a non-traded, publicly owned
company registered under the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Through
NetREIT, Inc., its subsidiaries and its partnerships, we own 20 properties in fee interest and have partial interests
in two properties through our investments in limited partnerships for which we serve as the general partner. We
purchased the partnership interest in one limited partnership that owned one property during 2016. Each of the
limited partnerships is referred to as a “DownREIT.” In each DownREIT, we have the right, through put and call
options, to require our co-investors to exchange their interests for shares of our common stock at a stated price
after a defined period (generally five years from the date they first invested in the entity’s real property), the
occurrence of a specified event or a combination thereof. Our model homes business is conducted through our
wholly-owned subsidiary, NetREIT Model Homes, LLC, NetREIT Dubose Model Home REIT, Inc., and four
limited partnerships, DMHI #201, DMHI #202, DMHI #203 and NetREIT Dubose Model Home REIT, LP.

Offices and Employees

Our executive offices are situated in approximately 11,239 square feet of space in Escondido, California.
Our offices are located at 1282 Pacific Oaks Place, Escondido, California 92029.

As of June 30, 2017, we had a total of 26 full-time employees and one part-time employee.

Regulation

Our management continually reviews our investment activity and monitors the proportion of our portfolio
that is placed in various investments in order to prevent us from coming within the application of the Investment
Company Act of 1940, as amended (the “Investment Company Act”). If at any time the character of our
investments could cause us to be deemed an investment company for purposes of the Investment Company Act,
we would be required to comply with the operating restrictions of the Investment Company Act, which are
generally inconsistent with our normal operations. As such, we work to ensure that we are not deemed to be an
“investment company.”

Various environmental laws govern certain aspects of the ongoing operation of our properties. Such
environmental laws include those regulating the existence of asbestos-containing materials in buildings,
management of surfaces with lead-based paint (and notices to residents about the lead-based paint) and waste-
management activities. Our failure to comply with such requirements could subject us to government
enforcement action and/or claims for damages by a private party.

To date, we have not experienced a material effect on our capital expenditures, earnings, or competitive
position as a result of a lack of compliance with federal, state and local environmental protection regulations. All
of our proposed acquisitions are inspected prior to such acquisition. These inspections are conducted by qualified
environmental consultants, and we review in detail their reports prior to our acquisition of any property.
Nevertheless, it is possible that our environmental assessments will not reveal all environmental liabilities, or that
some material environmental liabilities exist of which we are unaware. In some cases, we may be required to
abandon otherwise economically attractive acquisitions because the costs of removal or control of hazardous
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materials are considered to be prohibitive or we are unwilling to accept the potential risks involved. We do not
believe we will be required to engage in any large-scale abatement at any of our current properties. We believe
that through professional environmental inspections and testing for asbestos, lead paint and other hazardous
materials, coupled with a relatively conservative posture toward accepting known environmental risk, we
minimize our exposure to potential liability associated with environmental hazards.

We are unaware of any environmental hazards at any of our current properties that, individually or in the
aggregate, may have a material adverse impact on our operations or financial position. We have not been notified
by any governmental authority, and we are not otherwise aware of any material non-compliance, 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 have a material adverse
effect on us, our financial condition or our results of operations. Future environmental laws, regulations, or
ordinances, however, may require additional remediation of existing conditions that are not currently actionable.
Also, if more stringent requirements are imposed on us in the future, the costs of compliance could have a
material adverse effect on us and our financial condition.

Legal Proceedings

We are subject to various legal proceedings and claims that arise in the ordinary course of business. While
the resolution of these matters cannot be predicted with certainty, management believes the final outcome of such
matters will not have a material adverse effect on our financial position, results of operation or liquidity.
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MANAGEMENT

Our Directors, Executive Officers and Key Employees

The following sets forth certain information with respect to our executive officers, key employees and
directors as of September 1, 2017:

Name Age Position

Executive Officers
Jack K. Heilbron . . . . . . . . . . 67 Chief Executive Officer and President, Director and Chairman of the Board
Larry G. Dubose . . . . . . . . . . 67 Director, CFO and Director of NetREIT Dubose, and CEO of Dubose

Advisors and NetREIT Advisors

Key Employees
Kenneth W. Elsberry . . . . . . . 79 Treasurer and Director
Gary Katz . . . . . . . . . . . . . . . 54 Senior Vice President, Asset Management
Heather L. Pittard . . . . . . . . . 42 Chief Accounting Officer
Kathryn K. Richman . . . . . . . 46 Secretary & General Counsel
Adam Sragovicz . . . . . . . . . . 48 Senior Vice President, Finance

Non-Employee Directors
William H. Allen . . . . . . . . . . 72 Director
David T. Bruen . . . . . . . . . . . 73 Director
Shirley Y. Bullard . . . . . . . . . 65 Director
Summer J. Rollings . . . . . . . . 68 Director
Thomas E. Schwartz . . . . . . . 76 Director

Set forth below is information concerning our executive officers, key employees and directors identified
above. Our Board of Directors currently consists of eight directors, who will be subject to re-election at our next
annual meeting of stockholders. Our executive officers were appointed by the Board of Directors to serve in their
current roles. Each executive officer is appointed for such term as may be prescribed by the Board of Directors
and until a successor has been chosen and qualified or until such officer’s death, resignation or removal.

Executive Officers

Jack K. Heilbron

Mr. Heilbron has served as a director and officer since our inception. Mr. Heilbron also has served as
Chairman of the Board of Directors and President and Chief Executive Officer of NetREIT Dubose since its
inception, and has served as President of NetREIT Advisors and NTR Property Management, Inc. since their
inceptions. Mr. Heilbron was a founding officer, director, and stockholder of the former CI Holding Group, Inc.
and of its subsidiary corporations (Centurion Counsel, Inc., Bishop Crown Investment Research Inc., PIM
Financial Securities Inc., Centurion Institutional Services Inc. and CHG Properties, Inc.) and currently serves as
Chief Executive Officer and Chairman of Centurion Counsel, Inc., a licensed investment advisor. He also served
as a director of the Centurion Counsel Funds, an investment company registered under the Investment Company
Act, from 2001 until 2005. From 1994 until its dissolution in 1999, Mr. Heilbron served as the Chairman and/or
director of Clover Income and Growth REIT. Mr. Heilbron graduated with a B.S. degree in Business
Administration from California Polytechnic College, San Luis Obispo, California. Because of his prior
experience as a director and his experience with other REITs, the Nominating and Corporate Governance
Committee determined that Mr. Heilbron is a qualified candidate for the Board of Directors.

Larry G. Dubose

Mr. Dubose has served as a director since June 2005 and was our Chair of the Audit Committee until March
2010. In connection with NetREIT entering into a management agreement with Dubose Model Homes, USA,
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Mr. Dubose became an employee of NetREIT on March 1, 2010 and has served as Chief Financial Officer,
Treasurer, and a director of NetREIT Dubose since its inception. He has also served as Chief Executive Officer
of NetREIT Advisors, one of our wholly-owned subsidiaries, since its inception. From 2008 to 2010, Mr. Dubose
was President of Dubose Model Homes, USA, a residential real estate investment company headquartered in
Houston, Texas that he founded in 1985, a position he also held until 2004. Prior to forming that company,
Mr. Dubose served as Vice President and Chief Financial Officer of a full service real estate brokerage company
in Houston for six years. From June 1973 to February 1976, he served as a staff accountant with
PricewaterhouseCoopers f/k/a Price Waterhouse. Mr. Dubose graduated with a B.A. degree in Accounting from
Lamar University in 1973. Although not active at present, Mr. Dubose is a Certified Public Accountant in the
state of Texas. He also holds a real estate brokerage license. Because of his prior experience in real estate and his
extensive financial background, the Nominating and Corporate Governance Committee determined that
Mr. Dubose is a qualified candidate for the Board of Directors.

Key Employees

Kenneth W. Elsberry

Mr. Elsberry served as our Chief Financial Officer until April 1, 2016 and Treasurer since our inception and
as a director until 2008 before he commenced serving as a director again in 2010. On April 1, 2016, Mr. Elsberry
informed the Board of Directors that he was resigning from his current position as Chief Financial Officer but
would remain a director of NetREIT and continue the duties of Treasurer. Mr. Elsberry also has served as Vice
President and Chief Financial Officer of NetREIT Advisors and NTR Property Management, Inc., our property
management affiliate. He is a member of the California Society of Certified Public Accountants and American
Institute of Certified Public Accountants. From December 2004 to October 2007, Mr. Elsberry served as Chief
Financial Officer of Trusonic, Inc., a startup technology company based in San Diego, California. Mr. Elsberry
also served as a director of the Centurion Counsel Funds, an investment company registered under the Investment
Company Act, from March 10, 2001 until 2005 and was formerly the Chief Financial Officer and a director of
Centurion Institutional Services. From 1994 until its dissolution in 1999, Mr. Elsberry served as Chief Financial
Officer of Clover Income and Growth REIT. Mr. Elsberry received his Bachelor of Science degree in accounting
from Colorado State University.

Gary Katz

Mr. Katz joined us as Senior Vice President in 2010. He has worked in the commercial real estate field for
more than 30 years and has held positions with Legacy Partners, Lincoln Property Company, Kemper Real Estate
Management Company, Bedford Properties, and Meyer Investment Properties. Prior to joining us, Mr. Katz
served in senior acquisition, leasing, asset management, and development roles for Westcore Properties from
2001 to 2009, where he was responsible for real estate transactions throughout the western United States.
Mr. Katz is deeply involved with NAIOP, a commercial real estate education and advocacy organization; he was
previously a member of the NAIOP Corporate (National) Board, is a former president of the San Diego Chapter
and currently serves on the Board of Directors and as Treasurer of the San Diego Chapter. He also sits on the San
Diego Charitable Real Estate Foundation’s Board of Directors and the University of California San Diego Urban
Studies and Planning Steering Committee. Mr. Katz holds a Bachelor of Arts degree in Economics from
University of California San Diego.

Heather L. Pittard

Ms. Pittard has served as our Chief Accounting Officer since April 2015. From March 2013 to March 2015,
Ms. Pittard served as our Controller. Prior to joining us, Ms. Pittard served as a manager with
PricewaterhouseCoopers LLP from 2000 until 2009, where she audited the financial statements for public and
private companies in a broad range of industries, with a focus on real estate. Ms. Pittard received her Master of
Science in Accounting from University of Colorado at Boulder and her Bachelor of Science in Business
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Administration with an emphasis in Accounting and Finance from the University of Colorado at Boulder. She
also holds a California Certified Public Accountant license (inactive).

Kathryn K. Richman

Ms. Richman has served as our Secretary & General Counsel since joining the company in January 2009.
From 2007 until 2013, Ms. Richman also taught in the University of San Diego’s Business Paralegal Program.
Prior to joining us, Ms. Richman worked as in-house and compliance counsel to multiple large public companies
including New Century Mortgage Company, the wholly-owned subsidiary of New Century Financial
Corporation, a Maryland REIT, Accredited Home Lenders, Inc., and Weyerhaeuser Mortgage Company, a
wholly-owned subsidiary of Weyerhaeuser Company, a Washington REIT. She has more than two decades of
experience advising companies on state and federal regulatory compliance issues in industries spanning
residential real estate, commercial real estate, consumer finance, and insurance. Ms. Richman has been on the
advisory board of the Kappa Lambda Chapter of Alpha Chi Omega at the University of San Diego since 2007.
Ms. Richman received her Bachelor of Arts degree in Romance Languages from the University of Oregon, her
Juris Doctorate from California Western School of Law and is a member of the State Bar of California.

Adam Sragovicz

Mr. Sragovicz joined us in May 2017 as Senior Vice President, Finance. Before joining us, Mr. Sragovicz
served as Treasurer of Encore Capital Group from 2011 to 2017, where he was responsible for global capital
raising, foreign exchange risk management and cash management for the organization. Mr. Sragovicz has also
previously held capital markets, finance, and treasury management positions with KPMG, Union Bank of
California / MUFG and Bank of America Merrill Lynch. Mr. Sragovicz sits on the board of Congregation Adat
Yeshurun and is the Director of the Yale Alumni Schools Committee in San Diego. Mr. Sragovicz is a graduate
of Yale University with a Bachelor of Arts degree in Soviet and Eastern European Studies, with a concentration
in Economics.

Non-Employee Directors

William H. Allen

Mr. Allen was elected as a director in 2009 and has served as our Chair of the Audit Committee since March
2010. For 28 years, Mr. Allen was employed with PricewaterhouseCoopers and was the tax partner in charge of
the San Diego, California office until his retirement in 2000. From 2002 to 2006, Mr. Allen served as Chairman
of the Board of Directors for Arrowhead General Insurance, and was on the Board of Directors for The Copley
Press, Inc. until January 2010. He is a member of the American Society of Certified Public Accountants, and the
California Society of Certified Public Accountants. Mr. Allen graduated from the University of Arizona with a
Bachelor of Science degree in accounting. Because of his prior experience as a director and his extensive
financial background, the Nominating and Corporate Governance Committee determined that Mr. Allen is a
qualified candidate for the Board of Directors.

David T. Bruen

Mr. Bruen has served as a director since 2008. Mr. Bruen retired in January 2008 from San Diego National
Bank after six years as a senior commercial lending officer. During the previous 17 years, Mr. Bruen was in
commercial lending for mid-size businesses in San Diego County for First Interstate Bank, Wells Fargo Bank,
Mellon 1st Business Bank, and San Diego National Bank. He is a Life Member of the Holiday Bowl Committee
and has been a member of the Presidents Association for Palomar College, Financial Executives International,
the San Diego MIT Enterprise Forum, and the Association for Corporate Growth. Mr. Bruen is a graduate of
San Diego State University and has an M.B.A. from the University of Southern California. Because of his prior
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experience with banks and his achievements in the community, the Nominating and Corporate Governance
Committee determined that Mr. Bruen is a qualified candidate for the Board of Directors.

Shirley Y. Bullard

Ms. Bullard has served as a director since December 2011 and is the Chief Administrative Officer and Vice
President of Human Resources with The Ken Blanchard Companies, an international leadership and management
training company based in Escondido, California, which she joined in 1998. Prior to joining The Ken Blanchard
Companies, Ms. Bullard served as the Director of Personnel Support Services and Director of Personnel
Commission for the Poway Unified School District, a Public K-12 school district in North County San Diego,
California. Previously, Ms. Bullard provided 18 years of service with the U.S. Navy as Director of Labor
Relations and Deputy Officer for Equal Opportunity/Affirmative Action. From 1995 to 2008, Ms. Bullard served
on the Board of Directors for Mission Federal Credit Union, and she is currently on the Board of Directors for the
School for Integrated Academics and Technologies, a position she has held since 2005. Ms. Bullard holds a Juris
Doctorate and a Bachelor of Science of Law degree from Thomas Jefferson School of Law. Because of her prior
experience in human resources and personnel matters, the Nominating and Corporate Governance Committee
determined that Ms. Bullard is a qualified candidate for the Board of Directors.

Summer J. Rollings

Mr. Rollings has served as a director since April 2001 and is the current Chair of the Nominating and
Corporate Governance Committee. He also served as a director of the Centurion Counsel Funds, an investment
company registered under the Investment Company Act, from March 10, 2001 until 2005. From 2001 to 2014,
Mr. Rollings owned and operated the Wagon Wheel Restaurant as the Chief Executive Officer of Rolling Wheel
Restaurant, Inc., in Escondido, California. From May 1999 to May 2001 Mr. Rollings served as sales executive
for Joseph Webb Foods of Vista, California and previously from 1985 to 1999, as sales executive for Alliant
Food Service Sales. Because of his experience owning and operating a business, the Nominating and Corporate
Governance Committee determined that Mr. Rollings is a qualified candidate for the Board of Directors.

Thomas E. Schwartz

Mr. Schwartz has served as a director since April 2001. He also served as a director of the Centurion
Counsel Funds, an investment company registered under the Investment Company Act, from March 10, 2001
until 2005. Mr. Schwartz is a former member of the Financial Planning Association and the National Association
of Insurance and Financial Advisors. Since March 1999, he has served as a director of Gold Terra, Inc., a closely-
held Nevada corporation which participates in mining operations for gold, silver and other valuable mineral
deposits. Mr. Schwartz became a Certified Financial Planner in 1990 and an Independent Certified Financial
Planner in 2001 but is now retired. Because of his prior experience as a director and his extensive financial
qualifications, the Nominating and Corporate Governance Committee determined that Mr. Schwartz is a
qualified candidate for the Board of Directors.

Board of Directors

Our business and affairs are managed under the direction of our Board of Directors. Our Board of Directors
consists of eight directors, and a majority of the members of our Board of Directors will be independent, as
required by the applicable rules of the NYSE. The directors have discretion to increase or decrease the size of the
Board of Directors.

Board Independence

Our Board of Directors has determined that each of our current directors, except for Mr. Heilbron,
Mr. Elsberry and Mr. Dubose has no material relationship with us (either directly or as a partner, stockholder or

113



officer of an organization that has a relationship with us) and is “independent” within the meaning of the listing
standards of the NYSE (the “NYSE Rules”) and our director independence standards. The Board of Directors
established and employed the following categorical standards (which are at least as restrictive as the
“independent” standards of the NYSE Rules) in determining whether a relationship is material and thus would
disqualify such director from being independent:

• The director is, or has been within the last three years, our employee or an employee of any of our
subsidiaries;

• An immediate family member of the director is, or has been within the last three years, our executive
officer or an executive officer of any of our subsidiaries;

• The director (or an immediate family member of the director) received during any 12 month period
within the last three years, more than $120,000 in direct compensation from us and/or any of our
subsidiaries, other than director and committee fees and pension or other forms of deferred
compensation for prior service (provided such compensation is not contingent in any way on continued
service);

• The director was affiliated with or employed within the last three years by our present or former
(internal or external) auditor or an immediate family member of the director was affiliated with or
employed in a professional capacity by our present or former (internal or external) auditor;

• The director (or an immediate family member of the director) is, or has been within the last three years,
employed as an executive officer of another company where any of our executives serve or served on
that company’s compensation committee;

• The director is a current employee, or an immediate family member of the director is a current
executive officer of another company that made payments to, or received payments from us or any of
our subsidiaries for property or services in an amount which, in any of the last three fiscal years,
exceeds the greater of $200,000, or 5% of such other company’s consolidated gross revenues; or

• The director (or an immediate family member of the director) was, within the last three years, an
officer, director or trustee of a charitable organization where our (or an affiliated charitable
foundation’s) annual discretionary charitable contributions to the charitable organization exceeded the
greater of $1 million or 5% of that organization’s consolidated gross revenues.

An “affiliate” includes any person beneficially owning in excess of 10% of the voting power of, or a general
partner or managing member of, a company.

Committees of the Board of Directors

The Board of Directors has adopted a charter for the Audit Committee, the Compensation Committee, and
the Nominating and Corporate Governance Committee. The Board of Directors may, from time to time, establish
certain other committees to facilitate our management. The committee charters are posted on our website at
www.netreit.com and will be provided without charge upon request to the Corporate Secretary, NetREIT, Inc.,
1282 Pacific Oaks Place, Escondido, California 92029. The information contained on our website is not
incorporated by reference into and does not form a part of this prospectus or the registration statement of which it
forms a part. The table below indicates the members and Chair of each committee.

Audit Compensation
Nominating and Corporate

Governance

William H. Allen . . . . . . . . . . . . . . . . . . . . . Chair
David T. Bruen . . . . . . . . . . . . . . . . . . . . . . x
Shirley Y. Bullard . . . . . . . . . . . . . . . . . . . . Chair x
Sumner J. Rollings . . . . . . . . . . . . . . . . . . . . x Chair
Thomas E. Schwartz . . . . . . . . . . . . . . . . . . x
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Nominating and Corporate Governance Committee

The Nominating and Corporate Governance Committee is comprised of Mr. Sumner J. Rollings (Chair),
Mr. Thomas E. Schwartz, and Ms. Shirley Y. Bullard. All the members of the Nominating and Corporate
Governance Committee are “independent” within the meaning of the NYSE Rules and our director independence
standards. The Nominating and Corporate Governance Committee met twice during 2016. The Nominating and
Corporate Governance Committee’s principal responsibilities include:

• Reviewing the purpose, structure and membership of the committees of the Board of Directors;

• Reviewing the succession planning for our executive management;

• Assisting the Board of Directors in developing and implementing our corporate governance guidelines;

• Considering questions of possible conflicts of interest of the Board of Directors, as such questions
arise;

• Determining the size, needs and composition of the Board of Directors and its committees;

• Monitoring a process to assess the effectiveness of the Board of Directors; and

• Recommending nominations to the full Board of Directors.

Compensation Committee

The Compensation Committee is comprised of Ms. Shirley Y. Bullard (Chair) and Mr. Sumner J.
Rollings. All of the members of the Compensation Committee are “independent” within the meaning of the
NYSE Rules and our director independence standards. The Compensation Committee met three times during
2016. The Compensation Committee’s principal responsibilities include:

• Ensuring that the total compensation paid to our Chief Executive Officer is fair, reasonable and
competitive;

• Assessing our financial and non-financial performance against a number of factors it considers
significant and relevant;

• Evaluating the Chief Executive Officer’s performance and setting his compensation levels;

• Reviewing and providing oversight as necessary of our compensation philosophy and approving the
establishment of competitive targets for all equity-based plans requiring stockholder approval;

• Assisting as necessary the design and management of the significant employee benefits programs; and

• Reviewing as necessary eligibility criteria and award guidelines for corporate-wide compensation
programs that management-level employees participate in, including bonus plans, stock option and
other equity-based programs, deferred compensation plans and any other cash or stock incentive
programs.

The Compensation Committee reviews and approves our Chief Executive Officer’s compensation and, if
requested, our compensation philosophy to ensure that it is aligned with our business strategy and objectives,
encourages high performance, promotes accountability and assures that employee interests are aligned with the
interests of our stockholders.

Audit Committee

The Audit Committee is comprised of Mr. William H. Allen and Mr. David T. Bruen. Mr. Allen has been a
member of and the Chair of the Audit Committee since February 2010. The Board of Directors has determined
that Mr. Allen qualifies as an “audit committee financial expert,” as defined by the SEC. All of the members of
the Audit Committee are “independent” within the meaning of the NYSE Rules, our director independence
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standards and the audit committee requirements of the SEC. Following the completion of this offering, in
compliance with the NYSE Rules, we expect the Audit Committee will include at least three members, all of
whom will be independent within one year of the listing date of our common stock on the NYSE. We expect that
our Board of Directors will determine that each of these members will be “financially literate” under the NYSE
Rules.

The Audit Committee shares responsibility for performing risk assessment. The Audit Committee is
responsible for discussing with management the guidelines, policies and processes relied upon and used by
management to assess and manage our exposure to risk.

The Audit Committee ensures that procedures have been established for the receipt, retention and treatment
of complaints from our employees on accounting, internal accounting controls or auditing matters, as well as for
the confidential, anonymous submissions by our employees of concerns regarding questionable accounting or
auditing matters or other potentially material risks.

The Audit Committee’s principal responsibilities include:

• Assisting the Board of Directors in fulfilling its responsibility for oversight of the quality and integrity
of our accounting, auditing and reporting practices;

• The ultimate authority over the appointment, retention, compensation, oversight and evaluation of the
work of our independent registered public accounting firm; and

• The selection, approval and engagement of our independent registered public accounting firm,
including approving any special assignments given to the independent accounting firm and reviewing:

• The independence of the independent registered public accounting firm;

• Our guidelines and policies with respect to risk assessment and risk management; and

• Our compliance with legal and regulatory requirements.

In determining whether to reappoint the independent registered public accounting firm as our independent
auditor, the Audit Committee takes into consideration a number of factors, including audit fees, the expertise of
the lead audit partner with respect to real estate and, specifically REITs, the length of time the firm has been
engaged by us, the quality of the Audit Committee’s ongoing discussions with its independent registered public
accounting firm and an assessment of the professional qualifications, external data relating to audit quality and
performance, including recent Public Company Accounting Oversight Board reports relating to our independent
registered public accounting firm and past performance of the firm’s lead audit partner responsible for our audit.
The Audit Committee has also been involved in the selection of the lead audit partner.

Compensation Committee Interlocks and Insider Participation

No member of the Compensation Committee was at any time, or currently is, our officer or employee, and
no member of the Compensation Committee had any relationship with us requiring disclosure under Item 404 of
SEC Regulation S-K. None of our executive officers serves, or in the past has served, as a member of the Board
of Directors or Compensation Committee, or other committee serving an equivalent function, of any entity that
has one or more executive officers who serve as members of our Board of Directors or our Compensation
Committee.

Board of Directors Leadership Structure and Role in Risk Oversight

We believe the chosen leadership structure is the most appropriate for the Board of Directors’ size and
business. Since our inception, Mr. Heilbron has served as both Chairman of the Board and Chief Executive
Officer. We also have a Lead Independent Director, currently Mr. Allen, Chair of the Audit Committee. As Lead
Independent Director, Mr. Allen is able to monitor and address any compliance issues, improprieties, or ethical
considerations, including anonymous submissions by company employees.
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The Board of Directors believes the combined role of Chairman and Chief Executive Officer, together with
a Lead Independent Director, is in our best interest because it provides the appropriate balance between strategic
development and independent oversight of management.

Code of Ethics and Conduct

The Board of Directors has adopted a Code of Ethics and Conduct (“Ethics Code”) for us that applies to all
officers and employees, including our Chief Executive Officer and Chief Accounting Officer. The Ethics Code is
posted under the “Company” section of our web site at www.netreit.com. To the extent required by applicable
SEC rules, we intend to post any future amendments to or waivers from the Ethics Code promptly following the
date of such amendment or waiver on our website at www.netreit.com under “Company.” Information on, or
accessible through, our website is not part of, and is not incorporated into, this prospectus or the registration
statement of which it forms a part.

Corporate Governance Guidelines

Our Board of Directors plans to adopt corporate governance guidelines to serve as a flexible framework
within which our Board of Directors and its committees will operate. We intend that these guidelines will cover a
number of areas including the size and composition of our Board of Directors, Board of Directors membership
criteria and director qualifications, director responsibilities, Board of Directors agenda, roles of the Chairman of
the Board and Chief Executive Officer, meetings of independent directors, committee responsibilities and
assignments, Board of Directors member access to management and independent advisors, director
communications with third parties, director compensation, director orientation and continuing education,
evaluation of senior management and management succession planning. We intend that our Nominating and
Corporate Governance Committee will review our corporate governance guidelines at least once a year and, if
necessary, recommend changes to our Board of Directors. Our corporate governance guidelines will be available
on our website at www.netreit.com. Information on, or accessible through, our website is not part of, and is not
incorporated into, this prospectus or the registration statement of which it forms a part.

Limitation of Liabilities and Indemnification of Directors and Officers

For a discussion of our indemnification arrangements for our directors and officers, see “Certain
Relationships and Related Transactions—Indemnification of Our Directors and Officers in Our Governing
Documents” and “Certain Relationships and Related Transactions—Indemnification Agreements.”

Executive and Director Compensation

For a discussion of our director compensation arrangements, see “Executive and Director Compensation—
Director Compensation.”
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EXECUTIVE AND DIRECTOR COMPENSATION

Overview of Compensation Program

The Compensation Committee is responsible for establishing, implementing and continually monitoring
adherence with our compensation philosophy. The Compensation Committee ensures that the total compensation
paid is fair, reasonable, and competitive. The following narrative explains our compensation philosophy,
objectives, policies, and practices with respect to our named executive officers to whom we refer to collectively
as our “Named Executive Officers,” as determined in accordance with applicable SEC rules. The Compensation
Committee does not utilize compensation consultants for executive or director compensation.

Compensation Objectives and Philosophy

The Compensation Committee believes that the most effective executive compensation program is one that
is designed to reward the achievement of specific annual, long-term and strategic goals by us and that aligns
executives’ interests with those of the stockholders by rewarding performance above established goals with the
ultimate objective of improving stockholder value. Together with the Chief Executive Officer, the Compensation
Committee evaluates both performance and compensation to ensure that we maintain our ability to attract and
retain employees in key positions with superior ability, experience and leadership capability and that
compensation provided to key employees remains competitive relative to the compensation paid to similarly
situated executives of our peer companies. To that end, the Compensation Committee believes that executive
compensation packages provided to our employees, including our Named Executive Officers, should include
both cash and share-based compensation that rewards performance measured against established goals.

The Compensation Committee believes that measures such as growth in assets and number of properties,
rental income, and funds from operations (“FFO”) play an important part in setting compensation; however, the
Compensation Committee also recognizes that often outside forces beyond the control of management, such as
economic conditions, capital market conditions, changing retail and real estate markets, and other factors, may
contribute to less favorable near-term results. The Compensation Committee also strives to assess whether
management is making appropriate strategic decisions that will allow us to succeed over the long term and build
long-term stockholder value. These may include ensuring that we have the appropriate leasing and acquisition
pipelines to ensure a future stream of recurring and increasing revenues, assessing our risks associated with real
estate markets and tenant credit, managing our debt maturities, and determining whether our staffing and general
and administrative expense is appropriate given our projected operating requirements.

Say on Pay

In reviewing our compensation objectives and practices for 2017, the Compensation Committee, and the Named
Executive Officers are aware of the results of the June, 2013 “say-on-pay” vote in which approximately 92% of the
votes cast on such proposal voted to approve our executive compensation practices, and the “say-on-pay frequency”
vote in which 79% of the votes cast voted in favor of a review of such compensation every three years, which we
viewed as generally supportive of our compensation philosophy and practices. We held a special meeting for “say-on-
pay” on November 21, 2016 but a quorum for the special meeting was not achieved. Since the special meeting was
neither convened nor adjourned to a later date, we included the “say-on-pay” proposal in the proxy for the 2017 annual
meeting held on July 29, 2017. The “say-on-pay” proposal was approved at the annual meeting in which
approximately 91% of the votes cast on such proposal voted to approve our executive compensation practices. The
next “say-on-pay” vote will take place in 2019, which will also include a “say-on-pay frequency” vote as well.

Role of Executive Officers in Compensation Decisions

The Compensation Committee makes direct compensation decisions with respect to the compensation of
Mr. Heilbron, our Chairman, President and Chief Executive Officer, and establishes the general parameters
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within which it establishes the compensation for our other Named Executive Officers and senior management
team. The Compensation Committee may also review equity awards to other officers and employees. Our Chief
Executive Officer is not present for any deliberations or decisions on his own compensation.

The Chief Executive Officer reviews the performance of our other Named Executive Officers and
management team annually and makes recommendations with respect to salary adjustments, bonuses and equity
award amounts for such executive officers. The Compensation Committee may choose to exercise its discretion
in modifying any recommended adjustment or award.

Peer Group for Executive Compensation Purposes

The Compensation Committee reviewed a comprehensive schedule of executive compensation information
included in proxy statements for publicly-traded REITs to assist it in considering the compensation for our
Named Executive Officers for 2016 and in determining an appropriate peer group in connection therewith. Based
on such review, the Compensation Committee selected the following eight REITs as its peer group for 2016:

Agree Realty Corp. One Liberty Properties, Inc.
BRT Apartments Corp. Monmouth Real Estate Investment Corp.
Cedar Realty Trust, Inc. Urstadt Biddle Properties Inc.
City Office REIT, Inc. Whitestone REIT

Each member of our peer group has a business focus similar to ours. The peer group had total market
capitalizations ranging from approximately $113.5 million to $687 million (based on market data for the first
week of December 2016). There is currently no public market for our securities, therefore, our total market
capitalization is not readily available. However, if it was, we believe it would be below the highest market
capitalization represented by any member of the peer group. The peer group average total market capitalization
was $212 million (based on market data for the first week of December 2016).

In determining the compensation of our Named Executive Officers, the Compensation Committee
considered the compensation of our Named Executive Officers relative to the compensation of the named
executive officers of our peer group members. The table below sets forth a comparison of the compensation for
2016 of our Named Executive Officers (based on the values reported in the Summary Compensation Table
below) compared to the average compensation of the named executive officers of our peer group members for
2016. As some of the members of our peer group have a greater market capitalization than us, the 2016
compensation approved by our Compensation Committee for our Named Executive Officers is significantly
lower than the average compensation of similarly situated executives in the peer group.

Comparison of Executive Compensation to Peer Group

Jack Heilbron Larry Dubose Grant Harbert(1) Kenneth Elsberry

Base Salary . . . . . . . . . . . . . . . . . . $ 321,059 $100,000 $185,000 $152,824
Cash Bonus . . . . . . . . . . . . . . . . . . 156,000 105,000 — 63,648
Stock . . . . . . . . . . . . . . . . . . . . . . . 140,000 75,000 43,000 100,000
Other . . . . . . . . . . . . . . . . . . . . . . . 104,264 30,330 12,078 47,766
Total Compensation . . . . . . . . . . . $ 721,323 $310,330 $240,078 $364,238
Peer Group Average . . . . . . . . . . . $2,096,000 $609,000 $713,000 $713,000

(1) We and Mr. Harbert agreed to end Mr. Harbert’s service as the company’s Chief Financial Officer effective
as of April 18, 2017. In connection with his separation, he forfeited 8,333 shares of restricted stock.

Total Compensation

Total annual compensation consists of base salary, cash incentives, and long-term equity incentive
compensation in the form of restricted stock. In setting the total annual compensation for our Named Executive
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Officers, information on the performance of each Named Executive Officer for the prior year and market data
covering peer group salaries are utilized. This evaluation is comprised of both a quantitative assessment as well
as a qualitative assessment. The target levels for the total annual compensation of our Named Executive Officers
and management team are less than the average of the peer group, primarily due to our size and status as a
nontraded REIT. We believe that this is an appropriate target that contemplates both the quantitative and
qualitative elements of each position and rewards performance. In addition, this approach allows us to attract and
retain skilled and talented executives to guide and lead our business and supports a “pay for performance”
culture.

Annual Cash Compensation

Base Salary

Each of our Named Executive Officers receives a base salary to compensate him for services performed
during the year. When determining the base salary for each of our Executive Officers, the market levels of
similar positions, discounted for size, at the peer group companies, the performance of the Named Executive
Officer, the experience of the Named Executive Officer in his position, and the other components of
compensation and total compensation are considered. The base salary of our Chief Executive Officer is
established by the terms of his employment agreement. The Named Executive Officers are eligible for annual
increases in their base salaries.

Annual Non-Equity Compensation

A significant portion of each Named Executive Officer’s compensation is in the form of an annual cash
bonus. These annual bonuses are primarily based upon quantifiable company performance objectives. This
practice is consistent with our compensation objective of supporting a performance-based environment. An
annual determination is made as to the appropriate split between company-wide and executive specific goals
based upon an assessment of the appropriate balance. Each year, the Compensation Committee sets for the Chief
Executive Officer a threshold, target and maximum bonus that may be awarded to him if the threshold goals are
achieved.

For 2016, the Compensation Committee established the following goals for Mr. Heilbron and set a target
cash bonus of 60% of his base salary:

2016 Goal 2016 Target
% of Company

Goal

Incentive Paid, as
Percentage of Base

Salary

Achieve MFFO Budget . . . . . . . . . . . . . . . $77,054 40% 24%
Property Budget . . . . . . . . . . . . . . . . . . . . . $38,527 20% 12%
Sarbanes-Oxley Compliance . . . . . . . . . . . $38,527 20% 12%
Obtain Line of Credit . . . . . . . . . . . . . . . . . $19,264 10% 6%
Grow Assets . . . . . . . . . . . . . . . . . . . . . . . . $19,264 10% 6%

Based upon performance, the Compensation Committee awarded Mr. Heilbron a bonus of $156,000, which
represented 81% of his target bonus.

Long-Term Incentive Compensation

We grant long-term equity incentive awards to our Named Executive Officers as part of our overall
compensation package. These awards are consistent with our policies of fostering a performance-based
environment and aligning the interests of our senior management with the financial interests of our stockholders.
When determining the amount of long-term equity incentive awards to be granted, the following factors are
considered based upon current year performance and three-year historical performance: our business
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performance, such as growth in FFO and performance of real estate assets (including, but not limited to,
occupancy, same property net operating income growth and leasing spreads); the responsibilities and
performance of the executive, such as how they performed relative to their delineated goals; value created for our
stockholders, such as total stockholder return (defined as distributions plus capital appreciation for a given year
or period) compared to sector average and net asset value; strategic accomplishment, such as identifying strategic
direction for us, and market factors, such as navigating the current economic climate and the strength of the
balance sheet and debt maturities.

We compensate our Named Executive Officers for long-term service to us and for sustained increases in our
stock performance through grants of restricted shares. In 2012 and prior years, these shares vested equally over
three years for all officers. Beginning with restricted stock awards granted in 2013, a larger number of restricted
shares were granted to some Named Executive Officers where the shares vest over a ten-year period. The
aggregate value of the long-term incentive compensation granted is based upon established goals including an
assessment of FFO as compared to budgeted or targeted goals; FFO growth year over year as compared against
the peer group; the identification of strategic initiatives, their execution and the anticipated long-term benefits to
stockholders; and overall stockholder value and performance based upon the above metrics and in relation to the
peer group performance. Distributions are paid on the entirety of the grant from the grant date.

Equity compensation is awarded to our Chief Executive Officer by the Compensation Committee and to
other Named Executive Officers based primarily on the strategic initiatives and decisions made during the
applicable fiscal year. The restricted stock awards granted to our Named Executive Officers during 2016 are
reflected in the Outstanding Equity Awards at Fiscal Year End table below. On January 2, 2017, Jack K.
Heilbron was granted 16,000 shares of restricted stock that vest in equal installments over ten years; Mr. Harbert
was granted 5,000 shares of restricted stock that vest in equal installments over three years; Mr. Elsberry was
awarded 4,600 shares of restricted stock that vest in equal installments over ten years; and Mr. Dubose was
granted 8,750 shares of restricted stock that vest in equal installments over ten years. We and Mr. Harbert agreed
to end Mr. Harbert’s service as our Chief Financial Officer effective as of April 18, 2017. In connection with his
separation, he forfeited 8,333 shares of restricted stock.

Perquisites and Other Personal Benefits

We provide our Named Executive Officers with perquisites and other personal benefits, including payment
of premiums for an additional life insurance policy for Mr. Heilbron, that we believe are reasonable and
consistent with our overall compensation program to better enable us to attract and retain superior employees for
key positions. The Compensation Committee periodically reviews the levels of perquisites and other personal
benefits provided to the Named Executive Officers.

We maintain a 401(k) retirement savings plan for all employees on the same basis, which provides matching
contributions at the rate of 100% of the employee’s contributions up to 4% of their salary. In 2016, employees
could contribute up to $18,000 of their salary, subject to annual limits under the Code. Named Executive Officers
are also eligible to participate in all of our employee benefit plans, such as medical, dental, group life, disability
and accidental death and dismemberment insurance, in each case, on the same basis as other employees.
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The following table sets forth information concerning the compensation earned by our Named Executive
Officers for the fiscal years ended December 31, 2016 and 2015.

Summary Compensation Table

Name and Principal Position Year Salary

Stock
Awards

(1)

Nonequity
Incentive Plan
Compensation

(2)

All Other
Compensation

(3) Total

Jack K. Heilbron . . . . . . . . . . . . . . . . . . . 2016 $321,059 $140,000 $156,000 $104,264 $721,323
Chairman of the Board, President
and Chief Executive Officer

2015 $308,711 $140,000 $150,000 $ 85,049 $683,760

Larry G. Dubose . . . . . . . . . . . . . . . . . . . 2016 $100,000 $ 75,000 $105,000 $ 30,330 $310,330
CFO & Treasurer of NetREIT
Dubose Model Home REIT, Inc.,
CEO of NetREIT Advisors, LLC

2015 $ 62,500 $ 21,500 $ 75,000 $ 23,974 $182,974

Kenneth W. Elsberry . . . . . . . . . . . . . . . . 2016 $152,824 $100,000 $ 63,648 $ 47,766 $364,238
Treasurer and Former Chief
Financial Officer(4)

2015 $209,923 $100,000 $106,000 $ 21,884 $437,807

Grant Harbert . . . . . . . . . . . . . . . . . . . . . 2016 $185,000 $ 43,000 $ 12,078 $240,078
Former Chief Financial Officer(5)

(1) The amounts shown represent the aggregate grant date fair value of awards granted during each fiscal year
shown, computed in accordance with FASB ASC Topic 718. This does not represent the compensation
expense recognized for the fiscal years shown for financial statement reporting purposes. For a discussion of
the valuation assumptions used to determine the grant date fair values for awards granted in 2015 and 2016,
see Note 12 to the Financial Statements for the year ended December 31, 2016 included in this prospectus.

(2) The bonuses shown were earned in the year indicated and paid in January of the following year.
(3) The following table sets forth the components of All Other Compensation included above:

Name and
Principal Position Year

Distributions
Paid on

Restricted Stock

Matching
Contributions
to 401K Plan

Group
Term Life
Insurance
Payments

Auto
Allowance

Country
Club

PTO
Payment

Total of Other
Compensation

Jack K. Heilbron . . . 2016 $17,349 $12,000 $16,606 $10,187 $8,940 $39,183 $104,264
2015 $14,419 $12,000 $26,455 $11,235 $8,940 $ 73,049

Larry G. Dubose . . . 2016 $ 8,830 $ 8,393 $ 606 $12,500 $ 30,330
2015 $ 6,303 $ 4,172 $ 1,499 $12,000 $ 23,974

Kenneth W.
Elsberry . . . . . . . .

2016 $14,070 $ 55 $ 7,500 $26,141 $ 47,766
2015 $10,581 $ 4,103 $ 7,200 $ 21,884

Grant Harbert . . . . . 2016 $ 2,025 $ 8,841 $ 1,212 $ 12,078

(4) Mr. Elsberry served as our Chief Financial Officer through April 1, 2016, at which time he resigned as Chief
Financial Officer but continues to serve as Treasurer and a member of the Board.

(5) We and Mr. Harbert agreed to end Mr. Harbert’s service as our Chief Financial Officer effective as of
April 18, 2017. In connection with his separation, he forfeited 8,333 shares of restricted stock.
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Employment and Severance Agreements

We entered into employment agreements with Messrs. Heilbron, Elsberry and Dubose on January 19, 2011.
Mr. Elsberry’s employment agreement was terminated in April 2016, and Mr. Dubose’s employment agreement
was terminated in April 2017. Mr. Heilbron’s employment agreement had an initial term of three years, which
term automatically extends for one year on each subsequent anniversary of the initial expiration date unless either
Mr. Heilbron or we elect not to so extend the term of the agreement.

The employment agreement for Mr. Heilbron provides that if, during the term of the agreement,
Mr. Heilbron is terminated by us without “cause” or he terminates his employment for “good reason,” he will be
paid or provided with (1) the aggregate amount of (i) his earned but unpaid base salary through the date of
termination, paid on the date of termination, and (ii) a cash payment equal to the average of the cash bonus
payments received by him during the two years immediately preceding the termination date, payable no later
than 30 days following such termination, (2) continued participation for him and his dependents in the
company’s health plans for up to 12 months after the termination date at the same cost to him as immediately
prior to such termination, and (3) accelerated vesting of any outstanding and unvested equal awards (other than
performance-based vesting awards) granted to him under the company’s equity incentive plans. As a condition to
receiving certain of the foregoing severance payments and benefits, Mr. Heilbron is required to execute and not
revoke a release of claims in favor of the company. The agreement also contains customary confidentiality and
non-competition provisions.

Upon his transition from Chief Financial Officer to Treasurer in April 2016, the employment agreement
with Mr. Elsberry was terminated. Mr. Elsberry remains employed by the company as its Treasurer and is an at-
will employee. Prior to its termination, the employment agreement for Mr. Elsberry provided that if, during the
term of the agreement, Mr. Elsberry was terminated by us without “cause” or he terminated his employment for
“good reason,” he would be paid or provided with (1) the aggregate amount of (i) his earned but unpaid base
salary through the date of termination, paid on the date of termination, and (ii) a cash payment equal to the
average of the cash bonus payments received by him during the two years immediately preceding the termination
date, payable no later than 30 days following such termination, (2) continued participation for him and his
dependents in the company’s health plans for up to 12 months after the termination date at the same cost to him
as immediately prior to such termination, and (3) accelerated vesting of any outstanding and unvested equal
awards (other than performance-based vesting awards) granted to him under the company’s equity incentive
plans. As a condition to receiving certain of the foregoing severance payments and benefits, Mr. Elsberry would
be required to execute and not revoke a release of claims in favor of the company. The agreement also contains
customary confidentiality and non-competition provisions.

Effective April 19, 2017, the company and Mr. Dubose mutually agreed that his employment agreement will
no longer be in effect. However, Mr. Dubose will remain the Chief Executive Officer of NetREIT Advisors as an
at-will employee. Prior to its termination, the employment agreement for Mr. Dubose provided that if, during the
term of the agreement, Mr. Dubose was terminated by us without “cause” or he terminated his employment for
“good reason,” he would be paid or provided with (1) the aggregate amount of (i) his earned but unpaid base
salary through the date of termination, paid on the date of termination, and (ii) a cash payment equal to the
average of the cash bonus payments received by him during the two years immediately preceding the termination
date, payable no later than 30 days following such termination, (2) continued participation for him and his
dependents in the company’s health plans for up to 12 months after the termination date at the same cost to him
as immediately prior to such termination, and (3) accelerated vesting of any outstanding and unvested equal
awards (other than performance-based vesting awards) granted to him under the company’s equity incentive
plans. As a condition to receiving certain of the foregoing severance payments and benefits, Mr. Dubose would
be required to execute and not revoke a release of claims in favor of the company. The agreement also contained
customary confidentiality and non-competition provisions.
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Outstanding Equity Awards at Fiscal Year End

The following table shows information regarding restricted stock awards held by our Named Executive
Officers on the last day of our fiscal year ended December 31, 2016.

Option Awards(1) Stock Awards(2)(3)(4)

Name

Number of
Securities

Underlying
Unexercised
Options (#)
Exercisable

Number of
Securities

Underlying
Unexercised
Options (#)

Unexercisable

Equity
Incentive

Plan
Awards:

Number of
Securities

Underlying
Unexercised
Unearned

Options (#)

Number Of
Shares or

Units
That Have
Not Vested

(3)

Market
Value of
Shares or

Units
That Have
Not Vested

(4)

Equity
Incentive

Plan
Awards:

Number of
Unearned

Shares,
Units or
Other
Rights
That

Have Not
Vested

Equity
Incentive

Plan
Awards:
Market

or Payout
Value of

Unearned
Shares,

Units Or
Other
Rights
That

Have Not
Vested

Jack K. Heilbron . . . . . . . . . . . . . . . . . . . . . . . . . — — — 42,791 $368,003 — —
Larry G. Dubose . . . . . . . . . . . . . . . . . . . . . . . . . — — — 18,801 $161,689 — —
Kenneth W. Elsberry . . . . . . . . . . . . . . . . . . . . . . — — — 31,105 $267,503 — —
Grant Harbert . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 3,333 $ 28,664 — —

(1) No options have been granted since 2005.
(2) The amounts in this column represent restricted stock awards held at December 31, 2016 that were granted on January 2,

2014, 2015, and 2016.
(3) Restricted stock awards vest on December 31 of each year according to the following schedule:

• Mr. Dubose: 3,276 shares in 2017, 2,442 shares in 2018-2022, 1,571 shares in 2023 and 872 shares in 2024-2025.
• Mr. Elsberry: 4,070 shares in 2017-2022, 3,198 shares in 2023, 2,325 shares in 2024 and 1,162 shares in 2025.
• Mr. Harbert: 1,666 shares in 2017 and 1,667 shares in 2018.
• Mr. Heilbron: 5,581 shares in 2017-2022, 4,420 shares in 2023, 3,257 shares in 2024 and 1,628 shares 2025.

(4) Since there was no public trading of our stock prior to this offering, the market value has been calculated using $8.60 per
share, which represents the approximate amount of net proceeds per share received from the offering price of $10 in our
private placement offering that terminated on December 31, 2011, multiplied by the number of outstanding restricted
stock awards for each Named Executive Officer.

Director Compensation

We compensate the directors with cash compensation and awards of restricted stock. We do not have a
written policy regarding director compensation. Our Compensation Committee meets at least annually to review,
and determine and approve, as appropriate, director compensation for the next fiscal year, including cash and
equity compensation, reimbursement for travel and related expenses, and similar matters. The Compensation
Committee may also meet during the year, as appropriate, to discuss compensation matters such as grants of
restricted stock to our directors in connection with their services as chairs of Board committees, and related
matters. Where a director is also an employee of the company, such director is not paid separate compensation
for services rendered as a director.
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The directors received a cash stipend of $7,500 per meeting in 2016 and reimbursement of reasonable out-
of-pocket expenses incurred in connection with attendance at meetings of the Board or committees of the
Board. We also granted 4,188 shares of restricted stock on January 4, 2016 to the Lead Independent Director and
3,488 to each of the other non-employee directors. The restricted stock granted will vest in equal annual
installments over a three year period commencing December 31, 2016 through December 31, 2019. The non-
employee directors received the following aggregate amounts of compensation for the year ended December 31,
2016.

Name Year

Fees earned
Or Paid in

Cash(1)
Stock

Awards(2)
All Other

Compensation(3) Total

William H. Allen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2016 $30,000 $36,017 $3,722 $69,739
2015 $20,700 $46,020 $4,000 $70,720

David T. Bruen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2016 $30,000 $30,000 $3,256 $63,256
2015 $20,700 $40,000 $3,721 $64,421

Shirley Y. Bullard . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2016 $30,000 $30,000 $3,256 $63,256
2015 $20,700 $40,000 $3,721 $64,421

Sumner J. Rollings . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2016 $30,000 $30,000 $3,256 $63,256
2015 $20,700 $40,000 $3,721 $64,421

Thomas E.Schwartz . . . . . . . . . . . . . . . . . . . . . . . . . . . 2016 $30,000 $30,000 $3,256 $63,256
2015 $20,700 $40,000 $3,721 $64,421

(1) We paid each non-employee director a cash stipend for each meeting. This was $7,500 in 2016 and
$5,175 in 2015.

(2) The amounts shown represent the aggregate grant date fair value of awards made during respective year,
computed in accordance with FASB ASC Topic 718. For a discussion of the valuation assumptions used to
determine the grant date fair values of these awards, see Note 10 to the Financial Statements for the year
ended December 31, 2016 included in this prospectus, as determined in accordance with FASB ASC
Topic 718. The restricted stock awards vest over a three year period.

(3) For all directors, the amount represents distributions declared on shares of restricted stock during the
respective years.

We granted 3,000 shares of restricted stock on January 2, 2017 to the Lead Independent Director and
2,500 to each of the other non-employee directors and agreed to pay a cash stipend of $10,000 per Board meeting
attendance to such non-employee directors in 2017 and reimbursement of reasonable out-of-pocket expenses
incurred in connection with attendance at meetings of the Board or committees of the Board. The restricted stock
granted will vest in equal annual installments over a three year period commencing December 31, 2017 through
December 31, 2020.

As of December 31, 2016, our non-employee directors held the following shares of restricted stock:
William H. Allen, 4575.721 shares; David T. Bruen, 3875.721 shares; Shirley Y. Bullard, 3875.721 shares;
Sumner J. Rollings, 3875.721 shares; and Thomas E. Schwartz, 3875.721 shares.

Equity Plans

The company established the 1999 Flexible Incentive Plan (the “1999 Plan”) for the purpose of attracting
and retaining employees. Following the completion of this offering, we do not intend to grant any additional
awards under the 1999 Plan.

Share Reserve. The 1999 Plan provides that the maximum number of shares that may be issued with respect
to awards under the 1999 Plan at any time shall be an amount equal to 10% of the company’s issued and
outstanding common stock at such time. At June 30, 2017, the maximum number of shares that could be issued
under the 1999 Plan was approximately 1,762,000 shares. There have been approximately 651,000 restricted
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shares granted since adopting the 1999 Plan. At June 30, 2017, the amount of shares of common stock available
for future grants under the 1999 Plan was approximately 1,111,000 shares.

Awards. The 1999 Plan provides that our administrator may grant or issue stock options, restricted stock,
performance awards, dividend equivalents, stock appreciation rights, phantom stock awards or any combination
thereof. The administrator considers each award grant subjectively, considering factors such as the individual
performance of the recipient and the anticipated contribution of the recipient to the attainment of our long-term
goals. Each award is set forth in a separate agreement with the person receiving the award and indicates the type,
terms and conditions of the award. To date, only restricted stock has been issued under the 1999 Plan.

Restricted stock may be granted to participants and made subject to such restrictions as may be determined
by the administrator. Typically, restricted stock may be repurchased by us at the original purchase price or, if no
cash consideration was paid for such stock, forfeited for no consideration if the conditions or restrictions are not
met, and the restricted stock may not be sold or otherwise transferred to third parties until restrictions are
removed or expire. Recipients of restricted stock, unlike recipients of options, may have voting rights and may
receive dividends, if any, prior to when the restrictions lapse.

Administration. Our Board of Directors administers the 1999 Plan. Subject to the terms and conditions of
the 1999 Plan, the administrator has the authority to select the persons to whom awards are to be made, to
determine the type or types of awards to be granted to each person, determine the number of awards to grant,
determine the number of shares to be subject to such awards, and the terms and conditions of such awards, and
make all other determinations and decisions and to take all other actions necessary or advisable for the
administration of the 1999 Plan. The plan administrator is also authorized to prescribe, amend and rescind rules
relating to administration of the 1999 Plan, subject to certain restrictions.

Eligibility. Awards under the 1999 Plan may be granted to individuals who are then our employees,
consultants and members of our Board of Directors and our subsidiaries.

Corporate Transactions. In the event of a corporate transaction where the acquirer does not assume awards
granted under the 1999 Plan, awards issued under the 1999 Plan will be subject to accelerated vesting such that
100% of the awards will become vested and exercisable or payable. Under the 1999 Plan, a corporate transaction
is generally defined as any recapitalization, merger, consolidation or conversion involving the company or any
exchange of securities involving the common stock, provided that a primary issuance of shares of common stock
shall not be deemed to be a corporate transaction.

Amendment and Termination of the 1999 Plan. Our Board of Directors may terminate, amend or modify the
1999 Plan.

Securities Laws. The 1999 Plan is intended to conform to all provisions of the Securities Act and the
Exchange Act and any and all regulations and rules promulgated by the SEC thereunder, including, without
limitation, Rule 16b-3. The 1999 Plan will be administered, and awards will be granted and may be exercised,
only in such a manner as to conform to such laws, rules and regulations.

Federal Income Tax Consequences. The material federal income tax consequences of the 1999 Plan under
current federal income tax law are summarized in the following discussion, which deals with the general tax
principles applicable to the 1999 Plan. The following discussion is based upon laws, regulations, rulings and
decisions now in effect, all of which are subject to change. Foreign, state and local tax laws, and employment,
estate and gift tax considerations are not discussed due to the fact that they may vary depending on individual
circumstances and from locality to locality.

A 1999 Plan participant generally will not recognize taxable income at ordinary income tax rates and we
generally will not be entitled to a tax deduction upon the grant of restricted stock. Upon the termination of
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restrictions on restricted stock, the participant will recognize taxable income at ordinary income tax rates, and we
should be entitled to a corresponding tax deduction for compensation expense, in the amount paid to the
participant or the amount by which the then fair market value of the shares received by the participant exceeds
the amount, if any, paid for them. Upon the subsequent disposition of any shares, the participant will recognize a
short-term or long-term capital gain or loss in the amount of the difference between the sales price of the shares
and the participant’s tax basis in the shares. However, a 1999 Plan participant granted restricted stock that is
subject to forfeiture or repurchase through a vesting schedule such that it is subject to a “risk of forfeiture” (as
defined in Section 83 of the Code) may make an election under Section 83(b) of the Code to recognize taxable
income at ordinary income tax rates, at the time of the grant, in an amount equal to the fair market value of the
shares of common stock on the date of grant, less the amount paid, if any, for such shares. We will be entitled to
a corresponding tax deduction for compensation, in the amount recognized as taxable income by the participant.
If a timely Section 83(b) election is made, the participant will not recognize any additional ordinary income on
the termination of restrictions on restricted stock, and we will not be entitled to any additional tax deduction.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

In the last two fiscal years, there have been no transactions in which we were or are to be a party in which
the amount involved exceeds $120,000 and in which any director, executive officer, holder of more than 5% of
our common stock or any member of the immediate family of any of the foregoing persons had or will have a
direct or indirect material interest.

Our Audit Committee reviews and approves all related party transactions that management has determined
are required to be disclosed in the audited financial statements.

Indemnification of Our Directors and Officers in Our Charter and Bylaws

Our charter authorizes us to obligate ourselves, and our bylaws obligate us, to the maximum extent
permitted by Maryland law in effect from time to time, to indemnify and, without requiring a preliminary
determination of the ultimate entitlement to indemnification, pay or reimburse reasonable expenses in advance of
final disposition of a proceeding to:

• any present or former director or officer who is made or threatened to be made a party to, or witness in,
a proceeding by reason of his or her service in that capacity; or

• any individual who, while a director or officer of our company and at our request, serves or has served
as a director, officer, partner, trustee, member or manager of another corporation, real estate investment
trust, limited liability company, partnership, joint venture, trust, employee benefit plan or any other
enterprise and who is made or threatened to be made a party to, or witness in, the proceeding by reason
of his or her service in that capacity.

Our charter and bylaws also permit us to indemnify and advance expenses to any individual who served any
of our predecessors in any of the capacities described above and any employee or agent of us or any of our
predecessors. For more information about indemnification under Maryland law and our governing documents,
see “Certain Provisions of Maryland Law and Our Charter And Bylaws—Limitation of Liability and
Indemnification of Directors and Officers.”

Indemnification Agreements

We have entered into indemnification agreements with each of our executive officers and directors whereby
we agree to indemnify such executive officers and directors to the fullest extent permitted by Maryland law
against all expenses and liabilities. These indemnification agreements also provide that upon an application for
indemnity by an executive officer or director to a court of appropriate jurisdiction, such court may order us to
indemnify such executive officer or director. Insofar as indemnification for liabilities arising under the Securities
Act may be permitted to directors or executive officers, we have been informed that in the opinion of the SEC
such indemnification is against public policy and is therefore unenforceable.
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POLICIES WITH RESPECT TO CERTAIN ACTIVITIES

The following is a discussion of certain of our investment, financing and leverage and other policies that are
currently in place or that we intend to put in place following the completion of this offering. These policies have
been adopted, or will be adopted in connection with the completion of this offering, by our Board of Directors
and, in general, may be amended and revised from time to time at the discretion of our Board of Directors
without notice to or a vote of our stockholders.

Investment Policies

Investment in Real Estate or Interests in Real Estate

Our investment objectives are to increase cash flow from operations, achieve sustainable long-term growth
and maximize stockholder value to allow for stable dividends and stock appreciation. We have not established a
specific policy regarding the relative priority of these investment objectives. For a discussion of our properties
and our acquisition and other strategic objectives, see “Business and Property.”

We intend to continue to acquire, manage, lease and selectively redevelop high-quality office and industrial
properties. Future investment activities will be focused on our target markets, but will not be limited to any
specific geographic area, product type or to a specified percentage of our assets. While we may diversify in terms
of property locations, size and market or submarket, we do not have any limit on the amount or percentage of our
assets that may be invested in any one property or any one geographic area. We intend to engage in such future
investment or development activities in a manner that is consistent with our qualification as a REIT for U.S.
federal income tax purposes. We do not have a specific policy to acquire assets primarily for capital gain or
primarily for income. In addition, we may purchase or lease income-producing commercial and other types of
properties for long-term investment, expand and improve the properties we presently own or other acquired
properties, or sell such properties, in whole or in part, when circumstances warrant.

We participate with third parties in property ownership, through limited liability partnerships or other types
of co-ownership, and we may engage in such activities in the future if we determine that doing so would be the
most effective means of owning or acquiring properties. We do not expect, however, to enter into limited liability
partnership or other partnership arrangement to make an investment that would not otherwise meet our
investment policies. We also may acquire real estate or interests in real estate in exchange for the issuance of
common stock, preferred stock or options to purchase stock.

Equity investments in acquired properties may be subject to existing mortgage financing and other
indebtedness or to new indebtedness which may be incurred in connection with acquiring or refinancing these
investments. Principal and interest on our debt will have a priority over any dividends with respect to our
common stock. Investments are also subject to our policy not to be required to register as an investment company
under the Investment Company Act.

Securities of or Interests in Persons Primarily Engaged in Real Estate Activities and Other Issuers

Subject to the asset tests and gross income tests necessary for REIT qualification, we may invest in
securities of other REITs, other entities engaged in real estate activities or securities of other issuers, including
for the purpose of exercising control over such entities. We do not currently have any policy limiting the types of
entities in which we may invest or the proportion of assets to be so invested, whether through acquisition of an
entity’s common stock, limited liability or partnership interests, interests in another REIT or entry into a joint
venture. As of June 30, 2017, our investment in marketable securities totaled approximately $180,000, and we
also held interests in two joint ventures. Our investments in marketable securities as of December 31, 2016 and
2015 were approximately $184,000 and $429,000, respectively. We have no current plans to make additional
investments in entities that are not engaged in real estate activities. Our investment objectives are to maximize
the cash flow of our investments, acquire investments with growth potential and provide cash distributions and
long-term capital appreciation to our stockholders through increases in the value of our company. We have not
established a specific policy regarding the relative priority of these investment objectives.
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Investment in Other Securities

Other than as described above, we do not intend to invest in any additional securities such as real estate
mortgages, bonds, preferred stocks or common stock.

Financing and Leverage Policies

We expect to employ leverage in our capital structure in amounts determined from time to time by our
Board of Directors. Although our Board of Directors has not adopted a policy that limits the total amount of
indebtedness that we may incur, it will consider a number of factors in evaluating our level of indebtedness from
time to time, as well as the amount of such indebtedness that will be either fixed or variable rate. Our charter and
bylaws that will be in effect following this offering will not limit the amount or percentage of indebtedness that
we may incur nor will they restrict the form in which our indebtedness will be taken (including recourse or non-
recourse debt, cross collateralized debt, etc.). Our Board of Directors may from time to time modify our debt
policy in light of the then-current economic conditions, relative costs of debt and equity capital, market values of
our properties, general market conditions for debt and equity securities, fluctuations in the market price of our
common stock, growth and acquisition opportunities and other factors.

To the extent our Board of Directors determines to obtain additional capital, we may, without stockholder
approval, issue debt or equity securities, retain earnings (subject to the REIT distribution requirements for
U.S. federal income tax purposes) or pursue a combination of these methods.

Lending Policies

Except with respect to related party transactions, we do not have a policy limiting our ability to make loans
to other persons. We may consider offering purchase money financing in connection with the sale of properties in
which the provision of that financing will increase the value to be received by us for the property sold. We may
also make loans to joint ventures in which we participate. However, we do not intend to engage in significant
lending activities. Any loan that we make will be consistent with qualifying as a REIT.

Policies with Respect to Issuing and Underwriting Securities

We have authority to, and may, offer common stock, preferred stock or options to purchase stock in
exchange for property. Our charter authorizes our Board of Directors to classify and reclassify any unissued
shares of our preferred stock into other classes or series of stock, including one or more classes or series of stock
that have priority over our common stock with respect to dividends or upon liquidation, or have voting rights and
other rights that differ from the rights of the common stock, and authorizes us to issue the newly classified shares
in any manner and on such terms and for such consideration, it deems appropriate, including in exchange for
property. These actions may be taken without the approval of holders of our common stock unless such approval
is required by applicable law, the terms of any other class or series of our stock or the rules of any stock
exchange or automated quotation system on which any of our stock is listed or traded. See “Description of
Capital Stock.” We have not engaged in trading, underwriting or agency distribution or sale of securities of other
issuers and do not intend to do so.

Reporting Policies

We intend to make available to our stockholders our annual reports, including our audited financial
statements. We are subject to the information reporting requirements of the Exchange Act. Pursuant to those
requirements, we are required to file annual and periodic reports, proxy statements and other information,
including audited financial statements, with the SEC.

Policies with Respect to Conflicts of Interest

We have adopted certain policies designed to eliminate or minimize certain potential conflicts of interest.
Specifically, we adopted the Ethics Code that generally prohibits conflicts of interest between us and our
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personnel and directors. Our Ethics Code will also generally limit our employees and officers from competing
with our company or taking for themselves opportunities that are discovered through use of property or
information of or position with our company. Waivers of our Ethics Code may be granted by an executive officer
for personnel and by the Board of Directors or a committee of the Board for Directors for officers. However, we
cannot assure you these policies or provisions of law will always succeed in eliminating the influence of such
conflicts. If they are not successful, decisions could be made that might fail to reflect fully the interests of all
stockholders.

Interested Director and Officer Transactions

Pursuant to the MGCL, a contract or other transaction between us and a director, or between us and any
other corporation or other entity in which any of our directors is a director or has a material financial interest, is
not void or voidable solely on the grounds of such common directorship or interest, the presence of such director
at the meeting at which the contract or transaction is authorized, approved or ratified or the counting of the
director’s vote in favor thereof, if:

• the fact of the common directorship or interest is disclosed or known to our Board of Directors or a
committee of our Board, and our Board or committee authorizes, approves or ratifies the contract or
transaction by the affirmative vote of a majority of disinterested directors, even if the disinterested
directors constitute less than a quorum; or

• the fact of the common directorship or interest is disclosed or known to our stockholders entitled to
vote thereon, and the contract or transaction is authorized, approved or ratified by a majority of the
votes cast by the stockholders entitled to vote other than the votes of shares owned of record or
beneficially by the interested director or corporation or other entity; or

• the contract or transaction is fair and reasonable to us.

We will adopt a policy requiring all contracts and transactions between us or any of our subsidiaries, on the
one hand, and any of our directors or executive officers or any entity in which such director or executive officer
is a director or has a material financial interest, on the other hand, to be approved by the affirmative vote of a
majority of the disinterested directors, even if less than a quorum. Where appropriate, in the judgment of the
disinterested directors, our Board of Directors may obtain a fairness opinion or engage independent counsel to
represent the interests of non-affiliated security holders, although our Board of Directors will have no obligation
to do so.
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PRINCIPAL STOCKHOLDERS

The following table sets forth certain information as of September 1, 2017, relating to the beneficial
ownership of shares of our common stock by (1) each director and executive officer named in the Summary
Compensation Table, and (2) all executive officers and directors as a group. We are not aware of any persons
who beneficially own more than 5% of our outstanding shares of common stock. Beneficial ownership is
determined in accordance with the rules of the SEC and includes voting or investment power with respect to the
securities. Except as indicated in footnotes to this table, we believe that the stockholders named in this table have
sole voting and investment power with respect to all shares of common stock shown to be beneficially owned by
them based on information provided to us by these stockholders.

Name of Beneficial Owner

Number of Shares
of Series A

Common Stock

Number of
Shares of Series

C Common
Stock

% of Total
Outstanding

Shares Before
Offering(1)

% of Total
Outstanding
Shares After

Offering

William H. Allen . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,664(2) *
David T. Bruen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37,406(3) *
Shirley Y. Bullard . . . . . . . . . . . . . . . . . . . . . . . . . . 30,825(4) *
Larry G. Dubose . . . . . . . . . . . . . . . . . . . . . . . . . . . . 89,346(5) *
Kenneth W. Elsberry . . . . . . . . . . . . . . . . . . . . . . . . 104,418(6) *
Grant Harbert . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,720(7) *
Jack K. Heilbron . . . . . . . . . . . . . . . . . . . . . . . . . . . . 211,234(8) 1.20%
Sumner J. Rollings . . . . . . . . . . . . . . . . . . . . . . . . . . 62,173(9) *
Thomas E. Schwartz . . . . . . . . . . . . . . . . . . . . . . . . . 50,895(10) *

All Current Directors and Executive Officers as a
Group (8 people) . . . . . . . . . . . . . . . . . . . . . . . . . 620,961 3.49%

* Less than 1%.
(1) Assumes 17,806,042 shares of Series A Common Stock issued and outstanding as of September 1, 2017,

which includes shares of nonvested restricted stock that vest annually during the years ending December
2019 through December 31, 2026.

(2) Includes an aggregate of 34,664 shares of Series A Common Stock, of which 7,576 shares are nonvested
restricted stock that vests equally on an annual basis at December 31, 2017, 2018 and 2019.

(3) Includes an aggregate of 37,406 shares of Series A Common Stock, of which 6,376 shares are nonvested
restricted stock that vests equally on an annual basis at December 31, 2017, 2018 and 2019.

(4) Includes an aggregate of 30,825 shares of Series A Common Stock, of which 6,376 shares are nonvested
restricted stock that vests equally on an annual basis at December 31, 2017, 2018 and 2019.

(5) Includes an aggregate of 89,346 shares of Series A Common Stock, of which 27,551 shares are nonvested
restricted stock that vests 4,152 shares in the first year, then 3,317 shares evenly for the next five years and
2,445 shares in the seventh year, 1,747 shares in the eighth and ninth year and 875 shares in the tenth year.

(6) Includes an aggregate of 104,418 shares of Series A Common Stock, of which 35,705 shares are nonvested
restricted stock that vests as follows: 5,603 shares evenly for each of the next three years, 4,070 shares for
each of the following three years, 3,197 shares in the seventh year, 2,326 shares in the eighth year and
1,163 shares in the ninth year.

(7) Includes aggregate of 10,053 shares of Series A Common Stock, of which 8,333 shares were forfeited due to
his April 18, 2017 departure and of which 1,720 shares remain outstanding.

(8) Includes (i) an aggregate of 7,535 shares of Series A Common Stock held by Puppy Toes, Inc., of which
Mr. Heilbron is the controlling shareholder, and its subsidiaries, (ii) 124,895 shares of Series A Common
Stock held by Mr. Heilbron, (iii) 20,013 shares of Series A Common Stock held by Mr. Heilbron’s spouse
and (iv) 58,791 shares of Series A Common Stock which are nonvested restricted stock that vests as
follows: 7,181 shares evenly for each of the next six years, 6,020 shares in the seventh year, 4,857 shares in
the eighth year, 3,228 shares in the ninth year and 1,600 shares in the tenth year.
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(9) Includes an aggregate of 62,173 shares of Series A Common Stock, of which 6,376 shares are nonvested
restricted stock that vests equally on an annual basis at December 31, 2017, 2018 and 2019.

(10) Includes an aggregate of 50,895 shares of Series A Common Stock, of which 6,376 shares are nonvested
restricted stock that vests equally on an annual basis at December 31, 2017, 2018 and 2019.
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DESCRIPTION OF CAPITAL STOCK

The following summary of the terms of our stock does not purport to be complete and is subject to and
qualified in its entirety by reference to our charter and to our amended and restated bylaws that we intend to
adopt prior to the consummation of this offering, copies of which are incorporated by reference or will be filed as
exhibits to the registration statement of which this prospectus is a part, prior to its effective date, and to the
MGCL. See “Where You Can Find More Information.”

General

Our charter authorizes us to issue up to 110,001,000 shares of stock, consisting of (i) 109,001,000 shares of
common stock, $0.01 par value per share, of which 100,000,000 are classified as shares of Series A Common
Stock, 1,000 are classified as shares of Series B Common Stock and 9,000,000 are classified as shares of Series C
Common Stock, and (ii) 1,000,000 shares of preferred stock, $0.01 par value per share, of which 40,000 are
classified and designated as shares of Series B Preferred Stock. Immediately prior to the completion of this
offering, there will be approximately shares of Series A Common Stock and 30,700 shares of Series B
Preferred Stock issued and outstanding and no shares of any other class or series of stock will be issued and
outstanding. We intend to redeem all of the outstanding shares of our Series B Preferred Stock in connection with
the completion of this offering so that our common stock will be the only classes or series of our stock issued and
outstanding. Immediately following completion of this offering, approximately shares of common stock
will be issued and outstanding, consisting of shares of Series A Common Stock and shares of
Series C Common Stock. Under Maryland law, a stockholder generally is not liable for a corporation’s debts or
obligations solely as a result of his, her or its status as a stockholder.

Series A Common Stock and Series C Common Stock

The shares of Series A Common Stock have identical preferences, rights, voting powers, restrictions,
limitations as to dividends and other distributions, qualifications and terms and conditions of redemption to the
shares of Series C Common Stock, except that (a) following this offering, the shares of Series C Common Stock
will be listed on the NYSE and the shares of Series A Common Stock will not be listed on any national securities
exchange and (b) at our next annual meeting of stockholders immediately following the completion of this
offering, we intend to submit the Series A Conversion Proposal for consideration and vote by the holders of
Series A Common Stock. Accordingly, assuming stockholder approval of the Series A Conversion Proposal is
obtained, we expect that within 24 months following our 2018 annual meeting of stockholders and the acceptance
for record of the charter amendment relating to the Series A Conversion Proposal by the State Department of
Assessments and Taxation of Maryland, all then-outstanding shares of Series A Common Stock will have
converted into shares of Series C Common Stock. The holders of Series C Common Stock will not be entitled to
vote upon the Series A Conversion Proposal.

Prior to the completion of this offering, we intend to effectuate a -to-one reverse stock split of our
outstanding shares of Series A Common Stock. In this prospectus we refer to the reverse stock split and the
Series A Conversion Proposal as the “Recapitalization.” For more information please see the section of this
prospectus titled “Recapitalization.”

Common Stock

All shares of our Series C Common Stock that we issue in this offering will be duly authorized, validly
issued, fully paid and nonassessable. Subject to the restrictions on ownership and transfer of our stock discussed
below under the caption “—Restrictions on Ownership and Transfer” and the voting rights of holders of
outstanding shares of any other class or series of our stock, holders of our common stock are entitled to one vote
for each share held of record on all matters on which stockholders are entitled to vote generally, including the
election or removal of directors, and, except as provided with respect to any other class or series of our stock, the
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holders of shares of our common stock possess exclusive voting power. Directors are elected by a plurality of the
votes cast at the meeting in which directors are being elected. Under our charter and bylaws, voting for the
election of directors will be cumulative if, prior to commencement of the voting, a stockholder gives us notice of
his, her or its intention to cumulate votes. If any stockholder gives such a notice, then every stockholder will be
entitled to such rights, in which case, each stockholder may cumulate his, her or its total votes and cast all of his,
her or its votes for any one or a combination of director nominees. In cumulative voting, the total votes entitled to
be cast by a stockholder equals the number of director nominees multiplied by the number of shares of common
stock that such stockholder is entitled to vote.

Holders of our common stock are entitled to receive dividends or other distributions as and when authorized
by our Board of Directors and declared by us out of assets legally available for the payment of dividends. Upon
our liquidation, dissolution or winding up and after payment in full of all amounts required to be paid to creditors
and to the holders of outstanding shares of any other class or series of our stock having liquidation preferences
senior to our common stock, if any, the holders of our common stock will be entitled to share ratably in our
remaining assets legally available for distribution. Holders of our common stock do not have preemptive,
subscription, redemption or conversion rights (except for any conversion rights which may approved following
this offering in connection with the Series A Conversion Proposal). There are no sinking fund provisions
applicable to the common stock. Holders of our common stock generally have no appraisal rights. All shares of
our common stock have equal dividend and liquidation rights. The rights, powers, preferences and privileges of
holders of our common stock are subject to those of the holders of any shares of our preferred stock or any other
class or series of stock that we may authorize and issue in the future and to the restrictions on ownership and
transfer of our stock described below under the caption “—Restrictions on Ownership and Transfer.”

Under the MGCL, a Maryland corporation generally cannot amend its charter, consolidate, merge, convert,
sell all or substantially all of its assets, engage in a share exchange or dissolve unless the action is advised by its
Board of Directors and approved by the affirmative vote of stockholders entitled to cast at least two-thirds of the
votes entitled to be cast on the matter unless a lesser percentage (but not less than a majority of the votes entitled
to be cast on the matter) is set forth in the corporation’s charter. As permitted by Maryland law, our charter
provides that a merger, consolidation, share exchange, dissolution or sale of substantially all of our assets may be
approved by the affirmative vote of stockholders entitled to cast a majority of all of the votes entitled to be cast
on the matter. In addition, because many of our operating assets are held by our subsidiaries, these subsidiaries
may be able to merge or sell all or substantially all of their assets without the approval of our stockholders.

Power to Reclassify and Issue Stock

Our charter authorizes our Board of Directors to classify and reclassify any unissued shares of our preferred
stock into other classes or series of stock, including one or more classes or series of stock that have priority over
our common stock with respect to dividends or upon liquidation, or have voting rights and other rights that differ
from the rights of the common stock, and authorizes us to issue the newly classified shares. Before authorizing
the issuance of shares of any new class or series, our Board of Directors must set, subject to the provisions in our
charter relating to the restrictions on ownership and transfer of our stock, the preferences, conversion or other
rights, voting powers, restrictions, limitations as to dividends or other distributions, qualifications and terms or
conditions of redemption for each class or series of stock. These actions may be taken without the approval of
holders of our common stock unless such approval is required by applicable law, the terms of any other class or
series of our stock or the rules of any stock exchange or automated quotation system on which any of our stock is
listed or traded.

We believe that the power of our Board of Directors to authorize us to issue additional authorized but
unissued shares of common stock or preferred stock and to classify or reclassify unissued shares of preferred
stock and thereafter to authorize us to issue such classified or reclassified shares of stock will provide us with
increased flexibility in structuring possible future financings and acquisitions and in meeting other needs that
might arise.
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Restrictions on Ownership and Transfer

In order for us to qualify as a REIT for U.S. federal income tax purposes, our stock must be beneficially
owned by 100 or more persons during at least 335 days of a taxable year of 12 months (other than the first year
for which an election to be a REIT has been made) or during a proportionate part of a shorter taxable year. Also,
not more than 50% of the value of the outstanding shares of our stock may be owned, directly or indirectly, by
five or fewer individuals (as defined in the Code to include certain entities such as private foundations) during
the last half of a taxable year (other than the first year for which an election to be a REIT has been made).

Our charter contains restrictions on the ownership and transfer of our stock that are intended to, among other
purposes, assist us in complying with these requirements and qualifying as a REIT. Subject to the exceptions
described below, no person or entity may beneficially own, or be deemed to own by virtue of the applicable
constructive ownership provisions of the Code, more than 9.8% (in value or by number of shares, whichever is
more restrictive) of our aggregate outstanding shares of common stock or 9.8% in value of our aggregate
outstanding shares of stock. We refer to these restrictions, collectively, as the “ownership limit.”

The constructive ownership rules under the Code are complex and may cause stock owned actually or
constructively by a group of related individuals and/or entities to be owned constructively by one individual or
entity. As a result, the acquisition of less than 9.8% of our aggregate outstanding shares of common stock or
9.8% of our aggregate outstanding shares of stock, or the acquisition of an interest in an entity that owns our
stock, could, nevertheless, cause the acquirer or another individual or entity to own our stock in excess of the
ownership limit.

Our Board of Directors may, upon receipt of such representations and undertakings reasonably necessary to
make such a determination, and in its sole discretion, prospectively or retroactively, establish a different limit on
ownership, or an excepted holder limit, for a particular stockholder if the stockholder’s ownership in excess of
the ownership limit would not result in our being “closely held” under Section 856(h) of the Code (without
regard to whether the ownership interest is held during the last half of a taxable year) or otherwise failing to
qualify as a REIT. As a condition of granting a waiver of the ownership limit or creating an excepted holder
limit, our Board of Directors may, but is not required to, require an opinion of counsel or a ruling from the IRS,
in either case in form and substance satisfactory to our Board of Directors in its sole discretion, as it may deem
necessary or advisable to determine or ensure our status as a REIT and may impose such other conditions or
restrictions as it deems appropriate.

Our Board of Directors may increase the ownership limit from time to time.

Our charter also prohibits:

• any person from beneficially or constructively owning shares of our stock that would result in our
being “closely held” under Section 856(h) of the Code (without regard to whether the ownership
interest is held during the last half of a taxable year) or otherwise cause us to fail to qualify as a REIT;
and

• subject to certain exceptions relating to transactions through the facilities of the NYSE or any other
national securities exchange or automated inter-dealer quotation system, any person from transferring
shares of our stock if the transfer would result in shares of our stock being beneficially owned by fewer
than 100 persons.

Any person who acquires or attempts or intends to acquire beneficial or constructive ownership of shares of
our stock that will or may violate the ownership limit or any of the other restrictions on ownership and transfer of
our stock, and any person who is the intended transferee of shares of our stock that are transferred to a trust for
the benefit of one or more charitable beneficiaries described below, must give immediate written notice of such
an event or, in the case of a proposed or attempted transfer, give at least 15 days’ prior written notice to us and
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provide us with such other information as we may request in order to determine the effect of the transfer on our
status as a REIT. The provisions of our charter relating to the restrictions on ownership and transfer of our stock
will not apply if the Board of Directors determines that it is no longer in our best interests to continue to qualify
as a REIT and, upon receipt of a recommendation to that effect from the Board of Directors, the holders of shares
of common stock, by a vote of a majority of the votes entitled to be cast on the matter, determine that we shall
revoke or otherwise terminate our REIT election. The holders of shares of common stock, upon receipt of a
recommendation from the Board of Directors, may also determine that compliance with any of the restrictions set
forth above is no longer required in order for us to qualify as a REIT and cause us to amend the charter to remove
any such restriction or limitation.

Any attempted transfer of our stock that, if effective, would result in our stock being beneficially owned by
fewer than 100 persons will be null and void. Any attempted transfer of our stock that, if effective, would result
in a violation of the ownership limit (or other limit established by our charter or our Board of Directors), our
being “closely held” under Section 856(h) of the Code (without regard to whether the ownership interest is held
during the last half of a taxable year) or our otherwise failing to qualify as a REIT will cause the number of
shares causing the violation (rounded to the nearest whole share) to be transferred automatically to a trust for the
benefit of a charitable beneficiary, and the proposed transferee will not acquire any rights in the shares. The
automatic transfer will be effective as of the close of business on the business day before the date of the
attempted transfer or other event that resulted in a transfer to the trust. If the transfer to the trust as described
above would not be effective, for any reason, to prevent a violation of the applicable restrictions on ownership
and transfer of our stock, then the attempted transfer that, if effective, would have resulted in a violation of the
ownership limit (or other limit established by our charter or our Board of Directors), our being “closely held”
under Section 856(h) of the Code (without regard to whether the ownership interest is held during the last half of
a taxable year) or our otherwise failing to qualify as a REIT will be null and void.

Shares of our stock held in the trust will be issued and outstanding shares. The proposed transferee will not
benefit economically from ownership of any shares of our stock held in the trust and will have no rights to
dividends or other distributions and no rights to vote or other rights attributable to the shares of our stock held in
the trust. The trustee of the trust will exercise all voting rights and receive all dividends and other distributions
with respect to shares held in the trust for the exclusive benefit of the charitable beneficiary of the trust. Any
dividend or other distribution paid before we discover that the shares have been transferred to a trustee as
described above must be repaid by the recipient to the trustee upon demand and any dividend or other
distribution authorized but unpaid must be paid when due to the trustee. Subject to Maryland law, effective as of
the date that the shares have been transferred to the trustee, the trustee will have the authority, at the trustee’s sole
discretion, (i) to rescind as void any vote cast by a proposed transferee before our discovery that the shares have
been transferred to the trustee and (ii) to recast the vote in accordance with the desires of the trustee acting for the
benefit of the charitable beneficiary. However, if we have already taken irreversible corporate action, then the
trustee may not rescind or recast the vote.

Within 20 days of receiving notice from us of a transfer of shares to the trust, the trustee must sell the shares
to a person, designated by the trustee who would be permitted to own the shares without violating the ownership
limit or the other restrictions on ownership and transfer of our stock in our charter. Upon such sale of the shares,
the interest of the charitable beneficiary in the shares transferred to the trust will terminate and the trustee must
distribute to the proposed transferee an amount equal to the lesser of:

• the price paid by the proposed transferee for the shares (or, if the proposed transferee did not give value
in connection with the transfer or other event that resulted in the transfer to the trust (e.g., a gift, devise
or other such transaction), the market price (as such term is defined in the charter) of the shares on the
day of the event that resulted in the transfer of such shares to the trust); and

• the price per share received by the trustee from the sale or other disposition of the shares held in the
trust.
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Any net proceeds in excess of the amount payable to the proposed transferee must be immediately paid to
the charitable beneficiary. If the shares are sold by the proposed transferee before we discover that they have
been transferred to the trust, the shares will be deemed to have been sold on behalf of the trust and the proposed
transferee must pay to the trustee, upon demand, the amount, if any, that the proposed transferee received in
excess of the amount that the proposed transferee would have received had the shares been sold by the trustee.

Shares of our stock held in the trust will be deemed to be offered for sale to us, or our designee, at a price
per share equal to the lesser of:

• the price per share in the transaction that resulted in the transfer to the trust (or, in the case of a devise
or gift, the market price at the time of such devise or gift); and

• the market price on the date we accept, or our designee accepts, such offer.

We may accept the offer until the trustee has otherwise sold the shares of our stock held in the trust. Upon a
sale to us, the interest of the charitable beneficiary in the shares sold will terminate and the trustee must distribute
the net proceeds of the sale to the proposed transferee and distribute any dividends or other distributions held by
the trustee with respect to the shares to the charitable beneficiary.

Every person who beneficially owns of more than 5% (or such lower percentage as required by the Code or
the regulations promulgated thereunder) of our stock, within 30 days after the end of each taxable year, must give
us written notice stating the person’s name and address, the number of shares of each class and series of our
stock that the person beneficially owns and a description of the manner in which the shares are held. Each such
owner also must provide us with any additional information that we request in order to determine the effect, if
any, of the person’s beneficial ownership on our status as a REIT and to ensure compliance with the ownership
limit. In addition, any person or entity that is a beneficial owner or constructive owner of shares of our stock and
any person or entity (including the stockholder of record) who is holding shares of our stock for a beneficial
owner or constructive owner must disclose to us in writing such information as we may request, in good faith, in
order to determine our status as a REIT or to comply, or determine our compliance, with the requirements of any
governmental or taxing authority and to ensure compliance with the ownership limit.

If our Board of Directors authorizes any of our shares to be represented by certificates, the certificates will
bear a legend referring to the restrictions described above.

These restrictions on ownership and transfer of our stock could delay, defer or prevent a transaction or a
change of control of us that might involve a premium price for our common stock or otherwise be in the best
interests of our stockholders.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is Broadridge Financial Solutions, Inc.
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CERTAIN PROVISIONS OF MARYLAND LAW AND OUR CHARTER AND BYLAWS

The following summary of certain provisions of Maryland law and of our charter and bylaws does not
purport to be complete and is subject to and qualified in its entirety by reference to our charter and to our
amended and restated bylaws that we intend to adopt prior to the consummation of this offering, copies of which
are incorporated by reference or will be filed as exhibits to the registration statement of which this prospectus is a
part, prior to its effective date, and to the MGCL. See “Where You Can Find More Information.”

Election and Removal of Directors

Our charter and bylaws provide that the number of our directors may be established by a majority of our
entire Board of Directors but may not be fewer than six nor more than eleven, unless approved by stockholders
entitled to cast a majority of all the votes entitled to be cast on the matter. Directors are elected by a plurality of
all the votes cast in the election of directors. Under our charter and bylaws, voting for the election of directors
will be cumulative if, prior to commencement of the voting, a stockholder gives us notice of his, her or its
intention to cumulate votes. If any stockholder gives such a notice, then every stockholder will be entitled to such
rights, in which case, each stockholder may cumulate his, her or its total votes and cast all of his, her or its votes
for any one or a combination of director nominees. In cumulative voting, the total votes entitled to be cast by a
stockholder equals the number of director nominees multiplied by the number of shares of common stock that
such stockholder is entitled to vote.

Our charter provides that any vacancy on our Board of Directors may be filled by the affirmative vote of a
majority of the Board of Directors, even if the remaining directors do not constitute a quorum of the Board of
Directors, and any vacancy created by the removal of a director may be filled only by the vote of the holders of a
majority of our shares of common stock. Any director elected to fill a vacancy will serve until the next annual
meeting of the stockholders and until his or her successor is elected and qualifies.

Our charter provides that any director or the entire Board of Directors may be removed at any time, with or
without cause, by the affirmative vote of the holders of a majority of our shares of common stock, except that, no
director may be removed when the votes cast against the removal would be sufficient to elect the director if voted
cumulatively in accordance with our bylaws.

Amendment to Charter and Bylaws

Except as described herein and as provided in the MGCL, amendments to our charter must be advised by
our Board of Directors and approved by the affirmative vote of our stockholders entitled to cast a majority of all
of the votes entitled to be cast on the matter. At our next annual meeting of stockholders immediately following
the completion of this offering, we intend to submit the Series A Conversion Proposal for consideration and vote
by the holders of Series A Common Stock. The holders of Series C Common Stock will not be entitled to vote
upon the Series A Conversion Proposal.

Our bylaws may be amended by our Board of Directors or by the affirmative vote of our stockholders
entitled to cast a majority of all of the votes entitled to be cast on the matter by stockholders entitled to vote
generally in the election of directors. Our Board of Directors may not amend provisions of bylaws that would
change any rights with respect to any outstanding class of common stock by reducing the amount payable thereon
upon our liquidation, or diminishing or eliminating any voting rights pertaining thereto, unless such amendment
was also approved by two-thirds of the outstanding shares of such class. In addition, our Board of Directors may
adopt a bylaw or an amendment to a bylaw changing the authorized number of directors only for the purpose of
fixing our exact number of directors. Any change to the bylaws made by the stockholders may not be altered by
the directors prior to the next annual meeting of stockholders.
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Business Combinations

Under the MGCL, certain “business combinations” between a Maryland corporation and an interested
stockholder or an affiliate of an interested stockholder are prohibited for five years after the most recent date on
which the interested stockholder becomes an interested stockholder. These business combinations include a
merger, consolidation, share exchange, and, in circumstances specified in the statute, an asset transfer or issuance
or reclassification of equity securities. An interested stockholder is defined as:

• any person who beneficially owns 10% or more of the voting power of the corporation’s outstanding
voting stock; or

• an affiliate or associate of the corporation who, at any time within the two-year period immediately
prior to the date in question, was the beneficial owner of 10% or more of the voting power of the then
outstanding stock of the corporation.

A person is not an interested stockholder under the MGCL if the corporation’s Board of Directors approved
in advance the transaction by which the person otherwise would have become an interested stockholder. In
approving the transaction, the Board of Directors may provide that its approval is subject to compliance, at or
after the time of approval, with any terms and conditions determined by the Board of Directors.

After the five-year prohibition, any business combination between the Maryland corporation and an
interested stockholder generally must be recommended by the corporation’s Board of Directors and approved by
the affirmative vote of at least:

• 80% of the votes entitled to be cast by holders of outstanding shares of voting stock of the corporation;
and

• two-thirds of the votes entitled to be cast by holders of outstanding shares of voting stock of the
corporation other than shares held by the interested stockholder with whom or with whose affiliate the
business combination is to be effected or held by an affiliate or associate of the interested stockholder.

These super-majority vote requirements do not apply if the corporation’s common stockholders receive a
minimum price, as defined under the MGCL, for their shares in the form of cash or other consideration in the
same form as previously paid by the interested stockholder for its shares.

The MGCL permits various exemptions from its provisions, including business combinations that are
exempted by the Board of Directors before the time that the interested stockholder becomes an interested
stockholder. Pursuant to the statute, our Board of Directors has by resolution exempted business combinations
between us and any other person, provided that the business combination is first approved by our Board of
Directors (including a majority of our directors who are not affiliates or associates of such person).
Consequently, the five-year prohibition and the supermajority vote requirements will not apply to a business
combination between us and any other person if the Board of Directors has first approved the combination. As a
result, any person described in the preceding sentence may be able to enter into business combinations with us
that may not be in the best interests of our stockholders, without compliance with the supermajority vote
requirements and other provisions of the statute. We cannot assure you that our Board of Directors will not
amend or repeal this resolution in the future.

Control Share Acquisitions

The MGCL provides that a holder of control shares of a Maryland corporation acquired in a control share
acquisition has no voting rights with respect to the control shares except to the extent approved by a vote of two-
thirds of the votes entitled to be cast on the matter. Shares owned by the acquirer, by officers or by employees
who are directors of the corporation are excluded from shares entitled to vote on the matter. Control shares are
voting shares of stock that, if aggregated with all other shares of stock owned by the acquirer or in respect of
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which the acquirer is able to exercise or direct the exercise of voting power (except solely by virtue of a
revocable proxy), would entitle the acquirer to exercise voting power in electing directors within one of the
following ranges of voting power:

• one-tenth or more but less than one-third;

• one-third or more but less than a majority; or

• a majority or more of all voting power.

Control shares do not include shares the acquirer is then entitled to vote as a result of having previously
obtained stockholder approval. A control share acquisition means the acquisition of control shares, subject to
certain exceptions.

A person who has made or proposes to make a control share acquisition may compel the Board of Directors
of the corporation to call a special meeting of stockholders to be held within 50 days of demand to consider the
voting rights of the shares. The right to compel the calling of a special meeting is subject to the satisfaction of
certain conditions, including an undertaking to pay the expenses of the meeting. If no request for a meeting is
made, the corporation may itself present the question at any stockholders meeting.

If voting rights are not approved at the meeting or if the acquirer does not deliver an acquiring person
statement as required by the statute, then the corporation may, subject to certain limitations and conditions,
redeem for fair value any or all of the control shares, except those for which voting rights have previously been
approved. Fair value is determined, without regard to the absence of voting rights for the control shares, as of the
date of the last control share acquisition by the acquirer or, if a meeting of stockholders is held at which the
voting rights of the shares are considered and not approved, as of the date of the meeting. If voting rights for
control shares are approved at a stockholders meeting and the acquirer becomes entitled to exercise or direct the
exercise of a majority of the voting power, all other stockholders may exercise appraisal rights. The fair value of
the shares as determined for purposes of appraisal rights may not be less than the highest price per share paid by
the acquirer in the control share acquisition.

The control share acquisition statute does not apply (a) to shares acquired in a merger, consolidation or
share exchange if the corporation is a party to the transaction or (b) to acquisitions approved or exempted by the
charter or bylaws of the corporation.

Our bylaws contain a provision exempting from the control share acquisition statute any acquisition by any
person of shares of our stock.

Subtitle 8

Subtitle 8 of Title 3 of the MGCL permits a Maryland corporation with a class of equity securities registered
under the Exchange Act and at least three independent directors to elect, by provision in its charter or bylaws or a
resolution of its Board of Directors and notwithstanding any contrary provision in the charter or bylaws, to be
subject to any or all of five provisions, including:

• a classified Board of Directors;

• a two-thirds vote requirement for removing a director;

• a requirement that the number of directors be fixed only by vote of the Board of Directors;

• a requirement that a vacancy on the Board of Directors be filled only by a vote of the remaining
directors in office and for the remainder of the full term of the class of directors in which the vacancy
occurred and until a successor is elected and qualifies; and

• a majority requirement for the calling of a stockholder-requested special meeting of stockholders.
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We have not elected to be subject to any of the provisions of Subtitle 8, including the provisions that would
permit us to classify our Board of Directors or increase the vote required to remove a director without
stockholder approval. Through provisions in our charter and bylaws unrelated to Subtitle 8, we (1) vest in our
Board of Directors the exclusive power to fix the number of directors and (2) require, unless called by our
Chairman, our Chief Executive Officer, our President or our Board of Directors, the request of stockholders
entitled to cast not less than a majority of all the votes entitled to be cast at the meeting to call a special meeting
of stockholders.

Special Meetings of Stockholders

Pursuant to our bylaws, our Chairman, our Chief Executive Officer, our President or our Board of Directors
may call a special meeting of our stockholders. Subject to the provisions of our bylaws, a special meeting of our
stockholders to act on any matter that may properly be considered by our stockholders will also be called by our
secretary upon the written request of stockholders entitled to cast a majority of all the votes entitled to be cast at
the meeting on such matter, accompanied by the information required by our bylaws. Our secretary will inform
the requesting stockholders of the reasonably estimated cost of preparing and delivering the notice of meeting
(including our proxy materials), and the requesting stockholder must pay such estimated cost before our secretary
may prepare and deliver the notice of the special meeting.

Stockholder Action by Written Consent

The MGCL generally provides that, unless the charter of the corporation authorizes stockholder action by
less than unanimous consent, stockholder action may be taken by consent in lieu of a meeting only if it is given
by all stockholders entitled to vote on the matter. Our charter and our bylaws provide that stockholder action may
be taken without a meeting if a consent, setting forth the action so taken, is given by stockholders entitled to cast
not less than the minimum number of votes that would be necessary to authorize or take the action at a
stockholders meeting.

Advance Notice of Director Nomination and New Business

Our bylaws provide that nominations of individuals for election as directors and proposals of business to be
considered by stockholders at any annual meeting may be made only (1) pursuant to our notice of the meeting,
(2) by or at the direction of our Board of Directors or (3) by any stockholder who was a stockholder of record at
the record date set by the Board of Directors for determining stockholders entitled to vote at the meeting, at the
time of giving the notice required by our bylaws and at the time of the meeting, who is entitled to vote at the
meeting in the election of each individual so nominated or on such other proposed business and who has
complied with the advance notice procedures of our bylaws. Stockholders generally must provide notice to our
secretary not earlier than the 150th day or later than the close of business on the 120th day before the first
anniversary of the date the proxy statement for the preceding year’s annual meeting.

Only the business specified in the notice of the meeting may be brought before a special meeting of our
stockholders. Nominations of individuals for election as directors at a special meeting of stockholders may be
made only (1) by or at the direction of our Board of Directors or (2) if the special meeting has been called in
accordance with our bylaws for the purpose of electing directors, by a stockholder who is a stockholder of record
at the record date set by the Board of Directors for determining stockholders entitled to vote at the meeting, at the
time of giving the notice required by our bylaws and at the time of the special meeting, who is entitled to vote at
the meeting in the election of each individual so nominated and who has complied with the advance notice
procedures of our bylaws. Stockholders generally must provide notice to our secretary not earlier than the
120th day before such special meeting and not later than the later of the close of business on the 90th day before
the special meeting or the tenth day after the first public announcement of the date of the special meeting and the
nominees of our Board of Directors to be elected at the meeting.

A stockholder’s notice must contain certain information specified by our bylaws.
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Effect of Certain Provisions of Maryland Law and our Charter and Bylaws

The restrictions on ownership and transfer of our stock discussed under the caption “Description of Capital
Stock—Restrictions on Ownership and Transfer” prevent any person from acquiring more than 9.8% (in value or
by number of shares, whichever is more restrictive) of our outstanding shares of common stock or 9.8% in value
of our outstanding shares of stock without the approval of our Board of Directors. These provisions as well as the
business combination provisions of the MGCL may delay, defer or prevent a change in control of us.

Further, our Board of Directors has the power to classify and reclassify any unissued shares of our preferred
stock into other classes or series of stock, and to authorize us to issue the newly classified shares, as discussed
under the captions “Description of Capital Stock—Common Stock” and “—Power to Reclassify and Issue
Stock,” and could authorize the issuance of shares of a class or series of stock, including a class or series of
preferred stock, that could have the effect of delaying, deferring or preventing a change in control of us. These
actions may be taken without the approval of holders of our common stock unless such approval is required by
applicable law, the terms of any other class or series of our stock or the rules of any stock exchange or automated
quotation system on which any of our stock is listed or traded. We believe that the power of our Board of
Directors to classify or reclassify unissued shares of our preferred stock and thereafter to cause us to issue such
shares of stock will provide us with increased flexibility in structuring possible future financings and acquisitions
and in meeting other needs which might arise.

Our charter and bylaws also provide that the number of directors may be established only by a majority of
our entire Board of Directors, which prevents our stockholders from increasing the number of our directors and
filling any vacancies created by such increase with their own nominees. The provisions of our bylaws discussed
above under the captions “—Special Meetings of Stockholders” and “—Advance Notice of Director Nomination
and New Business” require stockholders seeking to call a special meeting, nominate an individual for election as
a director or propose other business at an annual or special meeting to comply with certain notice and
information requirements. We believe that these provisions will help to assure the continuity and stability of our
business strategies and policies as determined by our Board of Directors and promote good corporate governance
by providing us with clear procedures for calling special meetings, information about a stockholder proponent’s
interest in us and adequate time to consider stockholder nominees and other business proposals. However, these
provisions, alone or in combination, could make it more difficult for our stockholders to remove incumbent
directors or fill vacancies on our Board of Directors with their own nominees and could delay, defer or prevent a
change in control, including a proxy contest or tender offer that might involve a premium price for our common
stockholders or otherwise be in the best interest of our stockholders.

Exclusive Forum

Our bylaws provide that, unless we consent in writing to the selection of an alternative forum, the Circuit
Court for Baltimore City, Maryland, or, if that court does not have jurisdiction, the United States District Court
for the District of Maryland, Baltimore Division, will be the sole and exclusive forum for (a) any derivative
action or proceeding brought on our behalf, (b) any action asserting a claim of breach of any duty owed by any of
our directors, officers or other employees to us or to our stockholders, (c) any action asserting a claim against us
or any of our directors, officers or other employees arising pursuant to any provision of the MGCL or our charter
or bylaws or (d) any action asserting a claim against us or any of our directors, officers or other employees that is
governed by the internal affairs doctrine.

Limitation of Liability and Indemnification of Directors and Officers

Maryland law permits us to include a provision in our charter limiting the liability of our directors and
officers to us and our stockholders for money damages, except for liability resulting from (a) actual receipt of an
improper benefit or profit in money, property or services or (b) active and deliberate dishonesty that is
established by a final judgment and which is material to the cause of action. Our charter contains a provision that
eliminates our directors’ and officers’ liability to the maximum extent permitted by Maryland law.

143



The MGCL requires us (unless our charter provides otherwise, which our charter does not) to indemnify a
director or officer who has been successful, on the merits or otherwise, in the defense of any proceeding to which
he or she is made a party by reason of his or her service in that capacity. The MGCL permits us to indemnify our
present and former directors and officers, among others, against judgments, penalties, fines, settlements and
reasonable expenses actually incurred by them in connection with any proceeding to which they may be made or
threatened to be made a party by reason of their service in those or certain other capacities unless it is established
that:

• the act or omission of the director or officer was material to the matter giving rise to the proceeding
and (a) was committed in bad faith or (b) was the result of active and deliberate dishonesty;

• the director or officer actually received an improper personal benefit in money, property or services; or

• in the case of any criminal proceeding, the director or officer had reasonable cause to believe that the
act or omission was unlawful.

Under the MGCL, we may not indemnify a director or officer in a suit by us or in our right in which the
director or officer was adjudged liable to us or in a suit in which the director or officer was adjudged liable on the
basis that personal benefit was improperly received. A court may order indemnification if it determines that the
director or officer is fairly and reasonably entitled to indemnification, even though the director or officer did not
meet the prescribed standard of conduct or was adjudged liable on the basis that personal benefit was improperly
received. However, indemnification for an adverse judgment in a suit by us or in our right, or for a judgment of
liability on the basis that personal benefit was improperly received, is limited to expenses.

In addition, the MGCL permits us to advance reasonable expenses to a director or officer upon our receipt of
(a) a written affirmation by the director or officer of his or her good faith belief that he or she has met the
standard of conduct necessary for indemnification and (b) a written undertaking by him or her or on his or her
behalf to repay the amount paid or reimbursed if it is ultimately determined that the standard of conduct was not
met.

Our charter authorizes us to obligate ourselves, and our bylaws obligate us, to the maximum extent
permitted by Maryland law in effect from time to time, to indemnify and, without requiring a preliminary
determination of the ultimate entitlement to indemnification, pay or reimburse reasonable expenses in advance of
final disposition of a proceeding to:

• any present or former director or officer who is made or threatened to be made a party to, or witness in,
a proceeding by reason of his or her service in that capacity; or

• any individual who, while a director or officer of our company and at our request, serves or has served
as a director, officer, partner, trustee, member or manager of another corporation, real estate investment
trust, limited liability company, partnership, joint venture, trust, employee benefit plan or any other
enterprise and who is made or threatened to be made a party to, or witness in, the proceeding by reason
of his or her service in that capacity.

Our charter and bylaws also permit us to indemnify and advance expenses to any individual who served any
of our predecessors in any of the capacities described above and any employee or agent of us or any of our
predecessors.

Indemnification Agreements

We have entered into an indemnification agreement with each of our directors and executive officers as
described in “Certain Relationships and Related Person Transactions—Indemnification Agreements.” Insofar as
indemnification for liabilities arising under the Securities Act may be permitted to directors or executive officers,
we have been informed that in the opinion of the SEC such indemnification is against public policy and is
therefore unenforceable.
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SHARES ELIGIBLE FOR FUTURE SALE

Prior to this offering, there was no public market for our common stock. Trading of our Series C Common
Stock on the NYSE is expected to commence immediately following the completion of this offering. No
assurance can be given as to (1) the likelihood that an active market for our common stock will develop, (2) the
liquidity of any such market, (3) the ability of the stockholders to sell their shares or (4) the prices that
stockholders may obtain for any of their shares. No prediction can be made as to the effect, if any, that future
sales of shares, or the availability of any shares for future sales, will have on the market price of our common
stock prevailing from time to time. Sales of substantial amounts of our common stock (including shares issued
upon the exchange of units or the exercise of stock options), or the perception that such sales could occur, could
adversely affect the prevailing market price of our common stock and our ability to raise additional capital
through a future sale of securities. See “Risk Factors—Risks Related to this Offering.”

For a description of certain restrictions on transfers of our shares of common stock held by certain of our
stockholders, see “Description of Capital Stock—Restrictions on Ownership and Transfer.”

As of , 2017, after giving effect to the -to- one reverse stock split, we had shares of
our Series A Common Stock issued and outstanding. Upon completion of this offering, we will have outstanding
an aggregate of shares of our common stock, consisting of shares of our Series A Common Stock
and shares of our Series C Common Stock ( shares if the underwriters’ overallotment option is
exercised in full), excluding:

• shares of each of our Series A and Series C Common Stock issuable upon the exercise of
outstanding stock options granted to our directors and officers as of , 2017; and

• shares of each of our Series A and Series C Common Stock reserved for future issuance under
our 1999 Plan as of , 2017.

All of the shares of Series C Common Stock to be sold in this offering ( shares if the
underwriters’ overallotment option is exercised in full) will be freely tradable without restriction or further
registration under the Securities Act, subject to the restrictions on ownership and transfer set forth in our charter,
and except for the shares that are held by any of our “affiliates,” as that term is defined in Rule 144 under the
Securities Act. In addition, assuming that none of the outstanding shares of Series C Common Stock were
acquired from one of our affiliates in a transaction not involving a public offering, shares of our Series C
Common Stock outstanding as of , 2017 will be freely tradable without restriction or further registration
under the Securities Act, subject to the restrictions on ownership and transfer set forth in our charter. All of the
shares of our Series A Common Stock outstanding as of , 2017 are “restricted securities” as that term is
defined in Rule 144, and may only be sold in the public market if registered or if the sales qualify for an
exemption from registration, including an exemption under Rule 144 under the Securities Act, which is discussed
below.

As of , 2017 the shares of our Series A Common Stock that were outstanding will, assuming that
none of the shares were acquired from one of our affiliates in a transaction not involving a public offering and no
shares are released from the lock-up agreements described below prior to 180 days after the date of this
prospectus, become eligible for sale without registration approximately as follows:

Number of Shares of Series A Common Stock Date Eligible For Sale

shares(1)(2) . . . . . . . . . . . . . . . Immediately
shares(2)(3) . . . . . . . . . . . . . . . 180 days after the date of this prospectus upon the expiration of the

lock-up agreements

(1) Includes shares that are not restricted securities and restricted securities eligible to be resold under
Rule 144(b)(1)(i) without regard to the current public information requirements.

(2) Assumes that the only persons qualifying as “affiliates” for purposes of Rule 144 are our directors and
executive officers.
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(3) Includes shares that constitute restricted securities eligible to be resold under Rule 144(b)(2) subject
to satisfaction of volume limitations, manner of sale provisions, current public information requirements and
notice requirements.

All of our outstanding Series C Common Stock will be freely tradable without restriction or further
registration under the Securities Act, subject to the restrictions on ownership and transfer set forth in our charter
without registration, except for the shares of Series C Common Stock that will be subject to the lock-up
agreements described below. The shares subject to the lock-up agreement includes shares of each of our
Series Common Stock that constitute restricted securities eligible to be resold under Rule 144(b)(2)
subject to satisfaction of volume limitations, manner of sale provisions, current public information requirements
and notice requirements. However, our Series A Common Stock will not be listed on a national stock exchange,
and we do not expect a market to develop for shares of our Series A Common Stock. However, at our next annual
meeting of stockholders immediately following the completion of this offering, we intend to submit the Series A
Conversion Proposal for consideration and vote by the holders of Series A Common Stock. Accordingly,
assuming stockholder approval of the Series A Conversion Proposal is obtained, we expect that within 24 months
following our 2018 annual meeting of stockholders and the acceptance for record of the charter amendment
relating to the Series A Conversion Proposal by the State Department of Assessments and Taxation of Maryland,
all then-outstanding shares of Series A Common Stock will have converted into shares of Series C Common
Stock. The holders of Series C Common Stock will not be entitled to vote upon the Series A Conversion
Proposal.

For a description of certain restrictions on ownership and transfer of shares of our common stock, see
“Description of Capital Stock—Restrictions on Ownership and Transfer.”

Sale of Restricted Securities

Upon completion of this offering, we will have shares of our common stock issued and outstanding
( shares if the underwriters’ over-allotment option is exercised in full). Of these shares, the shares
sold in this offering ( shares if the underwriters’ over-allotment option is exercised in full) will be freely
tradable without restriction under the Securities Act, subject to the restrictions on ownership and transfer of our
stock set forth in our charter, unless purchased by our “affiliates” as that term is defined in Rule 144 under the
Securities Act. The remaining shares of our common stock that will be outstanding after this offering will
be “restricted securities” within the meaning of Rule 144 under the Securities Act. Restricted securities may be
sold in the public market only if they are registered under the Securities Act or are sold pursuant to an exemption
from registration under Rule 144 under the Securities Act, which is summarized below. Subject to the lock-up
agreements described below, shares held by our affiliates that are not restricted securities may be sold subject to
compliance with Rule 144 of the Securities Act without regard to the prescribed holding period under Rule 144.

Rule 144

In general, under Rule 144 under the Securities Act, as in effect on the date of this prospectus, beginning on
the date 90 days after the date of this prospectus, a person, or persons whose shares are aggregated, who is one of
our affiliates and has beneficially owned shares of our common stock for at least six months, will be entitled to
sell within any three-month period, a number of shares that does not exceed the greater of:

• 1% of the number of shares of common stock then outstanding which will equal approximately
shares immediately after this offering ( shares if the underwriters exercise their over-

allotment option in full); or

• the average weekly trading volume of our common stock on the NYSE during the four calendar weeks
immediately preceding the date on which the notice of sale is filed with the SEC.

Sales pursuant to Rule 144 by our affiliates or persons selling shares on behalf of our affiliates are also
subject to provisions relating to notice, manner of sale and the availability of current public information about us.
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In general, under Rule 144 under the Securities Act, as in effect on the date of this prospectus, a person, or
persons whose shares must be aggregated, who is not currently deemed to have been one of our affiliates at any
time during the 90 days preceding a sale, and who has beneficially owned the shares proposed to be sold for at
least six months, including the holding period of any prior owner other than an affiliate, is entitled to sell the
shares beginning on the 91st day after the date of this prospectus without complying with the manner of sale,
volume limitation or notice provisions of Rule 144, and will be subject only to the public information
requirements of Rule 144. If such person has beneficially owned the shares proposed to be sold for at least one
year, including the holding period of any prior owner other than our affiliates, then such person is entitled to sell
such shares without complying with any of the requirements of Rule 144.

Equity Incentive Plan

We established the 1999 Plan for the purpose of attracting, motivating and retaining employee and non-
employee directors, compensating consultants and promoting our long-term growth and success. The 1999 Plan
provides that no more than 10% of our issued and outstanding shares of common stock can be issued under the
1999 Plan. At June 30, 2017, the maximum number of shares that could be issued under the 1999 Plan was
approximately 1,762,000 shares. There have been approximately 651,000 restricted shares granted since adopting
the 1999 Plan. At June 30, 2017, the number of shares of common stock available for future grants under the
1999 Plan was approximately 1,111,000 shares.

Lock-up Agreements

We and all of our directors and executive officers have agreed that, without the prior written consent of the
each of the representatives, we and they will not, for a period of 180 days after the date of this prospectus:

• offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or
contract to sell, grant any option, right or warrant to purchase or otherwise transfer or dispose of;

• directly or indirectly, or file with the SEC a registration statement under the Securities Act relating to,
any shares of our Series C Common Stock or securities convertible into or exchangeable or exercisable
for any share of our Series C Common Stock (including, without limitation, shares of our Series C
Common Stock or such other securities which may be deemed to be beneficially owned by such
directors and officers in accordance with the rules and regulations of the SEC, securities which may be
issued upon exercise of a stock option or warrant and our Series A Common Stock upon completion of
the Recapitalization), or publicly disclose the intention to make any offer, sale, pledge, disposition or
filing;

• enter into any swap or other arrangement that transfers, in whole or in part, any of the economic
consequences associated with the ownership of any shares of our Series C Common Stock or any such
other securities (regardless of whether any of the transactions described in this bullet or the
immediately preceding bullet are to be settled by the delivery of shares of our Series C Common Stock
or such other securities, in cash or otherwise), other than, with respect to us, the shares of our Series C
Common Stock to be sold hereunder and in respect of any shares of our Series C Common Stock issued
under our existing incentive plans; or

• in the case of our directors and officers, make any demand for or exercise any right with respect to the
registration of any shares of our Series C Common Stock or any security convertible into or exercisable
or exchangeable for shares of our Series C Common Stock

However, each of our directors and executive officers may transfer or dispose of our shares during the
180-day restricted period in the case of gifts or for estate planning purposes, or for certain other specified
transfers, where the transferee agrees to a similar lock-up agreement for the remainder of the 180-day restricted
period.
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U.S. FEDERAL INCOME TAX CONSIDERATIONS

The following is a general summary of certain material U.S. federal income tax considerations regarding our
election to be taxed as a real estate investment trust (“REIT”) and this offering of our Series C Common Stock,
which we refer to in this discussion as our “common stock.” For purposes of this discussion, references to “we,”
“our” and “us” mean only NetREIT, Inc. and do not include any of its subsidiaries, except as otherwise indicated.
This summary is for general information only and is not tax advice. The information in this summary is based on:

• the Code;

• current, temporary and proposed Treasury regulations promulgated under the Code (the “Treasury
Regulations”);

• the legislative history of the Code;

• administrative interpretations and practices of the IRS; and

• court decisions;

in each case, as of the date of this prospectus. In addition, the administrative interpretations and practices of the
IRS include its practices and policies as expressed in private letter rulings that are not binding on the IRS except
with respect to the particular taxpayers who requested and received those rulings. The sections of the Code and
the corresponding Treasury Regulations that relate to qualification and taxation as a REIT are highly technical
and complex. The following discussion sets forth certain material aspects of the sections of the Code that govern
the U.S. federal income tax treatment of a REIT and its stockholders. This summary is qualified in its entirety by
the applicable Code provisions, Treasury Regulations promulgated under the Code, and administrative and
judicial interpretations thereof. Future legislation, Treasury Regulations, administrative interpretations and
practices and/or court decisions may adversely affect the tax considerations contained in this discussion. Any
such change could apply retroactively to transactions preceding the date of the change. We have not requested,
and do not plan to request, any rulings from the IRS that we qualify as a REIT, and the statements in this
prospectus are not binding on the IRS or any court. Thus, we can provide no assurance that the tax considerations
contained in this discussion will not be challenged by the IRS or will be sustained by a court if challenged by the
IRS. This summary does not discuss any state, local or non-U.S. tax consequences, or any tax consequences
arising under any U.S. federal tax laws other than U.S. federal income tax laws, associated with the purchase,
ownership or disposition of our common stock, or our election to be taxed as a REIT.

You are urged to consult your tax advisor regarding the tax consequences to you of:

• the purchase, ownership or disposition of our common stock, including the U.S. federal, state,
local, non-U.S. and other tax consequences;

• our election to be taxed as a REIT for U.S. federal income tax purposes; and

• potential changes in applicable tax laws.

Taxation of Our Company

General. We elected to be taxed as a REIT under Sections 856 through 860 of the Code commencing with
our taxable year ended December 31, 2000. We believe that we have been organized and have operated in a
manner that has allowed us to qualify for taxation as a REIT under the Code commencing with such taxable year,
and we intend to continue to be organized and operate in this manner. However, qualification and taxation as a
REIT depend upon our ability to meet the various qualification tests imposed under the Code, including through
actual operating results, asset composition, distribution levels and diversity of stock ownership. Accordingly, no
assurance can be given that we have been organized and have operated, or will continue to be organized and
operate, in a manner so as to qualify or remain qualified as a REIT. See “—Failure to Qualify” for potential tax
consequences if we fail to qualify as a REIT.
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Latham & Watkins LLP has acted as our tax counsel in connection with this offering of our common stock.
Latham & Watkins LLP will render an opinion to us to the effect that, commencing with our taxable year ended
December 31, 2009, we have been organized and have operated in conformity with the requirements for
qualification and taxation as a REIT under the Code, and our proposed method of operation will enable us to
continue to meet the requirements for qualification and taxation as a REIT under the Code. It must be
emphasized that this opinion will be based on various assumptions and representations as to factual matters,
including representations made by us in a factual certificate provided by one of our officers. In addition, this
opinion will be based upon our factual representations set forth in this prospectus. Moreover, our qualification
and taxation as a REIT depend upon our ability to meet the various qualification tests imposed under the Code,
which are discussed below, including through actual operating results, asset composition, distribution levels and
diversity of stock ownership, the results of which have not been and will not be reviewed by Latham & Watkins
LLP. Accordingly, no assurance can be given that our actual results of operation for any particular taxable year
have satisfied or will satisfy those requirements. Further, the anticipated U.S. federal income tax treatment
described herein may be changed, perhaps retroactively, by legislative, administrative or judicial action at any
time. Latham & Watkins LLP has no obligation to update its opinion subsequent to the date of such opinion.

Provided we qualify for taxation as a REIT, we generally will not be required to pay U.S. federal corporate
income taxes on our REIT taxable income that is currently distributed to our stockholders. This treatment
substantially eliminates the “double taxation” that ordinarily results from investment in a C corporation. A
C corporation is a corporation that generally is required to pay tax at the corporate level. Double taxation means
taxation once at the corporate level when income is earned and once again at the stockholder level when the
income is distributed. We will, however, be required to pay U.S. federal income tax as follows:

• First, we will be required to pay tax at regular corporate rates on any undistributed REIT taxable
income, including undistributed net capital gains.

• Second, we may be required to pay the “alternative minimum tax” on our items of tax preference under
some circumstances.

• Third, if we have (1) net income from the sale or other disposition of “foreclosure property” held
primarily for sale to customers in the ordinary course of business or (2) other nonqualifying income
from foreclosure property, we will be required to pay tax at the highest corporate rate on this income.
To the extent that income from foreclosure property is otherwise qualifying income for purposes of the
75% gross income test, this tax is not applicable. Subject to certain other requirements, foreclosure
property generally is defined as property we acquired through foreclosure or after a default on a loan
secured by the property or a lease of the property.

• Fourth, we will be required to pay a 100% tax on any net income from prohibited transactions.
Prohibited transactions are, in general, sales or other taxable dispositions of property, other than
foreclosure property, held as inventory or primarily for sale to customers in the ordinary course of
business.

• Fifth, if we fail to satisfy the 75% gross income test or the 95% gross income test, as described below,
but have otherwise maintained our qualification as a REIT because certain other requirements are met,
we will be required to pay a tax equal to (1) the greater of (A) the amount by which we fail to satisfy
the 75% gross income test and (B) the amount by which we fail to satisfy the 95% gross income test,
multiplied by (2) a fraction intended to reflect our profitability.

• Sixth, if we fail to satisfy any of the asset tests (other than a de minimis failure of the 5% or 10% asset
tests), as described below, due to reasonable cause and not due to willful neglect, and we nonetheless
maintain our REIT qualification because of specified cure provisions, we will be required to pay a tax
equal to the greater of $50,000 or the highest corporate tax rate multiplied by the net income generated
by the nonqualifying assets that caused us to fail such test.

• Seventh, if we fail to satisfy any provision of the Code that would result in our failure to qualify as a
REIT (other than a violation of the gross income tests or certain violations of the asset tests, as
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described below) and the violation is due to reasonable cause and not due to willful neglect, we may
retain our REIT qualification but we will be required to pay a penalty of $50,000 for each such failure.

• Eighth, we will be required to pay a 4% excise tax to the extent we fail to distribute during each
calendar year at least the sum of (1) 85% of our ordinary income for the year, (2) 95% of our capital
gain net income for the year, and (3) any undistributed taxable income from prior periods.

• Ninth, if we acquire any asset from a corporation that is or has been a C corporation in a transaction in
which our tax basis in the asset is less than the fair market value of the asset, in each case determined
as of the date on which we acquired the asset, and we subsequently recognize gain on the disposition of
the asset during a period that is generally five years beginning on the date on which we acquired the
asset, then we generally will be required to pay tax at the highest regular corporate tax rate on this gain
to the extent of the excess of (1) the fair market value of the asset over (2) our adjusted tax basis in the
asset, in each case determined as of the date on which we acquired the asset. The results described in
this paragraph with respect to the recognition of gain assume that the C corporation will refrain from
making an election to receive different treatment under applicable Treasury Regulations on its tax
return for the year in which we acquire the asset from the C corporation. Under applicable Treasury
Regulations, any gain from the sale of property we acquired in an exchange under Section 1031 (a like-
kind exchange) or Section 1033 (an involuntary conversion) of the Code generally is excluded from the
application of this built-in gains tax.

• Tenth, our subsidiaries that are C corporations, including our “taxable REIT subsidiaries” described
below, generally will be required to pay U.S. federal corporate income tax on their earnings.

• Eleventh, we will be required to pay a 100% tax on any “redetermined rents,” “redetermined
deductions,” “excess interest” or “redetermined TRS service income,” as described below under
“—Penalty Tax.” In general, redetermined rents are rents from real property that are overstated as a
result of services furnished to any of our tenants by a taxable REIT subsidiary of ours. Redetermined
deductions and excess interest generally represent amounts that are deducted by a taxable REIT
subsidiary of ours for amounts paid to us that are in excess of the amounts that would have been
deducted based on arm’s length negotiations. Redetermined TRS service income generally represents
income of a taxable REIT subsidiary that is understated as a result of services provided to us or on our
behalf.

• Twelfth, we may elect to retain and pay income tax on our net capital gain. In that case, a stockholder
would include its proportionate share of our undistributed net capital gain (to the extent we make a
timely designation of such gain to the stockholder) in its income, would be deemed to have paid the tax
that we paid on such gain, and would be allowed a credit for its proportionate share of the tax deemed
to have been paid, and an adjustment would be made to increase the tax basis of the stockholder in our
common stock.

• Thirteenth, if we fail to comply with the requirement to send annual letters to our stockholders
requesting information regarding the actual ownership of our stock, and the failure is not due to
reasonable cause or due to willful neglect, we will be subject to a $25,000 penalty, or if the failure is
intentional, a $50,000 penalty.

We and our subsidiaries may be subject to a variety of taxes other than U.S. federal income tax, including
payroll taxes and state and local income, property and other taxes on our assets and operations.

Requirements for Qualification as a REIT. The Code defines a REIT as a corporation, trust or association:

(1) that is managed by one or more trustees or directors;

(2) that issues transferable shares or transferable certificates to evidence its beneficial ownership;

(3) that would be taxable as a domestic corporation, but for Sections 856 through 860 of the Code;
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(4) that is not a financial institution or an insurance company within the meaning of certain provisions of
the Code;

(5) that is beneficially owned by 100 or more persons;

(6) not more than 50% in value of the outstanding stock of which is owned, actually or constructively, by
five or fewer individuals, including certain specified entities, during the last half of each taxable year;
and

(7) that meets other tests, described below, regarding the nature of its income and assets and the amount of
its distributions.

The Code provides that conditions (1) to (4), inclusive, must be met during the entire taxable year and that
condition (5) must be met during at least 335 days of a taxable year of 12 months, or during a proportionate part
of a taxable year of less than 12 months. For purposes of condition (6), the term “individual” includes a
supplemental unemployment compensation benefit plan, a private foundation or a portion of a trust permanently
set aside or used exclusively for charitable purposes, but generally does not include a qualified pension plan or
profit sharing trust.

We believe that we have been organized and have operated in a manner that has allowed us, and will
continue to allow us, and will issue sufficient shares of our common stock with sufficient diversity of ownership
pursuant to this offering of our common stock to allow us, to satisfy conditions (1) through (7) inclusive, during
the relevant time periods. In addition, our charter provides for restrictions regarding ownership and transfer of
our shares that are intended to assist us in continuing to satisfy the share ownership requirements described in
conditions (5) and (6) above. A description of the share ownership and transfer restrictions relating to our
common stock is contained in the discussion in this prospectus under the heading “Description of Capital
Stock—Restrictions on Ownership and Transfer.” These restrictions, however, do not ensure that we have
previously satisfied, and may not ensure that we will, in all cases, be able to continue to satisfy, the share
ownership requirements described in conditions (5) and (6) above. If we fail to satisfy these share ownership
requirements, except as provided in the next sentence, our status as a REIT will terminate. If, however, we
comply with the rules contained in applicable Treasury Regulations that require us to ascertain the actual
ownership of our shares and we do not know, or would not have known through the exercise of reasonable
diligence, that we failed to meet the requirement described in condition (6) above, we will be treated as having
met this requirement. See “—Failure to Qualify.”

In addition, we may not maintain our status as a REIT unless our taxable year is the calendar year. We have
and will continue to have a calendar taxable year.

Ownership of Interests in Partnerships, Limited Liability Companies and Qualified REIT Subsidiaries. In
the case of a REIT that is a partner in a partnership or a member in a limited liability company treated as a
partnership for U.S. federal income tax purposes, Treasury Regulations provide that the REIT will be deemed to
own its proportionate share of the assets of the partnership or limited liability company, as the case may be,
based on its interest in partnership capital, subject to special rules relating to the 10% asset test described below.
Also, the REIT will be deemed to be entitled to its proportionate share of the income of that entity. The assets
and gross income of the partnership or limited liability company retain the same character in the hands of the
REIT for purposes of Section 856 of the Code, including satisfying the gross income tests and the asset tests.
Thus, our pro rata share of the assets and items of income of any partnership or limited liability company treated
as a partnership for U.S. federal income tax purposes, including such partnership’s or limited liability company’s
share of these items of any partnership or limited liability company treated as a partnership or disregarded entity
for U.S. federal income tax purposes in which it owns an interest, would be treated as our assets and items of
income for purposes of applying the requirements described in this discussion, including the gross income and
asset tests described below. For purposes of the REIT qualification tests, the treatment of our ownership of
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partnerships or limited liability companies treated as disregarded entities for U.S. federal income tax purposes is
generally the same as described below with respect to qualified REIT subsidiaries. A brief summary of the rules
governing the U.S. federal income taxation of partnerships and limited liability companies is set forth below in
“—Tax Aspects of the Subsidiary Partnerships and Limited Liability Companies.”

We have control of certain subsidiary partnerships and limited liability companies and intend to operate
them in a manner consistent with the requirements for our qualification as a REIT. If we are or become a limited
partner or non-managing member in any partnership or limited liability company and such entity takes or expects
to take actions that could jeopardize our status as a REIT or require us to pay tax, we may be forced to dispose of
our interest in such entity. In addition, it is possible that a partnership or limited liability company could take an
action which could cause us to fail a gross income or asset test, and that we would not become aware of such
action in time to dispose of our interest in the partnership or limited liability company or take other corrective
action on a timely basis. In that case, we could fail to qualify as a REIT unless we were entitled to relief, as
described below.

We may from time to time own and operate certain properties through wholly-owned subsidiaries that we
intend to be treated as “qualified REIT subsidiaries” under the Code. A corporation will qualify as our qualified
REIT subsidiary if we own 100% of the corporation’s outstanding stock and do not elect with the subsidiary to
treat it as a “taxable REIT subsidiary,” as described below. A qualified REIT subsidiary is not treated as a
separate corporation, and all assets, liabilities and items of income, gain, loss, deduction and credit of a qualified
REIT subsidiary are treated as assets, liabilities and items of income, gain, loss, deduction and credit of the
parent REIT for all purposes under the Code, including all REIT qualification tests. Thus, in applying the U.S.
federal tax requirements described in this discussion, any qualified REIT subsidiaries we own are ignored, and all
assets, liabilities and items of income, gain, loss, deduction and credit of such corporations are treated as our
assets, liabilities and items of income, gain, loss, deduction and credit. A qualified REIT subsidiary is not subject
to U.S. federal income tax, and our ownership of the stock of a qualified REIT subsidiary will not violate the
restrictions on ownership of securities, as described below under “—Asset Tests.”

Ownership of Interests in Taxable REIT Subsidiaries. We own an interest in an entity that has elected,
together with us, to be treated as our taxable REIT subsidiary, and we may acquire securities in additional taxable
REIT subsidiaries in the future. A taxable REIT subsidiary is a corporation (or other entity treated as a
corporation for U.S. federal income tax purposes) other than a REIT in which a REIT directly or indirectly holds
stock, and that has made a joint election with such REIT to be treated as a taxable REIT subsidiary. If a taxable
REIT subsidiary owns more than 35% of the total voting power or value of the outstanding securities of another
corporation, such other corporation will also be treated as a taxable REIT subsidiary. Other than some activities
relating to lodging and health care facilities, a taxable REIT subsidiary may generally engage in any business,
including the provision of customary or non-customary services to tenants of its parent REIT. A taxable REIT
subsidiary is subject to U.S. federal income tax as a regular C corporation. In addition, a taxable REIT subsidiary
may be prevented from deducting interest on debt funded directly or indirectly by its parent REIT if certain tests
regarding the taxable REIT subsidiary’s debt to equity ratio and interest expense are not satisfied. A REIT’s
ownership of securities of a taxable REIT subsidiary is not subject to the 5% or 10% asset test described below.
See “—Asset Tests.”

Income Tests. We must satisfy two gross income requirements annually to maintain our qualification as a
REIT. First, in each taxable year we must derive directly or indirectly at least 75% of our gross income
(excluding gross income from prohibited transactions, certain hedging transactions and certain foreign currency
gains) from investments relating to real property or mortgages on real property, including “rents from real
property,” dividends from other REITs and, in certain circumstances, interest, or certain types of temporary
investments. Second, in each taxable year we must derive at least 95% of our gross income (excluding gross
income from prohibited transactions, certain hedging transactions and certain foreign currency gains) from the
real property investments described above or dividends, interest and gain from the sale or disposition of stock or
securities, or from any combination of the foregoing. For these purposes, the term “interest” generally does not
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include any amount received or accrued, directly or indirectly, if the determination of all or some of the amount
depends in any way on the income or profits of any person. However, an amount received or accrued generally
will not be excluded from the term “interest” solely by reason of being based on a fixed percentage or
percentages of receipts or sales.

Rents we receive from a tenant will qualify as “rents from real property” for the purpose of satisfying the
gross income requirements for a REIT described above only if all of the following conditions are met:

• The amount of rent is not based in whole or in part on the income or profits of any person. However, an
amount we receive or accrue generally will not be excluded from the term “rents from real property”
solely because it is based on a fixed percentage or percentages of receipts or sales;

• Neither we nor an actual or constructive owner of 10% or more of our capital stock actually or
constructively owns 10% or more of the interests in the assets or net profits of a non-corporate tenant,
or, if the tenant is a corporation, 10% or more of the total combined voting power of all classes of stock
entitled to vote or 10% or more of the total value of all classes of stock of the tenant. Rents we receive
from such a tenant that is a taxable REIT subsidiary of ours, however, will not be excluded from the
definition of “rents from real property” as a result of this condition if at least 90% of the space at the
property to which the rents relate is leased to third parties, and the rents paid by the taxable REIT
subsidiary are substantially comparable to rents paid by our other tenants for comparable space.
Whether rents paid by a taxable REIT subsidiary are substantially comparable to rents paid by other
tenants is determined at the time the lease with the taxable REIT subsidiary is entered into, extended,
and modified, if such modification increases the rents due under such lease. Notwithstanding the
foregoing, however, if a lease with a “controlled taxable REIT subsidiary” is modified and such
modification results in an increase in the rents payable by such taxable REIT subsidiary, any such
increase will not qualify as “rents from real property.” For purposes of this rule, a “controlled taxable
REIT subsidiary” is a taxable REIT subsidiary in which the parent REIT owns stock possessing more
than 50% of the voting power or more than 50% of the total value of the outstanding stock of such
taxable REIT subsidiary;

• Rent attributable to personal property, leased in connection with a lease of real property, is not greater
than 15% of the total rent received under the lease. If this condition is not met, then the portion of the
rent attributable to personal property will not qualify as “rents from real property.” To the extent that
rent attributable to personal property, leased in connection with a lease of real property, exceeds 15%
of the total rent received under the lease, we may transfer a portion of such personal property to a
taxable REIT subsidiary; and

• We generally may not operate or manage the property or furnish or render services to our tenants,
subject to a 1% de minimis exception and except as provided below. We may, however, perform
services that are “usually or customarily rendered” in connection with the rental of space for occupancy
only and are not otherwise considered “rendered to the occupant” of the property. Examples of these
services include the provision of light, heat, or other utilities, trash removal and general maintenance of
common areas. In addition, we may employ an independent contractor from whom we derive no
revenue to provide customary services to our tenants, or a taxable REIT subsidiary (which may be
wholly or partially owned by us) to provide both customary and non-customary services to our tenants
without causing the rent we receive from those tenants to fail to qualify as “rents from real property.”

We generally do not intend to take actions we believe will cause us to fail to satisfy the rental conditions
described above. However, we may intentionally fail to satisfy some of these conditions to the extent we
determine, based on the advice of our tax counsel, that the failure will not jeopardize our tax status as a REIT. In
addition, with respect to the limitation on the rental of personal property, we generally have not obtained
appraisals of the real property and personal property leased to tenants. Accordingly, there can be no assurance
that the IRS will not disagree with our determinations of value.
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Income we receive that is attributable to the rental of parking spaces at the properties generally will
constitute rents from real property for purposes of the gross income tests if certain services provided with respect
to the parking spaces are performed by independent contractors from whom we derive no revenue, either directly
or indirectly, or by a taxable REIT subsidiary, and certain other conditions are met. We believe that the income
we receive that is attributable to parking spaces will meet these tests and, accordingly, will constitute rents from
real property for purposes of the gross income tests.

From time to time, we may enter into hedging transactions with respect to one or more of our assets or
liabilities. Our hedging activities may include entering into interest rate swaps, caps, and floors, options to
purchase these items, and futures and forward contracts. Income from a hedging transaction, including gain from
the sale or disposition of such a transaction, that is clearly identified as a hedging transaction as specified in the
Code will not constitute gross income under, and thus will be exempt from, the 75% and 95% gross income tests.
The term “hedging transaction,” as used above, generally means (A) any transaction we enter into in the normal
course of our business primarily to manage risk of (1) interest rate changes or fluctuations with respect to
borrowings made or to be made by us to acquire or carry real estate assets, or (2) currency fluctuations with
respect to an item of qualifying income under the 75% or 95% gross income test or any property which generates
such income and (B) new transactions entered into to hedge the income or loss from prior hedging transactions,
where the property or indebtedness which was the subject of the prior hedging transaction was extinguished or
disposed of. To the extent that we do not properly identify such transactions as hedges or we hedge with other
types of financial instruments, the income from those transactions is not likely to be treated as qualifying income
for purposes of the gross income tests. We intend to structure any hedging transactions in a manner that does not
jeopardize our status as a REIT.

To the extent our taxable REIT subsidiaries pay dividends or interest, our allocable share of such dividend
or interest income will qualify under the 95%, but not the 75%, gross income test (except to the extent the
interest is paid on a loan that is adequately secured by real property).

We will monitor the amount of the dividend and other income from our taxable REIT subsidiaries and will
take actions intended to keep this income, and any other nonqualifying income, within the limitations of the gross
income tests. Although we expect these actions will be sufficient to prevent a violation of the gross income tests,
we cannot guarantee that such actions will in all cases prevent such a violation.

If we fail to satisfy one or both of the 75% or 95% gross income tests for any taxable year, we may
nevertheless qualify as a REIT for the year if we are entitled to relief under certain provisions of the Code. We
generally may make use of the relief provisions if:

• following our identification of the failure to meet the 75% or 95% gross income tests for any taxable
year, we file a schedule with the IRS setting forth each item of our gross income for purposes of the
75% or 95% gross income tests for such taxable year in accordance with Treasury Regulations to be
issued; and

• our failure to meet these tests was due to reasonable cause and not due to willful neglect.

It is not possible, however, to state whether in all circumstances we would be entitled to the benefit of these
relief provisions. For example, if we fail to satisfy the gross income tests because nonqualifying income that we
intentionally accrue or receive exceeds the limits on nonqualifying income, the IRS could conclude that our
failure to satisfy the tests was not due to reasonable cause. If these relief provisions do not apply to a particular
set of circumstances, we will not qualify as a REIT. As discussed above in “—Taxation of Our Company—
General,” even if these relief provisions apply, and we retain our status as a REIT, a tax would be imposed with
respect to our nonqualifying income. We may not always be able to comply with the gross income tests for REIT
qualification despite periodic monitoring of our income.

Prohibited Transaction Income. Any gain that we realize on the sale of property held as inventory or
otherwise held primarily for sale to customers in the ordinary course of business, either directly or through any
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qualified REIT subsidiaries, subsidiary partnerships or limited liability companies, will be treated as income from
a prohibited transaction that is subject to a 100% penalty tax, unless certain safe harbor exceptions apply. This
prohibited transaction income may also adversely affect our ability to satisfy the gross income tests for
qualification as a REIT. Under existing law, whether property is held as inventory or primarily for sale to
customers in the ordinary course of a trade or business is a question of fact that depends on all the facts and
circumstances surrounding the particular transaction. We do not intend, and we do not intend to permit our
qualified REIT subsidiaries (if any) or subsidiary partnerships or limited liability companies, to enter into any
sales that are prohibited transactions. However, the IRS may successfully contend that some or all of the sales
made by us, our qualified REIT subsidiaries (if any) or our subsidiary partnerships or limited liability companies
are prohibited transactions. We would be required to pay the 100% penalty tax on our allocable share of the gains
resulting from any such sales. The 100% penalty tax will not apply to gains from the sale of assets that are held
through a taxable REIT subsidiary, but such income will be subject to tax at regular U.S. federal corporate
income tax rates.

Penalty Tax. Any redetermined rents, redetermined deductions, excess interest or redetermined TRS service
income we generate will be subject to a 100% penalty tax. In general, redetermined rents are rents from real
property that are overstated as a result of any services furnished to any of our tenants by a taxable REIT
subsidiary of ours, redetermined deductions and excess interest represent any amounts that are deducted by a
taxable REIT subsidiary of ours for amounts paid to us that are in excess of the amounts that would have been
deducted based on arm’s length negotiations, and redetermined TRS service income is income of a taxable REIT
subsidiary that is understated as a result of services provided to us or on our behalf. Rents we receive will not
constitute redetermined rents if they qualify for certain safe harbor provisions contained in the Code.

We do not believe we have been, and do not expect to be, subject to this penalty tax, although any rental or
service arrangements we enter into from time to time may not satisfy the safe-harbor provisions described above.
These determinations are inherently factual, and the IRS has broad discretion to assert that amounts paid between
related parties should be reallocated to clearly reflect their respective incomes. If the IRS successfully made such
an assertion, we would be required to pay a 100% penalty tax on any overstated rents paid to us, or any excess
deductions or understated income of our taxable REIT subsidiaries.

Asset Tests. At the close of each calendar quarter of our taxable year, we must also satisfy certain tests
relating to the nature and diversification of our assets. First, at least 75% of the value of our total assets must be
represented by real estate assets, cash, cash items and U.S. government securities. For purposes of this test, the
term “real estate assets” generally means real property (including interests in real property and interests in
mortgages on real property and, to a limited extent, personal property), shares (or transferable certificates of
beneficial interest) in other REITs, any stock or debt instrument attributable to the investment of the proceeds of
a stock offering or a public offering of debt with a term of at least five years (but only for the one-year period
beginning on the date the REIT receives such proceeds), debt instruments of publicly offered REITs, and
personal property leased in connection with a lease of real property for which the rent attributable to personal
property is not greater than 15% of the total rent received under the lease.

Second, not more than 25% of the value of our total assets may be represented by securities (including
securities of taxable REIT subsidiaries), other than those securities includable in the 75% asset test.

Third, of the investments included in the 25% asset class, and except for certain investments in other REITs,
our qualified REIT subsidiaries and taxable REIT subsidiaries, the value of any one issuer’s securities may not
exceed 5% of the value of our total assets, and we may not own more than 10% of the total vote or value of the
outstanding securities of any one issuer except, in the case of the 10% value test, securities satisfying the
“straight debt” safe-harbor or securities issued by a partnership that itself would satisfy the 75% income test if it
were a REIT. Certain types of securities we may own are disregarded as securities solely for purposes of the 10%
value test, including, but not limited to, any loan to an individual or an estate, any obligation to pay rents from
real property and any security issued by a REIT. In addition, solely for purposes of the 10% value test, the
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determination of our interest in the assets of a partnership or limited liability company in which we own an
interest will be based on our proportionate interest in any securities issued by the partnership or limited liability
company, excluding for this purpose certain securities described in the Code. From time to time we may own
securities (including debt securities) of issuers that do not qualify as a REIT, a qualified REIT subsidiary or a
taxable REIT subsidiary. We intend that our ownership of any such securities will be structured in a manner that
allows us to comply with the asset tests described above.

Fourth, not more than 25% (20% for taxable years beginning after December 31, 2017) of the value of our
total assets may be represented by the securities of one or more taxable REIT subsidiaries. We own an interest in
an entity that has elected, together with us, to be treated as our taxable REIT subsidiary, and we may acquire
securities in additional taxable REIT subsidiaries in the future. So long as each of these companies qualifies as a
taxable REIT subsidiary of ours, we will not be subject to the 5% asset test, the 10% voting securities limitation
or the 10% value limitation with respect to our ownership of the securities of such companies. We believe that
the aggregate value of our taxable REIT subsidiaries has not exceeded, and in the future will not exceed, 25%
(20% for taxable years beginning after December 31, 2017) of the aggregate value of our gross assets. We
generally do not obtain independent appraisals to support these conclusions. In addition, there can be no
assurance that the IRS will not disagree with our determinations of value.

Fifth, not more than 25% of the value of our total assets may be represented by debt instruments of publicly
offered REITs to the extent those debt instruments would not be real estate assets but for the inclusion of debt
instruments of publicly offered REITs in the meaning of real estate assets, as described above (e.g., a debt
instrument issued by a publicly offered REIT that is not secured by a mortgage on real property).

The asset tests must be satisfied at the close of each calendar quarter of our taxable year in which we
(directly or through any qualified REIT subsidiary, partnership or limited liability company) acquire securities in
the applicable issuer, and also at the close of each calendar quarter in which we increase our ownership of
securities of such issuer (including as a result of an increase in our interest in any partnership or limited liability
company that owns such securities). For example, our indirect ownership of securities of each issuer may
increase as a result of our capital contributions to, or the redemption of other partners’ or members’ interests in, a
partnership or limited liability company in which we have an ownership interest. Also, after initially meeting the
asset tests at the close of any quarter, we will not lose our status as a REIT for failure to satisfy the asset tests at
the end of a later quarter solely by reason of changes in asset values. If we fail to satisfy an asset test because we
acquire securities or other property during a quarter (including as a result of an increase in our interest in any
partnership or limited liability company), we may cure this failure by disposing of sufficient nonqualifying assets
within 30 days after the close of that quarter. We believe that we have maintained, and we intend to maintain,
adequate records of the value of our assets to ensure compliance with the asset tests. If we fail to cure any
noncompliance with the asset tests within the 30-day cure period, we would cease to qualify as a REIT unless we
are eligible for certain relief provisions discussed below.

Certain relief provisions may be available to us if we discover a failure to satisfy the asset tests described
above after the 30-day cure period. Under these provisions, we will be deemed to have met the 5% and 10% asset
tests if the value of our nonqualifying assets (i) does not exceed the lesser of (a) 1% of the total value of our
assets at the end of the applicable quarter or (b) $10,000,000, and (ii) we dispose of the nonqualifying assets or
otherwise satisfy such tests within (a) six months after the last day of the quarter in which the failure to satisfy
the asset tests is discovered or (b) the period of time prescribed by Treasury Regulations to be issued. For
violations of any of the asset tests due to reasonable cause and not due to willful neglect and that are, in the case
of the 5% and 10% asset tests, in excess of the de minimis exception described above, we may avoid
disqualification as a REIT after the 30-day cure period by taking steps including (i) the disposition of sufficient
nonqualifying assets, or the taking of other actions, which allow us to meet the asset tests within (a) six months
after the last day of the quarter in which the failure to satisfy the asset tests is discovered or (b) the period of time
prescribed by Treasury Regulations to be issued, (ii) paying a tax equal to the greater of (a) $50,000 or (b) the
highest corporate tax rate multiplied by the net income generated by the nonqualifying assets, and (iii) disclosing
certain information to the IRS.
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Although we believe we have satisfied the asset tests described above and plan to take steps to ensure that
we satisfy such tests for any quarter with respect to which retesting is to occur, there can be no assurance that we
will always be successful, or will not require a reduction in our overall interest in an issuer (including in a taxable
REIT subsidiary). If we fail to cure any noncompliance with the asset tests in a timely manner, and the relief
provisions described above are not available, we would cease to qualify as a REIT.

Annual Distribution Requirements. To maintain our qualification as a REIT, we are required to distribute
dividends, other than capital gain dividends, to our stockholders in an amount at least equal to the sum of:

• 90% of our REIT taxable income; and

• 90% of our after-tax net income, if any, from foreclosure property; minus

• the excess of the sum of certain items of non-cash income over 5% of our REIT taxable income.

For these purposes, our REIT taxable income is computed without regard to the dividends paid deduction
and our net capital gain. In addition, for purposes of this test, non-cash income generally means income
attributable to leveled stepped rents, original issue discount, cancellation of indebtedness, or a like-kind exchange
that is later determined to be taxable.

In addition, our REIT taxable income will be reduced by any taxes we are required to pay on any gain we
recognize from the disposition of any asset we acquired from a corporation that is or has been a C corporation in
a transaction in which our tax basis in the asset is less than the fair market value of the asset, in each case
determined as of the date on which we acquired the asset, within a period that is generally five years following
our acquisition of such asset, as described above under “—General.”

We generally must pay, or be treated as paying, the distributions described above in the taxable year to
which they relate. At our election, a distribution will be treated as paid in a taxable year if it is declared before we
timely file our tax return for such year and paid on or before the first regular dividend payment after such
declaration, provided such payment is made during the 12-month period following the close of such year. These
distributions are treated as received by our stockholders in the year in which they are paid. This is so even though
these distributions relate to the prior year for purposes of the 90% distribution requirement. In order to be taken
into account for purposes of our distribution requirement, except as provided below, the amount distributed must
not be preferential—i.e., every stockholder of the class of stock to which a distribution is made must be treated
the same as every other stockholder of that class, and no class of stock may be treated other than according to its
dividend rights as a class. This preferential limitation will not apply to distributions made by us, provided we
qualify as a “publicly offered REIT.” We believe that we are, and expect we will continue to be, a publicly
offered REIT. To the extent that we do not distribute all of our net capital gain, or distribute at least 90%, but less
than 100%, of our REIT taxable income, as adjusted, we will be required to pay tax on the undistributed amount
at regular corporate tax rates.

We believe that we have made, and we intend to continue to make, timely distributions sufficient to satisfy
these annual distribution requirements and to minimize our corporate tax obligations. However, from time to
time, we may not have sufficient cash or other liquid assets to meet these distribution requirements due to timing
differences between the actual receipt of income and actual payment of deductible expenses, and the inclusion of
income and deduction of expenses in determining our taxable income. In addition, we may decide to retain our
cash, rather than distribute it, in order to repay debt or for other reasons. If these timing differences occur, we
may borrow funds to pay dividends or pay dividends in the form of taxable stock distributions in order to meet
the distribution requirements, while preserving our cash.

Under some circumstances, we may be able to rectify an inadvertent failure to meet the 90% distribution
requirement for a year by paying “deficiency dividends” to our stockholders in a later year, which may be
included in our deduction for dividends paid for the earlier year. In that case, we may be able to avoid being
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taxed on amounts distributed as deficiency dividends, subject to the 4% excise tax described below. However, we
will be required to pay interest to the IRS based upon the amount of any deduction claimed for deficiency
dividends. While the payment of a deficiency dividend will apply to a prior year for purposes of our REIT
distribution requirements, it will be treated as an additional distribution to our stockholders in the year such
dividend is paid. In addition, if a dividend we have paid is treated as a preferential dividend, in lieu of treating the
dividend as not counting toward satisfying the 90% distribution requirement, the IRS may provide a remedy to
cure such failure if the IRS determines that such failure is (or is of a type that is) inadvertent or due to reasonable
cause and not due to willful neglect.

Furthermore, we will be required to pay a 4% excise tax to the extent we fail to distribute during each
calendar year at least the sum of 85% of our ordinary income for such year, 95% of our capital gain net income
for the year and any undistributed taxable income from prior periods. Any ordinary income and net capital gain
on which corporate income tax is imposed for any year is treated as an amount distributed during that year for
purposes of calculating this excise tax.

For purposes of the 90% distribution requirement and excise tax described above, dividends declared during
the last three months of the taxable year, payable to stockholders of record on a specified date during such period
and paid during January of the following year, will be treated as paid by us and received by our stockholders on
December 31 of the year in which they are declared.

Like-Kind Exchanges. We may dispose of properties in transactions intended to qualify as like-kind
exchanges under the Code. Such like-kind exchanges are intended to result in the deferral of gain for U.S. federal
income tax purposes. The failure of any such transaction to qualify as a like-kind exchange could require us to
pay U.S. federal income tax, possibly including the 100% prohibited transaction tax, depending on the facts and
circumstances surrounding the particular transaction.

Tax Liabilities and Attributes Inherited in Connection with Acquisitions. From time to time, we may
acquire other corporations or entities and, in connection with such acquisitions, we may succeed to the historical
tax attributes and liabilities of such corporations or entities. For example, if we acquire a C corporation and
subsequently dispose of its assets within five years of the acquisition, we could be required to pay the built-in
gain tax described above under “—General.” In addition, in order to qualify as a REIT, at the end of any taxable
year, we must not have any earnings and profits accumulated in a non-REIT year. As a result, if we acquire a
C corporation, we must distribute the corporation’s earnings and profits accumulated prior to the acquisition
before the end of the taxable year in which we acquire the corporation. We also could be required to pay the
acquired entity’s unpaid taxes even though such liabilities arose prior to the time we acquired the entity.

Moreover, we may from time to time acquire other REITs through a merger or acquisition. If any such REIT
failed to qualify as a REIT for any of its taxable years, such REIT would be liable for (and we, as the surviving
corporation in the merger or acquisition, would be obligated to pay) U.S. federal income tax on its taxable
income at regular rates, and if the merger or acquisition is a transaction in which our tax basis in the assets of
such REIT is less than the fair market value of the assets determined at the time of the merger or acquisition, we
would be subject to tax on the built-in gain on each asset of such REIT as described above if we were to dispose
of the asset in a taxable transaction during the five-year period following the merger or acquisition. Moreover,
even if such REIT qualified as a REIT at all relevant times, we would similarly be liable for other unpaid taxes
(if any) of such REIT (such as the 100% tax on gains from any sales treated as “prohibited transactions” as
described above under “—Prohibited Transaction Income”).

Furthermore, after our acquisition of another corporation or entity, the asset and income tests will apply to
all of our assets, including the assets we acquire from such corporation or entity, and to all of our income,
including the income derived from the assets we acquire from such corporation or entity. As a result, the nature
of the assets that we acquire from such corporation or entity and the income we derive from those assets may
have an effect on our tax status as a REIT.
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Failure to Qualify. If we discover a violation of a provision of the Code that would result in our failure to
qualify as a REIT, certain specified cure provisions may be available to us. Except with respect to violations of
the gross income tests and asset tests (for which the cure provisions are described above), and provided the
violation is due to reasonable cause and not due to willful neglect, these cure provisions generally impose a
$50,000 penalty for each violation in lieu of a loss of REIT status. If we fail to satisfy the requirements for
taxation as a REIT in any taxable year, and the relief provisions do not apply, we will be required to pay tax,
including any applicable alternative minimum tax, on our taxable income at regular corporate rates. Distributions
to stockholders in any year in which we fail to qualify as a REIT will not be deductible by us, and we will not be
required to distribute any amounts to our stockholders. As a result, we anticipate that our failure to qualify as a
REIT would reduce the cash available for distribution by us to our stockholders. In addition, if we fail to qualify
as a REIT, all distributions to stockholders will be taxable as regular corporate dividends to the extent of our
current and accumulated earnings and profits. In such event, corporate distributees may be eligible for the
dividends-received deduction. In addition, non-corporate stockholders, including individuals, may be eligible for
the preferential tax rates on qualified dividend income. Unless entitled to relief under specific statutory
provisions, we would also be ineligible to elect to be treated as a REIT for the four taxable years following the
year for which we lose our qualification. It is not possible to state whether in all circumstances we would be
entitled to this statutory relief.

Tax Aspects of the Subsidiary Partnerships and Limited Liability Companies

General. We hold investments indirectly through subsidiary partnerships and limited liability companies
that we believe are and will continue to be treated as partnerships or disregarded entities for U.S. federal income
tax purposes. In general, entities that are treated as partnerships or disregarded entities for U.S. federal income
tax purposes are “pass-through” entities which are not required to pay U.S. federal income tax. Rather, partners
or members of such entities are allocated their shares of the items of income, gain, loss, deduction and credit of
the partnership or limited liability company, and are potentially required to pay tax on this income, without
regard to whether they receive a distribution from the partnership or limited liability company. We will include in
our income our share of these partnership and limited liability company items for purposes of the various gross
income tests, the computation of our REIT taxable income, and the REIT distribution requirements. Moreover,
for purposes of the asset tests, we will include our pro rata share of assets held by our subsidiary partnerships and
limited liability companies based on our capital interests in each such entity. See “—Taxation of Our Company.”

Entity Classification. Our interests in our subsidiary partnerships and limited liability companies involve
special tax considerations, including the possibility that the IRS might challenge the status of these entities as
partnerships or disregarded entities. For example, an entity that would otherwise be treated as a partnership for
U.S. federal income tax purposes may nonetheless be taxable as a corporation if it is a “publicly traded
partnership” and certain other requirements are met. A partnership or limited liability company would be treated
as a publicly traded partnership if its interests are traded on an established securities market or are readily
tradable on a secondary market or a substantial equivalent thereof, within the meaning of applicable Treasury
Regulations. We do not anticipate that any subsidiary partnership or limited liability company will be treated as a
publicly traded partnership that is taxable as a corporation. However, if any such entity were treated as a
corporation, it would be required to pay an entity-level tax on its income. In this situation, the character of our
assets and items of gross income would change and could prevent us from satisfying the REIT asset tests and
possibly the REIT income tests. See “—Taxation of Our Company—Asset Tests” and “—Income Tests.” This, in
turn, could prevent us from qualifying as a REIT. See “—Failure to Qualify” for a discussion of the effect of our
failure to meet these tests. In addition, a change in the tax status of a subsidiary partnership or limited liability
company to a corporation might be treated as a taxable event. If so, we might incur a tax liability without any
related cash payment. We believe each of the subsidiary partnerships and limited liability companies are and will
continue to be treated as partnerships or disregarded entities for U.S. federal income tax purposes.

Allocations of Income, Gain, Loss and Deduction. A partnership agreement (or, in the case of a limited
liability company treated as a partnership for U.S. federal income tax purposes, the limited liability company
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agreement) generally will determine the allocation of income and loss among partners. These allocations,
however, will be disregarded for tax purposes if they do not comply with the provisions of Section 704(b) of the
Code and the Treasury Regulations thereunder. Generally, Section 704(b) of the Code and the Treasury
Regulations thereunder require that partnership allocations respect the economic arrangement of the partners. If
an allocation of partnership income or loss does not comply with the requirements of Section 704(b) of the Code
and the Treasury Regulations thereunder, the item subject to the allocation will be reallocated in accordance with
the partners’ interests in the partnership. This reallocation will be determined by taking into account all of the
facts and circumstances relating to the economic arrangement of the partners with respect to such item. The
allocations of taxable income and loss of our subsidiaries that are treated as partnerships for U.S. federal income
tax purposes are intended to comply with the requirements of Section 704(b) of the Code and the Treasury
Regulations thereunder.

Tax Allocations With Respect to the Properties. Under Section 704(c) of the Code, income, gain, loss and
deduction attributable to appreciated or depreciated property that is contributed to a partnership (including a
limited liability company treated as a partnership for U.S. federal income tax purposes) in exchange for an
interest in the partnership, must be allocated in a manner so that the contributing partner is charged with the
unrealized gain or benefits from the unrealized loss associated with the property at the time of the contribution.
The amount of the unrealized gain or unrealized loss generally is equal to the difference between the fair market
value or book value and the adjusted tax basis of the contributed property at the time of contribution (this
difference is referred to as a book-tax difference), as adjusted from time to time. These allocations are solely for
U.S. federal income tax purposes and do not affect the book capital accounts or other economic or legal
arrangements among the partners.

If a subsidiary of ours that is treated as a partnership for U.S. federal income tax purposes acquires interests
in property in exchange for interests in such partnership, the tax basis of these property interests generally will
carry over to such partnership, notwithstanding their different book (i.e., fair market) value. Treasury Regulations
issued under Section 704(c) of the Code provide partnerships (including limited liability companies treated as
partnerships for U.S. federal income tax purposes) with a choice of several methods of accounting for book-tax
differences. Depending on the method chosen in connection with any particular contribution, the carryover basis
of each of the contributed interests in the properties in the hands of the partnership (1) could cause us to be
allocated lower amounts of depreciation deductions for tax purposes than would be allocated to us if any of the
contributed properties were to have a tax basis equal to its respective fair market value at the time of the
contribution and (2) could cause us to be allocated taxable gain in the event of a sale of such contributed interests
or properties in excess of the economic or book income allocated to us as a result of such sale, with a
corresponding benefit to the other partners in the partnership. An allocation described in clause (2) above might
cause us or the other partners to recognize taxable income in excess of cash proceeds in the event of a sale or
other disposition of property, which might adversely affect our ability to comply with the REIT distribution
requirements. See “—Taxation of Our Company—Requirements for Qualification as a REIT” and “—Annual
Distribution Requirements.”

Any property acquired by the partnership in a taxable transaction will initially have a tax basis equal to its
fair market value, and Section 704(c) of the Code generally will not apply.

Partnership Audit Rules. The Bipartisan Budget Act of 2015 changes the rules applicable to U.S. federal
income tax audits of partnerships. Under the new rules (which are generally effective for taxable years beginning
after December 31, 2017), among other changes and subject to certain exceptions, any audit adjustment to items
of income, gain, loss, deduction, or credit of a partnership (and any partner’s distributive share thereof) is
determined, and taxes, interest, or penalties attributable thereto are assessed and collected, at the partnership
level. Although it is uncertain how these new rules will be implemented, it is possible that they could result in
partnerships in which we directly or indirectly invest being required to pay additional taxes, interest and penalties
as a result of an audit adjustment, and we, as a direct or indirect partner of these partnerships, could be required
to bear the economic burden of those taxes, interest, and penalties even though we, as a REIT, may not otherwise
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have been required to pay additional corporate-level taxes as a result of the related audit adjustment. The changes
created by these new rules are sweeping and in many respects dependent on the promulgation of future
regulations or other guidance by the U.S. Department of the Treasury. Investors are urged to consult their tax
advisors with respect to these changes and their potential impact on their investment in our common stock.

Material U.S. Federal Income Tax Consequences to Holders of Our Common Stock

The following discussion is a summary of the material U.S. federal income tax consequences to you of
purchasing, owning and disposing of our common stock. This discussion is limited to holders who hold our
common stock as a “capital asset” within the meaning of Section 1221 of the Code (generally, property held for
investment). This discussion does not address all U.S. federal income tax consequences relevant to a holder’s
particular circumstances. In addition, except where specifically noted, it does not address consequences relevant
to holders subject to special rules, including, without limitation:

• U.S. expatriates and former citizens or long-term residents of the United States;

• persons subject to the alternative minimum tax;

• U.S. holders (as defined below) whose functional currency is not the U.S. dollar;

• persons holding our common stock as part of a hedge, straddle or other risk reduction strategy or as
part of a conversion transaction or other integrated investment;

• banks, insurance companies, and other financial institutions;

• REITs or regulated investment companies;

• brokers, dealers or traders in securities;

• “controlled foreign corporations,” “passive foreign investment companies,” and corporations that
accumulate earnings to avoid U.S. federal income tax;

• S corporations, partnerships or other entities or arrangements treated as partnerships for U.S. federal
income tax purposes (and investors therein);

• tax-exempt organizations or governmental organizations;

• persons deemed to sell our common stock under the constructive sale provisions of the Code; and

• persons who hold or receive our common stock pursuant to the exercise of any employee stock option
or otherwise as compensation.

THIS DISCUSSION IS FOR INFORMATIONAL PURPOSES ONLY AND IS NOT INTENDED AS
TAX ADVICE. INVESTORS SHOULD CONSULT THEIR TAX ADVISORS WITH RESPECT TO THE
APPLICATION OF THE U.S. FEDERAL INCOME TAX LAWS TO THEIR PARTICULAR
SITUATIONS AS WELL AS ANY TAX CONSEQUENCES OF THE PURCHASE, OWNERSHIP AND
DISPOSITION OF OUR COMMON STOCK ARISING UNDER OTHER U.S. FEDERAL TAX LAWS
(INCLUDING ESTATE AND GIFT TAX LAWS), UNDER THE LAWS OF ANY STATE, LOCAL OR
NON-U.S. TAXING JURISDICTION OR UNDER ANY APPLICABLE TAX TREATY.

For purposes of this discussion, a “U.S. holder” is a beneficial owner of our common stock that, for U.S.
federal income tax purposes, is or is treated as:

• an individual who is a citizen or resident of the United States;

• a corporation created or organized under the laws of the United States, any state thereof, or the District
of Columbia;

• an estate, the income of which is subject to U.S. federal income tax regardless of its source; or
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• a trust that (1) is subject to the primary supervision of a U.S. court and the control of one or more
“United States persons” (within the meaning of Section 7701(a)(30) of the Code) or (2) has a valid
election in effect to be treated as a United States person for U.S. federal income tax purposes.

For purposes of this discussion, a “non-U.S. holder” is any beneficial owner of our common stock that is
neither a U.S. holder nor an entity treated as a partnership for U.S. federal income tax purposes.

If an entity treated as a partnership for U.S. federal income tax purposes holds our common stock, the tax
treatment of a partner in the partnership will depend on the status of the partner, the activities of the partnership
and certain determinations made at the partner level. Accordingly, partnerships holding our common stock and
the partners in such partnerships should consult their tax advisors regarding the U.S. federal income tax
consequences to them.

Taxation of Taxable U.S. Holders of Our Common Stock

Distributions Generally. Distributions out of our current or accumulated earnings and profits will be treated
as dividends and, other than with respect to capital gain dividends and certain amounts which have previously
been subject to corporate level tax, as discussed below, will be taxable to our taxable U.S. holders as ordinary
income when actually or constructively received. See “—Tax Rates” below. As long as we qualify as a REIT,
these distributions will not be eligible for the dividends-received deduction in the case of U.S. holders that are
corporations or, except to the extent described in “—Tax Rates” below, the preferential rates on qualified
dividend income applicable to non-corporate U.S. holders, including individuals. For purposes of determining
whether distributions to holders of our capital stock are out of our current or accumulated earnings and profits,
our earnings and profits will be allocated first to our outstanding preferred stock, if any, and then to our
outstanding common stock.

To the extent that we make distributions on our common stock in excess of our current and accumulated
earnings and profits allocable to such stock, these distributions will be treated first as a tax-free return of capital
to a U.S. holder. This treatment will reduce the U.S. holder’s adjusted tax basis in such shares of stock by the
amount of the distribution, but not below zero. Distributions in excess of our current and accumulated earnings
and profits and in excess of a U.S. holder’s adjusted tax basis in its shares will be taxable as capital gain. Such
gain will be taxable as long-term capital gain if the shares have been held for more than one year. Dividends we
declare in October, November, or December of any year and which are payable to a holder of record on a
specified date in any of these months will be treated as both paid by us and received by the holder on
December 31 of that year, provided we actually pay the dividend on or before January 31 of the following year.
U.S. holders may not include in their own income tax returns any of our net operating losses or capital losses.

U.S. holders that receive taxable stock distributions, including distributions partially payable in our common
stock and partially payable in cash, would be required to include the full amount of the distribution (i.e., the cash
and the stock portion) as a dividend (subject to limited exceptions) to the extent of our current and accumulated
earnings and profits for U.S. federal income tax purposes, as described above. The amount of any distribution
payable in our common stock generally is equal to the amount of cash that could have been received instead of
the common stock. Depending on the circumstances of a U.S. holder, the tax on the distribution may exceed the
amount of the distribution received in cash, in which case such U.S. holder would have to pay the tax using cash
from other sources. If a U.S. holder sells the common stock it received in connection with a taxable stock
distribution in order to pay this tax and the proceeds of such sale are less than the amount required to be included
in income with respect to the stock portion of the distribution, such U.S. holder could have a capital loss with
respect to the stock sale that could not be used to offset such income. A U.S. holder that receives common stock
pursuant to such distribution generally has a tax basis in such common stock equal to the amount of cash that
could have been received instead of such common stock as described above, and has a holding period in such
common stock that begins on the day immediately following the payment date for the distribution.
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Capital Gain Dividends. Dividends that we properly designate as capital gain dividends will be taxable to
our taxable U.S. holders as a gain from the sale or disposition of a capital asset held for more than one year, to
the extent that such gain does not exceed our actual net capital gain for the taxable year and may not exceed our
dividends paid for the taxable year, including dividends paid the following year that are treated as paid in the
current year. U.S. holders that are corporations may, however, be required to treat up to 20% of certain capital
gain dividends as ordinary income. If we properly designate any portion of a dividend as a capital gain dividend,
then, except as otherwise required by law, we presently intend to allocate a portion of the total capital gain
dividends paid or made available to holders of all classes of our capital stock for the year to the holders of each
class of our capital stock in proportion to the amount that our total dividends, as determined for U.S. federal
income tax purposes, paid or made available to the holders of each such class of our capital stock for the year
bears to the total dividends, as determined for U.S. federal income tax purposes, paid or made available to
holders of all classes of our capital stock for the year. In addition, except as otherwise required by law, we will
make a similar allocation with respect to any undistributed long-term capital gains which are to be included in
our stockholders’ long-term capital gains, based on the allocation of the capital gain amount which would have
resulted if those undistributed long-term capital gains had been distributed as “capital gain dividends” by us to
our stockholders.

Retention of Net Capital Gains. We may elect to retain, rather than distribute as a capital gain dividend, all
or a portion of our net capital gains. If we make this election, we would pay tax on our retained net capital gains.
In addition, to the extent we so elect, our earnings and profits (determined for U.S. federal income tax purposes)
would be adjusted accordingly, and a U.S. holder generally would:

• include its pro rata share of our undistributed net capital gains in computing its long-term capital gains
in its return for its taxable year in which the last day of our taxable year falls, subject to certain
limitations as to the amount that is includable;

• be deemed to have paid its share of the capital gains tax imposed on us on the designated amounts
included in the U.S. holder’s income as long-term capital gain;

• receive a credit or refund for the amount of tax deemed paid by it;

• increase the adjusted tax basis of its common stock by the difference between the amount of includable
gains and the tax deemed to have been paid by it; and

• in the case of a U.S. holder that is a corporation, appropriately adjust its earnings and profits for the
retained capital gains in accordance with Treasury Regulations to be promulgated by the IRS.

Passive Activity Losses and Investment Interest Limitations. Distributions we make and gain arising from
the sale or exchange by a U.S. holder of our common stock will not be treated as passive activity income. As a
result, U.S. holders generally will not be able to apply any “passive losses” against this income or gain. A U.S.
holder generally may elect to treat capital gain dividends, capital gains from the disposition of our common stock
and income designated as qualified dividend income, as described in “—Tax Rates” below, as investment income
for purposes of computing the investment interest limitation, but in such case, the holder will be taxed at ordinary
income rates on such amount. Other distributions made by us, to the extent they do not constitute a return of
capital, generally will be treated as investment income for purposes of computing the investment interest
limitation.

Dispositions of Our Common Stock. If a U.S. holder sells or disposes of shares of our common stock, it will
recognize gain or loss for U.S. federal income tax purposes in an amount equal to the difference between the
amount of cash and the fair market value of any property received on the sale or other disposition and the
holder’s adjusted tax basis in the shares. This gain or loss, except as provided below, will be long-term capital
gain or loss if the holder has held such common stock for more than one year. However, if a U.S. holder
recognizes a loss upon the sale or other disposition of common stock that it has held for six months or less, after
applying certain holding period rules, the loss recognized will be treated as a long-term capital loss to the extent
the U.S. holder received distributions from us which were required to be treated as long-term capital gains.
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Tax Rates. The maximum tax rate for non-corporate taxpayers for (1) long-term capital gains, including
certain “capital gain dividends,” generally is 20% (although depending on the characteristics of the assets which
produced these gains and on designations which we may make, certain capital gain dividends may be taxed at a
25% rate) and (2) “qualified dividend income” generally is 20%. In general, dividends payable by REITs are not
eligible for the reduced tax rate on qualified dividend income, except to the extent that certain holding period
requirements have been met and the REIT’s dividends are attributable to dividends received from taxable
corporations (such as its taxable REIT subsidiaries) or to income that was subject to tax at the corporate/REIT
level (for example, if the REIT distributed taxable income that it retained and paid tax on in the prior taxable
year). Capital gain dividends will only be eligible for the rates described above to the extent that they are
properly designated by the REIT as “capital gain dividends.” In addition, U.S. holders that are corporations may
be required to treat up to 20% of some capital gain dividends as ordinary income.

Taxation of Tax-Exempt Holders of Our Common Stock

Dividend income from us and gain arising upon a sale of shares of our common stock generally should not
be unrelated business taxable income, or UBTI, to a tax-exempt holder, except as described below. This income
or gain will be UBTI, however, to the extent a tax-exempt holder holds its shares as “debt-financed property”
within the meaning of the Code. Generally, “debt-financed property” is property the acquisition or holding of
which was financed through a borrowing by the tax-exempt holder.

For tax-exempt holders that are social clubs, voluntary employee benefit associations, supplemental
unemployment benefit trusts, or qualified group legal services plans exempt from U.S. federal income taxation
under Sections 501(c)(7), (c)(9), (c)(17) or (c)(20) of the Code, respectively, income from an investment in our
shares will constitute UBTI unless the organization is able to properly claim a deduction for amounts set aside or
placed in reserve for specific purposes so as to offset the income generated by its investment in our shares. These
prospective investors should consult their tax advisors concerning these “set aside” and reserve requirements.

Notwithstanding the above, however, a portion of the dividends paid by a “pension-held REIT” may be
treated as UBTI as to certain trusts that hold more than 10%, by value, of the interests in the REIT. A REIT will
not be a “pension-held REIT” if it is able to satisfy the “not closely held” requirement without relying on the
“look-through” exception with respect to certain trusts or if such REIT is not “predominantly held” by “qualified
trusts. “ As a result of restrictions on ownership and transfer of our stock contained in our charter, we do not
expect to be classified as a “pension-held REIT,” and as a result, the tax treatment described above should be
inapplicable to our holders. However, because our common stock will be publicly traded upon completion of this
offering of our common stock (and, we anticipate, will continue to be publicly traded), we cannot guarantee that
this will always be the case.

Taxation of Non-U.S. Holders of Our Common Stock

The following discussion addresses the rules governing U.S. federal income taxation of the acquisition,
ownership and disposition of our common stock by non-U.S. holders. These rules are complex, and no attempt is
made herein to provide more than a brief summary of such rules. Accordingly, the discussion does not address all
aspects of U.S. federal income taxation and does not address other federal, state, local or non-U.S. tax
consequences that may be relevant to a non-U.S. holder in light of its particular circumstances. We urge non-U.S.
holders to consult their tax advisors to determine the impact of U.S. federal, state, local and non-U.S. income and
other tax laws and any applicable tax treaty on the purchase, ownership and disposition of shares of our common
stock, including any reporting requirements.

Distributions Generally. Distributions (including any taxable stock distributions) that are neither
attributable to gains from sales or exchanges by us of United States real property interests, or USRPIs, nor
designated by us as capital gain dividends (except as described below) will be treated as dividends of ordinary
income to the extent that they are made out of our current or accumulated earnings and profits. Such distributions

164



ordinarily will be subject to withholding of U.S. federal income tax at a 30% rate or such lower rate as may be
specified by an applicable income tax treaty, unless the distributions are treated as effectively connected with the
conduct by the non-U.S. holder of a trade or business within the United States (and, if required by an applicable
income tax treaty, the non-U.S. holder maintains a permanent establishment in the United States to which such
dividends are attributable). Under certain treaties, however, lower withholding rates generally applicable to
dividends do not apply to dividends from a REIT. Certain certification and disclosure requirements must be
satisfied for a non-U.S. holder to be exempt from withholding under the effectively connected income
exemption. Dividends that are treated as effectively connected with a U.S. trade or business generally will not be
subject to withholding but will be subject to U.S. federal income tax on a net basis at the regular graduated rates,
in the same manner as dividends paid to U.S. holders are subject to U.S. federal income tax. Any such dividends
received by a non-U.S. holder that is a corporation may also be subject to an additional branch profits tax at a
30% rate (applicable after deducting U.S. federal income taxes paid on such effectively connected income) or
such lower rate as may be specified by an applicable income tax treaty.

Except as otherwise provided below, we expect to withhold U.S. federal income tax at the rate of 30% on
any distributions made to a non-U.S. holder unless:

(1) a lower treaty rate applies and the non-U.S. holder furnishes an IRS Form W-8BEN or W-8BEN-E (or
other applicable documentation) evidencing eligibility for that reduced treaty rate; or

(2) the non-U.S. holder furnishes an IRS Form W-8ECI (or other applicable documentation) claiming that
the distribution is income effectively connected with the non-U.S. holder’s trade or business.

Distributions in excess of our current and accumulated earnings and profits will not be taxable to a non-U.S.
holder to the extent that such distributions do not exceed the adjusted tax basis of the holder’s common stock, but
rather will reduce the adjusted tax basis of such stock. To the extent that such distributions exceed the non-U.S.
holder’s adjusted tax basis in such common stock, they generally will give rise to gain from the sale or exchange
of such stock, the tax treatment of which is described below. However, recent legislation may cause such excess
distributions to be treated as dividend income for certain non-U.S. holders. For withholding purposes, we expect
to treat all distributions as made out of our current or accumulated earnings and profits. However, amounts
withheld may be refundable if it is subsequently determined that the distribution was, in fact, in excess of our
current and accumulated earnings and profits, provided that certain conditions are met.

Capital Gain Dividends and Distributions Attributable to a Sale or Exchange of United States Real
Property Interests. Distributions to a non-U.S. holder that we properly designate as capital gain dividends, other
than those arising from the disposition of a USRPI, generally should not be subject to U.S. federal income
taxation, unless:

(1) the investment in our common stock is treated as effectively connected with the conduct by the non-
U.S. holder of a trade or business within the United States (and, if required by an applicable income tax
treaty, the non-U.S. holder maintains a permanent establishment in the United States to which such
dividends are attributable), in which case the non-U.S. holder will be subject to the same treatment as
U.S. holders with respect to such gain, except that a non-U.S. holder that is a corporation may also be
subject to a branch profits tax of up to 30%, as discussed above; or

(2) the non-U.S. holder is a nonresident alien individual who is present in the United States for 183 days or
more during the taxable year and certain other conditions are met, in which case the non-U.S. holder
will be subject to U.S. federal income tax at a rate of 30% on the non-U.S. holder’s capital gains (or
such lower rate specified by an applicable income tax treaty), which may be offset by U.S. source
capital losses of such non-U.S. holder (even though the individual is not considered a resident of the
United States), provided the non-U.S. holder has timely filed U.S. federal income tax returns with
respect to such losses.

Pursuant to the Foreign Investment in Real Property Tax Act, which is referred to as “FIRPTA,”
distributions to a non-U.S. holder that are attributable to gain from sales or exchanges by us of USRPIs, whether
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or not designated as capital gain dividends, will cause the non-U.S. holder to be treated as recognizing such gain
as income effectively connected with a U.S. trade or business. Non-U.S. holders generally would be taxed at the
regular graduated rates applicable to U.S. holders, subject to any applicable alternative minimum tax and a
special alternative minimum tax in the case of nonresident alien individuals. We also will be required to withhold
and to remit to the IRS 35% (or 20% to the extent provided in applicable Treasury Regulations) of any
distribution to non-U.S. holders attributable to gain from sales or exchanges by us of USRPIs. Distributions
subject to FIRPTA may also be subject to a 30% branch profits tax in the hands of a non-U.S. holder that is a
corporation. The amount withheld is creditable against the non-U.S. holder’s U.S. federal income tax liability.
However, any distribution with respect to any class of stock that is “regularly traded,” as defined by applicable
Treasury Regulations, on an established securities market located in the United States is not subject to FIRPTA,
and therefore, not subject to the 35% U.S. withholding tax described above, if the non-U.S. holder did not own
more than 10% of such class of stock at any time during the one-year period ending on the date of the
distribution. Instead, such distributions generally will be treated as ordinary dividend distributions and subject to
withholding in the manner described above with respect to ordinary dividends. In addition, distributions to
certain non-U.S. publicly traded stockholders that meet certain record-keeping and other requirements (“qualified
shareholders”) are exempt from FIRPTA, except to the extent owners of such qualified shareholders that are not
also qualified shareholders own, actually or constructively, more than 10% of our capital stock. Furthermore,
distributions to “qualified foreign pension funds” or entities all of the interests of which are held by “qualified
foreign pension funds” are exempt from FIRPTA. Non-U.S. holders should consult their tax advisors regarding
the application of these rules.

Retention of Net Capital Gains. Although the law is not clear on the matter, it appears that amounts we
designate as retained net capital gains in respect of our common stock should be treated with respect to non-U.S.
holders as actual distributions of capital gain dividends. Under this approach, the non-U.S. holders may be able to
offset as a credit against their U.S. federal income tax liability their proportionate share of the tax paid by us on
such retained net capital gains and to receive from the IRS a refund to the extent their proportionate share of such
tax paid by us exceeds their actual U.S. federal income tax liability. If we were to designate any portion of our
net capital gain as retained net capital gain, non-U.S. holders should consult their tax advisors regarding the
taxation of such retained net capital gain.

Sale of Our Common Stock. Gain realized by a non-U.S. holder upon the sale, exchange or other taxable
disposition of our common stock generally will not be subject to U.S. federal income tax unless such stock
constitutes a USRPI. In general, stock of a domestic corporation that constitutes a “United States real property
holding corporation,” or USRPHC, will constitute a USRPI. We believe that we are a USRPHC. Our common
stock will not, however, constitute a USRPI so long as we are a “domestically controlled qualified investment
entity.” A “domestically controlled qualified investment entity” includes a REIT in which at all times during a
five-year testing period less than 50% in value of its stock is held directly or indirectly by non-United States
persons, subject to certain rules. For purposes of determining whether a REIT is a “domestically controlled
qualified investment entity,” a person who at all applicable times holds less than 5% of a class of stock that is
“regularly traded” is treated as a United States person unless the REIT has actual knowledge that such person is
not a United States person. We believe, but cannot guarantee, that we are a “domestically controlled qualified
investment entity.” Because our common stock will be publicly traded upon completion of this offering of our
common stock (and, we anticipate, will continue to be publicly traded), no assurance can be given that we will
continue to be a “domestically controlled qualified investment entity.”

Even if we do not qualify as a “domestically controlled qualified investment entity” at the time a non-U.S.
holder sells our common stock, gain realized from the sale or other taxable disposition by a non-U.S. holder of
such common stock would not be subject to U.S. federal income tax under FIRPTA as a sale of a USRPI if:

(1) our common stock is “regularly traded,” as defined by applicable Treasury Regulations, on an
established securities market such as the NYSE; and
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(2) such non-U.S. holder owned, actually and constructively, 10% or less of our common stock throughout
the shorter of the five-year period ending on the date of the sale or other taxable disposition or the non-
U.S. holder’s holding period.

In addition, dispositions of our common stock by qualified shareholders are exempt from FIRPTA, except to
the extent owners of such qualified shareholders that are not also qualified shareholders own, actually or
constructively, more than 10% of our capital stock. Furthermore, dispositions of our common stock by “qualified
foreign pension funds” or entities all of the interests of which are held by “qualified foreign pension funds” are
exempt from FIRPTA. Non-U.S. holders should consult their tax advisors regarding the application of these
rules.

Notwithstanding the foregoing, gain from the sale, exchange or other taxable disposition of our common
stock not otherwise subject to FIRPTA will be taxable to a non-U.S. holder if either (a) the investment in our
common stock is treated as effectively connected with the conduct by the non-U.S. holder of a trade or business
within the United States (and, if required by an applicable income tax treaty, the non-U.S. holder maintains a
permanent establishment in the United States to which such gain is attributable), in which case the non-U.S.
holder will be subject to the same treatment as U.S. holders with respect to such gain, except that a non-U.S.
holder that is a corporation may also be subject to the 30% branch profits tax (or such lower rate as may be
specified by an applicable income tax treaty) on such gain, as adjusted for certain items, or (b) the non-U.S.
holder is a nonresident alien individual who is present in the United States for 183 days or more during the
taxable year and certain other conditions are met, in which case the non-U.S. holder will be subject to a 30% tax
on the non-U.S. holder’s capital gains (or such lower rate specified by an applicable income tax treaty), which
may be offset by U.S. source capital losses of the non-U.S. holder (even though the individual is not considered a
resident of the United States), provided the non-U.S. holder has timely filed U.S. federal income tax returns with
respect to such losses. In addition, even if we are a domestically controlled qualified investment entity, upon
disposition of our common stock, a non-U.S. holder may be treated as having gain from the sale or other taxable
disposition of a USRPI if the non-U.S. holder (1) disposes of such stock within a 30-day period preceding the ex-
dividend date of a distribution, any portion of which, but for the disposition, would have been treated as gain
from the sale or exchange of a USRPI and (2) acquires, or enters into a contract or option to acquire, or is
deemed to acquire, other shares of that stock during the 61-day period beginning with the first day of the 30-day
period described in clause (1), unless such stock is “regularly traded” and the non-U.S. holder did not own more
than 10% of the stock at any time during the one-year period ending on the date of the distribution described in
clause (1).

If gain on the sale, exchange or other taxable disposition of our common stock were subject to taxation
under FIRPTA, the non-U.S. holder would be required to file a U.S. federal income tax return and would be
subject to regular U.S. federal income tax with respect to such gain in the same manner as a taxable U.S. holder
(subject to any applicable alternative minimum tax and a special alternative minimum tax in the case of
nonresident alien individuals). In addition, if the sale, exchange or other taxable disposition of our common stock
were subject to taxation under FIRPTA, and if shares of our common stock were not “regularly traded” on an
established securities market, the purchaser of such common stock generally would be required to withhold and
remit to the IRS 15% of the purchase price.

Information Reporting and Backup Withholding

U.S. Holders. A U.S. holder may be subject to information reporting and backup withholding when such
holder receives payments on our common stock or proceeds from the sale or other taxable disposition of such
stock. Certain U.S. holders are exempt from backup withholding, including corporations and certain tax-exempt
organizations. A U.S. holder will be subject to backup withholding if such holder is not otherwise exempt and:

• the holder fails to furnish the holder’s taxpayer identification number, which for an individual is
ordinarily his or her social security number;
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• the holder furnishes an incorrect taxpayer identification number;

• the applicable withholding agent is notified by the IRS that the holder previously failed to properly
report payments of interest or dividends; or

• the holder fails to certify under penalties of perjury that the holder has furnished a correct taxpayer
identification number and that the IRS has not notified the holder that the holder is subject to backup
withholding.

Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules may
be allowed as a refund or a credit against a U.S. holder’s U.S. federal income tax liability, provided the required
information is timely furnished to the IRS. U.S. holders should consult their tax advisors regarding their
qualification for an exemption from backup withholding and the procedures for obtaining such an exemption.

Non-U.S. Holders. Payments of dividends on our common stock generally will not be subject to backup
withholding, provided the applicable withholding agent does not have actual knowledge or reason to know the
holder is a United States person and the holder either certifies its non-U.S. status, such as by furnishing a valid
IRS Form W-8BEN, W-8BEN-E or W-8ECI, or otherwise establishes an exemption. However, information
returns are required to be filed with the IRS in connection with any dividends on our common stock paid to the
non-U.S. holder, regardless of whether any tax was actually withheld. In addition, proceeds of the sale or other
taxable disposition of such stock within the United States or conducted through certain U.S.-related brokers
generally will not be subject to backup withholding or information reporting, if the applicable withholding agent
receives the certification described above and does not have actual knowledge or reason to know that such holder
is a United States person, or the holder otherwise establishes an exemption. Proceeds of a disposition of such
stock conducted through a non-U.S. office of a non-U.S. broker generally will not be subject to backup
withholding or information reporting.

Copies of information returns that are filed with the IRS may also be made available under the provisions of
an applicable treaty or agreement to the tax authorities of the country in which the non-U.S. holder resides or is
established.

Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules may
be allowed as a refund or a credit against a non-U.S. holder’s U.S. federal income tax liability, provided the
required information is timely furnished to the IRS.

Medicare Contribution Tax on Unearned Income

Certain U.S. holders that are individuals, estates or trusts are required to pay an additional 3.8% tax on,
among other things, dividends on stock and capital gains from the sale or other disposition of stock. U.S. holders
should consult their tax advisors regarding the effect, if any, of these rules on their ownership and disposition of
our common stock.

Additional Withholding Tax on Payments Made to Foreign Accounts

Withholding taxes may be imposed under Sections 1471 to 1474 of the Code (such sections commonly
referred to as the Foreign Account Tax Compliance Act, or FATCA) on certain types of payments made to non-
U.S. financial institutions and certain other non-U.S. entities. Specifically, a 30% withholding tax may be
imposed on dividends on our common stock or gross proceeds from the sale or other disposition of our common
stock, in each case paid to a “foreign financial institution” or a “non-financial foreign entity” (each as defined in
the Code), unless (1) the foreign financial institution undertakes certain diligence and reporting obligations,
(2) the non-financial foreign entity either certifies it does not have any “substantial United States owners” (as
defined in the Code) or furnishes identifying information regarding each substantial United States owner, or
(3) the foreign financial institution or non-financial foreign entity otherwise qualifies for an exemption from
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these rules. If the payee is a foreign financial institution and is subject to the diligence and reporting requirements
in clause (1) above, it must enter into an agreement with the U.S. Department of the Treasury requiring, among
other things, that it undertake to identify accounts held by certain “specified United States persons” or
“United States owned foreign entities” (each as defined in the Code), annually report certain information about
such accounts, and withhold 30% on certain payments to non-compliant foreign financial institutions and certain
other account holders. Foreign financial institutions located in jurisdictions that have an intergovernmental
agreement with the United States governing FATCA may be subject to different rules.

Under the applicable Treasury Regulations and administrative guidance, withholding under FATCA
generally applies to payments of dividends on our common stock, and will apply to payments of gross proceeds
from the sale or other disposition of such stock on or after January 1, 2019. Because we may not know the extent
to which a distribution is a dividend for U.S. federal income tax purposes at the time it is made, for purposes of
these withholding rules we may treat the entire distribution as a dividend.

Prospective investors should consult their tax advisors regarding the potential application of withholding
under FATCA to their investment in our common stock.

Other Tax Consequences

State, local and non-U.S. income tax laws may differ substantially from the corresponding U.S. federal
income tax laws, and this discussion does not purport to describe any aspect of the tax laws of any state, local or
non-U.S. jurisdiction, or any U.S. federal tax other than the income tax. You should consult your tax advisor
regarding the effect of state, local and non-U.S. tax laws with respect to our tax treatment as a REIT and on an
investment in our common stock.
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ERISA CONSIDERATIONS

General

The following is a summary of certain considerations arising under the U.S. Employee Retirement Income
Security Act of 1974, as amended (“ERISA”), and the prohibited transaction provisions of Section 4975 of the
Code that may be relevant to a prospective purchaser that is an “employee benefit plan” as defined in
Section 3(3) of ERISA that is subject to Title I of ERISA, a “plan” subject to Section 4975 of the Code, including
without limitation, an individual retirement account, and an entity that is deemed to hold the assets of any such
employee benefit plan or plans (collectively, “Plans”).

Plans should also consider the entire discussion under the heading “U.S. Federal Income Tax
Considerations,” as material contained in that section is relevant to any decision by a Plan to purchase our
common stock.

Employee Benefit Plans and Other Plans

Each fiduciary of a Plan that is subject to Title I of ERISA or Section 4975 of the Code (an “ERISA Plan”)
should carefully consider whether an investment in shares of our common stock is consistent with its fiduciary
responsibilities under ERISA. Investments by ERISA Plans are subject to ERISA’s general fiduciary
requirements, including, but not limited to, the requirement of investment prudence and diversification and the
requirement that an ERISA Plan’s investments be made in accordance with the document governing the Plan.

In determining whether an investment in shares of our common stock is prudent, the appropriate fiduciary of
a Plan should consider all of the facts and circumstances, including whether the investment is reasonably
designed, as a part of the Plan’s portfolio for which the fiduciary has investment responsibility, to meet the
objectives of the Plan, taking into consideration the risk of loss and opportunity for gain or other return from the
investment, the diversification, cash flow and funding requirements of the Plan and the liquidity and current
return of the Plan’s portfolio. A fiduciary should also take into account the nature of our business, the length of
our operating history and other matters described in the section entitled “Risk Factors.”

Each Plan, including IRAs, should consider the fact that we are not acting, or will not act, as a fiduciary to
any Plan with respect to the decision to purchase or hold shares of our common stock. We are not undertaking to
provide impartial investment advice or advice based on any particular investment need, or to give advice in a
fiduciary capacity, with respect to the decision to purchase or hold the shares of our common stock. All
communications, correspondence and materials from us with respect to the shares of our common stock are
intended to be general in nature and are not directed at any specific purchaser of the shares of our common stock,
and do not constitute advice regarding the advisability of investment in the shares of our common stock for any
specific purchaser. The decision to purchase and hold the shares of our common stock must be made solely by
each prospective Plan purchaser on an arm’s length basis.

Whether or not our underlying assets were deemed to include “plan assets,” as described below, Section 406
of ERISA and Section 4975 of the Code prohibit certain transactions involving the assets of a Plan and certain
persons (referred to as “parties in interest” or “disqualified persons”) having certain relationships to such Plan,
unless a statutory or administrative exemption is applicable to the transaction. A party in interest or disqualified
person who engages in a prohibited transaction may be subject to excise taxes and other penalties and liabilities
under ERISA and the Code and it may result in the disqualification of an IRA. In addition, the fiduciary of a Plan
that engages in such non-exempt prohibited transaction may be subject to penalties and liabilities under ERISA
and the Code.

An investment in shares of our common stock by a Plan with respect to which we are considered a party in
interest or a disqualified person may constitute or result in a direct or indirect prohibited transaction under
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Section 406 of ERISA and/or Section 4975 of the Code, unless the investment is acquired and is held in
accordance with an applicable statutory, class or individual prohibited transaction exemption. Included among
these statutory exemptions are Section 408(b)(17) of ERISA and Section 4975(d)(20) of the Code, which exempt
certain transactions (including, without limitation, a sale and purchase of securities) between a Plan and a party
in interest so long as (i) such party in interest is treated as such solely by reason of providing services to the Plan,
(ii) such party in interest is not a fiduciary which renders investment advice, or has or exercises discretionary
authority or control, with respect to the plan assets involved in such transaction, or an affiliate of any such person
and (iii) the Plan neither receives less than nor pays more than “adequate consideration” (as defined in such
Sections) in connection with such transaction. In addition, the United States Department of Labor has issued
prohibited transaction class exemptions (“PTCEs”) that may apply to an investment in shares of our common
stock. These class exemptions include, without limitation, PTCE 84-14 respecting transactions determined by
independent qualified professional asset managers, PTCE 90-1, respecting insurance company pooled separate
accounts, PTCE 91-38, respecting bank collective investment funds, PTCE 95-60, respecting life insurance
company general accounts and PTCE 96-23, respecting transactions determined by in-house asset managers.
Furthermore, newly-issued class exemptions, such as the “Best Interests Contract Exemption” (PTCE 2016-01)
and the “Principal Transaction Exemption” (PTCE 2016-02) may provide relief for certain transactions involving
investment advice fiduciaries. There can be no assurance that all of the conditions of any such exemptions will be
satisfied or that any such exemptions will be available with respect to investments in shares of our common
stock.

Employee benefit plans that are governmental, church or non-U.S. plans are exempt from ERISA and
Section 4975 of the Code but may be subject to other federal, state, local or non-U.S. laws and regulations that
are similar to ERISA or Section 4975 of the Code (“Similar Law”).

The foregoing discussion is general in nature and is not intended to be all inclusive. Due to the complexity
of these rules and the penalties that may be imposed upon persons involved in non-exempt prohibited
transactions, it is particularly important that fiduciaries or other persons considering investing in shares of our
common stock on behalf of, or with the assets of, any Plan, consult with their counsel regarding the potential
applicability of ERISA, Section 4975 of the Code and any Similar Laws to such transactions and whether an
exemption would be applicable.

Purchasers of the shares of our common stock will be deemed to represent, warrant and agree that (1) if they
are, or are acting on behalf of, a Plan, the acquisition, holding and disposition of such shares will not constitute or
result in a non-exempt prohibited transaction under Section 406 of ERISA or Section 4975 of the Code or similar
violation under any applicable Similar Laws, and (2) if they are a governmental, church, non-U.S. or other plan,
the acquisition, holding and disposition of such shares will not constitute or result in a non-exempt violation of
any Similar Law.

Further, if the purchaser or subsequent transferee is an ERISA Plan, such purchaser or subsequent transferee
will be deemed to have represented and warranted that (i) we have not acted as the Plan’s fiduciary (within the
meaning of ERISA or the Code), or has been relied upon for any advice, with respect to the purchaser or
transferee’s decision to make an investment in shares of our common stock, and we will not at any time be relied
upon as the Plan’s fiduciary with respect to any decision to invest in shares of our common stock, and (ii) the
decision to make an investment in shares of our common stock has been made by a duly authorized fiduciary of
the Plan that (A) is independent (as that term is used in 29 C.F.R. 2510.3-21(c)(1)) of us, and there is no financial
interest, ownership interest, or other relationship, agreement or understanding or otherwise that would limit its
ability to carry out its fiduciary responsibility to the Plan; (B) is a U.S. bank, U.S. insurance carrier, investment
adviser registered under the U.S. Investment Advisers Act of 1940, a U.S. broker-dealer registered under the
Exchange Act, or an independent fiduciary that holds, or has under management or control, total assets of at least
$50 million (in each case, as specified in 29 C.F.R. 2510.3-21(c)(1)(i)(A)-(E)); (C) is capable of evaluating
investment risks independently, both in general and with regard to particular transactions and investment
strategies (including, without limitation, with respect to the decision to make an investment in shares of our
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common stock); (D) has been fairly informed that we have not and will not undertake to provide impartial
investment advice, or to give advice in a fiduciary capacity, in connection with the investment in shares of our
common stock; (E) has been fairly informed that we have financial interests in the Plan’s investment in shares of
our common stock, which interests may conflict with the interest of the Plan, as more fully described in this
prospectus; (F) is a fiduciary under ERISA or the Code, or both, with respect to the decision to make an
investment in shares of our common stock, and is responsible for exercising (and has exercised) independent
judgment in evaluating whether to invest the assets of such Plan in shares of our common stock; and (G) is not
paying us any fee or other compensation directly for the provision of investment advice (as opposed to other
services) in connection with the investment in shares of our common stock.

Our Status Under ERISA

In some circumstances in which a Plan holds an equity interest in an entity, the assets of the entity are
deemed to be assets of the Plan. This is known as the “look-through rule.” Under those circumstances, the
obligations and other responsibilities of plan sponsors, plan fiduciaries and plan administrators, and of parties in
interest and disqualified persons, under Title I of ERISA and Section 4975 of the Code, as applicable, may be
expanded, and there may be an increase in their potential liability under these and other provisions of ERISA and
the Code (except to the extent (if any) that a favorable statutory or administrative exemption or exception
applies). For example, a prohibited transaction may occur if our assets are deemed to be assets of investing Plans
and we engage in a transaction with a “party in interest” or “disqualified person” with respect to one or more of
the investing Plans. Further, if our assets are deemed to be assets of investing Plans, any person that exercises
authority or control with respect to the management or disposition of our assets is an ERISA Plan fiduciary.

U.S. Department of Labor Regulation 29 C.F.R. 2510.3-101, as modified by Section 3(42) of ERISA (the
“Plan Asset Regulation”) outlines the circumstances under which a Plan’s interest in an entity will be subject to
the look-through rule. The Plan Asset Regulation applies to the purchase by a Plan of an “equity interest” in an
entity, such as stock of a REIT.

However, the Plan Asset Regulation provides an exception to the look-through rule for equity interests that
are “publicly offered securities.” A “publicly offered security” is a security that is:

• freely transferable;

• part of a class of securities that is widely held; and

• either part of a class of securities that is registered under section 12(b) or 12(g) of the Exchange Act or
sold to a Plan as part of an offering of securities to the public pursuant to an effective registration
statement under the Securities Act, and the class of securities of which this security is a part is
registered under the Exchange Act within 120 days, or longer if allowed by the SEC, after the end of
the fiscal year of the issuer during which this offering of these securities to the public occurred.

Whether a security is considered “freely transferable” depends on the facts and circumstances of each case.
Under the Plan Asset Regulation, if the security is part of an offering in which the minimum investment is
$10,000 or less, then any restriction on, or prohibition against, any transfer or assignment of the security for the
purposes of preventing a termination or reclassification of the entity for federal or state tax purposes will not
ordinarily prevent the security from being considered freely transferable. Additionally, limitations or restrictions
on the transfer or assignment of a security which are created or imposed by persons other than the issuer of the
security or persons acting for or on behalf of the issuer will ordinarily not prevent the security from being
considered freely transferable.

A class of securities is considered “widely held” if it is a class of securities that is owned by 100 or more
investors independent of the issuer and of one another. A security will not fail to be “widely held” because the
number of independent investors falls below 100 subsequent to the initial public offering as a result of events
beyond the issuer’s control.
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The shares of our common stock offered in this prospectus may meet the criteria of the publicly offered
securities exception to the look-through rule. First, the common stock could be considered to be freely
transferable, as the minimum investment will be less than $10,000 and the only restrictions upon its transfer are
those generally permitted under the Department of Labor regulations, those required under federal tax laws to
maintain our status as a REIT, resale restrictions under applicable federal securities laws with respect to
securities not purchased pursuant to this prospectus and those owned by our officers, directors and other
affiliates, and voluntary restrictions agreed to by the selling stockholder regarding volume limitations.

Second, we expect (although we cannot confirm) that our common stock will be held by 100 or more
investors, and we expect that at least 100 or more of these investors will be independent of us and of one another.

Third, the shares of our common stock will be part of an offering of securities to the public pursuant to an
effective registration statement under the Securities Act and the common stock is registered under the Exchange
Act.

In addition, the Plan Asset Regulation provides exceptions to the look-through rule for equity interests in
some types of entities, including any entity which qualifies as either a “real estate operating company” or a
“venture capital operating company.” We have not endeavored to determine whether we will satisfy the “real
estate operating company” or “venture capital operating company” exception.

Because of the foregoing, our common stock should not be purchased or held by any person investing “plan
assets” of any Plan, unless such purchase and holding will not constitute a non-exempt prohibited transaction
under ERISA and the Code or similar violation of any applicable Similar Laws.

Representations

The above discussion is a summary of some of the material considerations under ERISA and
Section 4975 of the Code applicable to prospective investors that are Plans. It is not intended to be a
complete discussion of all relevant law nor to be construed as legal advice or a legal opinion. Prospective
investors should consult their own counsel on these matters concerning the impact of ERISA and
Section 4975 of the Code or Similar Law, as applicable, and the potential consequences in their specific
circumstances of an investment in such shares.
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UNDERWRITING

Under the terms and subject to the conditions of an underwriting agreement dated as of the date of this
prospectus, the underwriters named below, for whom Janney Montgomery Scott LLC, or Janney, is acting as the
representative, have severally agreed to purchase, and we have agreed to sell to them, severally, the number of
shares of Series C Common Stock indicated below:

Number of Shares of
Series C Common

Stock

Janney Montgomery Scott LLC . . . . . . . . . . . . . . . .

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

The underwriters and the representative are collectively referred to as the “underwriters” and the
“representative,” respectively. The underwriters are offering the shares of Series C Common Stock subject to
their acceptance of the shares from us and subject to prior sale. The underwriting agreement provides that the
obligations of the several underwriters to pay for and accept delivery of the shares of Series C Common Stock
offered by this prospectus are subject to the approval of certain legal matters by their counsel and to certain other
conditions. The underwriters are obligated to take and pay for all of the shares of Series C Common Stock
offered by this prospectus if any such shares are taken. However, the underwriters are not required to take or pay
for the shares of Series C Common Stock covered by the underwriters’ overallotment option described below.

The underwriters initially propose to offer the shares of Series C Common Stock to the public at the offering
price listed on the cover page of this prospectus and part to certain dealers, which may include the underwriters,
at such offering price less a selling concession not in excess of $ per share, and such dealers may reallow a
concession not in excess of $ per share. After the initial offering of the shares of Series C Common Stock,
the offering price and other selling terms may from time to time be varied by the representative. The underwriters
have informed us that they do not intend to confirm any sales to discretionary accounts to exceed % of the
total number of shares of Series C Common Stock offered by them.

We have granted to the underwriters an overallotment option, exercisable for 30 days from the date of this
prospectus, to purchase up to additional shares of Series C Common Stock at the public offering price
listed on the cover page of this prospectus, less underwriting discounts and commissions. The underwriters may
exercise this option solely for the purpose of covering over-allotments. To the extent the option is exercised, each
underwriter will become obligated, subject to certain conditions, to purchase their pro rata share of the additional
shares of Series C Common Stock based on the number of shares of Series C Common Stock initially purchased
by each underwriter as set forth in the table.

The following table shows the per share and total public offering price, underwriting discounts and
commissions, and proceeds before expenses to us. These amounts are shown assuming both no exercise and full
exercise of the underwriters’ option to purchase up to an additional shares of Series C Common Stock.

Per share of Series C
common stock Total

Without
Overallotment

With
Overallotment

Without
Overallotment

With
Overallotment

Public Offering Price . . . . . . . . . . . . $ $ $ $
Underwriting discounts and

commissions paid by us . . . . . . . . $ $ $ $
Proceeds before expenses . . . . . . . . . $ $ $ $
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The estimated offering expenses payable by us, exclusive of the underwriting discounts and commissions,
are approximately $ million. We have agreed to reimburse all of Janney’s reasonable out of pocket costs and
expenses customarily borne by an issuer incident to the purchase, sale and delivery of the Series C Common
Stock offered by the underwriters, including, all fees and expenses of filing with the SEC and FINRA (plus all
Blue Sky fees and expenses). Additionally, we have agreed to pay up to $ in the aggregate of all actually and
reasonably incurred costs and expenses of Janney.

We have submitted an application to list the shares of Series C Common Stock offered by this prospectus on
the NYSE under the trading symbol “SQFT.” The representative of the underwriters has advised us that,
following completion of the offering of shares of our Series C Common Stock, one or more underwriters intend
to make a market in such shares after the initial offering, although they are under no obligation to do so. The
underwriters may discontinue any market making activities at any time without notice. We can give no assurance
as to development, maintenance or liquidity of any trading market for the shares of our Series C Common Stock.

We, our directors, executive officers and their affiliates have agreed that, without the prior written consent
of Janney, on behalf of the underwriters, we and they will not, during the period ending 180 days after the date of
this prospectus (the “restricted period”):

• offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or
contract to sell, grant any option, right or warrant to purchase, lend or otherwise transfer or dispose of,
directly or indirectly, any shares of our common stock or any securities convertible into or exercisable
or exchangeable for shares of our common stock; or

• file any registration statement with the SEC relating to the offering of any shares of our common stock
or any securities convertible into or exercisable or exchangeable for shares of our common stock; or

• enter into any swap or other arrangement that transfers to another, in whole or in part, any of the
economic consequences of ownership of the shares of our common stock;

whether any such transaction described above is to be settled by delivery of shares of our common stock or such
other securities, in cash or otherwise.

The restrictions described in the two immediately preceding paragraphs do not apply to:

• bona fide gifts;

• transfers for the direct or indirect benefit of the transferor or the transferor’s immediate family;

• transfers to any general partnership, limited partnership, limited liability company, corporation or other
legal entity which is wholly owned, directly or indirectly, by the transferor or the transferor’s
immediate family;

• transfers by will, other testamentary document, or intestate succession upon death of the transferor;

• transfers to which the underwriters have consented;

• the sale of shares of Series C Common Stock to the underwriters;

• the issuance of shares of Series C Common Stock upon the exercise of an option or a warrant or the
conversion of a security outstanding on the date of this prospectus of which the underwriters have been
advised in writing; or

• with respect to our directors and our officers, the establishment of a trading plan pursuant to
Rule 10b5-1 under the Exchange Act for the transfer of shares of Series C Common Stock, provided
that (i) such plan does not provide for the transfer of shares of Series C Common Stock during the
applicable restricted period and (ii) to the extent a public announcement or filing under the Exchange
Act, if any, is required of or voluntarily made regarding the establishment of such plan, such
announcement or filing shall include a statement to the effect that no transfer of shares of Series C
Common Stock may be made under such plan during the applicable restricted period.
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In order to facilitate the offering of the shares of Series C Common Stock, the underwriters may engage in
transactions that stabilize, maintain or otherwise affect the price of the shares of Series C Common Stock.
Specifically, the underwriters may sell more shares than they are obligated to purchase under the underwriting
agreement, creating a short position. A short sale is covered if the short position is no greater than the number of
shares available for purchase by the underwriters under the overallotment option. The underwriters can close out
a covered short sale by exercising the overallotment option or purchasing shares in the open market. In
determining the source of shares to close out a covered short sale, the underwriters will consider, among other
things, the open market price of shares compared to the price available under the overallotment option. The
underwriters may also sell shares in excess of the overallotment option, creating a naked short position. The
underwriters must close out any naked short position by purchasing shares in the open market. A naked short
position is more likely to be created if the underwriters are concerned that there may be downward pressure on
the price of the shares of Series C Common Stock in the open market after pricing that could adversely affect
investors who purchase in this offering. As an additional means of facilitating this offering, the underwriters may
bid for, and purchase, shares of Series C Common Stock in the open market to stabilize the price of the Series C
Common Stock. These activities may raise or maintain the market price of the shares of Series C Common Stock
above independent market levels or prevent or retard a decline in the market price of the Series C Common
Stock. The underwriters are not required to engage in these activities and may end any of these activities at any
time.

We have agreed to indemnify the underwriters against certain liabilities, including liabilities under the
Securities Act.

A prospectus in electronic format may be made available on websites maintained by one or more
underwriters, or selling group members, if any, participating in this offering. The representative may agree to
allocate a number of shares of Series C Common Stock to underwriters for sale to their online brokerage account
holders. Internet distributions will be allocated by the representative to underwriters that may make Internet
distributions on the same basis as other allocations.

Pricing of the Offering

Prior to this offering, there has been no public market for shares of our common stock. The public offering
price was determined by negotiations between us and the representative. Among the factors considered in
determining the public offering price were our future prospects and those of our industry in general, our sales,
earnings and certain other financial and operating information in recent periods, and the price-earnings ratios,
price-sales ratios, market prices of securities, and certain financial and operating information of companies
engaged in activities similar to ours.

Other Relationships

The underwriters and their respective affiliates are full service financial institutions engaged in various
activities, which may include securities trading, commercial and investment banking, financial advisory,
investment management, investment research, principal investment, hedging, financing and brokerage activities.
The underwriters and certain of their affiliates have provided from time to time, and may provide in the future,
investment and commercial banking and financial advisory services to us and our affiliates in the ordinary course
of business, for which they have received and may continue to receive customary fees and commissions. In the
ordinary course of their various business activities, the underwriters and their respective affiliates may make or
hold a broad array of investments and actively trade debt and equity securities (or related derivative securities)
and financial instruments (including bank loans) for their own account and for the accounts of their customers,
and such investment and securities activities may involve securities and/or instruments of ours. The underwriters
and their respective affiliates may also make investment recommendations and/or publish or express independent
research views in respect of such securities or instruments and may at any time hold, or recommend to clients
that they acquire, long and/or short positions in such securities and instruments.
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Selling Restrictions

European Economic Area

In relation to each Member State of the European Economic Area which has implemented the Prospectus
Directive (each, a “Relevant Member State”) an offer to the public of any shares of our Series C Common Stock
may not be made in that Relevant Member State, except that an offer to the public in that Relevant Member State
of any shares of our common stock may be made at any time under the following exemptions under the
Prospectus Directive, if they have been implemented in that Relevant Member State:

(a) to any legal entity which is a qualified investor as defined in the Prospectus Directive;

(b) to fewer than 100 or, if the Relevant Member State has implemented the relevant provision of the 2010
PD Amending Directive, 150, natural or legal persons (other than qualified investors as defined in the
Prospectus Directive), as permitted under the Prospectus Directive, subject to obtaining the prior
consent of the representative for any such offer; or

(c) in any other circumstances falling within Article 3(2) of the Prospectus Directive, provided that no
such offer of shares of our common stock shall result in a requirement for the publication by us or any
underwriter of a prospectus pursuant to Article 3 of the Prospectus Directive.

For purposes of this provision, the expression an “offer to the public” in relation to any shares of our
common stock in any Relevant Member State means the communication in any form and by any means of
sufficient information on the terms of the offer and any shares of our common stock to be offered so as to enable
an investor to decide to purchase any shares of our common stock, as the same may be varied in that Member
State by any measure implementing the Prospectus Directive in that Member State, the expression “Prospectus
Directive” means Directive 2003/71/EC (and amendments thereto, including the 2010 PD Amending Directive,
to the extent implemented in the Relevant Member State), and includes any relevant implementing measure in
the Relevant Member State, and the expression “2010 PD Amending Directive” means Directive 2010/73/EU.

United Kingdom

Each of the underwriters has represented and agreed that:

(a) it has only communicated or caused to be communicated and will only communicate or cause to be
communicated an invitation or inducement to engage in investment activity (within the meaning of
Section 21 of the FSMA) received by it in connection with the issue or sale of shares of our common
stock in circumstances in which Section 21(1) of the FSMA does not apply to us; and

(b) it has complied and will comply with all applicable provisions of the FSMA with respect to anything
done by it in relation to the shares of our common stock in, from or otherwise involving the
United Kingdom.
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LEGAL MATTERS

Certain legal matters relating to this offering will be passed upon for us by Latham & Watkins LLP, San
Diego, California. Certain matters of Maryland law will be passed upon for us by Venable LLP, Baltimore,
Maryland. Certain legal matters relating to this offering will be passed upon for the underwriters by Winston &
Strawn LLP, Chicago, Illinois.

EXPERTS

The (i) consolidated financial statements of NetREIT, Inc. and Subsidiaries as of December 31, 2016 and
2015 and the related financial statement schedule; and (ii) statement over certain operating expenses of
Highlands Ranch Shea Center II for the year ended December 31, 2014, both included elsewhere in this
prospectus have been audited by Squar Milner LLP, independent registered public accounting firm, as stated in
their reports appearing herein. Such financial statements and financial statement schedule have been so included
in reliance upon the reports of such firm given upon their authority as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the SEC a registration statement on Form S-11 under the Securities Act with respect to
the shares of our common stock offered in this prospectus. This prospectus, which constitutes part of the
registration statement, does not contain all of the information set forth in the registration statement. You should
refer to the registration statement and its exhibits and schedules filed as a part of the registration statement for
additional information. Whenever we make reference in this prospectus to any of our contracts, agreements or
other documents, the references are not necessarily complete and you should refer to the exhibits filed as part of
the registration statement for copies of the actual contract, agreement or other document.

You can read our SEC filings, including the registration statement, over the internet at the SEC’s website at
www.sec.gov. You may also read and copy any document that we file with the SEC at its Public Reference Room
at 100 F Street, N.E., Room 1580, Washington, D.C. 20549. You may also obtain copies of the documents at
prescribed rates by writing to the Public Reference Room of the SEC at 100 F Street, N.E., Room 1580,
Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further information on the operation of the
public reference facilities. We also make this information available on the investors’ relations section of our
website at www.netreit.com. Information on, or accessible through, our website is not part of, and is not
incorporated into, this prospectus or the registration statement of which it forms a part.
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NetREIT, Inc. and Subsidiaries

Condensed Consolidated Balance Sheets
June 30, 2017 and December 31, 2016

June 30,
2017

December 31,
2016

(Unaudited)
ASSETS
Real estate assets and lease intangibles:

Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 49,246,634 $ 51,274,462
Buildings and improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190,028,533 190,274,191
Tenant improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,942,782 21,473,750
Lease intangibles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,383,080 13,811,291

Real estate assets and lease intangibles, cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . 274,601,029 276,833,694
Accumulated depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . (39,177,141) (36,311,485)

Real estate assets and lease intangibles, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 235,423,888 240,522,209
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,847,369 3,116,147
Restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,046,359 4,271,648
Deferred leasing costs, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,887,513 1,920,091
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,423,000 2,423,000
Other assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,451,230 5,745,982

TOTAL ASSETS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 254,079,359 $ 257,999,077

LIABILITIES AND EQUITY
Liabilities:
Mortgage notes payable, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 159,952,064 $ 158,886,111
Accounts payable and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,062,847 6,066,068
Accrued real estate taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,327,791 2,318,990
Dividends payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,224,122 1,171,924
Below-market leases, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,530,323 1,698,086
Mandatorily redeemable Series B Preferred Stock, net, $0.01 par value, $1,000

liquidating preference; shares authorized: 40,000; 30,700 and 32,700 shares
issued and outstanding at June 30, 2017 and December 31, 2016,
respectively, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,461,967 32,108,268

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200,559,114 202,249,447

Commitments and contingencies

Equity:
Common stock series A, $0.01 par value, shares authorized: 100,000,000;

17,619,118 and 17,502,673 shares issued and outstanding at June 30, 2017
and December 31, 2016, respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 176,193 175,028

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150,629,093 149,539,782
Dividends in excess of accumulated losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (111,162,810) (106,623,957)

Total stockholders’ equity before noncontrolling interest . . . . . . . . . . . . . . . . . . 39,642,476 43,090,853
Noncontrolling interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,877,769 12,658,777

Total equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,520,245 55,749,630

TOTAL LIABILITIES AND EQUITY . . . . . . . . . . . . . . . . . . . . . . . . . . $ 254,079,359 $ 257,999,077

See Notes to Condensed Consolidated Financial Statements

F-2



NetREIT, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations

For the Three Months and Six Months Ended June 30, 2017 and 2016
(Unaudited)

For the Three Months
Ended June 30,

For the Six Months Ended
June 30,

2017 2016 2017 2016

Revenues:
Rental income . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,794,585 $ 7,658,273 $15,809,218 $15,909,341
Fee and other income . . . . . . . . . . . . . . . . . . . . . 723,489 148,001 955,383 328,950

Total revenue . . . . . . . . . . . . . . . . . . . . . . . . 8,518,074 7,806,274 16,764,601 16,238,291

Costs and expenses:
Rental operating costs . . . . . . . . . . . . . . . . . . . . . 2,636,063 2,585,013 5,273,165 5,058,364
General and administrative . . . . . . . . . . . . . . . . . 1,439,820 1,232,319 2,629,837 2,462,730
Depreciation and amortization . . . . . . . . . . . . . . 2,443,817 2,499,630 4,947,333 5,159,161

Total costs and expenses . . . . . . . . . . . . . . . 6,519,700 6,316,962 12,850,335 12,680,255

Other income (expense):
Interest expense-Series B preferred stock . . . . . . (1,359,205) (1,610,517) (2,764,805) (3,102,727)
Interest expense-mortgage notes . . . . . . . . . . . . . (1,952,216) (1,890,682) (3,862,812) (3,761,516)
Interest and other income . . . . . . . . . . . . . . . . . . 5,829 46,593 15,097 68,332
Gain on sales of real estate, net . . . . . . . . . . . . . . 1,485,589 1,213,060 2,027,051 1,388,545
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . (13,746) (76,152) (108,356) (144,700)

Total other expense, net . . . . . . . . . . . . . . . (1,833,749) (2,317,698) (4,693,825) (5,552,066)

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 164,625 (828,386) (779,559) (1,994,030)

Less: Income attributable to noncontrolling
interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (145,313) (83,039) (214,828) (21,356)

Net income (loss) attributable to NetREIT, Inc.
common stockholders . . . . . . . . . . . . . . . . . . . . . . . $ 19,312 $ (911,425) $ (994,387) $ (2,015,386)

Basic and diluted income (loss) per common share

Income (loss) per common share . . . . . . . . . . . . . . . . $ 0.00 $ (0.05) $ (0.06) $ (0.12)

Weighted average number of common shares
outstanding—basic and diluted . . . . . . . . . . . . . . . . 17,565,158 17,269,324 17,538,020 16,979,533

See Notes to Condensed Consolidated Financial Statements
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NetREIT, Inc. and Subsidiaries
Condensed Consolidated Statement of Changes in Equity

For the Six Months Ended June 30, 2017
(Unaudited)

Dividends
Additional In Excess of Total Non-

Common Stock Paid-in Accumulated Stockholders’ controlling Total
Shares Amount Capital Losses Equity Interests Equity

Balance, December 31,
2016 . . . . . . . . . . . . . . . . . 17,502,673 $175,028 $149,539,782 $(106,623,957) $43,090,853 $12,658,777 $55,749,630

Net (loss) income . . . . . . . . . — — — (994,387) (994,387) 214,828 (779,559)
Dividends declared/

reinvested . . . . . . . . . . . . . 119,407 1,194 1,106,676 (3,544,466) (2,436,596) — (2,436,596)
Common stock

repurchased . . . . . . . . . . . . (2,962) (29) (17,365) — (17,394) — (17,394)
Contributions from

noncontrolling interests,
net of distributions paid . . — — — — — 1,004,164 1,004,164

Balance, June 30, 2017 . . . . 17,619,118 $176,193 $150,629,093 $(111,162,810) $39,642,476 $13,877,769 $53,520,245

See Notes to Condensed Consolidated Financial Statements
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NetREIT, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

For the Six Months Ended June 30, 2017 and 2016
(Unaudited)

For the For the
Six Months

Ended
Six Months

Ended
June 30, 2017 June 30, 2016

Cash flows from operating activities:
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (779,559) $(1,994,030)
Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,947,333 5,159,161
Stock compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 273,840 259,068
Bad debt expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,000 (52,948)
Gain on sale of real estate assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,027,051) (1,388,545)
Amortization of financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 743,291 735,307
Amortization of above-market leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55,663 93,136
Amortization of below-market leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (167,763) (234,140)
Straight-line rent adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (317,390) (402,452)
Changes in operating assets and liabilities:

Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 570,693 715,371
Accounts payable and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . (277,060) (1,368,187)
Accrued real estate taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (991,200) (805,744)

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,031,797 715,997

Cash flows from investing activities:
Real estate acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9,694,785) (7,768,755)
Additions to buildings and tenant improvements . . . . . . . . . . . . . . . . . . . . (1,819,591) (2,331,329)
Additions to deferred leasing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (233,069) (533,760)
Proceeds from sales of real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,942,848 5,287,277
Restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,225,289 2,126,847

Net cash provided by (used in) investing activities . . . . . . . . . . . . . . . . . . . 3,420,692 (3,219,720)

Cash flows from financing activities:
Proceeds from mortgage notes payable, net of issuance costs . . . . . . . . . . 9,063,146 9,199,547
Repayment of mortgage notes payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8,233,285) (5,514,476)
Series B preferred stock costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (153,500) —
Redemption of mandatorily redeemable Series B preferred stock . . . . . . . (2,000,000) (300,000)
Contributions from noncontrolling interests net of distributions paid . . . . . 1,004,164 211,173
Repurchase of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17,394) (55,023)
Dividends paid to stockholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,384,398) (2,145,717)

Net cash (used in) provided by financing activities . . . . . . . . . . . . . . . . . . . . . . . (2,721,267) 1,395,504

Net increase (decrease) in cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . 2,731,222 (1,108,219)
Cash and cash equivalents—beginning of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,116,147 6,626,423

Cash and cash equivalents—end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,847,369 $ 5,518,204

Supplemental disclosure of cash flow information:
Interest paid Series B preferred stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,242,605 $ 3,990,611

Interest paid-mortgage notes payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,732,411 $ 3,705,826

Non-cash investing and financing activities:
Reinvestment of cash dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,107,870 $ 1,258,904

Accrual of dividends payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,224,122 $ 1,144,320

See Notes to Condensed Consolidated Financial Statements
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NetREIT, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (unaudited)

June 30, 2017

1. ORGANIZATION

Organization. NetREIT, Inc. (the “Company”) is incorporated in the State of Maryland and operates as a self-
administered real estate investment trust (“REIT”) under the Internal Revenue Code of 1986, as amended (the
“Code”). The Company’s portfolio includes the following properties:

• Fifteen office buildings and two industrial properties (“Office/Industrial Properties”) which total
approximately 1,467,000 rentable square feet,

• Four retail shopping centers (“Retail Properties”) which total approximately 230,000 rentable square
feet,

• One mixed use property which total approximately 55,000 rentable square feet (“Mixed Use
Properties”), and

• One hundred twenty-nine Model Homes owned by four affiliated limited partnerships and one limited
liability company (“Residential Properties”).

The Company operates in the following partnerships during the periods covered by these condensed consolidated
financial statements:

• The Company is the sole General Partner in two limited partnerships (NetREIT Palm Self-Storage LP
and NetREIT Casa Grande LP), all with ownership in real estate income producing properties. The
Company refers to these entities collectively, as the “NetREIT Partnerships”. In June 2016, the
Company purchased the 5.99% outside interest in NetREIT Garden Gateway LP.

• The Company is the general and limited partner in four partnerships that purchase and lease back
Model Homes from developers (“Dubose Model Home Investors #201, LP”, “Dubose Model Homes
Investors #202, LP”, “Dubose Model Homes Investors #203, LP” and “NetREIT Dubose Model Home
REIT, LP”). The Company refers to these entities collectively, as the “Model Home Partnerships”.

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

The Company has elected to be taxed as a REIT under Sections 856 through 860 of the Code, for federal income
tax purposes. To qualify as a REIT, the Company must distribute annually at least 90% of adjusted taxable
income, as defined in the Code, to its stockholders and satisfy certain other organizational and operating
requirements. As a REIT, no provision is made for federal income taxes on income resulting from those sales of
real estate investments which have or will be distributed to stockholders within the prescribed limits. However,
taxes are provided for those gains which are not anticipated to be distributed to stockholders unless such gains
are deferred pursuant to Section 1031. In addition, the Company is subject to a federal excise tax which equals
4% of the excess, if any, of 85% of the Company’s ordinary income plus 95% of the Company’s capital gain net
income over cash distributions, as defined. The Company believes that it has met all of the REIT distribution and
technical requirements for the three and six months ended June 30, 2017 and 2016.

Earnings and profits that determine the taxability of distributions to stockholders differ from net income reported
for financial reporting purposes due to differences in estimated useful lives and tax deprecation methods used to
compute the carrying value (basis) on the investments in properties for tax purposes, among other things. During
the six months ended June 30, 2017 and 2016, all distributions paid were considered return of capital to the
stockholders as we reported a taxable net loss during the period.
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The Company has concluded that there are no significant uncertain tax positions requiring recognition in its
financial statements. Neither the Company nor its subsidiaries have been assessed any significant interest or
penalties for tax positions by any major tax jurisdictions.

2. SIGNIFICANT ACCOUNTING POLICIES

There have been no significant changes to the Company’s accounting policies since it filed its audited financial
statements in its Annual Report on Form 10-K for the year ended December 31, 2016. For further information
about the Company’s accounting policies, refer to the Company’s consolidated financial statements and notes
thereto for the year ended December 31, 2016 included in the Company’s Annual Report on Form 10-K filed
with the Securities Exchange Commission (“SEC”) on March 17, 2017 and amended on April 20, 2017.

Basis of Presentation. The accompanying condensed consolidated financial statements have been prepared by
the Company’s management in accordance with accounting principles generally accepted in the United States of
America (“GAAP”) for interim financial statement and the instructions to Form 10-Q and Article 8 of
Regulation S-X. Certain information and footnote disclosures required for annual consolidated financial
statements have been condensed or excluded pursuant to rules and regulations of the SEC. In the opinion of
management, the accompanying condensed consolidated financial statements reflect all adjustments of a normal
and recurring nature that are considered necessary for a fair presentation of our financial position, results of our
operations, and cash flows as of and for the six months ended June 30, 2017 and 2016, respectively. However,
the results of operations for the interim periods are not necessarily indicative of the results that may be expected
for the year ending December 31, 2017. These condensed consolidated financial statements should be read in
conjunction with the audited financial statements and notes thereto included in the Company’s Annual Report on
Form 10-K for the year ended December 31, 2016. The condensed consolidated balance sheet at year ended
December 31, 2016 has been derived from the audited consolidated financial statements included in the Form 10-
K filed with the SEC on March 17, 2017 and amended on April 20, 2017.

Principles of Consolidation. The accompanying condensed consolidated financial statements include the
accounts of the Company and its direct and indirect wholly-owned subsidiaries and entities the Company controls
or of which it is the primary beneficiary. All significant intercompany balances and transactions have been
eliminated in consolidation.

Use of Estimates. The preparation of financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities 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. Significant estimates include the allocation of purchase price paid for
property acquisitions between land, building and intangible assets acquired including their useful lives; valuation
of long-lived assets, and the allowance for doubtful accounts, which is based on an evaluation of the tenants’
ability to pay. Actual results may differ from those estimates.

Asset Impairments. We review the carrying value of each of our real estate properties quarterly to determine if
circumstances indicate an impairment in the carrying value of these investments exists. During the six months
ended June 30, 2017, management did not believe any impairment reserve was required.

Reclassifications. Certain reclassifications have been made to the previously presented consolidated financial
statements and condensed consolidated financial statements to conform to the current period presentation. These
reclassifications had no effect on previously reported results of consolidated operations or equity.

Subsequent Events. We evaluate subsequent events up until the date the consolidated financial statements are
issued.

Recently Issued Accounting Pronouncements. In February 2016, the FASB issued ASU No. 2016-02, Leases
(Topic 842) (“ASU No. 2016-02”). The amendments in ASU No. 2016 -02 changes the existing accounting
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standards for lease accounting, including requiring lessees to recognize most leases on their balance sheets and
making targeted changes to lessor accounting. ASU No. 2016-02 is effective for annual periods beginning after
December 15, 2018, including interim periods within those fiscal years. Early adoption of ASU No. 2016-02 as
of its issuance is permitted. The new leases standard requires a modified retrospective transition approach for all
leases existing at, or entered into after, the date of initial application, with an option to use certain transition
relief. The Company is currently evaluating the impact of adopting the new leases standard on its consolidated
financial statements.

In November 2016, the FASB issued Accounting Standards Update (“ASU”) 2016-18, “Statement of Cash Flows
(Topic 230): Restricted Cash”. This update requires that a statement of cash flows explain the change during the
period in the total of cash, cash equivalents, and amounts generally described as restricted cash or restricted cash
equivalents. As a result, amounts generally described as restricted cash and restricted cash equivalents should be
included with cash and cash equivalents when reconciling the beginning of period and end of period total
amounts shown on the statement of cash flows. The new standard is effective for annual reporting periods
beginning after December 15, 2017 with early adoption permitted. The amendments should be applied using a
retrospective transition method to each period presented. The Company is still evaluating the provisions of
ASU 2016-18 and its impact on the consolidated statement of cash flows.

3. RECENT REAL ESTATE TRANSACTIONS

On February 27, 2017, the Company sold the Rangewood Medical Building for approximately $2.2 million and
recognized a loss of approximately $170,000.

On March 31, 2017, the Company sold the Regatta Square Retail Center for approximately $3.0 million and
recognized a gain of approximately $756,000.

On April 7, 2017, the Company sold the Shoreline Medical Building for approximately $8.2 million and
recognized a gain of approximately $1.3 million.

During the six months ended June 30, 2017, the Company disposed of nine Model Homes for approximately
$2.5 million and recognized a gain of approximately $141,000 related to the sale of these Model Homes.

During the six months ended June 30, 2017, the Company acquired thirty model homes for approximately
$9.7 million. The purchase price was paid through cash payments of $7.5 million and mortgage notes of
$16.2 million.

4. REAL ESTATE ASSETS

A summary of the properties owned by the Company as of June 30, 2017 is as follows:

Property Name
Date

Acquired Location

Real estate
assets, net

(in thousands)

Garden Gateway Plaza . . . . . . . . . . . . . March 2007 Colorado Springs, Colorado $ 11,529
World Plaza . . . . . . . . . . . . . . . . . . . . . . September 2007 San Bernardino, California 5,697
Executive Office Park . . . . . . . . . . . . . . July 2008 Colorado Springs, Colorado 8,129
Waterman Plaza . . . . . . . . . . . . . . . . . . . August 2008 San Bernardino, California 5,689
Pacific Oaks Plaza . . . . . . . . . . . . . . . . . September 2008 Escondido, California 4,033
Morena Office Center . . . . . . . . . . . . . . January 2009 San Diego, California 4,973
Genesis Plaza . . . . . . . . . . . . . . . . . . . . . August 2010 San Diego, California 8,739
Dakota Bank Buildings . . . . . . . . . . . . . May 2011 Fargo, North Dakota 9,896
Yucca Valley Retail Center . . . . . . . . . . September 2011 Yucca Valley, California 6,635
Port of San Diego Complex . . . . . . . . . December 2011 San Diego, California 14,026
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The Presidio . . . . . . . . . . . . . . . . . . . . . . November 2012 Aurora, Colorado 6,482
Bismarck . . . . . . . . . . . . . . . . . . . . . . . . March 2014 Fargo, ND 5,551
Union Terrace Building . . . . . . . . . . . . . August 2014 Lakewood, Colorado 8,412
Centennial Technology Center . . . . . . . December 2014 Colorado Springs, Colorado 13,748
Arapahoe Service Center . . . . . . . . . . . . December 2014 Centennial, Colorado 10,917
Union Town Center . . . . . . . . . . . . . . . . December 2014 Colorado Springs, Colorado 10,382
West Fargo Industrial . . . . . . . . . . . . . . August 2015 Fargo, North Dakota 7,536
300 N.P. . . . . . . . . . . . . . . . . . . . . . . . . . August 2015 Fargo, North Dakota 3,704
Research Parkway . . . . . . . . . . . . . . . . . August 2015 Colorado Springs, Colorado 2,734
One Park Centre . . . . . . . . . . . . . . . . . . August 2015 Westminster, Colorado 8,547
Highland Court . . . . . . . . . . . . . . . . . . . August 2015 Centennial, Colorado 12,430
Shea Center II . . . . . . . . . . . . . . . . . . . . December 2015 Highlands Ranch, Colorado 23,705

NetREIT, Inc. properties . . . . . . . . . . 193,494
Model Home properties . . . . . . . . . . .

2010-2017
AZ, CA, FL, IL, NC, NJ, PA, SC,
TX, UT, WI 41,930

Total real estate assets and lease intangibles, net . . . . . . $235,424

Geographic Diversification Table

The following tables show a list of properties owned by NetREIT, Inc. grouped by state location as of June 30,
2017:

State
No. of

Properties
Aggregate

Square Feet
Approximate %
of Square Feet

Current
Base Annual

Rent

Approximate %
of Aggregate
Annual Rent

California . . . . . . . . . . . . . . . . . . . . . . . . . 7 422,687 24.9% $ 5,685,960 26.3%
Colorado . . . . . . . . . . . . . . . . . . . . . . . . . . 11 872,878 51.4% 12,330,663 57.1%
North Dakota . . . . . . . . . . . . . . . . . . . . . . 4 401,461 23.7% 3,563,174 16.5%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22 1,697,026 100.0% $21,579,797 100.0%

Model Home properties:

State
No. of

Properties
Aggregate

Square Feet
Approximate %
of Square Feet

Current
Base Annual

Rent

Approximate
of Aggregate

% Annual
Rent

Arizona . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 4,618 1.3% $ 50,220 1.4%
California . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 4,563 1.2% 42,456 1.2%
Florida . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34 82,995 22.5% 897,660 25.7%
Illinois . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 8,941 2.4% 98,004 2.8%
New Jersey . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 10,379 2.8% 101,820 2.9%
North Carolina . . . . . . . . . . . . . . . . . . . . . . . . 4 13,623 3.7% 144,540 4.1%
Pennsylvania . . . . . . . . . . . . . . . . . . . . . . . . . . 11 30,989 8.4% 371,988 10.6%
South Carolina . . . . . . . . . . . . . . . . . . . . . . . . 3 8,703 2.4% 93,864 2.7%
Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61 188,315 51.2% 1,537,080 44.0%
Utah . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 9,918 2.7% 99,816 2.9%
Wisconsin . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 5,016 1.4% 55,992 1.6%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 129 368,060 100.0% $3,493,440 100.0%
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5. LEASE INTANGIBLES

The following table summarizes the net value of other intangible assets acquired and the accumulated
amortization for each class of intangible asset:

June 30, 2017 December 31, 2016

Lease
Intangibles

Accumulated
Amortization

Lease
Intangibles,

net
Lease

Intangibles
Accumulated
Amortization

Lease
Intangibles,

net

In-place leases . . . . . . . . . . $ 6,635,928 $(4,150,414) $2,485,514 $ 6,872,980 $(3,840,670) $3,032,310
Leasing costs . . . . . . . . . . . 4,622,792 (2,709,250) 1,913,542 4,813,951 (2,517,759) 2,296,192
Above-market leases . . . . . 2,124,360 (1,641,992) 482,368 2,124,360 (1,586,328) 538,032

$13,383,080 $(8,501,656) $4,881,424 $13,811,291 $(7,944,757) $5,866,534

The net value of acquired intangible liabilities was $1,530,323 and $1,698,086 relating to below-market leases as
of June 30, 2017 and December 31, 2016, respectively.

Aggregate approximate amortization expense for the Company’s lease intangible assets is as follows:

Six months remaining in 2017 . . . . . . . . . . . . . . . . . . . . . . $ 749,854
Years ending December 31:
2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,320,270
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,066,827
2020 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 850,757
2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 554,344
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 339,372

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,881,424

The weighted average amortization of the intangible assets as of June 30, 2017 is 3.6 years.

6. OTHER ASSETS

Other assets consist of the following:

June 30,
2017

December 31,
2016

Deferred rent receivable . . . . . . . . . . . . . . . . . . . . . . . $2,920,529 $2,950,034
Raw land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 900,000 900,000
Prepaid expenses, deposits and other . . . . . . . . . . . . . 648,904 564,983
Other intangibles, net . . . . . . . . . . . . . . . . . . . . . . . . . 415,182 455,632
Notes receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 316,374 316,374
Accounts receivable, net . . . . . . . . . . . . . . . . . . . . . . . 250,241 558,959

Total other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,451,230 $5,745,982
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7. MORTGAGE NOTES PAYABLE

Mortgage notes payable consisted of the following:

Principal as of

June 30, December 31, Loan
Type

Interest
Rate(1)Mortgage note property Notes 2017 2016 Maturity

Rangewood Medical Office Building . . . . . $ — $ 958,106 Fixed 4.95% 1/1/2019
Regatta Square . . . . . . . . . . . . . . . . . . . . . . — 1,150,566 Fixed 4.95% 1/1/2019
Garden Gateway Plaza . . . . . . . . . . . . . . . . 6,537,121 6,626,739 Fixed 5.00% 2/5/2020
Port of San Diego Complex . . . . . . . . . . . . 9,715,579 9,852,456 Fixed 4.75% 3/5/2020
West Fargo Industrial . . . . . . . . . . . . . . . . . 4,400,178 4,434,655 Fixed 4.79% 8/4/2020
Morena Office Center . . . . . . . . . . . . . . . . . (2) 2,190,482 2,224,839 Fixed 4.50% 1/1/2021
Waterman Plaza . . . . . . . . . . . . . . . . . . . . . 3,893,565 3,939,037 Fixed 4.25% 4/29/2021
Pacific Oaks Plaza . . . . . . . . . . . . . . . . . . . 1,489,478 1,512,640 Fixed 4.50% 6/1/2021
The Presidio . . . . . . . . . . . . . . . . . . . . . . . . 6,000,000 6,000,000 Fixed 4.54% 12/1/2021
Shoreline Medical Building . . . . . . . . . . . . — 3,602,238 Fixed 5.10% 6/1/2022
Highland Court . . . . . . . . . . . . . . . . . . . . . . 6,763,082 6,829,348 Fixed 3.82% 9/1/2022
Dakota Bank Buildings . . . . . . . . . . . . . . . . 10,584,434 10,677,761 Fixed 4.74% 7/6/2024
Union Terrace Building . . . . . . . . . . . . . . . 6,505,946 6,558,704 Fixed 4.50% 9/5/2024
Centennial Technology Center . . . . . . . . . . 9,991,836 10,077,242 Fixed 4.34% 11/5/2024
Research Parkway . . . . . . . . . . . . . . . . . . . 1,932,815 1,956,154 Fixed 3.94% 1/5/2025
Arapahoe Service Center . . . . . . . . . . . . . . 8,431,261 8,500,000 Fixed 4.34% 1/5/2025
Union Town Center . . . . . . . . . . . . . . . . . . 8,440,000 8,440,000 Fixed 4.28% 1/5/2025
Yucca Valley Retail Center . . . . . . . . . . . . 6,000,000 6,000,000 Fixed 4.30% 4/11/2025
Executive Office Park . . . . . . . . . . . . . . . . . (3) 4,191,082 4,231,842 Fixed 5.80% 7/1/2025
Genesis Plaza . . . . . . . . . . . . . . . . . . . . . . . 6,500,000 6,610,000 Fixed 4.65% 8/25/2025
One Park Centre . . . . . . . . . . . . . . . . . . . . . 6,610,000 6,500,000 Fixed 4.77% 9/5/2025
Shea Center II . . . . . . . . . . . . . . . . . . . . . . . 17,727,500 17,727,500 Fixed 4.92% 1/5/2026
Bismarck Office Building . . . . . . . . . . . . . . (5) 4,108,883 4,158,998 Fixed 4.02% 8/1/2037
300 N.P. . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,397,089 — Fixed 4.02% 8/1/2037

Subtotal, NetREIT, Inc. properties . . . . . 134,410,331 138,568,825 4.71%
Model Home mortgage notes . . . . . . . . . . 27,371,340 22,259,779 Fixed (4) 2017-2020

Mortgage Notes Payable . . . . . . . . . . . . . $161,781,671 $160,828,604
Unamortized loan costs . . . . . . . . . . . . . . (1,829,607) (1,942,493)

Mortgage Notes Payable, net . . . . . . . . . . $159,952,064 $158,886,111

(1) Interest rates as of June 30, 2017.
(2) Interest rate is subject to reset on the 6th loan anniversary.
(3) Interest rate is subject to reset on July 1, 2018.
(4) Each Model Home has a stand-alone mortgage note at interest rates ranging from 3.8% to 5.5% per annum

(at June 30, 2017).
(5) Interest rate is subject to reset on September 1, 2023 and on September 1, 2030.

The Company is in compliance with all conditions and covenants of its mortgage notes payable.
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Scheduled principal payments of mortgage notes payable were as follows as of June 30, 2017:

NetREIT, Inc. Model Homes Principal
Notes Payable Notes Payable Payments

Six months remaining in 2017 . . . . . . . . . $ 871,226 $ 726,148 $ 1,597,374
Years ending December 31:
2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,931,368 1,950,355 $ 3,881,723
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,286,504 16,493,819 $ 18,780,323
2020 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,157,086 8,201,018 $ 29,358,104
2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,494,462 — $ 14,494,462
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . 93,669,685 — $ 93,669,685

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $134,410,331 $27,371,340 $161,781,671

8. SERIES B MANDATORILY REDEEMABLE PREFERRED STOCK

In August 2014, the Company closed on a private placement offering of its mandatorily redeemable Series B
Preferred Stock. The financing, was funded in installments and completed on December 24, 2015. As of
December 31, 2015, the Company had issued 35,000 shares of its Series B Preferred Stock. The Company has
classified the Series B Preferred Stock as a liability in accordance with ASC Topic No. 480, “Distinguishing
Liabilities from Equity,” which states that mandatorily redeemable financial instruments should be classified as
liabilities and therefore the related dividend payments are treated as a component of interest expense in the
accompanying consolidated statements of operations.

The Series B preferred stock has a $0.01 par value and a $1,000 liquidation preference. 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 funds invested is 14% and shall be paid on a monthly basis. The Series B Preferred Stock
was scheduled to be redeemed on August 1, 2017; however, the Company had two one year options to extend the
redemption date. On June 30, 2017, the Company exercised its option to extend the redemption date to August 1,
2019 and paid an extension fee of $153,500. 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
accompanying consolidated balance sheets as a direct deduction from the carrying amount of that debt liability
and are being amortized over the term of the agreement. Amortization expense totaling approximately
$507,000 and $507,000 was included in interest expense for the six months ended June 30, 2017 and 2016 in the
accompanying consolidated statements of operations. The unamortized deferred stock costs totaled $237,000 and
$592,000 as of June 30, 2017 and December 31, 2016, respectively.

During 2016, the Company redeemed 300 shares in June, 1,000 shares in July and 1,000 shares in August for a
total of $2.3 million. During 2017, the Company redeemed 1,000 shares in March and 1,000 shares in May for a
total of $2.0 million. As of June 30, 2017, the remaining outstanding share balance was 30,700.

9. STOCKHOLDERS’ EQUITY

Preferred Stock. The Company is authorized to issue up to 8,990,000 shares of preferred stock (the “Preferred
Stock”). The Preferred Stock may be issued from time to time in one or more series. The Board of Directors is
authorized to fix the number of shares of any series of the Preferred Stock, to determine the designation of any
such series, and to determine or alter the rights granted to or imposed upon any wholly unissued series of
preferred stock including the dividend rights, dividend rate, conversion rights, voting rights, redemption rights
(including sinking fund provisions), redemption price, and liquidation preference.

Common Stock. The Company is authorized to issue up to 100,000,000 shares of Series A Common Stock
(“Common Stock”) $0.01 par value and 1,000 shares of Series B Common Stock $0.01 par value. The Common
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Stock and the Series B Common Stock have identical rights, preferences, terms and conditions except that the
Series B Common Stockholders are not entitled to receive any portion of Company assets in the event of
Company liquidation. There have been no Series B Common Stock shares 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 any
preference, conversion, exchange or pre-emptive rights. The charter contains a restriction 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, 2011 when the offering was closed, the Company conducted a self-underwritten 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 up to thirty-five non-accredited investors) pursuant to an exemption from
registration provided by Section 4(2) and Rule 506 of Regulation D under the Securities Act of 1933, as
amended. No public or private market currently exists for the securities sold under this offering.

Cash Dividends. During the six months ended June 30, 2017 and 2016 the Company paid cash dividends, net of
reinvested stock dividends, of approximately $2,384,000 and $2,145,000, respectively, or at a rate of $0.40 per
share on an annualized basis. As the Company expects to report net taxable losses for the year ended
December 31, 2017, and on a cumulative basis, the cash dividends paid are expected to be a return of capital to
the stockholders rather than a distribution of earnings.

Dividend Reinvestment Plan. The Company has adopted a distribution reinvestment plan that allows
stockholders to have dividends and other distributions otherwise distributable to them invested in additional
shares of Company common stock. The Company has registered 3,000,000 shares of common stock pursuant to
the dividend reinvestment plan. The dividend reinvestment plan became effective on January 23, 2012. The
purchase price per share is 95% of the price the Company was formerly selling its shares or $9.50 per share. No
sales commission or dealer manager fee will be paid on shares sold through the dividend reinvestment plan. The
Company may amend, suspend or terminate the Plan at any time. Any such amendment, suspension or
termination will be effective upon a designated dividend record date and notice of such amendment, suspension
or termination will be sent to all Participants at least thirty (30) days prior to such record date. As of June 30,
2017 approximately 1,777,469 shares of common stock have been issued under the dividend reinvestment plan to
date for a total purchase price of approximately $16.9 million.

10. RELATED PARTY TRANSACTIONS

The Company leases a portion of its corporate headquarters at Pacific Oaks Plaza in Escondido, California to
entities 100% owned by the Company’s Chairman and Chief Executive Officer. Rental income recorded for the
three and six months ended June 30, 2017 and 2016 totaled $7,000 and $7,000, respectively, and $14,000 and
$14,000, respectively.

11. SEGMENTS

The Company’s reportable segments consist of three types of commercial real estate properties for which the
Company’s decision-makers internally evaluate operating performance and financial results: Office/Industrial/
Mixed Use Properties, Residential Properties and Retail Properties. The Company also has certain corporate level
activities including accounting, finance, legal administration and management information systems which are not
considered separate operating segments. The accounting policies of the reportable segments are the same as those
described in Note 2. There is no inter segment activity.

The Company evaluates the performance of its segments based upon net operating income (“NOI”), which is a
non-GAAP supplemental financial measure. The Company defines NOI for its segments as operating revenues
(rental income, tenant reimbursements and other operating income) less property and related expenses (property
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operating expenses, real estate taxes, insurance, asset management fees, impairments and provision for bad debt).
NOI excludes certain items that are not considered to be controllable in connection with the management of an
asset such as non-property income and expenses, depreciation and amortization, real estate acquisition fees and
expenses and corporate general and administrative expenses. The Company uses NOI to evaluate the operating
performance of the Company’s real estate investments and to make decisions about resource allocations.

The following tables reconcile the Company’s segment activity to its results of operations and financial position
as of and for the three and six months ended June 30, 2017 and 2016.

For the Three Months
Ended June 30,

For the Six Months
Ended June 30,

2017 2016 2017 2016

Office/Industrial Properties:
Rental income . . . . . . . . . . . . . . . . . . . . $ 6,535,722 $ 6,200,968 $12,779,101 $13,194,587
Property and related expenses . . . . . . . (2,295,720) (2,140,237) (4,514,238) (4,373,491)

Net operating income, as defined . . . . . 4,240,002 4,060,731 8,264,864 8,821,096
Residential Properties:
Rental income . . . . . . . . . . . . . . . . . . . . 930,062 567,281 1,806,607 955,681
Property and related expenses . . . . . . . (35,038) (61,376) (73,995) (78,416)

Net operating income, as defined . . . . . 895,024 505,905 1,732,612 877,265
Retail/Mixed Use Properties:
Rental income . . . . . . . . . . . . . . . . . . . . 1,052,289 1,038,025 2,178,893 2,088,023
Property and related expenses . . . . . . . (305,304) (383,400) (684,933) (606,457)

Net operating income, as defined . . . . . 746,985 654,625 1,493,960 1,481,566
Reconciliation to net loss:
Total net operating income, as defined,

for reportable segments . . . . . . . . . . 5,882,011 5,221,261 11,491,436 11,179,927
General and administrative

expenses . . . . . . . . . . . . . . . . . . . . . . (1,439,820) (1,232,319) (2,629,837) (2,462,730)
Depreciation and amortization . . . . . . . (2,443,817) (2,499,630) (4,947,333) (5,159,161)
Interest expense . . . . . . . . . . . . . . . . . . (3,311,421) (3,501,199) (6,627,617) (6,864,243)
Interest income . . . . . . . . . . . . . . . . . . . 5,829 46,593 15,097 68,332
Income tax expense . . . . . . . . . . . . . . . (13,746) (76,152) (108,356) (144,700)
Gain on sale of real estate . . . . . . . . . . . 1,485,589 1,213,060 2,027,051 1,388,545

Net income (loss) . . . . . . . . . . . . . . . . . $ 164,625 $ (828,386) $ (779,559) $ (1,994,030)
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June 30, December 31,
Assets by Reportable Segment: 2017 2016

Office/Industrial Properties:
Land, buildings and improvements, net(1) . . . . . $162,357,260 $172,309,537

Total assets(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . $166,648,955 $175,689,722

Residential Properties:
Land, buildings and improvements, net(1) . . . . . $ 38,280,020 $ 34,813,680

Total assets(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 39,265,806 $ 35,960,179

Retail/Mixed Use Properties:
Land, buildings and improvements, net(1) . . . . . $ 31,893,613 $ 33,398,992

Total assets(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 32,680,626 $ 35,320,092

Reconciliation to Total Assets:
Total assets for reportable segments . . . . . . . . . . $238,595,388 $246,969,993
Other unallocated assets:
Cash and cash equivalents . . . . . . . . . . . . . . . . . . 5,847,369 3,116,147
Other assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . 9,636,602 7,912,937

Total Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $254,079,359 $257,999,077

(1) Includes lease intangibles and the land purchase option related to property acquisitions.
(2) Includes land, buildings and improvements, current receivables, deferred rent receivables and deferred

leasing costs and other related intangible assets, all shown on a net basis.

Capital Expenditures by Reportable Segment

For the Six Months
Ended June 30,

2017 2016

Office/Industrial Properties:
Capital expenditures and tenant improvements . . . $ 1,783,814 $ 2,309,976
Residential Properties:
Acquisition of operating properties . . . . . . . . . . . . . 9,694,785 7,768,755
Retail/Mixed Use Properties:
Capital expenditures and tenant improvements . . . 35,777 21,353
Totals:
Acquisition of operating properties, net . . . . . . . . . 9,694,785 7,768,755
Capital expenditures and tenant improvements . . . 1,819,591 2,331,329

Total real estate investments . . . . . . . . . . . . . . . . . . $11,514,376 $10,100,084
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Report of Independent Registered Public Accounting Firm

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

We have audited the accompanying consolidated balance sheets of NetREIT, Inc. and Subsidiaries (the
“Company”) as of December 31, 2016 and 2015, and the related consolidated statements of operations, equity
and cash flows for the years then ended. Our audits also included the financial statement schedule in Item 15 (a),
Schedule III—Real Estate and Accumulated Depreciation and Amortization. These financial statements and
financial statement schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor
were we engaged to perform, an audit of the Company’s internal control over financial reporting. Our audits
included consideration of internal control over financial reporting as a basis for designing audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of NetREIT, Inc. and Subsidiaries as of December 31, 2016 and 2015, and the results of their
operations and their cash flows for the years then ended, in conformity with accounting principles generally
accepted in the United States of America. Also, in our opinion, the related financial statement schedule referred
to above, when considered in relation to the basic consolidated financial statements taken as a whole, presents
fairly, in all material respects, the information set forth therein.

/s/ Squar Milner LLP
Newport Beach, California
March 17, 2017
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NetREIT, Inc. and Subsidiaries
Consolidated Balance Sheets

For the Years Ended December 31, 2016 and 2015

December 31,
2016

December 31,
2015

ASSETS
Real estate assets and lease intangibles:

Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 51,274,462 $ 49,965,418
Buildings and improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190,274,191 177,360,584
Tenant improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,473,750 19,876,549
Lease intangibles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,811,291 13,845,100

Real estate assets and lease intangibles, cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 276,833,694 261,047,651
Accumulated depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (36,311,485) (29,961,472)

Real estate assets and lease intangibles, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 240,522,209 231,086,179
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,116,147 6,626,423
Restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,271,648 6,759,786
Deferred leasing costs, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,920,091 1,483,014
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,423,000 2,423,000
Other assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,745,982 5,895,991

TOTAL ASSETS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 257,999,077 $254,274,393

LIABILITIES AND EQUITY
Liabilities:
Mortgage notes payable, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 158,886,111 $142,638,401
Accounts payable and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,066,068 7,458,761
Accrued real estate taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,318,990 2,401,770
Dividends payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,171,924 1,063,454
Below-market leases, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,698,086 2,154,479
Mandatorily redeemable Series B Preferred Stock, net, $0.01 par value, $1,000

liquidating preference; shares authorized: 35,000; 32,700 and 35,000 shares
issued and outstanding at December 31, 2016 and December 31, 2015,
respectively, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,108,268 33,393,871

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 202,249,447 189,110,736

Commitments and contingencies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Equity:
Common stock series A, $0.01 par value, shares authorized: 100,000,000;

17,502,673 and 17,202,228 shares issued and outstanding
at December 31, 2016 and December 31, 2015, respectively . . . . . . . . . . . . . . 175,028 172,023

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 149,539,782 146,712,853
Dividends in excess of accumulated losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (106,623,957) (93,821,328)

Total stockholders’ equity before noncontrolling interest . . . . . . . . . . . . . . . . . . . 43,090,853 53,063,548
Noncontrolling interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,658,777 12,100,109

Total equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55,749,630 65,163,657

TOTAL LIABILITIES AND EQUITY . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 257,999,077 $254,274,393

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

For the Years Ended December 31, 2016 and 2015

For the Year Ended
December 31,

2016 2015

Revenues:
Rental income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 31,591,870 $23,590,011
Fee and other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 860,242 388,834

32,452,112 23,978,845

Costs and expenses:
Rental operating costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,135,345 8,515,151
General and administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,065,579 4,672,783
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,256,185 7,784,917

Total costs and expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,457,109 20,972,851

Other income (expense):
Interest expense-Series B preferred stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,970,220) (4,767,559)
Interest expense-mortgage notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,561,117) (6,007,101)
Interest and other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85,723 150,008
Gain on sales of real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,186,481 1,513,242
Impairment of real estate assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (948,053) —
Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (145,040) (348,414)
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (213,860) (172,691)

Total other expense, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12,566,086) (9,632,515)

Loss from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,571,083) (6,626,521)
Discontinued operations

Gain on the sale of real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 4,730,398
Loss from discontinued operations, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (131,375)

Income from discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 4,599,023

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,571,083) (2,027,498)
Less: Income attributable to noncontrolling interests . . . . . . . . . . . . . . . . . . . . . . . . (241,402) (1,791,194)

Net loss attributable to NetREIT, Inc. common stockholders . . . . . . . . . . . . . . . . . . $ (5,812,485) $ (3,818,692)

Basic and diluted (loss) income per common share Continuing operations . . . . . . . $ (0.32) $ (0.39)

Discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ 0.27

Loss per common share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (0.34) $ (0.22)

Weighted average number of common shares outstanding—basic and diluted . . . . 17,301,129 17,139,479

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

Dividends
Additional In Excess of Total Non-

Common Stock Paid-in Accumulated Stockholders’ controlling Total
Shares Amount Capital Losses Equity Interests Equity

Balance at December 31,
2014 . . . . . . . . . . . . . . . . 16,887,377 $168,874 $143,715,876 $ (83,150,866) $60,733,884 $10,802,449 $71,536,333

Net income (loss) . . . . . . . . . — — — (3,818,692) (3,818,692) 1,791,194 (2,027,498)
Dividends declared, paid and

reinvested . . . . . . . . . . . . . 280,120 2,801 2,658,960 (6,851,770) (4,190,009) — (4,190,009)
Common stock

repurchased . . . . . . . . . . . (5,513) (55) (28,654) — (28,709) — (28,709)
Common stock repurchased

from related party . . . . . . (18,806) (188) (147,564) — (147,752) — (147,752)
Common stock issued . . . . . 5,000 50 49,949 — 49,999 — 49,999
Contributions received from

noncontrolling interests,
net of distributions
paid . . . . . . . . . . . . . . . . . — — — — — (493,534) (493,534)

Vesting of restricted
stock . . . . . . . . . . . . . . . . 54,050 541 464,286 — 464,827 — 464,827

Balance, December 31,
2015 . . . . . . . . . . . . . . . . 17,202,228 $172,023 $146,712,853 $ (93,821,328) $53,063,548 $12,100,109 $65,163,657

Net loss . . . . . . . . . . . . . . . . — — — (5,812,485) (5,812,485) 241,402 (5,571,083)
Dividends declared, paid and

reinvested . . . . . . . . . . . . . 250,608 2,506 2,361,881 (6,990,144) (4,625,757) — (4,625,757)
Common stock

repurchased . . . . . . . . . . . (10,625) (106) (54,925) — (55,031) — (55,031)
Contributions received from

noncontrolling interests,
net of distributions
paid . . . . . . . . . . . . . . . . . — — — — — 317,266 317,266

Vesting of restricted
stock . . . . . . . . . . . . . . . . 60,462 605 519,973 520,578 520,578

Balance, December 31,
2016 . . . . . . . . . . . . . . . . 17,502,673 $175,028 $149,539,782 $(106,623,957) $43,090,853 $12,658,777 $55,749,630

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

For the Years Ended December 31, 2016 and 2015

For the Year Ended
December 31,

2016 2015

Cash flows from operating activities:
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (5,571,083) $ (2,027,498)
Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization from continuing operations . . . . . . . . . . . . . . . . . . . . 10,256,185 7,784,917
Depreciation and amortization from discontinued operations . . . . . . . . . . . . . . . . . . . — 165,646
Stock compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 520,578 464,827
Bad debt expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (196) 236,329
Gain on sale of real estate assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,186,481) (6,243,640)
Impairment of real estate assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 948,053 —
Amortization of financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,447,021 1,286,437
Amortization of above-market leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170,566 212,941
Amortization of below-market leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (456,393) (169,363)
Changes in operating assets and liabilities:

Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69,305 (1,170,342)
Accounts payable and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,392,693) 2,273,512
Accrued real estate taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (82,780) 955,216

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,722,082 3,768,982

Cash flows from investing activities:
Real estate acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (23,667,535) (67,852,592)
Buildings and tenant improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,150,213) (2,854,939)
Additions to deferred leasing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (931,199) (639,004)
Proceeds received from sale of real estate assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,768,417 37,755,598
Restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,488,138 (2,673,288)

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16,492,392) (36,264,225)

Cash flows from financing activities:
Proceeds from mortgage notes payable, net of issuance costs . . . . . . . . . . . . . . . . . . . 26,081,321 50,864,054
Repayment of mortgage notes payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10,266,235) (30,834,664)
Redemption of mandatorily redeemable preferred stock . . . . . . . . . . . . . . . . . . . . . . . (2,300,000) —
Proceeds from issuance of mandatorily redeemable preferred stock, net of offering

costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 18,200,000
Proceeds from issuance of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 49,999
Contributions received from noncontrolling interests in excess of distributions

paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 317,266 (493,534)
Repurchase of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (55,031) (176,461)
Dividends paid to stockholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,517,287) (4,123,730)

Net cash provided by financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,260,034 33,485,664

Net (decrease) increase in cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,510,276) 990,421
Cash and cash equivalents—beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,626,423 5,636,002

Cash and cash equivalents—end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,116,147 $ 6,626,423

Supplemental disclosure of cash flow information:
Interest paid Series B preferred stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,250,360 $ 3,439,189

Interest paid-mortgage notes payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,244,413 $ 5,965,824

Non-cash investing and financing activities:
Reinvestment of cash dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,364,387 $ 2,661,979

Accrual of dividends payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,171,924 $ 1,063,454

See Notes to Consolidated Financial Statements

F-20



NetREIT, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

December 31, 2016

1. ORGANIZATION AND BASIS OF PRESENTATION

Organization. NetREIT (the “Company”) was incorporated in the State of California in January 1999 for the
purpose of investing in real estate properties. Effective August 2010, NetREIT merged into NetREIT, Inc., a
Maryland Corporation, with NetREIT, Inc. becoming the surviving Corporation. As a result of the merger,
NetREIT is now incorporated in the State of Maryland. The Company qualifies and operates as a self-
administered real estate investment trust (“REIT”) under the Internal Revenue Code of 1986, as amended (the
“Code”), and commenced operations with capital provided by its private placement offering of its equity
securities in 1999.

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

• The Company is the sole General Partner in two consolidated limited partnerships (NetREIT Palm
Self-Storage LP and NetREIT Casa Grande LP), all with ownership in real estate income producing
properties. The Company refers to these entities collectively, as the “NetREIT Partnerships”.

• The Company is a limited partner in four partnerships and one limited liability corporation that
purchase and leaseback Model Homes from developers (“Dubose Model Home Investors #201, LP”,
“Dubose Model Homes Investors #202, LP”, “Dubose Model Homes Investors #203, LP, and
“NetREIT Dubose Model Home REIT, Inc.”). The Company refers to these entities collectively, as the
“Model Home Entities”.

The Company has determined that the entities described above, where it owns less than 100%, should be
included in the Company’s consolidated financial statements as the Company directs their activities and holds a
non-controlling 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.

Segments. The Company acquires and operates income producing properties in three business segments
including office/industrial properties, residential properties and retail properties. See Note 14 “Segments”.

Customer Concentration. Concentration of credit risk with respect to accounts receivable is limited due to the
large number of tenants comprising the Company’s rental revenue. No single tenant accounted for 5% or more of
total rental income for the years ended December 31, 2016 and 2015.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation. The accompanying financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (“GAAP”) as contained within the
Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”).

Principles of Consolidation. The accompanying consolidated financial statements include the accounts of
NetREIT and its subsidiaries, NetREIT Advisors, LLC and Dubose Advisors LLC (collectively, the “Advisors”),
and NetREIT Dubose Model Home REIT, Inc. The consolidated financial statements also include the results of
the NetREIT Partnerships, the Model Home Partnerships. As used herein, references to the “Company” include
references to NetREIT, its subsidiaries, and the Partnerships. All significant intercompany balances and
transactions have been eliminated in consolidation.
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The Company classifies the noncontrolling interests in the NetREIT Partnerships as part of consolidated net loss
in 2016 and 2015, and includes the accumulated amount of noncontrolling interests as part of equity since
inception in February 2010. If a change in ownership of a consolidated subsidiary results in loss of control and
deconsolidation, any retained ownership interest will be remeasured, with the gain or loss reported in the
statement of operations. Management has evaluated the noncontrolling interests and determined that they do not
contain any redemption features.

Use of Estimates. The preparation of financial statements in accordance with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities 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. Significant estimates include the allocation of purchase price paid for
property acquisitions between land, building and intangible assets acquired including their useful lives; valuation
of long-lived assets, and the allowance for doubtful accounts, which is based on an evaluation of the tenants’
ability to pay. Actual results may differ from those estimates.

Real Estate Assets and Lease Intangibles. Land, buildings and improvements are recorded at cost, including
tenant improvements and lease acquisition costs (including leasing commissions, space planning fees, and legal
fees). The Company capitalizes any expenditure that replaces, improves, or otherwise extends the economic life
of an asset, while ordinary repairs and maintenance are expensed as incurred. The Company allocates the
purchase price of acquired properties between the acquired tangible assets and liabilities (consisting of land,
building, tenant improvements, land purchase options, and long-term debt) and identified intangible assets and
liabilities (including the value of above-market and below-market leases, the value of in-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 based on the estimated fair
values of those tangible assets assuming the building was vacant. Estimates of fair value for land, building and
building improvements are based on many factors including, but not limited to, comparisons to other properties
sold in the same geographic area and independent third party valuations. The Company also considers
information obtained about each property as a result of its pre-acquisition due diligence, marketing and leasing
activities in estimating the fair values of the tangible and intangible assets and liabilities acquired.

The value allocated to acquired lease intangibles is based on management’s evaluation of the specific
characteristics of each tenant’s lease. Characteristics considered by management in allocating these values
include the nature and extent of the existing business relationships with the tenant, growth prospects for
developing new business with the tenant, the remaining term of the lease and the tenant’s credit quality, among
other factors.

The value allocable to the above-market or below-market component of an acquired in-place 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 the lease over its remaining term, and (ii) management’s estimate of rents that would be paid
using fair market rates over the remaining term of the lease. The amounts allocated to above or below-market
leases are amortized on a straight-line basis as an increase or reduction of rental income over the remaining non-
cancelable term of the respective leases. Amortization of above and below-market rents resulted in a net
(reduction) increase in rental income of approximately $(286,000) and $44,000 for the years ended December 31,
2016 and 2015, respectively.

The value of in-place leases and unamortized lease origination costs are amortized to expense over the remaining
term of the respective leases, which range from less than a year to ten years. The amount allocated to acquire in-
place leases is determined based on management’s assessment of lost revenue and costs incurred for the period
required to lease the “assumed vacant” property to the occupancy level when purchased. The amount allocated to
unamortized lease origination costs is determined by what the Company would have paid to a third party to
secure a new tenant reduced by the expired term of the respective lease. The amount allocated to tenant
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relationships is the benefit resulting from the likelihood of a tenant renewing its lease. Amortization expense
related to these assets was approximately $1,224,000 and $839,000 for years ended December 31, 2016 and
2015, respectively.

Discontinued Operations. The Company recorded the operating results related to real estate that was disposed of
during the year ended December 31, 2015 as discontinued operations.

Impairment of Real Estate Assets. The Company reviews the carrying value of each property to determine if
circumstances that indicate impairment in the carrying value of the investment exist or that depreciation periods
should be modified. If circumstances support the possibility of impairment, the Company prepares a projection of
the undiscounted future cash flows, without interest charges, of the specific property and determines if the
investment in such property is recoverable. If impairment is indicated, the carrying value of the property is
written down to its estimated fair value based on the Company’s best estimate of the property’s discounted future
cash flows. During the year ended December 31, 2016, the Company determined that an impairment existed in
two of its properties (Rangewood and World Plaza) and, as a result, recorded an asset impairment of
$948,000. There were no impairments during the year ended December 31, 2015.

Intangible Assets. Intangible assets, including goodwill and lease intangibles, are comprised of finite-lived and
indefinite-lived assets. Lease intangibles represents the allocation of a portion of the purchase price of a property
acquisition representing the estimated value of in-place leases, unamortized lease origination costs, tenant
relationships and land purchase options. Intangible assets that are not deemed to have an indefinite useful life are
amortized over their estimated useful lives. Indefinite-lived assets are not amortized. Amortization expense of
intangible assets that are not deemed to have an indefinite useful life was approximately $754,000 and $556,000,
respectively, for the years ended December 31, 2016 and 2015 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
assets at least annually, and more frequently as circumstances warrant. Impairment is recognized only if the
carrying amount of the intangible asset is considered to be unrecoverable from its undiscounted cash flows and is
measured as the difference between the carrying amount and the estimated fair value of the asset. Based on the
review, no impairment was deemed to exist at December 31, 2016 and 2015.

Depreciation and Amortization. The Company records depreciation and amortization expense using the straight-
line method over the useful lives of the respective assets. The cost of buildings are depreciated over estimated
useful lives of 39 years, the costs of improvements are amortized over the shorter of the estimated life of the
asset or term of the tenant lease (which range from 1 to 10 years), and the cost of furniture, fixtures and
equipment are depreciated over 4 to 5 years. Depreciation expense for the years ended December 31, 2016 and
2015 was approximately $10.3 million and $7.8 million, respectively, and is included in depreciation and
amortization in the accompanying consolidated statements of operations.

Cash and Cash Equivalents. The Company considers all short-term, highly liquid investments that are both
readily convertible to cash and have an original maturity of three months or less at the date of purchase to be cash
equivalents. Items classified as cash equivalents include money market funds. Cash balances in individual banks
may exceed the federally insured limit of $250,000 by the Federal Deposit Insurance Corporation (the “FDIC”).
No losses have been experienced related to such accounts. At December 31, 2016, the Company had
approximately $650,000 in deposits in financial institutions that exceeded the federally insurable limits.

Restricted Cash. Restricted cash consists of funds held in escrow for Company lenders for properties held as
collateral by the lenders. The funds in escrow are for payment of property taxes, insurance, leasing costs and
capital expenditures.

Tenant Receivables. The Company periodically evaluates the collectability of amounts due from tenants and
maintains an allowance for doubtful accounts for estimated losses resulting from the inability of tenants to make
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required payments under lease agreements. In addition, the Company maintains an allowance for deferred rent
receivable that arises from straight-lining of rents. The Company exercises judgment in establishing these
allowances and considers payment history and current credit status of its tenants in developing these estimates.
At December 31, 2016 and 2015, the balance of allowance for possible uncollectible tenant receivables included
in other assets, net in the accompanying consolidated balance sheets was approximately $26,000 and $91,000,
respectively.

Deferred Leasing Costs. Costs incurred in connection with successful property leases are capitalized as deferred
leasing costs and amortized to leasing commission expense on a straight-line basis over the terms of the related
leases which generally range from one to five years. Deferred leasing costs consist of third party leasing
commissions. Management re-evaluates the remaining useful lives of leasing costs as the creditworthiness of the
tenants and economic and market conditions change. If management determines the estimated remaining life of
the respective lease has changed, the amortization period is adjusted. At December 31, 2016 and 2015, the
Company had net deferred leasing costs of approximately $1,920,000 and $1,483,000, respectively. Total
amortization expense for the years ended December 31, 2016 and 2015 was approximately $494,000 and
$412,000, respectively.

Deferred Financing Costs. Costs incurred, including legal fees, origination fees, and administrative fees, in
connection with debt financing are capitalized as deferred financing costs and are amortized using the effective
interest method, over the contractual term of the respective loans. At December 31, 2016 and 2015, unamortized
deferred financing costs related to mortgage notes payable were approximately $1,942,000 and $2,052,000,
respectively, and unamortized deferred financing costs associated with the Series B preferred stock costs were
approximately $592,000 and $1,606,000. For the years ended December 31, 2016 and 2015, total amortization
expense related to the mortgage notes payable deferred financing costs was approximately $433,000 and
$335,000, respectively, and total amortization expense related to the Series B preferred stock costs was
approximately $1,014,000 and $952,000, 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 under Sections 856 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 our stockholders and meet the various other requirements imposed by the Code relating
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 generally not subject to corporate level income tax
on the earnings distributed currently to our stockholders that we derive from our REIT qualifying activities. If we
fail to maintain our qualification as a REIT in any taxable year, and are unable to avail ourselves of certain
savings provisions set forth in the Code, all of 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 taxable REIT subsidiaries (a “TRS”) for federal income tax
purposes. Certain activities that we undertake must be conducted by a TRS, such as non-customary services for
our tenants, and holding assets that we cannot hold directly. A TRS is subject to federal and state income taxes.

The Company has concluded that there are no significant uncertain tax positions requiring recognition in its
financial statements. Neither the Company nor its subsidiaries have been assessed any significant interest or
penalties for tax positions by any major tax jurisdictions.

Fair Value Measurements. Certain assets and liabilities are required to be carried at fair value, or if long-lived
assets are deemed to be impaired, to be adjusted to reflect this condition. The guidance requires disclosure of fair
values calculated under each level of inputs within the following hierarchy:

Level 1—Quoted prices in active markets for identical assets or liabilities at the measurement date.
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Level 2—Inputs other than quoted process that are observable for the asset or liability, either directly or
indirectly.

Level 3—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
orderly transaction at the reporting date. Cash equivalents, mortgage notes receivable, accounts receivable and
payables and accrued liabilities all approximate fair value due to their short term nature. During the year ended
December 31, 2016, the Company measured the fair value of two of its real estate properties on a nonrecurring
basis using Level 3 inputs. The Company estimated the fair value for these impaired real estate assets held for
investment based on an estimated sales price, less estimated costs to sell. Management believes that the recorded
and fair values of notes payable are approximately the carrying value of December 31, 2016 and 2015.

Sales of Real Estate Assets. Gains from the sale of real estate assets are not recognized under the full accrual
method until certain criteria are met. Gain or loss (the difference between the sales value 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. The seller is not required to support the operations of the property or its related obligations to an extent
greater than its proportionate interest.

Gains relating to transactions which do not meet the criteria for full accrual method of accounting are deferred
and recognized when the full accrual method of accounting criteria are met or by using the installment or deposit
methods of profit recognition, as appropriate in the circumstances.

Revenue Recognition. The Company recognizes revenue from rent, tenant reimbursements, 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 is reasonably assured.

Rental revenue is recognized on a straight-line basis over the term of the related lease. Estimated recoveries from
certain tenants for their pro rata share of real estate taxes, insurance and other operating expenses are recognized
as revenues in the period the applicable expenses are incurred or as specified in the leases. Other tenants pay a
fixed rate and these tenant recoveries are recognized as revenue on a straight-line basis over the term of the
related leases.

Certain of the Company’s leases currently contain rental increases at specified intervals. The Company records as
an asset, and include in revenues, deferred rent receivable that will be received if the tenant makes all rent
payments required through the expiration of the initial term of the lease. Deferred rent receivable in the
accompanying balance sheets includes the cumulative difference between rental revenue recorded on a straight-
line basis and rents received from the tenants in accordance with the lease terms. Accordingly, Management
determines to what extent the deferred rent receivable applicable to each specific tenant is collectible. The
Company reviews material deferred rent receivable and takes into consideration the tenant’s payment history, the
financial condition of the tenant, business conditions in the industry in which the tenant operates and economic
conditions in the area in which 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 allowance for uncollectible accounts, the
Company records a direct write-off of the specific rent receivable. No such reserves related to deferred rent
receivables have been recorded as of December 31, 2016 and 2015.
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Loss per Common Share. Basic loss per common share (Basic EPS) is computed by dividing net loss available
to common shareholders (Numerator) by the weighted average number of common shares outstanding
(Denominator) during the period. Diluted loss per common share (Diluted EPS) is similar to the computation of
Basic EPS except that the Denominator is increased to include the number of additional common shares that
would have been outstanding if the dilutive potential common shares had been issued. In addition, in computing
the dilutive effect of convertible securities, the Numerator is adjusted to add back the after-tax amount of interest
recognized in the period associated with any convertible debt. The computation of Diluted EPS does not assume
exercise or conversion of securities that would have an anti-dilutive 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
presented causing any potentially dilutive securities to be anti-dilutive. Dilutive securities include non-vested
restricted shares issued under the Company’s share-based incentive plan, shares issuable under certain of the
Company’s partnership arrangements and (for 2013) shares issuable under stock purchase warrants. The
calculation of net loss per share excludes dilutive securities totaling 643,510 and 722,019 shares for the years
ended December 31, 2016 and 2015, respectively.

Subsequent Events. Management has evaluated subsequent events through the date that the accompanying
financial statements were filed with the Securities and Exchange Commission (“SEC”) for transactions and other
events which may require adjustment of and/or disclosure in such financial statements.

Reclassifications. Certain reclassifications have been made to the prior year’s consolidated financial statements
to conform to the current year presentation. These reclassifications had no effect on previously reported results of
consolidated operations or equity.

Recently Issued Accounting Pronouncements. In April 2015, the FASB issued ASU No. 2015-3, Interest—
Imputation of Interest: Simplifying the Presentation of Debt Issuance Costs. This pronouncement requires
reporting entities to present debt issuance cost related to a note as a direct deduction from the face amount of that
note presented in the balance sheet. The ASU requires the amortization of debt issuance costs presented as
interest expense. The ASU is effective for fiscal years, and for interim periods within those fiscal years,
beginning after December 15, 2015, with early adoption permitted. A reporting entity may apply the amendments
in the ASU retrospectively to all prior periods. We adopted this standard during the first quarter of 2016,
resulting in the presentation of current period and prior period debt issuance costs associated with our mortgage
notes payable and Series B preferred stock as a direct reduction from the carrying amount of the related debt
instrument. These costs were previously included in deferred leasing and financing costs and other assets, net in
our consolidated balance sheets.

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) (“ASU No. 2016-02”). The
amendments in ASU No. 2016 -02 changes the existing accounting standards for lease accounting, including
requiring lessees to recognize most leases on their balance sheets and making targeted changes to lessor
accounting. ASU No. 2016-02 is effective for annual periods beginning after December 15, 2018, including
interim periods within those fiscal years. Early adoption of ASU No. 2016-02 as of its issuance is permitted. The
new leases standard requires a modified retrospective transition approach for all leases existing at, or entered into
after, the date of initial application, with an option to use certain transition relief. The Company is currently
evaluating the impact of adopting the new leases standard on its consolidated financial statements.

In March 2016, the FASB issued ASU 2016-09, Improvements to Employee Share-Based Payment Accounting,
which amends Accounting Standards Codification (“ASC”) Topic 718, Compensation—Stock Compensation.
This pronouncement simplifies several aspects of the accounting for share-based payment transactions, including
the income tax consequences, classification of awards as either equity or liabilities, and classification on the
statement of cash flows. ASU 2016-09 is effective for fiscal years beginning after December 15, 2016, and
interim periods within those fiscal years. The Company is currently evaluating the impact of adopting the new
standard on its consolidated financial statements.

F-26



In November 2016, the FASB issued ASU 2016-18, Restricted Cash. This pronouncement will require
companies to include restricted cash and restricted cash equivalents with cash and cash equivalents when
reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash flows. The
pronouncement will require a disclosure of a reconciliation between the statement of financial position and the
statement of cash flows when the balance sheet includes more than one line item for cash, cash equivalents,
restricted cash, and restricted cash equivalents. Entities with material restricted cash and restricted cash
equivalents balances will be required to disclose the nature of the restrictions. The ASU is effective for reporting
periods beginning after December 15, 2017, with early adoption permitted, and will be applied retrospectively to
all periods presented. As of December 31, 2016 and 2015, we had $4.3 million and $6.8 million of restricted
cash, respectively, in our consolidated balance sheets. Upon adoption of this ASU, restricted cash balances will
be included along with cash and cash equivalents as of the end of period and beginning of period, respectively, in
our consolidated statement of cash flows for all periods presented; separate line items showing changes in
restricted cash balances will be eliminated from our consolidated statement of cash flows.

In January 2017, the FASB issued ASU 2017-01, Business Combinations. This pronouncement clarifies the
framework for determining whether an integrated set of assets and activities meets the definition of a business. The
revised framework establishes a screen for determining whether an integrated set of assets and activities is a
business and narrows the definition of a business, which is expected to result in fewer transactions being accounted
for as business combinations. Acquisitions of integrated sets of assets and activities that do not meet the definition
of a business are accounted for as asset acquisitions. This pronouncement is effective for fiscal years, and for
interim periods within those fiscal years, beginning after December 15, 2017, with early adoption permitted for
transactions that have not been reported in previously issued (or available to be issued) financial statements.

3. RECENT REAL ESTATE TRANSACTIONS

During the year ended December 31, 2016, the Company acquired sixty-five Model Home properties and leased
them back to the home builders. The purchase price for the properties totaled $23.7 million. The Company
allocated the purchase price of the properties acquired 2016 as follows:

Land
Buildings
and Other

Total
Purchase Price

Model Homes Properties . . . . . . . . . . . . . . . . . $3,535,293 $20,132,242 $23,667,535

$3,535,293 $20,132,242 $23,667,535

4. REAL ESTATE ASSETS

The Company owns a diverse portfolio of real estate assets. The primary types of properties the Company invests
in are office, industrial, medical, retail, and NNN leased residential properties located primarily in Southern
California and Colorado, with four properties located in North Dakota. Our model home properties are located in
eleven states. As of December 31, 2016, the Company owned or had an equity interest in:

• Fifteen office buildings, two industrial buildings and two medical buildings (“Office/Industrial/Medical
Properties”) which total approximately 1,500,000 rentable square feet,

• Six retail shopping centers (“Retail Properties”) which total approximately 234,000 rentable square
feet,

• One hundred eight model homes owned by our affiliated limited partnerships and one limited liability
company (“Residential Properties”).
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The Company’s real estate assets consisted of the following as of December 31, 2016 and 2015:

Real estate assets, net
(in thousands)

Property Name Acquired Location 2016 2015

Havana/Parker Complex . . . . . . . . June 2006 Aurora, CO $ — $ 2,093
Garden Gateway Plaza . . . . . . . . . . March 2007 Colorado Springs, Colorado 11,656 11,808
World Plaza . . . . . . . . . . . . . . . . . . September 2007 San Bernardino, California 5,750 6,653
Regatta Square . . . . . . . . . . . . . . . . October 2007 Denver, Colorado 1,836 1,859
Executive Office Park . . . . . . . . . . July 2008 Colorado Springs, Colorado 8,125 8,227
Waterman Plaza . . . . . . . . . . . . . . . August 2008 San Bernardino, California 5,753 5,877
Pacific Oaks Plaza . . . . . . . . . . . . . September 2008 Escondido, California 4,146 4,213
Morena Office Center . . . . . . . . . . January 2009 San Diego, California 5,079 5,269
Rangewood Medical Office

Building . . . . . . . . . . . . . . . . . . . March 2009 Colorado Springs, Colorado 2,054 2,306
Genesis Plaza . . . . . . . . . . . . . . . . . August 2010 San Diego, California 8,670 8,398
Dakota Bank Buildings . . . . . . . . . May 2011 Fargo, North Dakota 10,148 10,452
Yucca Valley Retail Center . . . . . . September 2011 Yucca Valley, California 6,738 7,190
Port of San Diego Complex . . . . . . December 2011 San Diego, California 14,153 13,971
Shoreline Medical Building . . . . . . May 2012 Half Moon Bay, California 5,821 5,856
The Presidio . . . . . . . . . . . . . . . . . . November 2012 Aurora, Colorado 6,609 6,643
Bismarck . . . . . . . . . . . . . . . . . . . . March 2014 Fargo, ND 5,392 4,904
Union Terrace Building . . . . . . . . . August 2014 Lakewood, Colorado 8,276 8,607
Centennial Technology Center . . . December 2014 Colorado Springs, Colorado 14,157 14,755
Arapahoe Service Center . . . . . . . . December 2014 Centennial, Colorado 11,207 11,301
Union Town Center . . . . . . . . . . . . December 2014 Colorado Springs, Colorado 10,544 10,941
West Fargo Industrial . . . . . . . . . . . August 2015 Fargo, North Dakota 7,632 2,875
300 N.P. . . . . . . . . . . . . . . . . . . . . . August 2015 Fargo, North Dakota 3,751 7,833
Research Parkway . . . . . . . . . . . . . August 2015 Colorado Springs, Colorado 2,776 3,910
One Park Centre . . . . . . . . . . . . . . . August 2015 Westminster, Colorado 8,515 13,245
Highland Court . . . . . . . . . . . . . . . . August 2015 Centennial, Colorado 12,511 9,050
Shea Center II . . . . . . . . . . . . . . . . December 2015 Highlands Ranch, Colorado 24,409 25,961

NetREIT, Inc. properties . . . . . . . 205,708 214,197
Model Home properties . . . . . . . . 2011-2016 AZ, CA, FL, IL, NC, NJ, PA,

SC, TX, UT, WI 34,814 16,889

Total real estate assets and lease intangibles, net . . . $240,522 $231,086

5. LEASE INTANGIBLES

Lease intangibles consist of the following:

December 31, 2016 December 31, 2015

Lease
Intangibles

Accumulated
Amortization

Lease
Intangibles,

net
Lease

Intangibles
Accumulated
Amortization

Lease
Intangibles,

net

In-place leases . . . . . . . . . . $ 6,872,980 $(3,840,670) $3,032,310 $ 6,903,882 $(2,647,002) $4,256,880
Leasing costs . . . . . . . . . . . 4,813,951 (2,517,759) 2,296,192 4,816,858 (1,766,578) 3,050,280
Above-market leases . . . . . 2,124,360 (1,586,328) 538,032 2,124,360 (1,415,762) 708,598

$13,811,291 $(7,944,757) $5,866,534 $13,845,100 $(5,829,342) $8,015,758

The net value of acquired intangible liabilities was $1,698,086 and $2,154,479 relating to below-market leases as
of December 31, 2016 and December 31, 2015, respectively.

F-28



Aggregate approximate amortization expense for the Company’s lease intangible assets is as follows:

Years ending December 31:
2017 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,652,832
2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,380,667
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,127,224
2020 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 895,185
2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 585,710
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 224,916

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,866,534

The weighted average amortization period for the intangible assets as of December 31, 2016 was approximately
3.8 years. Lease intangible assets 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 year ended December 31, 2015 include the operations of its Sparky’s Self-
Storage Portfolio located in Southern California, which was sold to an unrelated party on April 10, 2015.

The following table summarizes certain revenue and expenses related to these properties for the year ended
December 31, 2015:

Rental revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 940,048
Fee and other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112,218
Rental operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . (595,832)
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (165,646)
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (422,163)
Gain on sale of real estate . . . . . . . . . . . . . . . . . . . . . . . . . . 4,730,398

Discontinued operations before non-controlling
interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,599,023

7. OTHER ASSETS

Other assets consist of the following:

December 31,
2016

December 31,
2015

Deferred rent receivable . . . . . . . . . . . . . . . . . . . . . . . $2,950,034 $2,097,623
Raw land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 900,000 900,000
Prepaid expenses, deposits and other . . . . . . . . . . . . . 564,983 758,173
Accounts receivable, net . . . . . . . . . . . . . . . . . . . . . . 558,959 683,446
Other intangibles, net . . . . . . . . . . . . . . . . . . . . . . . . . 455,632 536,533
Notes receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 316,374 920,216

Total other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,745,982 $5,895,991

F-29



8. MORTGAGE NOTES PAYABLE

Mortgage notes payable consisted of the following:

Principal as of

December 31, December 31, Loan
Type

Interest
Rate(1) MaturityMortgage note property Notes 2016 2015

Havana/Parker Complex . . . . . . . . . . . . . . . $ — $ 2,500,000 Fixed 6.51% 7/1/2016
Rangewood Medical Office Building . . . . . 958,106 1,027,085 Fixed 4.95% 1/1/2019
Regatta Square . . . . . . . . . . . . . . . . . . . . . . 1,150,566 1,183,473 Fixed 4.95% 1/1/2019
Port of San Diego Complex . . . . . . . . . . . . 9,852,456 10,097,726 Fixed 4.75% 3/5/2020
Garden Gateway Plaza . . . . . . . . . . . . . . . . 6,626,739 6,799,229 Fixed 5.00% 4/5/2020
West Fargo Industrial . . . . . . . . . . . . . . . . . 4,434,655 4,500,000 Fixed 4.79% 8/4/2020
Morena Office Center . . . . . . . . . . . . . . . . . (2) 2,224,839 2,289,899 Fixed 4.50% 1/1/2021
Waterman Plaza . . . . . . . . . . . . . . . . . . . . . (4) 3,939,037 — Fixed 4.25% 4/29/2021
Pacific Oaks Plaza . . . . . . . . . . . . . . . . . . . 1,512,640 1,556,891 Fixed 4.50% 6/1/2021
Shoreline Medical Building . . . . . . . . . . . . (2) 3,602,238 3,727,569 Fixed 5.10% 6/1/2022
Highland Court . . . . . . . . . . . . . . . . . . . . . . 6,829,348 6,958,147 Fixed 3.82% 8/28/2022
Dakota Bank Buildings . . . . . . . . . . . . . . . . 10,677,761 10,825,201 Fixed 4.74% 7/6/2024
Union Terrace Building . . . . . . . . . . . . . . . 6,558,704 6,600,000 Fixed 4.50% 9/5/2024
The Presidio . . . . . . . . . . . . . . . . . . . . . . . . 6,000,000 6,000,000 Fixed 4.54% 12/1/2024
Centennial Technology Center . . . . . . . . . . 10,077,242 10,237,591 Fixed 4.34% 1/5/2025
Research Parkway . . . . . . . . . . . . . . . . . . . 1,956,154 — Fixed 3.94% 1/5/2025
Arapahoe Service Center . . . . . . . . . . . . . . 8,500,000 8,500,000 Fixed 4.34% 1/5/2025
Union Town Center . . . . . . . . . . . . . . . . . . 8,440,000 8,440,000 Fixed 4.28% 1/5/2025
Yucca Valley Retail Center . . . . . . . . . . . . 6,000,000 6,000,000 Fixed 4.30% 4/11/2025
Executive Office Park . . . . . . . . . . . . . . . . . (3) 4,231,842 4,307,975 Fixed 5.80% 7/1/2025
Genesis Plaza . . . . . . . . . . . . . . . . . . . . . . . 6,610,000 6,500,000 Fixed 4.65% 8/25/2025
One Park Centre . . . . . . . . . . . . . . . . . . . . . 6,500,000 6,610,000 Fixed 4.77% 9/5/2025
Shea Center II . . . . . . . . . . . . . . . . . . . . . . . 17,727,500 17,727,500 Fixed 4.92% 1/5/2026
Bismarck Office Building . . . . . . . . . . . . . . (6) 4,158,998 3,252,016 Fixed 4.02% 8/1/2037

NetREIT, Inc. properties . . . . . . . . . . . . . 138,568,825 135,640,302 4.71%
Model Home mortgage notes . . . . . . . . . . 22,259,779 9,050,268 Fixed (5) 2016-2020

Mortgage Notes Payable . . . . . . . . . . . . . $160,828,604 $144,690,570
Unamortized loan costs . . . . . . . . . . . . . . (1,942,493) (2,052,169)

Mortgage Notes Payable, net . . . . . . . . . . $158,886,111 $142,638,401

(1) Interest rates as of December 31, 2016.
(2) Interest rate subject to resetting on the 6th loan anniversary.
(3) Interest rate is subject to reset on July 1, 2018.
(4) Interest rate is subject to reset on April 28, 2017.
(5) Each Model Home has a standalone mortgage note at interest rates ranging from 3.8% to 5.5% (at

December 31, 2016).
(6) Interest rate is subject to reset on September 1, 2023.

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

NetREIT, Inc. Model Homes Principal
Years ending December 31: Notes Payable Notes Payable Payments

2017 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,927,307 $ 1,844,449 $ 3,771,756
2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,213,089 1,153,766 7,366,855
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,153,040 16,764,027 19,917,067
2020 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,569,269 2,497,537 5,066,806
2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,081,874 — 12,081,874
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . 112,624,246 — 112,624,246

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $138,568,825 $22,259,779 $160,828,604

9. SERIES B MANDATORILY REDEEMABLE PREFERRED STOCK

In August 2014, the Company entered into a private placement offering of $40 million 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 initial investment. The funds were used for Series B
Preferred investor approved property acquisitions. Certain specified management decisions were approved in
advance by the Series B Preferred investor. Upon the occurrence of an event of default, the Preferred Stock
investor has certain additional rights. As of December 31, 2016, the Company had issued 32,700 shares of its
Series B Preferred Stock outstanding. The Company terminated the offering on December 24, 2015. The
Company has classified the Series B Preferred Stock as a liability in accordance with ASC Topic No. 480,
“Distinguishing Liabilities from Equity,” which states that mandatorily redeemable financial instruments should
be classified as liabilities and therefore the related dividend payments are treated as a component of interest
expense in the accompanying consolidated statements of operations.

The Series B preferred stock has a $0.01 par value and a $1,000 liquidation preference. 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 funds invested is 14% (10% shall be paid on a monthly basis and the remaining 4% shall
accrue 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, the Company has the right to extend the
redemption for up to two additional years. 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
accompanying consolidated balance sheets and are being amortized over the term of the agreement using the
effective interest method. Amortization expense totaling approximately $1,014,000 and $952,000 was included
in interest expense for the years ended December 31, 2016 and 2015, respectively, in the accompanying
consolidated statement of operations. The unamortized deferred stock costs totaled $592,000 and $1.6 million as
of December 31, 2016 and 2015, respectively.

During the year ended December 31, 2016, the Company redeemed 2,300 shares of its Series B preferred stock
for $2.3 million. As of December 31, 2016, the remaining outstanding number of shares was
32,700. On August 1, 2017, the redemption date, $32.7 million is due with two one year options to extend the
redemption date.

10. COMMITMENTS AND CONTINGENCIES

Litigation. From time to time, we may become involved in various lawsuits or legal proceedings which arise in
the ordinary course of business. Neither the Company nor any of the Company’s properties are presently subject
to any material litigation nor, to the Company’s knowledge, is there any material threatened litigation.

Environmental Matters. The Company monitors its properties for the presence of hazardous or toxic substances.
While there can be no assurance that a material environmental liability does not exist, the Company is not
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currently aware of any environmental liability with respect to the properties that would have a material effect on
the Company’s financial condition, results of operations and cash flow. Further, the Company is not aware of any
environmental liability or any unasserted claim or assessment with respect to an environmental liability that the
Company believes would require additional disclosure or recording of a loss contingency.

11. STOCKHOLDERS’ EQUITY

Preferred Stock. The Company is authorized to issue up to 8,990,000 shares of preferred stock (the “Preferred
Stock”). The Preferred Stock may be issued from time to time in one or more series. The Board of Directors is
authorized to fix the number of shares of any series of the Preferred Stock, to determine the designation of any
such series, and to determine or alter the rights granted to or imposed upon any wholly unissued series of
preferred stock including the dividend rights, dividend rate, conversion rights, voting rights, redemption rights
(including sinking fund provisions), redemption price, and liquidation preference.

The Board of Directors authorized the original issuance of 1,000,000 shares of the Preferred Stock as Series AA
Convertible Preferred Stock (“Series AA”). Each share of Series AA (i) is non-voting, except under certain
circumstances as provided in the charter; (ii) is entitled to annual cash dividends of 7% which are cumulative and
payable quarterly; (iii) ranks senior, as to the payment of dividends and distributions of assets upon liquidation,
to common stock or any other series 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 liquidation; (v) may be redeemed by the Company prior to
the mandatory conversion date at a price of $25.00 plus accrued 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
is subject to certain anti-dilution adjustments. The Company has not issued any shares of this preferred stock.

Common Stock. The Company is authorized to issue up to 100,000,000 shares of Series A Common Stock
(“Common Stock”) $0.01 par value and 1,000 shares of Series B Common Stock $0.01 par value. The Common
Stock and the Series B Common Stock have identical rights, preferences, terms and conditions except that the
Series B Common Stockholders are not entitled to receive any portion of Company assets in the event of
Company liquidation. There have been no Series B Common Stock shares 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 any
preference, conversion, exchange or pre-emptive rights. The charter contains a restriction 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, 2011 when the offering was terminated, the Company conducted a self-underwritten 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 up to thirty-five non-accredited investors) pursuant to an exemption
from registration provided by Section 4(2) and Rule 506 of Regulation D under the Securities Act of 1933, as
amended. No public or private market currently exists for the securities sold under this offering. The Company
ceased raising capital under this private placement offering effective December 31, 2011.

Cash Dividends. For the years ended December 31, 2016 and 2015, the Company paid cash dividends, net of
reinvested stock dividends, of $4,517,000, and $4,124,000, respectively, or at a rate of $0.40 per share on an
annualized basis.

Dividend Reinvestment Plan. The Company has adopted a distribution reinvestment plan that allows
stockholders to have dividends or other distributions otherwise distributable to them invested in additional shares
of Company common stock. The Company has registered 3,000,000 shares of common stock pursuant to the
dividend reinvestment plan. The dividend reinvestment plan became effective on January 23, 2012. The purchase
price per share is 95% of the price the Company was formerly selling its shares for $10.00 per share. No sales
commission or dealer manager fee will be paid on shares sold through the dividend reinvestment plan. The
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Company may amend, suspend or terminate the Plan at any time. Any such amendment, suspension or
termination will be effective upon a designated dividend record date and notice of such amendment, suspension
or termination will be sent to all Participants at least thirty (30) days prior to such record date. As of
December 31, 2016, approximately $16,325,429 or 1,718,466 shares of common stock have been issued under
the dividend reinvestment plan to date.

12. SHARE-BASED INCENTIVE PLAN

The Company maintains a restricted stock incentive plan for the purpose of attracting and retaining officers, key
employees and non-employee board members. Share awards vest in equal annual instalments over a three to ten
year period from date of issuance. Non-vested shares have voting rights and are eligible for any dividends paid to
common shares. The Company recognized compensation cost for these fixed awards over the service vesting
period, which represents the requisite service period, using the straight-line method. The value of non-vested
shares was calculated based on the offering price of the shares in the most recent private placement offering of
$10.00, adjusted for stock dividends 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 Company’s restricted shares was as follows:

Outstanding shares: Common Shares

Balance at December 31, 2015 . . . . . . . . . . . . . . . . . . . . 120,360
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 88,768
Vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (60,249)

Balance at December 31, 2016 . . . . . . . . . . . . . . . . . . . . 148,879

The non-vested restricted shares outstanding as of December 31, 2016 will vest over the next one to ten years.

The value of non-vested restricted stock granted for the years ended December 31, 2016 and 2015 was
approximately $1,280,000 and $1,036,000, respectively.

Share-based compensation expense for the years ended December 31, 2016 and 2015 was approximately
$520,000 and $465,000, respectively.

13. RELATED PARTY TRANSACTIONS

The Company leases a portion of its corporate headquarters at Pacific Oaks Plaza in Escondido, California to an
entity 100% owned by the Company’s Chairman and Chief Executive Officer and another related party. Total
rents charged and paid by this affiliate was approximately $36,000 and $36,000 for the years ended
December 31, 2016 and 2015, respectively.

14. SEGMENTS

The Company’s reportable segments consist of the three types of commercial real estate properties for which the
Company’s decision-makers internally evaluate operating performance and financial results: Office/Industrial/
Medical Properties, Residential and Retail Properties. The Company also has certain corporate level activities
including accounting, finance, legal administration and management information systems which are not
considered separate operating segments. The accounting policies of the reportable segments are the same as those
described in Note 2. There is no intersegment activity.

The Company evaluates the performance of its segments based upon net operating income (“NOI”), which is a non-
GAAP supplemental financial measure. The Company defines NOI for its segments as operating revenues (rental
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income, tenant reimbursements and other operating income) less property and related expenses (property operating
expenses, real estate taxes, insurance, asset management fees, impairments and provision for bad debt) less interest
expense. NOI excludes certain items that are not considered to be controllable in connection with the management of
an asset such as non-property income and expenses, depreciation and amortization, real estate acquisition fees and
expenses and corporate general and administrative expenses. The Company uses NOI to evaluate the operating
performance of the Company’s real estate investments and to make decisions about resource allocations.

The following tables reconcile the Company’s segment activity to its results of operations and financial position
as of and for the years ended December 31, 2016 and 2015, respectively.

For the Year Ended
December 31,

2016 2015

Office/Industrial/Medical Properties:
Rental income . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 25,564,763 $ 18,497,621
Property and related expenses . . . . . . . . . . . . . . . (8,747,722) (7,170,550)

Net operating income, as defined . . . . . . . . . . . . . 16,817,041 11,327,071
Residential Properties:
Rental income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,278,832 1,521,148
Property and related expenses . . . . . . . . . . . . . . . (113,187) (63,875)

Net operating income, as defined . . . . . . . . . . . . . 2,165,645 1,457,273
Retail Properties:
Rental income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,608,517 3,960,076
Property and related expenses . . . . . . . . . . . . . . . (1,274,436) (1,280,726)

Net operating income, as defined . . . . . . . . . . . . . 3,334,081 2,679,350
Self-Storage Properties (discontinued

operations):
Rental income . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 1,052,266
Property and related expenses . . . . . . . . . . . . . . . — (1,183,641)

Net operating income, as defined . . . . . . . . . . . . . — (131,375)
Reconciliation to net loss:
Total net operating income, as defined, for

reportable segments . . . . . . . . . . . . . . . . . . . . . 22,316,767 15,332,319
General and administrative expenses . . . . . . . . . . (5,424,479) (5,193,888)
Depreciation and amortization . . . . . . . . . . . . . . . (10,256,185) (7,784,917)
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . (13,531,337) (10,774,660)
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . 85,723 150,008
Gain on sale of real estate . . . . . . . . . . . . . . . . . . . 2,186,481 6,243,640
Impairment of real estate . . . . . . . . . . . . . . . . . . . (948,053) —

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (5,571,083) $ (2,027,498)
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December 31, December 31,
Assets by Reportable Segment: 2016 2015

Office/Industrial/Medical Properties:
Land, buildings and improvements, net(1) . . . . . $172,309,537 $178,776,776

Total assets(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . $175,689,722 $188,805,090

Residential Properties:
Land, buildings and improvements, net(1) . . . . . $ 34,813,680 $ 16,888,267

Total assets(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 35,960,179 $ 14,395,904

Retail Properties:
Land, buildings and improvements, net(1) . . . . . $ 33,398,992 $ 35,395,235

Total assets(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 35,320,092 $ 36,747,069

Reconciliation to Total Assets:
Total assets for reportable segments . . . . . . . . . . $246,969,993 $239,948,063
Other unallocated assets:
Cash and cash equivalents . . . . . . . . . . . . . . . . . . 3,116,147 6,626,423
Other assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . 7,912,937 7,699,907

Total Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $257,999,077 $254,274,393

(1) Includes lease intangibles and the land purchase option related to property acquisitions.
(2) Includes land, buildings and improvements, current receivables, deferred rent receivables and deferred

leasing costs and other related intangible assets, all shown on a net basis.

Capital Expenditures by Reportable Segment

For the Year Ended
December 31,

2016 2015

Office/Industrial/Medical Properties:
Acquisition of operating properties . . . . . . . . . . . . . $ — $59,223,876
Capital expenditures and tenant improvements . . . 4,092,875 2,800,100
Residential Properties:
Acquisition of operating properties . . . . . . . . . . . . . 23,667,535 5,720,540
Retail Properties:
Acquisition of retail properties . . . . . . . . . . . . . . . . — 2,908,176
Capital expenditures and tenant improvements . . . 57,338 54,839
Totals:
Acquisition of operating properties, net . . . . . . . . . 23,667,535 67,852,592
Capital expenditures and tenant improvements . . . 4,150,213 2,854,939

Total real estate investments . . . . . . . . . . . . . . . . . . $27,817,748 $70,707,531

(1) Total consolidated capital expenditures are equal to the same amounts disclosed for total reportable
segments.

15. SUBSEQUENT EVENTS

On December 31, 2016, the Company’s Board of Directors declared a distribution in the amount of $0.10 per
common share of common stock to stockholders of record as of the close of business on December 31, 2016. The
Company paid this distribution on February 28, 2017.
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On February 27, 2017, the Company sold the Rangewood Medical Building for approximately $2.2 million and
paid off the related mortgage notes payable of approximately $953,000.

The Company is in escrow to sell the Shoreline Medical Building for approximately $8.2 million and the Regatta
Square retail center for approximately $3.0 million. The sales are expected to close in April 2017.
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NetREIT, Inc. and Subsidiaries
Schedule III—Real Estate and Accumulated Depreciation and Amortization (continued)—as of

December 31, 2016

For the Year Ended December 31,

2016 2015

Real estate
Balance at the beginning of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $261,047,651 $224,730,052
Acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,667,535 68,482,972
Improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,150,213 2,854,939
Impairments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (948,053) —
Dispositions of real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11,083,652) (35,020,312)

Balance at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $276,833,694 $261,047,651

Accumulated depreciation and amortization
Balance at the beginning of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (29,961,472) $ (26,540,852)
Depreciation and amortization expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10,256,185) (7,784,917)
Dispositions of real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,906,172 4,364,297

Balance at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (36,311,485) $ (29,961,472)
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Stockholders of
NetREIT, Inc.

We have audited the accompanying statement of revenues over certain operating expenses for the year ended
December 31, 2014 of Highlands Ranch Shea Center II (the “Property”) and the related notes to the financial
statement.

Management’s Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of the statement in accordance with
accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of the
statement that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the statement based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the statement is free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
statement. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the statement, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the entity’s preparation and fair presentation of the statement in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the
statement.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the statement of revenues over certain operating expenses referred to above presents fairly, in all
material respects, the revenues over certain operating expenses described in Note 2 of Highlands Ranch Shea
Center II for the year ended December 31, 2014, in accordance with accounting principles generally accepted in
the United States of America.

Basis of Presentation

As described in Note 2, the statement of revenues over certain operating expenses was prepared for the purpose
of complying with the rules and regulations of the Securities and Exchange Commission, and is not intended to
be a complete presentation of the revenues and expenses of Highlands Ranch Shea Center II. Our opinion is not
modified with respect to this matter.

/s/ Squar Milner LLP

Newport Beach, California
March 10, 2016
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HIGHLANDS RANCH SHEA CENTER II
STATEMENTS OF REVENUES OVER CERTAIN OPERATING EXPENSES

Nine Months Ended
September 30, 2015

Year Ended
December 31, 2014

(unaudited)

Revenues:
Rental income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,440,849 $1,758,985
Tenant reimbursements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 850,667 992,647
Fee and other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,848 9,785

Total revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,304,364 2,761,417

Expenses:
Repairs and maintenance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 325,349 447,199
Utilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203,890 355,893
Taxes and insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 290,852 317,756

Total costs and expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 820,091 1,120,848

Revenue over certain operating expenses . . . . . . . . . . . . . . . . . . . . . . . $1,484,273 $1,640,569
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HIGHLANDS RANCH SHEA CENTER II
NOTES TO STATEMENTS OF REVENUES OVER CERTAIN OPERATING EXPENSES

For the Year Ended December 31, 2014
and the Nine Months Ended September 30, 2015 (unaudited)

1. DESCRIPTION OF REAL ESTATE PROPERTY

On December 24, 2015, NetREIT, Inc., a Maryland corporation (the “Company”), completed the acquisition of
Highlands Ranch Shea Center II located at 1805 Shea Center Drive, Highlands Ranch, Colorado (“Property”) for
a purchase price of $25,325,000 from Highlands Ranch Shea Center II, LLC, an unaffiliated Colorado limited
liability company. The Property consists of one office building with 121,399 rentable square feet.

2. BASIS OF PRESENTATION

The accompanying statements of revenues over certain operating expenses have been prepared to comply with
the rules and regulations of the Securities and Exchange Commission (“SEC”).

The Highlands Ranch Shea Center II is not a legal entity and the accompanying statements of revenues over
certain operating expenses are not representative of the actual operations for the periods presented, as certain
revenues and expenses have been excluded that may not be comparable to the revenues and expenses NetREIT
expects to incur in the future operations of Highlands Ranch Shea Center II. Excluded items include the previous
owner’s interest expense, depreciation and amortization, and certain general and administrative costs not directly
comparable to the future operations of Highlands Ranch Shea Center II.

The accompanying unaudited statement of revenues over certain operating expenses for the nine months ended
September 30, 2015 has been prepared in accordance with U.S. generally accepted accounting principles
(“GAAP”) for interim financial information as contained within the Financial Accounting Standards Board
(“FASB”) Accounting Standards Codification (“ASC”) and the rules and regulations of the SEC, including the
instructions to Form 8-K and Article 3-14 of Regulation S-X. Accordingly, the unaudited statement of revenues
over certain operating expenses does not include all of the information and footnotes required by GAAP for
audited financial statements. In the opinion of management, the statement of revenues over certain operating
expenses for the unaudited interim period presented includes all adjustments, which are of a normal and recurring
nature, necessary for a fair and consistent presentation of the results for such period. Operating results for the
nine months ended September 30, 2015 are not necessarily indicative of the results that may be expected for the
year ended December 31, 2015.

An audited statement of revenues over certain operating expenses is being presented for the most recent fiscal
year available instead of the three most recent years based on the following factors: (i) Highlands Ranch Shea
Center II was acquired from an unaffiliated party and (ii) based on due diligence of Highlands Ranch Shea
Center II by NetREIT, management is not aware of any material factors relating to Highlands Ranch Shea
Center II that would cause this financial information not to be indicative of future operating results.

Square footage, acreage, occupancy and other measures used to describe real estate included in these notes to the
statement of revenues over certain operating expenses are presented on an unaudited basis.

3. SIGNIFICANT ACCOUNTING POLICIES

Rental Revenues

Minimum rent, including rental abatements, lease incentives and contractual fixed increases attributable to
operating leases, is recognized on a straight-line basis over the term of the related lease and amounts expected to
be received in later years are recorded as deferred rent. The adjustment to record deferred rent decreased rental
revenue by $144,000 and increased rental revenue by $23,000 for the year ended December 31, 2014 and the
nine months ended September 30, 2015 (unaudited), respectively.
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Use of Estimates

The preparation of financial statements, as described in Note 2 and in conformity with GAAP, requires
management to make estimates and assumptions that affect the reported amounts of revenues and expenses
during the reporting period. Actual results could differ materially from those estimates.

4. DESCRIPTION OF LEASING ARRANGEMENTS

As of September 30, 2015, Highlands Ranch Shea Center II was 100% leased by 14 tenants. For the year ended
December 31, 2014, Highlands Ranch Shea Center II earned approximately 45% of its rental income from one
tenant in the oil industry. The tenant occupies 50,393 rentable square feet, or approximately 42% of the total
rentable square feet. Its lease expires on December 31, 2022.

No other tenant leases represented more than 10% of rental income for the year ended December 31, 2014.

5. FUTURE MINIMUM RENTAL COMMITMENTS

As of December 31, 2014, the future minimum rental receipts due under non-cancelable operating leases for the
years ending December 31 and thereafter were as follows (in thousands):

2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,304
2016 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,903
2017 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,592
2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,201
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,021
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,885

$10,906

6. COMMITMENTS AND CONTINGENCIES

Tenant Lease Termination Options

Certain tenants have lease termination options built into their leases, which are subject to termination fees. In the
event that a tenant does exercise its option to terminate its lease early and the terminated space is not
subsequently leased or is leased at a lower rental rate, the total amount of future minimum rent received by
Highlands Ranch Shea Center II will be reduced.

Environmental

Highlands Ranch Shea Center II is subject to various environmental laws of federal, state and local governments.
Compliance with existing environmental laws is not expected to have a material adverse effect on the Property
and results of operations as of December 31, 2014.

7. SUBSEQUENT EVENTS

NetREIT evaluates subsequent events up until the date the statement of revenues over certain operating expenses
is issued. The accompanying statement of revenues over certain operating expenses was issued on March 10,
2016.
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PART II

INFORMATION NOT REQUIRED IN PROSPECTUS

Item 31. Other Expenses of Issuance and Distribution.

The following table shows the fees and expenses, other than underwriting discounts and commissions, to be
paid by us in connection with the sale and distribution of the securities being registered hereby. All amounts
except the SEC registration fee and the Financial Industry Regulatory Authority (“FINRA”) filing fee are
estimated.

SEC registration fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,997
FINRA filing fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,850
NYSE listing fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . *
Blue Sky Fees and Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . *
Legal fees and expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . *
Printing and engraving expenses . . . . . . . . . . . . . . . . . . . . . . . *
Transfer agent’s fees and expenses . . . . . . . . . . . . . . . . . . . . . *
Accounting fees and expenses . . . . . . . . . . . . . . . . . . . . . . . . . *
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . *

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ *

* To be completed by amendment.

Item 32. Sales to Special Parties.

None.

Item 33. Recent Sales of Unregistered Securities.

On August 4, 2014, we entered into a Preferred Stock Purchase Agreement with PFP III Sub II, LLC, an
affiliate of Prime Finance Partners III, Inc. (collectively, “Prime”), with respect to the sale by us to Prime of up to
40,000 shares of our Series B Preferred Stock, $0.01 par value per share, at a purchase price of $1,000 per share.
Between August 4, 2014 and December 24, 2015 Prime made investments in us totaling $35 million in cash and
we issued Prime 35,000 shares of Series B Preferred Stock. The issuance of the Series B Preferred Stock was
effected in reliance upon an exemption from registration provided by Rule 506 of Regulation D under the
Securities Act. No general solicitation or underwriters were involved in the issuance. A portion of the proceeds of
this offering will be used to redeem the entire outstanding balance of the Series B Preferred Stock.

Item 34. Indemnification of Directors and Officers.

Maryland law permits us to include a provision in our charter limiting the liability of our directors and
officers to us and our stockholders for money damages, except for liability resulting from (a) actual receipt of an
improper benefit or profit in money, property or services or (b) active and deliberate dishonesty that is
established by a final judgment and which is material to the cause of action. Our charter contains a provision that
eliminates our directors’ and officers’ liability to the maximum extent permitted by Maryland law.

The MGCL requires us (unless our charter provides otherwise, which our charter does not) to indemnify a
director or officer who has been successful, on the merits or otherwise, in the defense of any proceeding to which
he or she is made a party by reason of his or her service in that capacity. The MGCL permits us to indemnify our
present and former directors and officers, among others, against judgments, penalties, fines, settlements and
reasonable expenses actually incurred by them in connection with any proceeding to which they may be made or



threatened to be made a party by reason of their service in those or certain other capacities unless it is established
that:

• the act or omission of the director or officer was material to the matter giving rise to the proceeding
and (a) was committed in bad faith or (b) was the result of active and deliberate dishonesty;

• the director or officer actually received an improper personal benefit in money, property or services; or

• in the case of any criminal proceeding, the director or officer had reasonable cause to believe that the
act or omission was unlawful.

Under the MGCL, we may not indemnify a director or officer in a suit by us or in our right in which the
director or officer was adjudged liable to us or in a suit in which the director or officer was adjudged liable on the
basis that personal benefit was improperly received. A court may order indemnification if it determines that the
director or officer is fairly and reasonably entitled to indemnification, even though the director or officer did not
meet the prescribed standard of conduct or was adjudged liable on the basis that personal benefit was improperly
received. However, indemnification for an adverse judgment in a suit by us or in our right, or for a judgment of
liability on the basis that personal benefit was improperly received, is limited to expenses.

In addition, the MGCL permits us to advance reasonable expenses to a director or officer upon our receipt of
(a) a written affirmation by the director or officer of his or her good faith belief that he or she has met the
standard of conduct necessary for indemnification and (b) a written undertaking by him or her or on his or her
behalf to repay the amount paid or reimbursed if it is ultimately determined that the standard of conduct was not
met.

Our charter authorizes us to obligate ourselves, and our bylaws obligate us, to the maximum extent
permitted by Maryland law in effect from time to time, to indemnify and, without requiring a preliminary
determination of the ultimate entitlement to indemnification, pay or reimburse reasonable expenses in advance of
final disposition of a proceeding to:

• any present or former director or officer who is made or threatened to be made a party to, or witness in,
a proceeding by reason of his or her service in that capacity; or

• any individual who, while a director or officer of our company and at our request, serves or has served
as a director, officer, partner, trustee, member or manager of another corporation, real estate investment
trust, limited liability company, partnership, joint venture, trust, employee benefit plan or any other
enterprise and who is made or threatened to be made a party to, or witness in, the proceeding by reason
of his or her service in that capacity.

Our charter and bylaws also permit us to indemnify and advance expenses to any individual who served any
of our predecessors in any of the capacities described above and any employee or agent of us or any of our
predecessors.

We have entered into indemnification agreements with each of our executive officers and directors whereby
we agree to indemnify such executive officers and directors to the fullest extent permitted by Maryland law
against all expenses and liabilities. These indemnification agreements also provide that upon an application for
indemnity by an executive officer or director to a court of appropriate jurisdiction, such court may order us to
indemnify such executive officer or director. Insofar as indemnification for liabilities arising under the Securities
Act may be permitted to directors or executive officers, we have been informed that in the opinion of the SEC
such indemnification is against public policy and is therefore unenforceable.

Item 35. Treatment of Proceeds from Stock Being Registered.

None of the proceeds of this offering will be credited to an account other than the appropriate capital share
account.

Item 36. Financial Statements and Exhibits.

(a) Financial Statements. See page F-1 for an index to the financial statements included in the registration
statement.



(b) Exhibits. The following is a list of exhibits being filed as part of, or incorporated by reference into, this
registration statement on Form S-11:

Exhibit
Number Exhibit Description

1.1* Form of Underwriting Agreement

3.1 Articles of Merger filed with the Maryland State Department of Assessments and Taxation and the
California Secretary of State on August 4, 2010 (incorporated by reference to Exhibit 3.03 of the
Company’s Current Report on Form 8-K filed on August 10, 2010).

3.2 Articles of Amendment and Restatement of the Articles of Incorporation of NetREIT, dated as of
July 30, 2010 (incorporated by reference to Exhibit 3.01 of the Company’s Current Report on
Form 8-K filed on August 10, 2010).

3.3 Articles Supplementary filed on August 4, 2014 (incorporated by reference to Exhibit 3.1 of the
Company’s Current Report on Form 8-K filed on August 8, 2014).

3.4* Articles Supplementary classifying and designating the Series C Common Stock.

3.5 Amended and Restated Bylaws of NetREIT, Inc. (incorporated by reference to Exhibit 3.02 of the
Company’s Current Report on Form 8-K filed on August 10, 2010).

3.6 Amendment No. 1 to Amended and Restated Bylaws of NetREIT, Inc., effective as of August 8,
2014 (incorporated by reference to Exhibit 3.2 of the Company’s Current Report on Form 8-K
filed on August 8, 2014).

3.7* Form of Second Amended and Restated Bylaws of NetREIT, Inc. (to be effective upon the
completion of this offering).

4.1 Form of Series A Common Stock Certificate (incorporated by reference to Exhibit 4.1 of the
Company’s Registration Statement on Form 10-12B filed on May 6, 2008).

4.2* Form of Series C Common Stock Certificate.

4.3 Specimen Certificate for NetREIT, Inc. Series B Preferred Stock (incorporated by reference to
Exhibit 4.1 of the Company’s Current Report on Form 8-K filed August 8, 2014).

4.4 Investor Agreement dated as of August 4, 2014, by and between NetREIT, Inc., and PFP III Sub II,
LLC (incorporated by reference to Exhibit 1.2 of the Company’s Current Report on Form 8-K filed
on August 8, 2014).

5.1* Opinion of Venable LLP regarding validity of shares registered.

8.1* Opinion of Latham & Watkins LLP regarding certain tax matters.

10.1+ 1999 Flexible Incentive Plan (incorporated by reference to Exhibit 10.1 of the Company’s
Registration Statement on Form 10-12B filed on May 6, 2008).

10.2 NetREIT Dividend Reinvestment Plan (incorporated by reference to Exhibit 10.2 of the
Company’s Registration Statement on Form 10-12B filed on May 6, 2008).

10.3 Loan Assumption and Security Agreement, and Note Modification Agreement (incorporated by
reference to Exhibit 10.7 of the Company’s Current Report on Form 8-K filed on August 27,
2009).

10.4 Promissory Note (incorporated by reference to Exhibit 10.8 of the Company’s Current Report on
Form 8-K filed on August 27, 2009).

10.5 Loan Agreement by and Between Jackson National Life Insurance Company and NetREIT Inc.
(incorporated by reference to Exhibit 10.15 of the Company’s Current Report on Form 8-K filed
on August 27, 2010).



10.6 Fixed Rate Promissory Note Between Jackson National Life Insurance Company and NetREIT Inc.
(incorporated by reference to Exhibit 10.16 of the Company’s Current Report on Form 8-K filed
on August 27, 2010).

10.7+ Employment Agreement for Mr. Heilbron, effective as of January 1, 2011 (incorporated by
reference to Exhibit 10.15 of the Company’s Current Report on Form 8-K filed on January 24,
2011).

10.8+ Employment Agreement for Mr. Elsberry effective as of January 1, 2011 (incorporated by
reference to Exhibit 10.16 of the Company’s Current Report on Form 8-K filed on January 24,
2011).

10.9+ Employment Agreement for Mr. Dubose effective as of January 1, 2011 (incorporated by reference
to Exhibit 10.17 of the Company’s Current Report on Form 8-K filed on January 24, 2011).

10.10+ Form of Indemnification Agreement entered into between NetREIT, Inc. and each of its directors
and executive officers.

10.11 Agreement of Purchase & Sale, between NetREIT, Inc. and Mullrock 3 Murphy Canyon, LLC,
dated as of July 12, 2010 (incorporated by reference to Exhibit 2.1 of the Company’s Current
Report on Form 8-K filed on August 13, 2010).

10.12 Purchase & Sale Agreement and Joint Escrow Instructions to acquire Dakota Bank Building
(incorporated by reference to Exhibit 10.18 of the Company’s Current Report on Form 8-K filed
on February 3, 2011).

10.13 Promissory Note—Dakota Bank Buildings (incorporated by reference to Exhibit 10.19 of the
Company’s Current Report on Form 8-K/A filed on May 31, 2011).

10.14 Mortgage, Security Agreement and Fixture Financing Statement—Dakota Bank Buildings
(incorporated by reference to Exhibit 10.20 of the Company’s Current Report on Form 8-K/A filed
on May 31, 2011).

10.15 Property Contribution Agreement and Joint Escrow Instructions-Port of San Diego Complex
(incorporated by reference to Exhibit 10.21 of the Company’s Current Report on Form 8-K filed
on September 12, 2011).

10.16 First Amended and Restated NetREIT National City Partners, LP Limited Partnership Agreement
(incorporated by reference to Exhibit 10.25 of the Company’s Current Report on Form 8-K filed
on December 30, 2011).

10.17 Assumption Agreement—NetREIT National City Partners, LP (incorporated by reference to
Exhibit 10.26 of the Company’s Current Report on Form 8-K filed on December 30, 2011).

10.18 NetREIT National City Partners LP Promissory Note (incorporated by reference to Exhibit 10.31
of the Company’s Current Report on Form 8-K filed on March 5, 2013).

10.19 NetREIT National City Partners LP Deed of Trust (incorporated by reference to Exhibit 10.32 of
the Company’s Current Report on Form 8-K filed on March 5, 2013).

10.20 Preferred Stock Purchase Agreement dated as of August 4, 2014, by and between NetREIT, Inc.,
and PFP III Sub II, LLC (incorporated by reference to Exhibit 1.1 of the Company’s Current
Report on Form 8-K filed on August 8, 2014).

10.21 Purchase and Sale Agreement and Joint Escrow Instructions between NetREIT Highland, LLC,
NetREIT Joshua, LLC, NetREIT Casa Grande, LP, NetREIT Sunrise, LLC, NetREIT, Inc. and
Sparky’s Storage 18 (CA) LP, dated as of February 6, 2015; as amended by the First Amendment
dated February 25, 2015, and the Second Amendment dated April 2, 2015 (incorporated by
reference to Exhibit 99.1 of the Company’s Current Report on Form 8-K filed on April 15, 2015).

10.22++ Purchase and Sale Agreement dated November 10, 2015 by and between Highlands Ranch Shea
Center II, LLC and NetREIT, Inc. (incorporated by reference to Exhibit 10.35 of the Company’s
Current Report on Form 8-K filed on November 12, 2015).



10.23+ Form of Restricted Stock Agreement under 1999 Flexible Incentive Plan.

21.1 Subsidiaries of the Registrant (incorporated by reference to Exhibit 21.1 of the Company’s Annual
Report on Form 10-K filed March 17, 2017).

23.1* Consent of Venable LLP (included in Exhibit 5.1).

23.2* Consent of Latham & Watkins LLP (included in Exhibit 8.1).

23.3 Consent of Squar Milner LLP.

101.INS XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema Document.

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document.

101.DEF XBRL Taxonomy Extension Definition Linkbase Document.

101.LAB XBRL Taxonomy Extension Label Linkbase Document.

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document.

* To be filed by amendment
+ Denotes a compensatory 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.

Item 37. Undertakings.

(a) Insofar as indemnification for liabilities arising under the Securities Act of 1933, may be permitted to
directors, officers and controlling persons of the registrant pursuant to the foregoing provisions, or otherwise, the
registrant has been advised that in the opinion of the Securities and Exchange Commission such indemnification
is against public policy as expressed in the Securities Act and is, therefore, unenforceable. In the event that a
claim for indemnification against such liabilities (other than the payment by the registrant of expenses incurred or
paid by a director, officer or controlling person of the registrant in the successful defense of any action, suit or
proceeding) is asserted by such director, officer or controlling person in connection with the securities being
registered, the registrant will, unless in the opinion of its counsel the matter has been settled by controlling
precedent, submit to a court of appropriate jurisdiction the question whether such indemnification by it is against
public policy as expressed in the Act and will be governed by the final adjudication of such issue.

(b) The undersigned registrant hereby further undertakes that:

(1) For purposes of determining any liability under the Securities Act of 1933, the information omitted
from the form of prospectus filed as part of this registration statement in reliance upon Rule 430A and
contained in a form of prospectus filed by the registrant pursuant to Rule 424(b)(1) or (4), or 497(h) under
the Securities Act shall be deemed to part of this registration statement as of the time it was declared
effective.

(2) For the purpose of determining any liability under the Securities Act of 1933, each post-effective
amendment that contains a form of prospectus shall be deemed to be a new registration statement relating to
the securities offered therein, and the offering of such securities at that time shall be deemed to be the
initial bona fide offering thereof.



SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the registrant certifies that it has reasonable
grounds to believe that it meets all of the requirements for filing on Form S-11 and has duly caused this
Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of
Escondido, State of California, on September 18, 2017.

NetREIT, Inc.

By:
/s/ Jack K. Heilbron

Jack K. Heilbron
Chairman of the Board, Chief Executive Officer and
President

POWER OF ATTORNEY
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power to act without the other, such person’s true and lawful attorney-in-fact and agent to act for such person in
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amendments, including post-effective amendments to this registration statement, including a prospectus or an
amended prospectus therein and any related registration statement filed pursuant to Rule 462(b) under the
Securities Act, and all other documents in connection therewith, including all exhibits thereto, to be filed with the
Securities and Exchange Commission, granting unto said attorneys-in-fact and agents, and each of them, full
power and authority to do and perform each and every act and thing requisite and necessary to be done in order to
effectuate the same as fully, to all intents and purposes, as such person might or could do in person, hereby
ratifying and confirming all that said attorneys-in-fact and agents may lawfully do or cause to be done by virtue
hereof.

Pursuant to the requirements of the Securities Act of 1933, as amended, this registration statement and
power of attorney has been signed by the following persons in the capacities and on the dates indicated.
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/s/ Jack K. Heilbron

Jack K. Heilbron
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/s/ William H. Allen
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Director September 18, 2017

/s/ David T. Bruen
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Director September 18, 2017
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Shirley Y. Bullard

Director September 18, 2017

/s/ Summer J. Rollings

Summer J. Rollings

Director September 18, 2017

/s/ Thomas E. Schwartz

Thomas E. Schwartz

Director September 18, 2017



EXHIBIT 10.10 

INDEMNIFICATION AGREEMENT 

THIS INDEMNIFICATION AGREEMENT (“Agreement”) is made and entered into as of the          day 

of                             , 20        , by and between NetREIT, Inc., a Maryland corporation (the “Company”), and 

                                         (“Indemnitee”). 

WHEREAS, at the request of the Company, Indemnitee currently serves as [a director] [and] [an 

officer] of the Company and may, therefore, be subjected to claims, suits or proceedings arising as a result of 

such service; 

WHEREAS, as an inducement to Indemnitee to serve or continue to serve in such capacity, the Company 

has agreed to indemnify Indemnitee and to advance expenses and costs incurred by Indemnitee in connection 

with any such claims, suits or proceedings, to the maximum extent permitted by law; and 

WHEREAS, the parties by this Agreement desire to set forth their agreement regarding indemnification 

and advance of expenses in connection with any such claims, suits or proceedings. 

NOW, THEREFORE, in consideration of the premises and the covenants contained herein, the Company 

and Indemnitee do hereby covenant and agree as follows: 

Section 1.        Definitions. For purposes of this Agreement: 

(a)        “Change in Control” means a change in control of the Company occurring after the Effective 

Date of a nature that would be required to be reported in response to Item 6(e) of Schedule 14A of Regulation 

14A (or in response to any similar item on any similar schedule or form) promulgated under the Securities 

Exchange Act of 1934, as amended (the “Exchange Act”), whether or not the Company is then subject to such 

reporting requirement; provided, however, that, without limitation, such a Change in Control shall be deemed to 

have occurred if, after the Effective Date, (i) any “person” (as such term is used in Sections 13(d) and 14(d) of 

the Exchange Act) is or becomes the “beneficial owner” (as defined in Rule 13d-3 under the Exchange Act), 

directly or indirectly, of securities of the Company representing 15% or more of the combined voting power of 

all of the Company’s then-outstanding securities entitled to vote generally in the election of directors without the 

prior approval of at least two-thirds of the members of the Board of Directors in office immediately prior to such 

person’s attaining such percentage interest; (ii) the Company is a party to a merger, conversion, consolidation, 

sale of assets, plan of liquidation or other reorganization not approved by at least two-thirds of the members of 

the Board of Directors then in office, as a consequence of which members of the Board of Directors in office 

immediately prior to such transaction or event constitute less than a majority of the Board of Directors thereafter; 

or (iii) at any time, a majority of the members of the Board of Directors are not individuals (A) who were 

directors as of the Effective Date or (B) whose election by the Board of Directors or nomination for election by 

the Company’s stockholders was approved by the affirmative vote of at least two-thirds of the directors then in 

office who were directors as of the Effective Date or whose election or nomination for election was previously so 

approved. 



(b)        “Corporate Status” means the status of a person as a present or former director, officer, employee 

or agent of the Company or as a director, trustee, officer, partner, manager, managing member, fiduciary, 

employee or agent of any other foreign or domestic corporation, partnership, limited liability company, joint 

venture, trust, employee benefit plan or other enterprise in each case where such person is or was serving in such 

capacity at the request of the Company. As a clarification and without limiting the circumstances in which 

Indemnitee may be serving at the request of the Company, service by Indemnitee shall be deemed to be at the 

request of the Company: (i) if Indemnitee serves or served as a director, trustee, officer, partner, manager, 

managing member, fiduciary, employee or agent of any corporation, partnership, limited liability company, joint 

venture, trust or other enterprise (1) of which a majority of the voting power or equity interest is or was owned 

directly or indirectly by the Company or (2) the management of which is or was controlled directly or indirectly 

by the Company or (ii) if, as a result of Indemnitee’s service to the Company or any of its affiliated entities, 

Indemnitee is subject to duties imposed by, or required to perform services for, an employee benefit plan or its 

participants or beneficiaries, including as a deemed fiduciary thereof. 

(c)        “Disinterested Director” means a director of the Company who is not and was not a party to the 

Proceeding in respect of which indemnification and/or advance of Expenses is sought by Indemnitee. 

(d)        “Effective Date” means the date set forth in the first paragraph of this Agreement. 

(e)        “Expenses” means any and all reasonable and out-of-pocket attorneys’ fees and costs, retainers, 

court costs, arbitration and mediation costs, transcript costs, fees of experts, witness fees, travel expenses, 

duplicating costs, printing and binding costs, telephone charges, postage, delivery service fees, federal, state, 

local or foreign taxes imposed on Indemnitee as a result of the actual or deemed receipt of any payments under 

this Agreement, ERISA excise taxes and penalties and any other disbursements or expenses incurred in 

connection with prosecuting, defending, preparing to prosecute or defend, investigating, being or preparing to be 

a witness in or otherwise participating in a Proceeding. Expenses shall also include Expenses incurred in 

connection with any appeal resulting from any Proceeding, including, without limitation, the premium, security 

for and other costs relating to any cost bond, supersedeas bond or other appeal bond or its equivalent. 

(f)        “Independent Counsel” means a law firm, or a member of a law firm, that is experienced in 

matters of corporation law and neither is, nor in the past five years has been, retained to represent: (i) the 

Company or Indemnitee in any matter material to either such party (other than with respect to matters concerning 

Indemnitee under this Agreement or of other indemnitees under similar indemnification agreements), or (ii) any 

other party to or participant or witness in the Proceeding giving rise to a claim for indemnification or advance of 

Expenses hereunder. Notwithstanding the foregoing, the term “Independent Counsel” shall not include any 

person who, under the applicable standards of professional conduct then prevailing, would have a conflict of 

interest in representing either the Company or Indemnitee in an action to determine Indemnitee’s rights under 

this Agreement. 

(g)         “Proceeding” means any threatened, pending or completed action, suit, arbitration, alternate 

dispute resolution mechanism, investigation, inquiry, administrative 
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hearing, claim, demand, discovery request or any other actual, threatened or completed proceeding, whether 

brought by or in the right of the Company or otherwise and whether of a civil (including intentional or 

unintentional tort claims), criminal, administrative or investigative (formal or informal) nature, including any 

appeal therefrom, except one pending or completed on or before the Effective Date, unless otherwise specifically 

agreed in writing by the Company and Indemnitee. If Indemnitee reasonably believes that a given situation may 

lead to or culminate in the institution of a Proceeding, such situation shall also be considered a Proceeding. 

Section 2.        Services by Indemnitee. Indemnitee [will serve][serves] in the capacity or capacities set 

forth in the first WHEREAS clause above. However, this Agreement shall not impose any independent 

obligation on Indemnitee or the Company to continue Indemnitee’s service to the Company. This Agreement 

shall not be deemed an employment contract between the Company (or any other entity) and Indemnitee. 

Section 3.        General. The Company shall indemnify, and advance Expenses to, Indemnitee (a) as 

provided in this Agreement and (b) otherwise to the maximum extent permitted by Maryland law in effect on the 

Effective Date and as amended from time to time; provided, however, that no change in Maryland law shall have 

the effect of reducing the benefits available to Indemnitee hereunder based on Maryland law as in effect on the 

Effective Date. The rights of Indemnitee provided in this Section 3 shall include, without limitation, the rights set 

forth in the other sections of this Agreement, including any additional indemnification permitted by the Maryland 

General Corporation Law (the “MGCL”), including, without limitation, Section 2-418 of the MGCL. 

Section 4.        Standard for Indemnification. If, by reason of Indemnitee’s Corporate Status, Indemnitee 

is, or is threatened to be, made a party to any Proceeding, the Company shall indemnify, defend and hold 

harmless Indemnitee against all judgments, penalties, fines and amounts paid in settlement and all Expenses 

actually and reasonably incurred by Indemnitee or on Indemnitee’s behalf in connection with any such 

Proceeding unless it is established that (a) the act or omission of Indemnitee was material to the matter giving 

rise to the Proceeding and (i) was committed in bad faith or (ii) was the result of active and deliberate dishonesty, 

(b) Indemnitee actually received an improper personal benefit in money, property or services or (c) in the case of 

any criminal Proceeding, Indemnitee had reasonable cause to believe that Indemnitee’s conduct was unlawful. 

Section 5.        Certain Limits on Indemnification. Notwithstanding any other provision of this 

Agreement (other than Section 6), Indemnitee shall not be entitled to: 

(a)        indemnification hereunder if the Proceeding was one by or in the right of the Company and 

Indemnitee is adjudged, in a final adjudication of the Proceeding not subject to further appeal, to be liable to the 

Company; 

(b)        indemnification hereunder if Indemnitee is adjudged, in a final adjudication of the Proceeding not 

subject to further appeal, to be liable on the basis that personal benefit was improperly received in any 

Proceeding charging improper personal benefit to Indemnitee, whether or not involving action in the 

Indemnitee’s Corporate Status; or 
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(c)        indemnification or advance of Expenses hereunder if the Proceeding was brought by Indemnitee, 

unless: (i) the Proceeding was brought to enforce indemnification under this Agreement, and then only to the 

extent in accordance with and as authorized by Section 12 of this Agreement, or (ii) the Company’s charter or 

Bylaws, a resolution of the stockholders entitled to vote generally in the election of directors or of the Board of 

Directors or an agreement approved by the Board of Directors to which the Company is a party expressly provide 

otherwise. 

Section 6.        Court-Ordered Indemnification. Notwithstanding any other provision of this Agreement, a 

court of appropriate jurisdiction, upon application of Indemnitee and such notice as the court shall require, may 

order indemnification of Indemnitee by the Company in the following circumstances: 

(a)        if such court determines that Indemnitee is entitled to reimbursement under Section 2-418(d)(1) 

of the MGCL, the court shall order indemnification, in which case Indemnitee shall be entitled to recover the 

Expenses of securing such reimbursement; or 

(b)        if such court determines that Indemnitee is fairly and reasonably entitled to indemnification in 

view of all the relevant circumstances, whether or not Indemnitee (i) has met the standards of conduct set forth in 

Section 2-418(b) of the MGCL or (ii) has been adjudged liable for receipt of an improper personal benefit under 

Section 2-418(c) of the MGCL, the court may order such indemnification as the court shall deem proper without 

regard to any limitation on such court-ordered indemnification contemplated by Section 2-418(d)(2)(ii) of the 

MGCL. 

Section 7.        Indemnification for Expenses of an Indemnitee Who is Wholly or Partially Successful. 

Notwithstanding any other provision of this Agreement, and without limiting any such provision, to the extent 

that Indemnitee was or is, by reason of Indemnitee’s Corporate Status, made a party to (or otherwise becomes a 

participant in) any Proceeding and is successful, on the merits or otherwise, in the defense of such Proceeding, 

the Company shall indemnify Indemnitee for all Expenses actually and reasonably incurred by Indemnitee or on 

Indemnitee’s behalf in connection therewith. If Indemnitee is not wholly successful in such Proceeding but is 

successful, on the merits or otherwise, as to one or more but less than all claims, issues or matters in such 

Proceeding, the Company shall indemnify Indemnitee under this Section 7 for all Expenses actually and 

reasonably incurred by Indemnitee or on Indemnitee’s behalf in connection with each such claim, issue or matter 

on which the Indemnitee is successful, allocated on a reasonable and proportionate basis with each claim, issue 

or matter on which the Indemnitee is unsuccessful. For purposes of this Section 7 and, without limitation, the 

termination of any claim, issue or matter in such a Proceeding by dismissal, with or without prejudice, shall be 

deemed to be a successful result as to such claim, issue or matter. 

Section 8.        Advance of Expenses for Indemnitee. If, by reason of Indemnitee’s Corporate Status, 

Indemnitee is, or is threatened to be, made a party to any Proceeding, the Company shall, without requiring a 

preliminary determination of Indemnitee’s ultimate entitlement to indemnification hereunder, advance all 

Expenses incurred by or on behalf of Indemnitee in connection with such Proceeding. The Company shall make 

such advance within ten days after the receipt by the Company of a statement or statements from the Indemnitee 

requesting such advance from time to time, whether the request is made prior to or after final 
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disposition of such Proceeding. Advanced Expenses may be in the form of, in the reasonable discretion of 

Indemnitee (but without duplication), (a) payment of such Expenses directly to third parties on behalf of 

Indemnitee, (b) advance of funds to Indemnitee in an amount sufficient to pay such Expenses or 

(c) reimbursement to Indemnitee for Indemnitee’s payment of such Expenses. Such statement or statements shall 

reasonably evidence the Expenses incurred by Indemnitee and shall include or be preceded or accompanied by a 

written affirmation by Indemnitee and a written undertaking by or on behalf of Indemnitee, in substantially the 

form attached hereto as Exhibit A or in such form as may be required under applicable law as in effect at the time 

of the execution thereof. To the extent that Expenses advanced to Indemnitee do not relate to a specific claim, 

issue or matter in the Proceeding, such Expenses shall be allocated on a reasonable and proportionate basis. The 

undertaking required by this Section 8 shall be an unlimited general obligation by or on behalf of Indemnitee and 

shall be accepted without reference to Indemnitee’s financial ability to repay such advanced Expenses and 

without any requirement to post security therefor. 

Section 9.        Indemnification and Advance of Expenses as a Witness or Other Participant. 

Notwithstanding any other provision of this Agreement, to the extent that Indemnitee is or may be, by reason of 

Indemnitee’s Corporate Status, made a witness or otherwise asked to participate in any Proceeding, including 

through any deposition, interview, interrogatory or document or similar request, whether instituted by the 

Company or any other person, and to which Indemnitee is not a party, Indemnitee shall be advanced and 

indemnified against all Expenses actually and reasonably incurred by Indemnitee or on Indemnitee’s behalf in 

connection therewith within ten days after the receipt by the Company of a statement or statements from the 

Indemnitee requesting any such advance or indemnification from time to time, whether the request is made prior 

to or after final disposition of such Proceeding. Such statement or statements shall reasonably evidence the 

Expenses incurred by Indemnitee. In connection with any such advance of Expenses, the Company may require 

Indemnitee to provide an undertaking and affirmation substantially in the form attached hereto as Exhibit A. 

Section 10.        Procedure for Determination of Entitlement to Indemnification. 

(a)        To obtain indemnification under this Agreement, Indemnitee shall submit to the Company a 

written request, including therein or therewith such documentation and information as is reasonably available to 

Indemnitee and is reasonably necessary or appropriate to determine whether and to what extent Indemnitee is 

entitled to indemnification. Indemnitee may submit one or more such requests from time to time and at such time

(s) as Indemnitee deems appropriate in Indemnitee’s sole discretion. The officer of the Company receiving any 

such request from Indemnitee shall, promptly upon receipt of such a request for indemnification, advise the 

Board of Directors in writing that Indemnitee has requested indemnification. 

(b)        Upon written request by Indemnitee for indemnification pursuant to Section 10(a) above, a 

determination, if required by applicable law, with respect to Indemnitee’s entitlement thereto shall promptly be 

made in the specific case: (i) if a Change in Control has occurred, by Independent Counsel, in a written opinion 

to the Board of Directors, a copy of which shall be delivered to Indemnitee, which Independent Counsel shall be 

selected by the Indemnitee and approved by the Board of Directors in accordance with Section 2-418(e)(2)(ii) of 

the MGCL, which approval shall not be unreasonably withheld or delayed; or (ii) if a Change in Control has 
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not occurred, (A) by a majority vote of the Disinterested Directors or, by the majority vote of a group of 

Disinterested Directors designated by the Disinterested Directors to make the determination, (B) if Independent 

Counsel has been selected by the Board of Directors in accordance with Section 2-418(e)(2)(ii) of the MGCL and 

approved by the Indemnitee, which approval shall not be unreasonably withheld or delayed, by Independent 

Counsel, in a written opinion to the Board of Directors, a copy of which shall be delivered to Indemnitee or (C) if 

so directed by the Board of Directors, by the stockholders of the Company. If it is so determined that Indemnitee 

is entitled to indemnification, the Company shall make payment to Indemnitee within ten days after such 

determination. Indemnitee shall cooperate with the person, persons or entity making such determination with 

respect to Indemnitee’s entitlement to indemnification, including providing to such person, persons or entity 

upon reasonable advance request any documentation or information which is not privileged or otherwise 

protected from disclosure and which is reasonably available to Indemnitee and reasonably necessary or 

appropriate to such determination in the discretion of the Board of Directors or Independent Counsel if retained 

pursuant to clause (ii)(B) of this Section 10(b). Any Expenses incurred by Indemnitee in so cooperating with the 

person, persons or entity making such determination shall be borne by the Company (irrespective of the 

determination as to Indemnitee’s entitlement to indemnification) and the Company shall indemnify and hold 

Indemnitee harmless therefrom. 

(c)        The Company shall pay the reasonable fees and expenses of Independent Counsel, if one is 

appointed under this Section. 

Section 11.        Presumptions and Effect of Certain Proceedings. 

(a)        In making any determination with respect to entitlement to indemnification hereunder, the person 

or persons or entity making such determination shall presume that Indemnitee is entitled to indemnification under 

this Agreement if Indemnitee has submitted a request for indemnification in accordance with Section 10(a) of 

this Agreement, and the Company shall have the burden of overcoming that presumption in connection with the 

making of any determination contrary to that presumption. 

(b)        The termination of any Proceeding or of any claim, issue or matter therein, by judgment, order, 

settlement or conviction, upon a plea of nolo contendere or its equivalent, or entry of an order of probation prior 

to judgment, does not create a presumption that Indemnitee did not meet the requisite standard of conduct 

described herein for indemnification. 

(c)        The knowledge and/or actions, or failure to act, of any other director, officer, employee or agent 

of the Company or any other director, trustee, officer, partner, manager, managing member, fiduciary, employee 

or agent of any other foreign or domestic corporation, partnership, limited liability company, joint venture, trust, 

employee benefit plan or other enterprise shall not be imputed to Indemnitee for purposes of determining any 

right to indemnification under this Agreement. 

Section 12.        Remedies of Indemnitee. 

(a)        If (i) a determination is made pursuant to Section 10(b) of this Agreement that Indemnitee is not 

entitled to indemnification under this Agreement, (ii) advance of Expenses is 
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not timely made pursuant to Sections 8 or 9 of this Agreement, (iii) no determination of entitlement to 

indemnification shall have been made pursuant to Section 10(b) of this Agreement within 60 days after receipt by 

the Company of the request for indemnification, (iv) payment of indemnification is not made pursuant to 

Sections 7 or 9 of this Agreement within ten days after receipt by the Company of a written request therefor, or 

(v) payment of indemnification pursuant to any other section of this Agreement or the charter or Bylaws of the 

Company is not made within ten days after a determination has been made that Indemnitee is entitled to 

indemnification, Indemnitee shall be entitled to an adjudication in an appropriate court located in the State of 

Maryland, or in any other court of competent jurisdiction, or in an arbitration conducted by a single arbitrator 

pursuant to the Commercial Arbitration Rules of the American Arbitration Association, of Indemnitee’s 

entitlement to indemnification or advance of Expenses. Indemnitee shall commence a proceeding seeking an 

adjudication or an award in arbitration within 180 days following the date on which Indemnitee first has the right 

to commence such proceeding pursuant to this Section 12(a); provided, however, that the foregoing clause shall 

not apply to a proceeding brought by Indemnitee to enforce Indemnitee’s rights under Section 7 of this 

Agreement. Except as set forth herein, the provisions of Maryland law (without regard to its conflicts of laws 

rules) shall apply to any such arbitration. The Company shall not oppose Indemnitee’s right to seek any such 

adjudication or award in arbitration. 

(b)        In any judicial proceeding or arbitration commenced pursuant to this Section 12, Indemnitee shall 

be presumed to be entitled to indemnification or advance of Expenses, as applicable, under this Agreement and 

the Company shall have the burden of proving that Indemnitee is not entitled to indemnification or advance of 

Expenses, as applicable. If Indemnitee commences a judicial proceeding or arbitration pursuant to this 

Section 12, Indemnitee shall not be required to reimburse the Company for any advances pursuant to Section 8 of 

this Agreement until a final determination is made with respect to Indemnitee’s entitlement to indemnification 

(as to which all rights of appeal have been exhausted or lapsed). The Company shall, to the fullest extent not 

prohibited by law, be precluded from asserting in any judicial proceeding or arbitration commenced pursuant to 

this Section 12 that the procedures and presumptions of this Agreement are not valid, binding and enforceable 

and shall stipulate in any such court or before any such arbitrator that the Company is bound by all of the 

provisions of this Agreement. 

(c)        If a determination shall have been made pursuant to Section 10(b) of this Agreement that 

Indemnitee is entitled to indemnification, the Company shall be bound by such determination in any judicial 

proceeding or arbitration commenced pursuant to this Section 12, absent a misstatement by Indemnitee of a 

material fact, or an omission of a material fact necessary to make Indemnitee’s statement not materially 

misleading, in connection with the request for indemnification that was not disclosed in connection with the 

determination. 

(d)        In the event that Indemnitee is successful in seeking, pursuant to this Section 12, a judicial 

adjudication of or an award in arbitration to enforce Indemnitee’s rights under, or to recover damages for breach 

of, this Agreement, Indemnitee shall be entitled to recover from the Company, and shall be indemnified by the 

Company for, any and all Expenses actually and reasonably incurred by Indemnitee in such judicial adjudication 

or arbitration. If it shall be determined in such judicial adjudication or arbitration that Indemnitee is entitled to 

receive part but not all of the indemnification or advance of Expenses sought, the Expenses incurred by 
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Indemnitee in connection with such judicial adjudication or arbitration shall be appropriately prorated. 

(e)        Interest shall be paid by the Company to Indemnitee at the maximum rate allowed to be charged 

for judgments under the Courts and Judicial Proceedings Article of the Annotated Code of Maryland for amounts 

which the Company pays or is obligated to pay for the period (i) commencing with either the tenth day after the 

date on which the Company was requested to advance Expenses in accordance with Sections 8 or 9 of this 

Agreement or the 60th day after the date on which the Company was requested to make the determination of 

entitlement to indemnification under Section 10(b) of this Agreement, as applicable, and (ii) ending on the date 

such payment is made to Indemnitee by the Company. 

Section 13.        Defense of the Underlying Proceeding. 

(a)        Indemnitee shall notify the Company promptly in writing upon being served with any summons, 

citation, subpoena, complaint, indictment, request or other document relating to any Proceeding which may result 

in the right to indemnification or the advance of Expenses hereunder and shall include with such notice a 

description of the nature of the Proceeding and a summary of the facts underlying the Proceeding. The failure to 

give any such notice shall not disqualify Indemnitee from the right to indemnification or the advance of Expenses 

or otherwise affect in any manner any right of Indemnitee under this Agreement unless the Company’s ability to 

defend the Indemnitee in such Proceeding or to obtain proceeds under any insurance policy is materially and 

adversely prejudiced thereby, and then only to the extent the Company is thereby actually so prejudiced. 

(b)        Subject to the provisions of the last sentence of this Section 13(b) and of Section 13(c) below, the 

Company shall have the right to defend Indemnitee in any Proceeding which may give rise to indemnification 

hereunder; provided, however, that the Company shall notify Indemnitee of any such decision to defend within 

15 days following receipt of notice of any such Proceeding under Section 13(a) above. The Company shall not, 

without the prior written consent of Indemnitee, which shall not be unreasonably withheld or delayed, consent to 

the entry of any judgment against Indemnitee or enter into any settlement or compromise which (i) includes an 

admission of fault of Indemnitee, (ii) does not include, as an unconditional term thereof, the full release of 

Indemnitee from all liability in respect of such Proceeding, which release shall be in form and substance 

reasonably satisfactory to Indemnitee, or (iii) would impose any Expense, judgment, fine, penalty or limitation 

on Indemnitee that is not otherwise covered by the Company. This Section 13(b) shall not apply to a Proceeding 

brought by Indemnitee under Section 12 of this Agreement. 

(c)        Notwithstanding the provisions of Section 13(b) above, if in a Proceeding to which Indemnitee is 

a party by reason of Indemnitee’s Corporate Status, (i) Indemnitee reasonably concludes, based upon an opinion 

of counsel approved by the Company, which approval shall not be unreasonably withheld or delayed, that 

Indemnitee may have separate defenses or counterclaims to assert with respect to any issue which may not be 

consistent with other defendants in such Proceeding, (ii) Indemnitee reasonably concludes, based upon an 

opinion of counsel approved by the Company, which approval shall not be unreasonably withheld or delayed, 

that an actual or apparent conflict of interest or potential conflict of interest 
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exists between Indemnitee and the Company, or (iii) if the Company fails to assume the defense of such 

Proceeding in a timely manner, Indemnitee shall be entitled to be represented by separate legal counsel of 

Indemnitee’s choice, subject to the prior approval of the Company, which approval shall not be unreasonably 

withheld or delayed, at the expense of the Company. In addition, if the Company fails to comply with any of its 

obligations under this Agreement or in the event that the Company or any other person takes any action to 

declare this Agreement void or unenforceable, or institutes any Proceeding to deny or to recover from Indemnitee 

the benefits intended to be provided to Indemnitee hereunder, Indemnitee shall have the right to retain counsel of 

Indemnitee’s choice, subject to the prior approval of the Company, which approval shall not be unreasonably 

withheld or delayed, at the expense of the Company (subject to Section 12(d) of this Agreement), to represent 

Indemnitee in connection with any such matter. 

Section 14.        Non-Exclusivity; Survival of Rights; Subrogation. 

(a)        The rights of indemnification and advance of Expenses as provided by this Agreement shall not 

be deemed exclusive of any other rights to which Indemnitee may at any time be entitled under applicable law, 

the charter or Bylaws of the Company, any agreement or a resolution of the stockholders entitled to vote 

generally in the election of directors or of the Board of Directors, or otherwise. Unless consented to in writing by 

Indemnitee, no amendment, alteration or repeal of the charter or Bylaws of the Company, this Agreement or of 

any provision hereof shall limit or restrict any right of Indemnitee under this Agreement in respect of any action 

taken or omitted by such Indemnitee in Indemnitee’s Corporate Status prior to such amendment, alteration or 

repeal, regardless of whether a claim with respect to such action or inaction is raised prior or subsequent to such 

amendment, alteration or repeal. No right or remedy herein conferred is intended to be exclusive of any other 

right or remedy, and every other right or remedy shall be cumulative and in addition to every other right or 

remedy given hereunder or now or hereafter existing at law or in equity or otherwise. The assertion of any right 

or remedy hereunder, or otherwise, shall not prohibit the concurrent assertion or employment of any other right 

or remedy. 

(b)        In the event of any payment under this Agreement, the Company shall be subrogated to the extent 

of such payment to all of the rights of recovery of Indemnitee, who shall execute all papers required and take all 

action necessary to secure such rights, including execution of such documents as are necessary to enable the 

Company to bring suit to enforce such rights. 

Section 15.        Insurance. 

(a)        The Company will use commercially reasonable efforts to acquire directors and officers liability 

insurance, on terms and conditions deemed appropriate by the Board of Directors, with the advice of counsel, 

covering Indemnitee or any claim made against Indemnitee by reason of Indemnitee’s Corporate Status and 

covering the Company for any indemnification or advance of Expenses made by the Company to Indemnitee for 

any claims made against Indemnitee by reason of Indemnitee’s Corporate Status. In the event of a Change in 

Control, the Company shall maintain in force any and all directors and officers liability insurance policies that 

were maintained by the Company immediately prior to the Change in Control for a period of six years with the 

insurance carrier or carriers and through the insurance broker in place at the 
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time of the Change in Control; provided, however, (i) if the carriers will not offer the same policy and an expiring 

policy needs to be replaced, a policy substantially comparable in scope and amount shall be obtained and (ii) if 

any replacement insurance carrier is necessary to obtain a policy substantially comparable in scope and amount, 

such insurance carrier shall have an AM Best rating that is the same or better than the AM Best rating of the 

existing insurance carrier; provided, further, however, in no event shall the Company be required to expend in the 

aggregate in excess of 300% of the annual premium or premiums paid by the Company for directors and officers 

liability insurance in effect on the date of the Change in Control. In the event that 300% of the annual premium 

paid by the Company for such existing directors and officers liability insurance is insufficient for such coverage, 

the Company shall spend up to that amount to purchase such lesser coverage as may be obtained with such 

amount. 

(b)        Without in any way limiting any other obligation under this Agreement, the Company shall 

indemnify Indemnitee for any payment by Indemnitee which would otherwise be indemnifiable hereunder arising 

out of the amount of any deductible or retention and the amount of any excess of the aggregate of all judgments, 

penalties, fines, settlements and Expenses incurred by Indemnitee in connection with a Proceeding over the 

coverage of any insurance referred to in Section 15(a). The purchase, establishment and maintenance of any such 

insurance shall not in any way limit or affect the rights or obligations of the Company or Indemnitee under this 

Agreement except as expressly provided herein, and the execution and delivery of this Agreement by the 

Company and the Indemnitee shall not in any way limit or affect the rights or obligations of the Company under 

any such insurance policies. If, at the time the Company receives notice from any source of a Proceeding to 

which Indemnitee is a party or a participant (as a witness or otherwise), the Company has director and officer 

liability insurance in effect, the Company shall give prompt notice of such Proceeding to the insurers in 

accordance with the procedures set forth in the respective policies. 

(c)        The Indemnitee shall cooperate with the Company or any insurance carrier of the Company with 

respect to any Proceeding. 

Section 16.        Coordination of Payments. The Company shall not be liable under this Agreement to 

make any payment of amounts otherwise indemnifiable or payable or reimbursable as Expenses hereunder if and 

to the extent that Indemnitee has otherwise actually received such payment under any insurance policy, contract, 

agreement or otherwise. 

Section 17.        Contribution. If the indemnification provided by this Agreement is unavailable in whole 

or in part and may not be paid to Indemnitee for any reason, other than for failure to satisfy the standard of 

conduct set forth in Section 4 or due to the provisions of Section 5, then, with respect to any Proceeding in which 

the Company is jointly liable with Indemnitee (or would be if joined in such Proceeding), to the fullest extent 

permissible under applicable law, the Company, in lieu of indemnifying and holding harmless Indemnitee, shall 

pay, in the first instance, the entire amount incurred by Indemnitee, whether for Expenses, judgments, penalties, 

fines and/or amounts paid or to be paid in settlement, in connection with any Proceeding without requiring 

Indemnitee to contribute to such payment, and the Company hereby waives and relinquishes any right of 

contribution it may have at any time against Indemnitee. 
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Section 18.        Reports to Stockholders. To the extent required by the MGCL, the Company shall report 

in writing to its stockholders the payment of any amounts for indemnification of, or advance of Expenses to, 

Indemnitee under this Agreement arising out of a Proceeding by or in the right of the Company with the notice of 

the meeting of stockholders of the Company next following the date of the payment of any such indemnification 

or advance of Expenses or prior to such meeting. 

Section 19.        Duration of Agreement; Binding Effect. 

(a)        This Agreement shall continue until and terminate on the later of (i) the date that Indemnitee shall 

have ceased to serve as a director, officer, employee or agent of the Company or as a director, trustee, officer, 

partner, manager, managing member, fiduciary, employee or agent of any other foreign or domestic corporation, 

real estate investment trust, partnership, limited liability company, joint venture, trust, employee benefit plan or 

other enterprise that such person is or was serving in such capacity at the request of the Company and (ii) the 

date that Indemnitee is no longer subject to any actual or possible Proceeding (including any rights of appeal 

thereto and any Proceeding commenced by Indemnitee pursuant to Section 12 of this Agreement). 

(b)        The indemnification and advance of Expenses provided by, or granted pursuant to, this 

Agreement shall be binding upon and be enforceable by the parties hereto and their respective successors and 

assigns (including any direct or indirect successor by purchase, merger, consolidation or otherwise to all or 

substantially all of the business or assets of the Company), shall continue as to an Indemnitee who has ceased to 

be a director, officer, employee or agent of the Company or a director, trustee, officer, partner, manager, 

managing member, fiduciary, employee or agent of any other foreign or domestic corporation, partnership, 

limited liability company, joint venture, trust, employee benefit plan or other enterprise that such person is or was 

serving in such capacity at the request of the Company, and shall inure to the benefit of Indemnitee and 

Indemnitee’s spouse, assigns, heirs, devisees, executors and administrators and other legal representatives. 

(c)        The Company shall require and cause any successor (whether direct or indirect by purchase, 

merger, consolidation or otherwise) to all, substantially all or a substantial part, of the business and/or assets of 

the Company, by written agreement in form and substance satisfactory to Indemnitee, expressly to assume and 

agree to perform this Agreement in the same manner and to the same extent that the Company would be required 

to perform if no such succession had taken place. 

(d)        The Company and Indemnitee agree that a monetary remedy for breach of this Agreement, at 

some later date, may be inadequate, impracticable and difficult to prove, and further agree that such breach may 

cause Indemnitee irreparable harm. Accordingly, the parties hereto agree that Indemnitee may enforce this 

Agreement by seeking injunctive relief and/or specific performance hereof, without any necessity of showing 

actual damage or irreparable harm and that by seeking injunctive relief and/or specific performance, Indemnitee 

shall not be precluded from seeking or obtaining any other relief to which Indemnitee may be entitled. 

Indemnitee shall further be entitled to such specific performance and injunctive relief, including temporary 

restraining orders, preliminary injunctions and permanent injunctions, without the 
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necessity of posting bonds or other undertakings in connection therewith. The Company acknowledges that, in 

the absence of a waiver, a bond or undertaking may be required of Indemnitee by a court, and the Company 

hereby waives any such requirement of such a bond or undertaking. 

Section 20.        Severability. If any provision or provisions of this Agreement shall be held to be invalid, 

void, illegal or otherwise unenforceable for any reason whatsoever: (a) the validity, legality and enforceability of 

the remaining provisions of this Agreement (including, without limitation, each portion of any Section, paragraph 

or sentence of this Agreement containing any such provision held to be invalid, illegal or unenforceable that is 

not itself invalid, illegal or unenforceable) shall not in any way be affected or impaired thereby and shall remain 

enforceable to the fullest extent permitted by law; (b) such provision or provisions shall be deemed reformed to 

the extent necessary to conform to applicable law and to give the maximum effect to the intent of the parties 

hereto; and (c) to the fullest extent possible, the provisions of this Agreement (including, without limitation, each 

portion of any Section, paragraph or sentence of this Agreement containing any such provision held to be invalid, 

illegal or unenforceable, that is not itself invalid, illegal or unenforceable) shall be construed so as to give effect 

to the intent manifested thereby. 

Section 21.        Identical Counterparts. This Agreement may be executed in one or more counterparts 

(delivery of which may be by facsimile, or via e-mail as a portable document format (.pdf) or other electronic 

format), each of which will be deemed to be an original, and it will not be necessary in making proof of this 

Agreement or the terms of this Agreement to produce or account for more than one such counterpart. One such 

counterpart signed by the party against whom enforceability is sought shall be sufficient to evidence the 

existence of this Agreement. 

Section 22.        Headings. The headings of the paragraphs of this Agreement are inserted for 

convenience only and shall not be deemed to constitute part of this Agreement or to affect the construction 

thereof. 

Section 23.        Modification and Waiver. No supplement, modification or amendment of this Agreement 

shall be binding unless executed in writing by both of the parties hereto. No waiver of any of the provisions of 

this Agreement shall be deemed or shall constitute a waiver of any other provisions hereof (whether or not 

similar) nor, unless otherwise expressly stated, shall such waiver constitute a continuing waiver. 

Section 24.        Notices. All notices, requests, demands and other communications hereunder shall be in 

writing and shall be deemed to have been duly given if (i) delivered by hand and receipted for by the party to 

whom said notice or other communication shall have been directed, on the day of such delivery, or (ii) mailed by 

certified or registered mail with postage prepaid, on the third business day after the date on which it is so mailed: 

(a)        If to Indemnitee, to the address set forth on the signature page hereto. 
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(b)        If to the Company, to: 

NetREIT, Inc. 

1282 Pacific Oaks Place 

Escondido, California 

Attention: General Counsel 

or to such other address as may have been furnished in writing to Indemnitee by the Company or to the Company 

by Indemnitee, as the case may be. 

Section 25.        Governing Law. This Agreement shall be governed by, and construed and enforced in 

accordance with, the laws of the State of Maryland, without regard to its conflicts of laws rules. 

[Signature Page Follows] 
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the day and year first 

above written. 

COMPANY:

NETREIT, INC.

By:

Name:

Title:

INDEMNITEE

Name:

Address:



EXHIBIT A 

AFFIRMATION AND UNDERTAKING TO REPAY EXPENSES ADVANCED 

To: The Board of Directors of NetREIT, Inc. 

Re: Affirmation and Undertaking 

Ladies and Gentlemen: 

This Affirmation and Undertaking is being provided pursuant to that certain Indemnification Agreement 

dated the          day of                             , 20        , by and between NetREIT, Inc., a Maryland corporation (the 

“Company”), and the undersigned Indemnitee (the “Indemnification Agreement”), pursuant to which I am 

entitled to advance of Expenses in connection with [Description of Proceeding] (the “Proceeding”). 

Terms used herein and not otherwise defined shall have the meanings specified in the Indemnification 

Agreement. 

I am subject to the Proceeding by reason of my Corporate Status or by reason of alleged actions or 

omissions by me in such capacity. I hereby affirm my good faith belief that at all times, insofar as I was involved 

as [a director] [and] [an officer] of the Company, in any of the facts or events giving rise to the Proceeding, I 

(1) did not act with bad faith or active or deliberate dishonesty, (2) did not receive any improper personal benefit 

in money, property or services and (3) in the case of any criminal proceeding, had no reasonable cause to believe 

that any act or omission by me was unlawful. 

In consideration of the advance by the Company for Expenses incurred by me in connection with the 

Proceeding (the “Advanced Expenses”), I hereby agree that if, in connection with the Proceeding, it is 

established that (1) an act or omission by me was material to the matter giving rise to the Proceeding and (a) was 

committed in bad faith or (b) was the result of active and deliberate dishonesty, or (2) I actually received an 

improper personal benefit in money, property or services or (3) in the case of any criminal proceeding, I had 

reasonable cause to believe that the act or omission was unlawful, then I shall promptly reimburse the portion of 

the Advanced Expenses relating to the claims, issues or matters in the Proceeding as to which the foregoing 

findings have been established. 

IN WITNESS WHEREOF, I have executed this Affirmation and Undertaking on this          day of 

                            , 20        . 

Name:                                                          



Exhibit 10.23 

NetREIT, Inc. 

Restricted Stock Agreement 

1.        Grant of Shares.  Under this Restricted Stock Agreement (the “Agreement”), NetREIT, Inc. 

(“NetREIT, Inc.” or the “Company”) hereby grants the Shares to the Grantee (the “Recipient”) on the Grant 

Date. The Grant includes the following terms: 

Grantee:

Grant Number:

Number of Shares: shares of Common Stock

Grant Date:

Vesting Commencement Date:

Fair Value Price per Share: $[       ]

Fair Value at Date of Grant $[       ] per Share

2.        Restricted Stock under Plan.  The Shares are being issued pursuant to and subject to the terms and 

conditions of the NetREIT, Inc. 1999 Flexible Incentive Plan, as it may be amended from time to time (the 

“Plan”). The Plan is incorporated herein by reference. Unless otherwise stated, the terms used in this Agreement 

shall have the meanings set forth in the Plan. In the event of a conflict between the terms and conditions of the 

Plan and this Restricted Stock Agreement, the terms and conditions of the Plan shall prevail. A copy of the Plan 

is available at NetREIT, Inc.’s business offices and a copy will be provided to Recipient upon request. 

3.        Issuance and Share Certificates.  The Shares shall be issued as of the Grant Date, in book form, 

subject to the terms and conditions of this Agreement. One or more Certificates will be issued upon Recipient’s 

request only for Shares which are fully vested under this Agreement. As a condition to receiving the Shares, 

Recipient shall execute such endorsements of the Certificates as NetREIT, Inc. may from time to time request to 

effect the provisions of this Agreement. 

4.        Vesting of Shares.  So long as Recipient is a Service Provider, the Shares shall vest as follows: 

[                                ] 

RECIPIENT ACKNOWLEDGES AND AGREES THAT THE VESTING OF SHARES PURSUANT TO THE 

VESTING SCHEDULE IS EARNED ONLY BY CONTINUING AS A SERVICE PROVIDER AT THE WILL 

OF NETREIT, INC. (NOT BY REASON OF BEING HIRED OR THIS GRANT). RECIPIENT FURTHER 

ACKNOWLEDGES AND AGREES THAT THIS AGREEMENT, THE TRANSACTIONS CONTEMPLATED 

HEREUNDER AND 
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THE VESTING SCHEDULE SET FORTH HEREIN DO NOT CONSTITUTE AN EXPRESS OR IMPLIED 
PROMISE OF CONTINUED ENGAGEMENT AS A SERVICE PROVIDER FOR THE VESTING PERIOD, 
FOR ANY PERIOD, OR AT ALL, AND SHALL NOT INTERFERE IN ANY WAY WITH RECIPIENT’S 
RIGHT OR NETREIT, INC.’S RIGHT TO TERMINATE RECIPIENT’S RELATIONSHIP AS A SERVICE 
PROVIDER AT ANY TIME, WITH OR WITHOUT CAUSE, IF OTHERWISE APPLICABLE. 

Nothing herein shall restrict the rights of Recipient as a holder of NetREIT, Inc.’s common stock until 
such date, if any, as such Shares are canceled in accordance with Section 4 and this Section 5, on which date(s) 
such Shares shall no longer be issued and outstanding. 

5.        Lock-Up Period.  Recipient hereby agrees that, if so requested by NetREIT, Inc. or any 
representative of underwriters (the “Managing Underwriter”) for the public offering of any common stock of 
NetREIT, Inc. which is registered under the Securities Act of 1933 (the “1933 Act”), Recipient shall not sell or 
otherwise transfer any of the Shares (or other securities of NetREIT, Inc. Recipient may then own) during the 
180-day period following the effective date of a registration statement of NetREIT, Inc. filed under the 1933 Act 
(or such other period as may be requested in writing by the Managing Underwriter of the offering (the “Market 
Standoff Period”)). This restriction shall apply only to the first registration statement of NetREIT, Inc. to become 
effective under the 1933 Act that includes securities to be sold on behalf of NetREIT, Inc. to the public in an 
underwritten public offering under the 1933 Act. NetREIT, Inc. may impose stop-transfer instructions with 
respect to securities subject to the foregoing restrictions until the end of the Market Standoff Period. 

6.        Federal Tax Consequences.  Generally, when restricted stock vests, the Recipient will recognize 
ordinary income and NetREIT, Inc. will be entitled to a deduction for the amount equal to the fair market value 
of the shares at the date of issuance. HOWEVER, THE TAX CONSEQUENCES OF THE GRANT MAY BE 
DIFFERENT FOR RECIPIENT AND THE TAX LAWS AND REGULATIONS ARE SUBJECT TO 
CHANGE. THE RECIPIENT SHOULD CONSULT A TAX ADVISER BEFORE EXERCISING THIS GRANT 
OR DISPOSING OF THE SHARES TO CONFIRM THE TAX CONSEQUENCE THEREOF. 

7.        Representations and Warranties of Recipient.  Recipient represents and warrants to NetREIT, Inc. 
that Recipient has: 

(a)        been furnished with all information Recipient deems necessary to evaluate the merits and 
risks of the purchase of the Shares; 

(b)        had the opportunity to ask questions concerning the Shares and NetREIT, Inc. and all 
questions posed have been answered to Recipient’s satisfaction; 

(c)        been given the opportunity to obtain any additional information Recipient deems necessary 
to verify the accuracy of any information obtained concerning the Shares and NetREIT, Inc.; 
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(d)        the knowledge and experience in financial and business matters that Recipient is able to 

evaluate the merits and risks of accepting the Shares and to make an informed decision to invest in the Shares; 

and 

(e)        is receiving the Shares for Recipient’s own personal account for investment and not with a 

view to the sale or distribution of all or any part of the Shares. 

8.        Shares Not Registered.  Recipient acknowledges that: 

(a)        Shares Illiquid.  Because the Shares have not been registered under federal or state 

securities laws, Recipient must continue to bear the economic risk of the investment for an indefinite time and 

the Shares cannot be sold unless the Shares are subsequently registered under applicable federal and state 

securities laws or an exemption from such registration requirements is available. 

(b)        Legend on Share Certificate.  Each share certificate issued under this Agreement shall bear 

a legend in substantially the same form as the following, modified to the extent necessary to reflect the vested 

status of the Shares represented. 

THE SHARES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER 

THE SECURITIES ACT OF 1933 (THE “1933 ACT”) OR REGISTERED OR QUALIFIED UNDER 

THE SECURITIES LAWS OF ANY STATE. IN ADDITION TO THE VESTING RESTRICTIONS SET 

FORTH IN THIS RESTRICTED STOCK AGREEMENT, THE SHARES MAY NOT BE SOLD, 

PLEDGED, HYPOTHECATED OR OTHERWISE TRANSFERRED UNTIL (i) A REGISTRATION 

STATEMENT UNDER THE 1933 ACT OR SUCH APPLICABLE STATE SECURITIES LAWS SHALL 

HAVE BECOME EFFECTIVE WITH REGARD THERETO, OR (ii) IN THE OPINION OF COUNSEL 

ACCEPTABLE TO NETREIT, INC., REGISTRATION OR QUALIFICATION UNDER THE 1933 ACT 

OR THE LAWS OF ANY STATE IS NOT REQUIRED IN CONNECTION WITH THE PROPOSED 

TRANSFER.

9.        Covenants of Recipient.  Recipient covenants and agrees he or she may in no event sell or 

distribute or otherwise dispose of all or any part of the Shares unless: 

(a)        The Shares are fully vested; and 

(b)        There is an effective registration statement under applicable federal and state securities 

laws covering the sale of the Shares; or 

(c)        NetREIT, Inc. receives an opinion of Recipient’s legal counsel (concurred in by NetREIT, 

Inc.’s legal counsel) stating that such transaction is exempt from registration or NetREIT, Inc. otherwise satisfies 

itself that such transaction is exempt from registration. 

10.      Provisions of General Application. 

(a)        Entire Agreement.  This Agreement constitutes the entire agreement of NetREIT, Inc. and 

Recipient regarding the subject matter of this Agreement and supersedes any 
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prior undertakings and agreements between NetREIT, Inc. and Recipient regarding the subject matter of this 

Agreement, and may not be modified adversely to Recipient’s interest except by means of a writing signed by 

NetREIT, Inc. and Recipient. 

  (b)        Governing Law.  This agreement is governed by the internal substantive laws but not the 

choice of law rules of California. 

  (c)        Notices.  Any notice required or permitted under this Agreement shall be made as 

follows: 

(i)        If to NetREIT, Inc., at NetREIT, Inc.’s business offices during normal business 

hours. 

(ii)        If to Recipient, at Recipient’s last known address in NetREIT, Inc.’s records. 

Recipient shall notify NetREIT, Inc. upon any change in such residence address. 

11.        Acceptance by Recipient.  Recipient hereby accepts: 

  (a)        The restricted Shares subject to all of the terms and provisions of this Agreement; and 

  (b)        As binding, conclusive and final all decisions or interpretations of the Plan Administrator 

upon any questions arising under the Plan or this Agreement. 

Recipient: NetREIT, Inc.:

NetREIT, Inc., a Maryland corporation

By:                                                                

Name:  Jack K. Heilbron

Title:  President
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EXHIBIT 23.3 

Consent of Independent Registered Public Accounting Firm 

We consent to the reference to our firm under the caption “Experts” and to the use of (i) our report dated March 17, 2017 with respect to 

our audits of the consolidated financial statements of NetREIT, Inc. and Subsidiaries (the “Company”) as of and for the years ended 

December 31, 2016 and 2015; and (ii) our report dated March 10, 2016 with respect to our audit of the statement of revenues over 

certain operating expenses of Highlands Ranch Shea Center II for the year ended December 31, 2014, both included in the Registration 

Statement (Form S-11, No. 333- ) of the Company and related Prospectus. 

/s/ Squar Milner LLP 

Newport Beach, California 

September 18, 2017 
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