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FORWARD-LOOKING STATEMENTS

Certain statements contained in this Form 10-K of Phillips Edison—ARC Shopping Center REIT Inc. (“Phillips Edison—ARC Shopping Center REIT,” “we,” “the Company,”
“our” or “us”) other than historical facts may be considered forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the
“Securities Act”), and Section 2 LE of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). We intend for all such forward-looking statements to be covered
by the applicable safe harbor provisions for forward-looking statements contained in those acts. Such statements include, in particular, statements about our plans, strategies, and
prospects and are subject to certain risks and uncertainties, including known and unknown risks, which could cause actual results to differ materially from those projected or
anticipated. Therefore, such statements are not intended to be a guarantee of our performance in future periods. Such forward-looking statements can generally be identified by
our use of forward-looking terminology such as “may,” “will,” “expect,” “intend,” “anticipate,” “estimate,” “believe;” “continue,” or other similar words. Readers are
cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date this report is filed with the U.S. Securities and Exchange Commission
(“SEC”). We make no represeniations or warranties (express or implied) about the accuracy of any such forward-looking statements contained in this Form 10-K, and we do not
intend to publicly update or revise any forward-looking statements, whether as a result of new information, future events, or otherwise. See Item 1A herein for a discussion of
some of the risks and uncertainties, although not all risks and uncertainties, that could cause actual results to differ materially from those presented in our forward-looking
statements.
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PARTI
ITEM1. BUSINESS
Overview

Phillips Edison—ARC Shopping Centér REIT Inc. was formed as a Maryland corporation on October 13, 2009 and has elected to be taxed as a real estate investment trust
(“REIT”) commencing with the taxable year ended December 31; 2010. Substantially all of our business is expected to be-conducted through Phillips Edison—ARC Shopping
Center Operating Partnership, L.P. (the “Operating Partnership”), a Delaware limited partnership formed on December 3, 2009. We are the sole limited partner of the Operatmg
Partnership, and our wholly owned subsidiary, Phillips Edison Shopping Center OP GP LLC, is the sole general partner of the Operating Partnership. '

We are offering to'the public pursuant to a registration statement $1.785 billion in shares ‘of common stock in-our initial public offering on a “best efforts” basis. Our offering

. consists of a primary offering’of $1.5 billion in shares offéred to investors at a price of $10.00 per share, with discounts available for certain categories of purchasers, and $285
million in shares offered to stockholders pursuan to & dividend reinvestment plan (the “DRP?) at a price of $9.50 per share. We have the right to reallocate the shares of common
stock offered between the primary offering and the DRP.

As of December 31, 2012, we had issued 13,801,251 shares of common stock since inception, including 155,940 shares issued through the DRP, generating gross cash
proceeds of $136 1 m1]110n

Our advisor is American Realty Capltal II Advisors, LLC (the “Advlsof’), a limited hablhty ‘company that was organized in the State of Delaware on Decemiber 28, 2009 and that
is indirectly wholly owned by AR Capital LLC (formerly American Realty Capital I, LLC) (the “AR Capital sponsor”). Under the terms of the advisory agreement between the
“Advisor and us, the Advisor is responsible for the management of out day-to-day activities and the implementation of our investment strategy. The Advisor has delegated most of
its dutiés under the advisory agreement, including the management of our day-to-day operations and our portfolio of teal estate assets, to Phillips Edison NTR LLC (the “Sub-
advisor”), which is indirectly wholly owned by Phillips Edison Limited Partnership (the “Phillips Edison sponsor”). Notwithstanding such delegatlon to the Sub-advtsor the
Adv1sor retains u1t1mate responsibility for the performance of all the matters entrusted to it under the advisory agreement £

We invest primarily in WCll-OCCupled grocery—anchored nelghborhood and community shoppmg centers havmg a mix of creditworthy national and regional retailers selling necessity-
based goods and services in strong demographic markets throughout the United States. In addition, we may invest in other retail properties including power and lifestyle shopping
centers, multi-tenant shopping centers, free-standing single-tenant retail properties, and other real estate and real estate-related loans and securities depending on real estate market
conditions and investment opportunities that we determine are in the best interests of our stockholders. We expect that retail properties primarily would underlie or secure the real
estate-related loans and securities in which we may invest. As of December 31, 2012, we owned fee simple interests in 26 real estate properties, 20 of which we owned through
the Joint Venture, acquired from third parties unaffiliated with us, the Advisor, or the Sub-advisor.

On September 20, 2011, we entered into a joint venture with a group of institutional international investors advised by CBRE Investors Global Multi Manager (each a “CBRE
Investor”). The joint venture is in the form of PECO-ARC Institutional Joint Venture L; L.P., a Delaware limited partnership (the “Joint Venture”). We, through an indirectly
wholly owned subsididry, hold an approximate 54% jaterest in the Joint Viénture. ‘We serve as the general partnerand manage the operations of the Joint Venture: The CBRE
Investors hold the remaining approximate 46% interest. We contributed approximately $58.7 million, in the form of equity interests in six wholly owned real estate properties
and cash, to the Joint Venture (defined below), and the CBRE Investors contributed $50 million in cash.

Segment Data

© We currently view our real estate assets as one repomble segment Accordmgly, we did not report any other segment dlsclosures in 2012

.

Tax Status

' We elected to be taxed as a REIT under Sections 856 thfough 860 of the Internal Revenue Code of 1986, as amended (the “Internal Revenue Code”) beginning with the tax
yearénded December 31, 2010. Because we qualify for taxation as a REIT, we generally will not be subject to federal income tax on taxable income that is distributed to
stockholders. If we fail to qualify as a REIT in any taxable year, without the benefit of certain relief provisions, we will be subject to federal (including any applicable alternative
minimum tax) and state income tax on our taxable income at regular corporate rates. Even if we qualify for taxation as a REIT, we may be subject to




certain state and local taxes on our income, property or net worth, respectively, and to federal income and excise taxes on our undistributed income.
Competition

We are subject to significant competition in seeking real estate investments and tenants. We compete with many third parties engaged in real estate investment activities including
other REITS, specialty finance companies, savings and loan associations, banks, mortgage bankers, insurance companies, mutual funds, institutional investors, investment
banking firms, lenders, hedge funds, governmental bodies and other entities. Some of these competitors, including larger REITs, have substantially greater financial resources
than we do and generally enjoy significant competitive advantages that result from, among other things, a lower cost of capital and enhanced operating efficienci ‘

Economic Dependency

We are dependent on the Advisor, the Sub-advisor, Realty Capital Securities, LLC (the “Dealer Manager”), Phillips Edison & Company, Ltd. (the “Property Manager”) and
their respective affiliates for certain services that are essential to us, including the sale of our shares of common stock, asset acquisition and disposition decisions, and other general
and administrative responsibilities. In the event that any of the above-mentioned affiliates are unable to provide such services, we would be required to find alternative service
providers. ’

Employees

We do not have any employees. In addition, all of our executive officers are officers of Phillips Edison & Company or one or more of its affiliates and will be compehsawd by those
entities, in part, for their service rendered to us. We do not separately compensate our executive officers for their service as officers.

The employees of Phillips Edison- or AR Capital-affiliated entities perform substantially all of the services related to our company. The expenses related to providing these services
are charged to us based on time spent by these employees while providing services:to-us, excluding those acquisition, disposition, property management, asset management,
financing, and other services that are covered under separate fees charged to-us. The employee-related expenses related to organization and offering costs charged to us for the
years ended December 31, 2012 and December 31, 2011 were $0-and $0.6 million, respectively. Also, $6.9 million of organization and offering costs-incurred by the Sub-
advisor on our behalf has not been charged fo us or recorded in our consolidated financial statements for the year ended December 31, 2012. Whether these costs will be billed to
us in the future is at the discretion of the Sub-advisor and will likely depend upon the success of our offering.

Insurance
We believe that our properties are adequately insured. .
Environmental Matters

As an owner of real estate, we are: subject to various environmental laws of federal, state and local gévemments. Compliance with federal, state and local environmental laws has
not had a material adverse effect on our business, assets, or results of operations, financial condition and ability to pay distributions, and we do not believe that our existing
portfolio will require us to incur material expenditures to comply with these laws and regulations.-

Access to Company Information

We electronically file our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and all amendments to those reports with the United
States Securities and Exchange Commission (“SEC”). The public may read and copy any of the reports that are filed with the SEC at the SEC’s Public Reference Room at 100
F Street, NE, Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC at (800)-SEC-0330. The SEC
maintains an Internet site at www.sec.gov that contains reports, proxy and information statements and other information regarding issuers that file electronically.

We make available, free of charge, by responding to requests addressed to our investor relations, group, the Annual Report on Form 10-K, Quarterly Reports on Form 10-Q,

Current Reports on Form 8-K and all amendments to those reports on our website, www.phillipsedison-arc.com. These reports are available as soon as reasonably practicable

after such material is-electronically filed or furnished to the SEC. . .
. . 4




ITEM 1A. RISK FACTORS .

The factors described below represent our principal risks. Other factors may exist that we do not consider to be significant based on information that is currently available or that
we are not currently able to anticipate. The occurrence of any of the risks discussed belew could have a:material adverse effect on our business, financial condition, results of
operations and ability to pay distributions to our stockholders Potential investors and our stockholders may .be referred to as “you” or “your” in thls Item 1A, “Risk Factors,”
section. :

Risks Related to an Investment in Us

Because no pubhc trading market for our shares eurrently exists, it is di fﬁcult for our stockholders to sell their shares and, tf our stockholders are able to
. sell their shares, it will likely be at a substantial discount to the public offering price. .

Our charter does not require our directors to seek stockholder approval to liquidate our assets by a specified date, nor does our charter require our directors to list our shares
for trading on a national securities exchange by a specified date. There is no public market for our shares, and we currently have no ‘plans to list our shares on a national securities
exchange. Until our shares are listed, if ever, stockholders may not sell their shares unless the buyer meets the applicable suitability and minimum purchase standards. In
addition, our charter prohibits the ownership of more than 9.8% in value of our aggregate outstanding stock or more than 9.8% in value or number of shares, whichever is
more restrictive, of our aggregate outstanding common stock, unless exempted by our board of directors, which may inhibit large investors from purchasing your shares. In its
sole discretion, our board of directors could amend, suspend or terminate our share repurchase program upon 30 days’ notice. Further, the share repurchase program includes
numerous restrictions that would limit a stockholder’s ability to sell his or her shares. Therefore, it is difficult for our stockholders to sell their shares promptly or at all. If a
stockholder is able to sell his or her shares, it would likely be at a substantial discount to the public offering price. It is also likely that our shares would not be accepted as the
primary collateral for a loan. Because of the illiquid nature of our shares, investors should purchase our shares only as a long-term investment and be prepared to hold them for
an indefinite period of time.

"'We have a limited operati'ng history, and neither the Advisor nor the Sub-advisor has any prior operating history or any pteyiaus experience operating a
public company, which makes our future performance difficult to predict.

We have a limited operating history and as of December 31, 2012, we owned interests in 26 real estate investments. Our stockholders should not assume that our perfor'mance
will be similar to the past performance of other real estate investment programs sponsored by affiliates of the Advisor or affiliates of the Sub-advisor. '

The Advisor and the Sub-advisor have limited operations as of the date of this report. Because previous Phillips Edison-sponsored programs were conducted through ﬁﬁvately
held entities, they were not subject to the up-front commissions, fees and expenses associated with a public offering nor all of the laws and regulations that will apply to us. Our
executive officers and directors have limited expetience managing public companies. For all of these reasons, our stockholders should be especially cautious when drawing
conclusions about our future performance, and you shouid not assume that it will be similar to the prior performance of other Phillips Edison- or AR Capital-sponsored
programs. Our lack of an operating history, the Advisor’s and the Sub-advisor’s lack of experience operating a public company, the differences between us and the private Phillips
Edison-sponsored programs and our AR Capital sponsor’s limited experience in connectlon with mvestmcnts of the type to be made by us s1gmﬁcanﬂy increase the risk and

~ uncertainty our stockholders face in making an investment in our shares.

Our ability to implement our investment strategy is dependent, in part, upon the abtltty of our Dealer Manager to successfully conduct our offering, ‘which
makes an investment in us more speculative, .

We have retained Realty Capital Securities, LLC, an affiliate of the Advisor, to conduct our offering. The success of our offering, and our ability to implement our business
strategy, is dependent upon the ability of Realty Capltal Securities, LLC to build and maintain a network of broker-dealers to sell our shares to their clients, These broker-dealers
may also be engaged by other REITs, and they may choose to emphasize the sale of those REITs’ shares over the sale of our shares. If Realty Capital Securities, LLC is not
successful in establishing, operating and managing this network of broker-dealers, our ability to raise proceeds through our offering will be limited, and we may not have ..
adequate capital to implement our investment strategy. If we are unsuccessful in implementing our investment strategy, our stockholders could lose all or a part of their
investment. |

If our Dealer Manager terminates its deal ger relationship with us, our ability to successfully complete our offering and implement our investment
strategy would be significantly impaired.

Our Dealer Manager bas the right to terminate its relationship with us if, among other things, any of the following occur: (1) our voluntary or involuntary bankruptcy; (2) we

materially change our business; (3) we become subject to a material action, suit,
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proceeding or investigation; (4) we materially reduce the rate of any distribution we may pay in the future without its prior written consent; (5) we suspend or terminate our
share repurchase program without its prior written consent; (6) the value of our common shares materially adversely changes; (7) a material breach of the dealer manager
agreement by us (which breach has not been cured within the required timeframe); (8) our willful misconduct or a willful or grossly negligent breach of our obligations under the
dealer manager agreement; (9) the issuance of a stop order suspending the effectiveness of our registration statement by the SEC and not rescinded within- 10 business days of its
issuance; or (10) the occurrence of any event materially adverse to us and our prospects or our ability to perform our obligations under the dealer manager agreement. If our
Dealer Manager elects to terminate its relationship with us, our ability to complete our offering and impl t our in 1t strategy would be significantly impaired and would
increase the likelihood that our stockholders could lose all or a part of their investment.

Our joint venture arrangement with the CBRE Investors reduces our control over our assets and could give rise to disputes with our joint venture partners,
which could adversely affect the value of your investment in us.

Our joint venture with the CBRE Investors involves risks not otherwise present when we own properties through wholly owned entities. For example:

*  Certain major decisions with respect to the Joint Venture require the approval of a majority of the executive committee of the Joint Venture. The committee includes
two members appointed by the CBRE Investors and two members appointed by us. Our inability to obtain majority approval may prevent us from executing
transactions that would be in our best interest.

* A dispute with respect to certain major decisions may give either party the right to trigger buy/sell rights. Should we initiate the buy/sell procedures, we would (at
the election of the CBRE Investors) have to sell our interests in the Joint Venture or buy the CBRE Investors’ interest in the Joint Venture. Should the CBRE
Investors initiate ths buy/sell procedures, we would have to choose between buying and selling our interest in the Joint Venture. If we are a seller under the buy/sell
procedures, the terins of the sale may be less attractive than if we had held onto our investment; and if we are a buyer, we may be unable to finance such a buy-out
or may have to incur indebtedness on unattractive terms or at levels that might not be in our best interest.

*  Our agreement with the CBRE Investors limits certain direct and indirect transfers of our interest in the Joint Venture. As a result, we may be unable to sell our
interest in the Joint Venture when we Would otherwise like and we may be unable to sell large equity interests in us or certain subsidiaries to a large investor that
would, as a result of the sale, directly or mdlrectly own 20.0% or more of the subsidiary through whlch we own our interest in the Joint Venture.

Our investments made through the Joint Venture are held in a subsidiary REIT. If such subsld.\ary REIT were to fail to qualify as a REIT, our own REIT qualification could be
threatened.

" If we pay distributions from sources other than our cash flows from operations, we may not be able to sustain our distribution rate and we may have fewer
funds avallable Jor investment in propemes and other assets and our stockholders’ overall returns may be reduced.

Our organizational documents permit us to pay distributions from any source w1thout limit. If we fund distributions from financings or the net proceeds from this offering, we

will have fewer funds available for investment in real estate properties and other real estate-related assets and our smckholders overall returns may be reduced. At times, we may
be forced to borrow funds to pay distributions during unfavorable market conditions or during periods when funds from operations are needed to make capital expenditures and
other expenses, ‘which could iricrease our operating costs. We may also fund such distributions from advances or contributions from our sponsors or from any deferral or
waiver of fees by our advisor and sub-advisor. Furthermore, if we cannot cover our distributions with cash flows from operations, we may be unable to sustain our distribution
rate. For the year ended December 31, 2012, we paid distributions of approximately $3,673,000, including distributions reinvested through our dividend reinvestment plan,
and our cash flows from operations under accounting principles geherally accepted in the United States (“GAAP”) were approximately $4,033,000. For the year ended
December 31, 2011, we paid distributions of approximately $873,000, including distributions reinvested through our dividend reinvestment plan, and our GAAP cash flows
from operations were approximately $593,000.

If we are unable to find suitable investments, we may not be able to achieve our investment objectives or pay distributions.

Our ability to achieve our investrent objectives and to pay distributions depends primarily upon the performance of the Sub-advisor, acting on behalf of the Advisor, with
respect to the acquisition of our investments, including the ability to source loan origination opportunities for us. Competition from competing entities may reduce the number of
suitable investment opportunities offered to us or increase the bargaining power of property owners seeking to sell. Additionally, disruptions and dislocations in the credit markets
have materially impacted the cost and availability of debt to finance real estate acquisitions, which is a key component of our acquisition
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strategy. This lack of'available debt could result in a further reduction of suitable investrient opportunities and create a competitive adyantage to other entities that have greater
financial resources than we do. We are also subject to competition in seeking to acquire real estate-related investments. The more shares we sell in our offering, the greater our
challenge will be to invest all of the net offering proceeds on attractive terms. We can give no assurance that the Sub-advisor, acting on behalf of the Advisor, will be successful in
obtaining suitable investments on financially attractive terms or that:our objectives will be achieved. If we are‘unable to find suitable investments promptly, we will hold the
proceeds from our offering in an interest-bearing account or invest the proceeds in short-term assets. If we.would continue to be unsuccessful in locating suitable investments, we
may ultimately decide to liquidate. In-the. event we are unable to timely locate suitable investments, we may beunable or limited. in our abrhty to pay drstubunons, and we may not
be able to. meet our mvestment objectives. ... - . T o . . :

Disrhpﬁons in:the financial markets aml challenging. economic conditions could adversely impact the commercial mortgage market as well as the market
for real estate-related debt investments generally, which could hinder our abtltty to tmplement our business. strategf and generate returns to our
stockholders. - - : T “ [ . .

We intend to allocate a small percentage of our portfolio to real estate-related i1nvestments such as mortgage, mezzanine, bridge and other loans; debt and derivative securities
related to real estate assets, including mortgage-backed securities; and the equity securities of other REITs and real estate companies. The, returns available to investors in these
investments are determined by: (1) the supply and demand for such investments, (2) the performance of the assets underlymg the investments and (3) the existence of a market
for such investments, which includes the ablhty to sell or finance such-dnyestments.. - | ;- .« 0. L K

. Durmg penods of volatlhty, the number of buyers partmlpatmg in the market may. change atan aceelerated pace. As hquldrty or “demand” increases, the returns avallable to
investors on new investments will decrease. Conversely, -a lack of liquidity will cause the-returns available to investors on new inv ts to increase.

Dtsmptwns in the fi nancml markets and chullengmg economic comlttwns could adversely ajfect our abtltty to secure:debt ﬁnancmg on attracttve terms,
ouyr abtlzty to service any future indebtedness that we may incur and the values of our investments. . - o .

Desplte 1mproved access to capital for some compames the caprta.l and credit markets continueto be aﬁ'ected by extreme -volatility ; and dlsruptlon durmg the past four years. The
health of the global capital markets remains a concern. The banking industry has been experiencing improved earnings, but the relatively low growth economic environment has
.caused-the markets to question whether-financial institutions are truly appropriately capitalized. The downgrade of the U.S..government debt hasincreased these concerns,
oo especlally for the larger, money.center banks. Smaller financial institutions have continued to work with borrowers to amend and extend existing loans; however, as these loans
- -reach maturity, there is the pofential for future credit Josses. The FDIC’s list of treubled financial institutions is still quite large and the threat of more bank closings will welgh

heavily on the financial markets.

Looking forward, it is widely.assumed that mortgage delinquencies have not yet peaked. Liquidity in the global credit market has been severely contracted by market disruptions,
and new: lending is expected to-remain subdued in the near term. We have relied-on debt financing to finance most-of our grocery-anchored. shopping centers. As a result of the
uncertainties in the credit market; we may net be ableito refinance our existing indebtedness or to obtain additional debt financing on attractive terms. If we are not able to -
refinance existing indebtedness on attractive terms at its maturity, we may be forced to dispose of some of our assets.
Further disruptions in the financial markets and uncertain economic.conditions could adversely. affect the values of our investments. Turmoil in the capital markets has constrained
equity and.debt capital available for investment in commercial real estate, resulting in fewer buyers seeking o acquire.commercial properties and possible increases in capitalization
rates and lower property values. Furthermore, declining economic condjtions could negatively 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 mvestments which could have the following negative effects on us:

A the values of our mvestments in grocery-anchored shoppmg centers could decrease below the amounts we paid for such mvestments, '
o the value of collateral seeunng any loan mvestment that we may make could decrease below the outstandmg principal amounts of such loans
. revenues from properties we acquire could decrease due to fewer tenants or lower rental rates, makmg it more difficult for usto pay dlstnbutlons or meet our debt

" service obhgatmns on future debt ﬁnancmgs, and

.o revenues on the propemes and other assets underlymg any } loan mvestments we may make could decrease makmg it more dxfﬁcult for the borrower to meet its
payment obligations tous.. . . . R o . . . o G

All of these factors could impair our ebility.to make distributions to our investors and decrease the value of an investment in us.
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We may suffer from. deiays in locating suitable investments, which could limit our abthty to make distributions and lower the overall return on yaur
investment. :

We rely upon our sponsors and the real estate professionals affiliated with our sponsors to identify suitable investments. The private Phil’lips Edison-sponsored programs,
especially those for which the ofiering proceeds have not been fully invested, rely on our Phillips Edison sponsors for investment opportunities. Similarly, the AR Capital-
sponsored programs rely on our AR Capital sponsor for investment opportunities. To the extent that our sponsors and the other real estate professionals employed by the
Advisor and Sub-advisor face competing demands upon their time at times when we have capital ready for investment, we may face delays in locating suitable investments.
Further, the more money we raise in our offering, the more difficult it will be to invest the net offering proceeds promptly and on attractive terms. Therefore, the large size of
our offering and the continuing high demand for the types of properties and other investments we desire to putchase increasé the risk of delays in investing our net offering
proceeds. Delays we encounter in the selection and acquisition or origination of income-producing assets would likely limit our ability to pay distributions to our stockholders and
lower their overall returns. Further, if we acquire properties prior to the start of construction or during the early stages of construction, it will typically take several months to
complete construction and rent available space. Therefore, we could experience delays in the payment of cash distributions attributable to those particular properties.

We may change our targeted investments without stockholder consent.

We expect to allocate at least 90.0% of our portfolio to investments in well-occupied, grocery-anchored neighborhood and community shopping centers leased to a mix of national,
creditworthy retailers selling necessity-based goods and services in strong demographic markets throughout the United States. We intend to allocate no more than 10.0% of our
portfolio to other real estate properties and real estate-related loans and securities such as mortgage, mezzanine, bridge and other loans; debt and derivative securities related to
real estate assets, including mortzage-backed securities; and the equity securities of other REITs and real estate companies. We do not expect our noncontrolling equity
investments in other public companies to exceed 5.0% of the proceeds of this offering, assuming we sell the maximum offering amount. Though this is our current target
portfolio, we may make adjustments to our target portfolio based on real estate market conditions and investment opportunities, and we may change our targeted investments
and investment guidelines at any time without the consent of our stockholders, which could result in our makinginvestments that are different from, and possibly riskier than,
our current targeted investments. A change in our targeted investments or investment guidelines may increase our exposure to interest rate risk, default risk and real estate
market fluctuations, all of which could adversely affect the value of our common stock and our ablhty to make dfstnbutlons to our stockholders -

If we raise substannally less than the maximum offering amount under our offering, we will not be able to invest in as diverse a portfolio of properties as
we otherwise would, which may cause the value of your investment to vary more widely with the performance of specific assets, and cause our general and
administrative expenses to constitute a greater percentage of our revenue. Raising fewer proceeds in our offering, therefore, could increase the risk that
you will lose money in your investment.

Our offering is being made on a-‘best efforts” basis, whereby the brokers participating in the offering have no firm commitient or obligation to purchase any of the shares. As of
December 31, 2012, we had raised aggregate gross offering proceeds of approximately $136.1 million from the sale of approx:mately 13.8 million shares in our* offermg,
including shares sold under our clividend reinvestment plan. At this time, it is unknown whether or not we wxll taise’ the maximum offenng amount:

We are not limited in the'number or size of our inv ts or the per g of net proceeds we may dedicate to a single investment. If we are unable to raise the maximum
offering amount, we will make fewer investments than originally.intended resulting in less diversification in termis'of the number of investments owned, the geographic regions in
which our investments are located, and the length of lease terms with our tenants. In-that case, adverse developments with Tespect to a single property, a geographic region, a
small number of tenants, or rental rates when we renew a lease or re-lease a property would have a greater adverse i 1mpact on our operations than they otherwnse would.

Because we are dependent upon the Advisor, the Sub-advisor and their aff iliates to conduct our operations, any adverse changes in the financial health of
the Advisor, the Sub-advisor or their affiliates or our relationship with them could hinder our operating performance and the return on our stockholders’
investments.

We are dependent on the Sub-advisor, which is responsible for our day-to-day operations and is primarily responsible for the selection of our investments on behalf of the
Advisor, and on the Advisor, which consults with the Sub-advisor with respect to acquisitions to be recommended to our board of directors. We are also dependent on the
Property Manager to manage our portfolio of real estate assets. Neither the Advisor nor the Sub-advisor has any previous operating history, and they depend upon the fees and
other compensation that they receive from us in connection with the purchase, management and sale of assets to conduct their operations. Any adverse changes in the financial
condition of the Advisor, the Sub-advisor, the Property Manager or certam of then' a.fﬂhahes or in our relationship w1th them could hinder their ability to successfully manage our

operations and our portfolio of investments.
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The loss of or the inability to obtain key real estate professionals at the Advisor, the Sub-advisor or the Dealer Manager could delay or hinder
tmplementatmn of our investment strategws, which could limit our abtltty to make distributions and decrease the value of your investment.

Our success depends toa s1gmﬁcant degree upon the oonmbunons of Nlcholas Schorsch and William Ka.hane at the Adv1sor and Dealer Manager, and Jeﬁ‘.l'ey Edison and Michael
Phillips, the Co-Chairs of our Board of Directors, John B. Bessey, our President, R. Mark Addy, our Chief Operating Officer, and Richard J. Smith, our Chief Financial
Officer, at the Sub-advisor. We do not have employment agreements with these individuals, and they may not remain associated with us. If any of these persons were to cease
thelr association with us, our operating results could suffer. We do not intend to maintain key person life insurance on any person. We believe that our future success depends,
) in Iarge part, upon the Advisor’s, the Sub-adyisor’s, and their respective affiliates’ ability to hire and retain highly skilled managenal operational and marketmg professionals.
" Competition for such professionals is intense, and the Advisor, the Sub-advisor and their respective affiliates may be unsuccessful in attracting and retaining such skilled
individuals. Further, we intend to establish strategic relationships with firms, as needed, that have special expertise in certain services or detailed knowledge regarding real
properties in certain geographic regions. Maintaining such relationships will be important for us to effectively compete with other investors for properties and tenants in such
regions. We may be 10 sful in establishing and retaining such relationships, If we lose or are unable to obtain the services of highly skilled professionals or do not establish or
_ maintain appropnate strategic relanonshlps, our ablhty to implement our mvestment strateg1es could be delayed or hindered, and the value of our stockholders mvestments may
decline. - . U

. Our rights and the rights of our stockholders to recover claims against our mdependent dtrectars are limited, which could reduce our stackholders and
our recovery against them: lf they neghgently cause us to incur losses.

" Maryland law provides that a dlrector has no hablhty in that capacrty if he performs his duties in good faith, in a manner he reasonably belleves to be in our best interests and with
the care that an ordinarily prudent person in a like position would use under similar circumstances. Our charter generally provides that no independent director shall be liable to us
or our stockholders for monetary damages and that we will indemnify them for losses unless they are grossly neghgent or engage in wﬂlful misconduct. As a result, we and our
stockholders may have more limited rights against our independent directors than might otherwise exist under common law, which could reduce our stockholders’ and our
recovery from these persons if they act in a negligent manner. In addition, we may be ‘obligated to fund the defense costs incurred by our indepéndent directors (as well as by our
other directors, officers, employees (if we ever have employees) and agents) in some cases, which would decrease the cash otherwise available for distribution to our stockholders.

Risks Related to Conﬂicts of Interest

Our sponsors and their respective affiliates, including all of our executive officers, some of our directors and other key real estate professionals, face
conflicts of interest caused by their compensation arrangements with us, which could result in actions that are not in !he long-term best interests of our
stockholders. :

The Advisor and Sub-advisor and their respective afﬁhates receive substantial fees from us. These fees could influence the Advisor’ s and Sub-adwsor s advice to us s well as
their judgment w1th respect to: :

= - -the continuation, renewal or enforcement of our agreements with affiliates of our AR Capital sponsor, mcludmg the adv1sory agreement and the dealer-manager
: agreement; -

» the continuation, renewal or enforcement of our agreements with Phillips Edison and its a.ﬁﬁliates, including the'property management agreement;

« the continuation, renewal or enforcement of the Advisor’s agreements with the Sub-advisor and their respective affiliates, including the sub-advisory agreement;

¢ public oﬁ‘enngs of equity by us, whloh w111 hkely entitle the Adwsor and the Sub-advisor to mcreased acquisition and asset-management fees;

* . sales of properties and other mvestments to third pames which entltle the Advisor and the Sub—advnsor to disposition fees andpossﬂ)le subordinated incentive fees;

e acqmsmons of properties and other investments from other Phillips Edison-of AR Capital- sponsored programs, which might entitle afﬁhates of AR Caplta.l or
" Phillips Edison to dlsposmon fees and possible subordinated incentive fees in connection with its services for the seller,

*  acquisitions of properties and other investments from third pa.rtles, which entitle the Advisor and the Sub—adwsor to acqulsmon and asset-management compensation

and loan originations to third parties; .
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*. borrowings to acquire properties and other inv‘estments and to priginate loans, which borrowings increase the acquisition, and asset-management fees payable to the
Advisor and the Sub-advisor; . T St e mERR e e e

*  whether and when e seek to list our common stock on a national securities exchange, which listing could entitle the Advisor and the Sub-advisor to a subordinated
incentive fee; and. < . ) e LN e R i ton o

Lyt

any

+ whether and when we seék to sell ihe’éomp’ziny or its assets, which sale could entitle the Advisor and the SubfadviSQ; fo'a subordinated share of cash flows.
] - o : e ‘; RSP MR . T g8, 2 B =~ f . . b

' The fees the Advisor and the Sukw-advisor receive in connection with transactions involving the acquisition of assets are based initially on thé cost of the investment, including costs
related to loan originations, and are not based on the quality of the investment or the quality of the ‘services rendered to us. This may influence the Advisor and the Sub-advisor
to recommend riskier transactions to us. In ‘addition, begause the fees are based on the cost of the investment, it ma create an incentive for the Advisor and the Sub-advisor to
recommeggi'tﬁat we purchase assefs with more debt and at higher prices. T ' B e Co o

Because other redl estate pmgrqm;v sponsored by dhr sponsors and ofj’éijéd thré‘ugh our Dedler Manager fnaycmfduct offerings concurrently with our

offering, our sponsors and cur Dealer Manager will face potential conflicts of interest arising from competition among us and these other programs for
investors and investment capital, and such conflicts may not be resolved in our favor. c

" An affiliate of the Advisor is also the advisor of several other AR Capital-sponsored ndn—ffagléd REITs that are ralsmg capital mongomgﬁu"bhc offerings. Quir Dealer Man;iger is

also the dealer manager or is nanied in the registration statement as the dealer manager in mulfiplé offerings, iicluding some AR Capital sole-sponisored ‘oifé'rings,'thdi are either

effective or in registration. In addition, our sponsors may decide to sponsor future programs that would seek to raise capital through public offerings conducted concurrently

with our offering. As a Tesult, our sponsors and our Dealer Managér may face conflicts of interest arising from potential competition with thess other programs for investors and

, investment capital. Our spohsors generally seck to avoid simultaneous public offétings by programs that have a substantially similar mix of investment atfributes, includirig

“targeted investment types. Nevertheless, there may be periods during which one or more programs sponsored by our sponsors will be raising capital and might compete with us
for investment capital. Such conflicts may not be resolved in our favor, and. you will not bave the opportimity 10 evaluate the manner in which gheke conﬂlcts of interest are

resolved before of aﬁer making your investment.’

The management of multiple REITS, especially REITS in the development stage, by the officers of the Advisor may significantly reduce the amount of time
the officers of the Advisor are able to spend on activities related to us and may cause other conflicts of interest, which may cause our operating results to

suffer.

The officers of the Advisof are part of the senior management or are key personnel of several other AR Capital-sponsored REITS and their advisors, Some of the'AR Capital-
sponsored REITs have registration statements that are not yet effective and are in the development phase, while others have registration statements that became effective in the past
two years. As a result, such REITs will have concurrent and/or overlapping fundraising, acquisition, operational and disposition and liguidation phases as us, which may cause
conflicts of interest to arise throughoit the life of our company with respect fo, among othier things, finding investors, locating #nd acquiring Properties, entering into leases and
disposing of properties. Additiorally, based on our AR Capital sponsor’s experience, a significantly greater time commitment is required of senior management during the
development stage when the REIT is being:organized, funds-are initially being raised and finds are initiallybeing'invested, and less.time is:required as additional funds are raised
and the offering matures. The conflicts of interest each of the officers of the Advisor will face may delay our fund raising and investment of our proceeds due to the competing
time demands and generally cause our operating results to suffer,

We compete for investors with other programs of our AR Capital sponsor, which cquld adversely‘ajfeci the amount of capital we have to invest.

Our AR Capital sponsor is currently the sponsor of several other public offerings of non;ﬁ-ac‘ié& REIT shares, which oifeﬁngs will be ongoing duringvalsigniﬁcant portion of our

- offering period. These program all have filed registration statements for the offering of common stock and iritend to élect to bé taxed as REITs. The offerings are occurring
concurrently with our offering, and our AR Capital sponsor is likely to sponsor other offerings during our offering period. Our. Dealer Manager is the dealer manager for these
other offerings. We will compete for investors with these other progiams, and the 6verlap of these offerings with our offering could adversely affect our ability to raise all the
capital we seek in our offering, the timing of sales of our shares and the amount of proceeds we have to spend on real estate investments.

10




Our sponsors face conflicts of interest relating to the acquisition of assets and leasing of properties, and such conflicts may not be resolved in our. favor,
meaning that we could invest in less attractive assets and obtain less credttworthy tenants, which could limit our ability to make distributions and reduce
our stockholders’ overall investment return.

We rely on our sponsors and the executive officers and other key real estate professionals at the Advisor and Sub-advisor to identify suitable investment opportunities for us,
with the Sub-advisor having primary responsibility for identifying suitable investments for us on behalf of the Advisor. Our individual AR Capital and Phillips Edison sponsors and
several of the other key real estate professionals of the Advisor and Sub-advisor are also the key real estate professionals at our entity sponsors and their other public and private
programs. Many investment opportunities that are suitable for us may also be suitable for other Phillips Edison- or AR Capital-sponsored programs. Generally, the Advisor and
Sub-advisor will not pursue any opportunity to acquire any real estate properties or real estate-related loans and securities that are directly competitive with our investment
strategies, unless and until the opportunity is first presented to us, subject to certain exceptions: For so long as we are externally advised, our charter provides that it shall not be

. aproper purpose of the corporation for us to purchase real estate or any significant asset related to real estate unless the Advisor or Sub-advisor has recommended the
investment to us. Thus, the executive officers and real estate professionals of the Advisor and Sub-advisor could direct attractive investment opportunities to other entities or
investors. Such events could result in us investing in properties that provide less attractive returns, which may reduce our ability to make distributions.

‘We and other Phillips Edison- and AR Capital-sponsored programs also rely on these real estate professionals to supervise the property management and leasing of properties. If
the Advisor or Sub-advisor directs creditworthy prospective tenants to properties owned by another:Phillips Edison- or AR Capital-sponsored program when they could direct
such tenants to our properties, our tenant base may have more inherent risk than might otherwise be the case. Further, our executive officers and key real estate professionals
are not prohibited from engaging, directly or indirectly, in any business or from possessing interests in any other business venture or ventures, including businesses and ventures
involved in the acquisition, development, ownership, leasing or sale of real estate investments. g

The Advisor and Sub-advisor face conflicts of interest relating to the incentive fee structure under our advtsmy agreement, which could result in actions
that are not necessarily in the long-term best interests of our stockholders. e

Under our advisory agreement, the Advisor and Sub-advisor or their affiliates will be entitled to fees that are structured in a manner intended to provide incentives to the Advisor
and Sub-advisor to perform in our best interests and in the best interests of our stockholders. However, because neither Advisor, the Sub-advisor nor any of their affiliates
maintain a significant equity interest in us and are entitled to receive certain minimum compensation regardless of performance; the interests of the Advisor and Sub-advisor are
not wholly aligned with those of our stockholders. In that regard; the Advisor and Sub-advisor could be motivated to recommend riskier or more speculative investments in

order for us to generate the specified levels of performance or sales proceeds that would entitle the Advisor and Sub-advisor to fees. In addition, the Advisor’s and Sub-advisor’s
entitlement to fees upon the sale of our assets and to participate in sale proceeds could result in the Advisor and Sub-advisor recommending sales of our investments at the earliest
possible time at which sales of investments would produce the level of retumn that would entitle the Advisor and Sub-advisor to compensation relating to such sales, even if

* continued ownership of those investments might be in our best long-term interest. Our advisory agreement will require us to pay a performance-based termination fee to the
Advisor and Sub-advisor or their affiliates if we terminate the advisory agreement prior to the listing of our shares for trading on an exchange or, absent such termination, in
respect of their participation in net sales proceeds. To avoid paying this fee, our independent directors may decide against terminating the advisory agreement prior to our listing of
our shares or disposition of our investments even if, but for the termination fee, termination of the advisory agreement would be in our best interest. In addition, the

requirement to pay the fee to the Advisor and Sub-advisor or their affiliates at termination could cause us to make different investment or disposition decisions than we would
otherwise make, in order to satisfy our obligation to pay the fee to the terminated Advisor and Sub-advisor: For a more detailed discussion of the fees payable to the Advisor,
Sub-advisor and their affiliates in connection with our ongoing public offering and in connection with the management of our company, see Note 10 to the consolidated financial
statements.

The Adwsor and Sub-advisor will face conﬂtcts of interest relatmg to joint ventures that we may form with a[f iliates af our sponsors, which conflicts could
result in a disproportionate benefit to the other venture partners at our expense.

If approved by a majority of our board of directors,including a majority of our independent directors; not otherwise interested in the transaction, we may enter into joint
venture agreements with other sponsor-affiliated programs or entities for the acquisition, development or improvement of properties or other investments. All of our executive
officers, some of our directors and the key real estate professionals assembled by the Advisor and Sub-advisor are also executive officers, directors, managers, key professi
or holders of a direct or indirect controlling interest in the Advisor, the Sub-advisor, the Dealer Manager or other sponsor-affiliated entities. These persons will face conflicts of
interest in determining which sponsor-affiliated program should enter into any particular joint venture agreement. These persons may also face a conflict in structuring the terms
of the relationship between our interests and the interests of the sponsor-affiliated co-venturer and in managing the joint venture. Any joint venture agreement or transaction
between us and a sponsor-affiliated co-venturer will not have the benefit of arm’s-length negotiation of the type normally conducted
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between unrelated co-venturers.- The sponsor-affiliated co-venturer may have economic or business interests or goa.ls that are or may become inconsistent with our business
" ‘interests or goals. These co-venturers may thus benefit to our and your detriment.

Our sponsors, our officers, the Advisor, the Sub-advisor and the real estate and other professionals assembled by the Advisor and Sub-advisor face
competing demands relating to their time, and this may cause our operatmns and our stockholders’ investment to suffer...

. We rely on the Sub-advisor, acting on behalf of the Advisor, for the day-to—day operation of our business. In addition, the Sub-advisor has the primary responsibility for the
selection of our investments.on behalf of the Advisor. The Advisor consults with the Sub-advisor with respect to proposed acquisitions, and the Advisor and the Sub-advisor
jointly recommend investment opportunities to our board of directors, but in the event of a disagreement, the determination of the Sub-advisor will prevail. The Advisor and
Sub-advisor also work jointly to make major decisions affecting us, all under the direction of our board of directors. The Advisor and Sub-advisor rely on our sponsors and
their respective affiliates to conduct our business. Messrs. Phillips and Edison are principals of Phillips Edison and the affiliates that manage the assets of the other Phillips Edison-
sponsored programs. Similarly, our individual AR Capital sponsors are key executives in other AR Capital-sponsored programs. As a result of their interests in other Phillips
Edison- or AR Capital-sponsored programs, their obligations to other investors and the fact that they engage in and they will continue to engage in. other business activities, these
individuals will continue to face conflicts of interest in allocating their time among us and other Phillips Edison- or AR Capital-sponsored programs and other business activities in
which they are involved. Should the Advisor-or Sub-advisor breach its fiduciary duties to us by inappropriately devotmg msuﬂiczent time or resources to our busmess, the
returns on our investments and the value of our stockholders’ investments may dechne

--All of our executive officers, some of our directors and the key real estate and other professionals assembled by the Advisor, Sub-advisor and Dealer
Manager face conflicts of interest related to their positions or interests in affiliates of our sponsors, which could hinder our ability to implement our
business strategy and to generate returns to our stockholders

All of our executive officers, some of our directors and the key real estate and other professionals assembled by the Advisor, Sub-advisor and Dealer Manager are also executive
officers, directors, managers, key professionals or holders of a direct or indirect controlling interests in the Advisor, the Sub-advisor, our Dealer Manager or other sponsor-
affiliated entities. Through our AR Capital sponsor’s affiliates, some of these persons work on behalf of AR Capital-sponsored programs that are currently raising capital publicly
ot are in registration to raise capital publicly. Through our Phillips Edison sponsor’s affiliates, some of these persons work on behalf of other Phillips Edison-sponsored private
programs. As a result, they have loyalties to each of these entities, which loyalties could conflict with the fiduciary duties they owe to us and could result in-action or inaction
detrimental to our business. Conflicts with our business and interests are most likely to arise from (a) allocation of new investments and management time and services between us

-and the other entities, (b) our purchase of properties-from, or sale of properties to, affiliated entities, (c) development of our properties by affiliates, (d) investments with-affiliates
of the Advisor or Sub-advisor, (¢) compensation to the Advisor or Sub-advisor, and (f) our relationship with the Advisor, Sub-advisor, Dealer Manager and Property Manager. .
If we do not successfully implement our business strategy, we may be unable to generate the cash needed to make distributions to our stockholders and to mamtam or increase
the value of our assets. : : : . o

Although our sponsors and their affiliates have previously paid, forgiven or deferred certain fees and expenses related to us, there is no obltgauon by our
sponsors or their affiliates to do so in the future. . :

The Advisor and Sub-advisor have waived or reimbursed payment of cash asset management fees to the extent that, as of the date of payment, our operating performance
during the prior quarter was not commensurate with our distributions during such period. Cash asset managemént fees were $1,243,000 for the year ended December 31,
2012, but $546,000 of these fees were waived by the Advisor and Sub-advisor pursuant to the advisory agreement. In addition, our sponsors have provided $228,000 towards
certain of our general and administrative expenses as capital contributions since inception. Our sponsors have not received, and will not receive, additional equity secutities or any
reimbursement for these'contributions. Our sponsors do not intend to continue to contribute monies to fund future distributions. Alse, approximately $6.9 million of
organization and offering costs have been incurred on our behalf by the Sub-advisor that have not been charged to us because of the uncertainty as to the amount'of proceeds we
will raise in our initial public offering. Organization and offering cost reimbursements may not exceed 1.5% of the gross proceeds raised through our offenng Whethier these
costs incurred by the Sub-advisor will be billed is dependent upon the success of this offermg and the discretion of the Sub- adwsor

o
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Risks Related to Our Oﬂ'erlng and Our Corporate Structure

The 0jfermg price of our shares was not established in relmnce on a valuation of our assets and liabilities; the actual value of your investment may be
substantially less than what you pay. We may use the most recent price paid to acquire a share in our initial public or a follow-on public offering as the
estimated value of our shares until we have completed our offering stage. Even when the Advisor begins to use other valuation methods to estimate the
value of our shares, the value of our shares will be based upon a number of assumptions that may not be accurate or complete.

‘We established the offering price of our shares on an arbitrary basis. The selling price of our shares bears no relationship to our book or asset values or to any other established
criteria for valuing shares. Because the offering price is not based upon any valuation (independent or otherwise), the offering price is likely to be higher than the proceeds that
you would receive upon liquidation or a resale of your shares if they were to be listed on an exchange or acuvely traded by broker-dealcrs, espec:ally in light of the upfront fees
that we pay in connection with the issuance of our shares.

To assist FINRA members and their associated persons that participate in this offering, pursuant to FINRA Rule 2310, we disclose in each annual report distributed to
stockholders a per share estimated value of our shares, thé method by which it was developed, and the date of the data used to develop the estimated value. For this purpose, the
Advisor estimated the value of our common shares as $10.00 per share as of December 31, 2012. The basis for this valuation is the fact that the offering price of our shares of
common stock in our initial public offering is $10.00 per share (ignoring purchase price discounts for certain categories of purchasers). The Advisor has indicated that it intends
to use the most recent price paid to acquire a share in our initial public offering (ignoring purchase price discounts for certain categories of purchasers) or a follow-on public
offering as its estimated per share value of our shares until we have completed our offering stage. We -will consider our offering stage complete when we are no longer publicly
offering equity securities — whether through our initial public offering or follow-on public offerings — and have not done so for 18 months. If our board of directors determines
that it is in'our best interest, we may conduct follow on offerings upon the termination of our initial public-offering. Our charter does riot restrict our ability to conduct offerings
in the future. (For purposes of this definition, we do not consider a “public equity offering” to include offerings on behalf of selling stockholders or offerings related to a dividend
reinvestment plan, employee benefit plan or the redemption of interests in the Operating Partnership.)

Although this initial estimated value represents the most recent price at which most investors are willing to purchase shares in our initial public offering, this reported value is
likely to differ from the price that a stockholder would receive in the near term upon a resale of his or her shares or upon a liquidation of the our assets because (i} there is no
public trading market for the shares at this time; (if) the $10.00 primary offering price involves the payment of underwriting compensation and other directed selling efforts, which
payments and efforts are likely to produce a higher sale price than could otherwise be obtained; (iii) estimated value does not reflect; and is not derived from, the fair market value
of our assets because the amount of proceeds available for investment from our primary public offering is net of selling commissions, dealer manager fees, other organization and
offering costs and acquisition fees and expenses; (iv) the estimated value does not take into account how market fluctuations affect the value of our investments, including how the
current distuptions in the financial and real estate markets may affect the values of our investments; and (v) the estimated value does not take into account how developments
related to individual assets may have increased or decreased the value of our portfolio.

When determining the estimated value of our shares by methods other than the last price paid to acquire a share in an offering, the Advisor, or another firm we choose for that
purpose, will estimate the value of our shares based upon a number of assumptions that may notbe accurate or complete. Accordingly, these estimates may or may not be an
accurate reflection of the fair market value of our investments and will not likely represent the amount of net proceeds that would result from an immediate sale of our assets.

The actual value of shares that we repurchase under our share repurchase program may be substantially less than what we pay.

Under our share repurchase program, shares may be repurchased at varying prices depending on (a) the number of years the shares have been held, (b) the purchase price paid
for the shares and (c) whether the redemptions are sought upon a stockholder’s death, qualifying disability or determination of incompetence. The maximum price that may be
paid under the program is $10.00 per share, which is the offering price of our shares of common stock in the primary portion of our initial public offering (ignoring purchase
price discounts for certain categories of purchasers) and, as described above, the initial estimated value of our common shares disclosed to assist FINRA members and their
associated persons that participate in this offering, pursuant to FINRA Rule 2310. Although this initial estimated value represents the most recent price at which most investors
are willing to purchase shares in our primary offering, this reported value is likely to differ from the price at which a stockholder could resell his or her shares for the reasons
discussed in the risk factor above. Thus, when we repurchase shares of our common stock. at $10.00 per share, the actual value of the shares that we repurchase is likely to be
less, and the repurchase is likely to be dilutive to our remaining stockholders. Even at lower repurchase prices, the actual value of the shares may be substantially less than what
we pay and the repurchase may be dilutive to our remaining stockholders. ‘
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Our charter limits the number of shares a person may own, which may dlscourage a takeover that could otherwise resultin a premium prtce to our
. stockholders. . . .

Our charter, with certain exceptions, authorizes our directors to take such actions as are necessary and desirable to preserve our qualification as a REIT. To help us comply with
the REIT ownership requirements of the Internal Revenue Code, among other purposes, our charter prohibits a person from directly or constructively owning more than 9.8%
in value of our aggregate outstanding stock or more than 9.8% in value or number of shares, whichever is more restrictive, of our aggregate outstanding common stock, unless
exempted by our board of directors. This restriction may have the effect of delaying, deferring or preventing a change in control of us, including an extraordinary transaction

. (such as a merger, tender offer or sale of all or substantially all of our assets) that might provide a premmm price for holders of our common stock.

Our charter permits our boam‘ of directors to issue stock wzth terms that may subordmate the rights of our common stockholders or dtscourage a third
party from acquiring us in a manner that could result in a premium price to our stockholders.

Our board of directors may classify or reclassify any unissued common stock or preferred stock and establish the preferences, conversion or other rights, voting powers,-
restrictions, limitations as to distributions, qualifications and terms or conditions of redemption of any such stock. Thus, our board of directors could authorize the issuance of
preferred stock with priority as to distributions and amounts payable upon liquidation over the rights of the holders of our commeon stock. Such preferred stock could also have
the effect.of delaying, deferring or: preventing a change in control of us, including an extraordinary transaction (such as a merger, tender offer or sale of all or. substantnally all of
our assets) that might provide a premium price to holders of our common stock.. : I ;

Because Maryland law. penmts our board to adopt certain antz-takeover measures without stockholder approval mvestors may be less ltkely to receive a
“control premium” for their shares. ; . . .

In 1999, the State of Maryland enacted legislation that enhances the power of Maryla.nd corpotatlons to protect ‘themselves from unsollc1ted takeovers Among other things, the
legislation penmts our board, without stockholder approval, to amend our charter to: .

. stagger our board of directors into three classes;

« - requirea two-thn‘ds stockholder vote for removal of dlrectors,

« ‘provide that only thc board can fix the size of the board;

« provide that all vacancies on the board, however created, may be filled only by the affirmative vote of a majority of the remaining d:rectors in oﬁice, and .

»  require that special stockholder meetings may only bé called by holders of a majority of thie voting shares entitled to be cast at the meeting. °
Under Maryland law, a corporaticn can opt to be governed by some or all of these provisions'if it has a class of equity securities registered under the Exchange Act, and has at
least three independent directors. Our charter does not prohibit cur board of directors from opting into any of the above provisions permitted under Maryland law. Becoming

" governed by any of these provisions could discourage 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 securities.

Our stockholders have Imuteai control over changes in our p and opa ti whtch mcreases the uncertamty and rtsks our stockholders face.

Our board of directors determines our major policies, including our policies regarding financing, growth, debt capltahzatlon, REIT qualification and distributions. Our board of
directors may amend or revise these aiid other policies-withouta voté of the stockholders. Under the Maryland General Corporation Law and our charter, our stockholders have
a right'to vote only on limited matters: Our board’s broad discretion in settmg pohcles and ourstockholders” inability to exert conn'ol over those pohctes increases the uncertamty
and tisks our stockholders face. ;

Our stockholders may not be able to sell their shares under our share repurchase program and, ;f they are able to sell their shares under the program, they
may not be able to recover thiz amount of their investment in our shares. ' :
Our share repurchase program includes numerous restrictions that limit our stockholders ability to sell their shares. During any calendar year, we may purchase no more than
-5.0% of the weighted-average number of shares outstanding during the prior calendar year. Our stockholders must hold their shares for at least one year in order to participate in
the share repurchase program, except for
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repurchases sought-upon a stockholder’s death or “qualifying disability.” The cash available for redemption on any particular date is generally limited to the proceeds from the
DRP during the period consisting of the preceding four fiscal quarters for which financial statements are available, less any cash already used for redemptions during the same
period; however, subject to the limitations described above, we may use other sources of.cash at the discretion of our board of directors: These limitations do not, however,
apply to repurchase sought upon a stockholder’s death or “qualifying disability.” Only those stockholders who purchased their shares from us or received their shares from us-
(directly or indirectly) through one or more non-cash transactions may be able to participate in the-share repurchase program. In other words, once our shares are transferred for
value by a stockholder, the transferee and all subsequent holders of the shares are not eligible to participate in the share repurchase program. These limits may prevent us from
accommodating all repurchase requests made in any year. These restrictions would severely limit your ability to sell your shares should you require llqmdlty and would limit your
ability to recover the value you invested. ©Our board is free to amend, suspend or terminate the share repurchase program upon 30 days’ notice.

Our stockhalders’ interests in us will be diluted if we issue addmonal shares, whzch could reduce the overall value of our stockholders mvestment.

0ur common stockholders do not have preemptlve nghts to any shares we issue in the future Our charter authorizes us to issue 1,010,000, 000 shares of capital stock, of
which 1,000,000,000 shares are designated as common stock and 10,000,000 shares are designated as preferred stock. Our board of directors may amend our charter to
increase or decrease the number of authorized shares of capital stock or the number of shares of stock of any class or series that we have authority to issue without stockholder
approval. After our investors purchase shares in our offering, our board may elect to (1) sell additional shares in this or future public offerings, (2) issue equity interests in
private offerings, (3) issue share-based awards to our independent directors or to our officers or employees or to the officers or employees-of the Advisor or Sub-advisor or any
of their affiliates, (4) issue shares to the Advisor or Sub-advisor, or its successors or assigns, in payment of an outstanding fee obligation or (5) issue shares of our common
stock to sellers of properties or assets we acquire in connection with an exchange of limited partnership interests of the Operating Partnership. To the extent we issue additional
equity interests after our investors purchase shares in our offering, their percentage ownership interest in us will be diluted. In addition, depending upon the terms and pricing of
any additional offerings and the value of our real estate investments, our investors may also experience dilution in the book value and fair value of their shares.

Payment of fees to the Advisor, the Sub-advisor and their respective affiliates reduce cash available for investment and distribution and increases the risk
that our stockholders will not be able to recover the amount of their investments in our shares.

The Advisor, the Sub-advisor and their respective affiliates perform services for us in connection with the sale of shares in our offering, the selection and acquisition of our
investments, the management and leasing of our properties and the administration of our other investments. We pay them substantial fees for these services, which results in
immediate dilution to the value of our stockholders’ investments and reduces the amount of cash available for investment or. distribution to stockholders. Depending primarily
upon the number of shares we sell in our offering and assuming a $10.00 purchase price for shares sold in the primary offering and a $9.50 purchase price for shares sold under
the dividend reinvestment plan, we estimate that approximately 87.2% of the gross proceeds will be available to make investments in real estate properties'and other real estate-
related loans and securities. We will use the remainder of the offering proceeds to pay the costs of our offering, including selling commissions and the dealer manager fee, and to
pay a fee to the Advisor and the Sub-advisor for their services in connection with the selection, acquisition and financing of propemes, and to repurchase shares of our common
stock under our share repurchase program.

‘These fees and other payments also increase the risk that our stockholders will not be able to resell their shares ata proﬁt, éven if our shares are hsned ona natlonal secuntles
exchange. :

* If'We are unable to obtain funding for future capital rieeds, cash distributions to our stockholders and the velue of our investments could decline.

‘When tenants do not renew their leases or otherwise vacate their space, we will often need to expend substantial funds for improvements to the vacated space in order to attract
" réplacement tenants. Even when tenants do renew their leasés we may agree to make improvements to their space as part of our negotiation. If we need additional capital in the
“fuature to improve or maititain our propertiés or for any other reason, we may have to obtain financing from sources, beyond our funds from operations, such as borrowings or
" future equity offerings. These sources of fundirig may not be available on attractive terms or at all. If'we cannot procure additional funding for capital improvements, our
investments may generate lower cash flows or decline in value or both, which would hmlt our abxhty to ma.ke dlstnbutlons to our stockholders and could reduce the value of
your investment. ?
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Although we are not currently afforded the protection of the Maryland General Corporation Law relating to deterring or defending hostile takeovers, our
board of directors could opt into these provisions of Maryland law in-the future, which may dzscourage others from trying to acquire cantral of us and
may prevent our stockholders from receiving a premmm Dprice for their stock in connection thh abusiness bination. : ;

Under Maryland law, “business combmat:ons” between a Maryland cotporation and certain interested stockholders or affiliates of mterested stockholders are prohlblted 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, or, in circumstances specified in the statute, an asset transfer or issuance or reclassification: of equity securities. Also under Maryland law, control shares of a Maryland
corporation acquired in a control share acquisition have no voting rights except to the extent approved by stockholders by a vote of two-thirds of the votes entitled to be cast on

the matter. Shares owned by the acquirer, an officer of the corporation or an employee of the corporation who is also a director of the corporation are excluded from the vote on
whether to accord voting rights te the control shares. Should our board ept into these provisions of Maryland law, it may discourage others from trying to acquire control of us
and increase the difficulty of consummatmg any offer. Sumlarly, provisions of Title 3, Subtitle 8 of the Maryland General Corporation Law could provide similar anti-takeover
protection.

General Risks Relnted to Inv estments in Real Estate

Economic and regulatory changes that impact the real estate market generally may decrease the value of our.investments and weaken our operatmg
results. . .
Our properties and their performance are subject to the risks typically: associated with real estate, including:

*  downturps in national, regional and local economic conditions; -

e increased competition for real estate assets targeted by our investment strategy;

+  adverse local conditions, such as oversupply or reduction in demarid for sirnilar propertiés in an area and changes in real estate zoning laws that may reduce the
desirability of real estate in an arca;

»  vacancies, changes in market rental rates and the need to periodically repair, renovate and re-let space; .
. changes in mtereut rates and the availability of permanent mortgage financing; which may render the sale of a property or loan difficult or unattractlve
* changesin tax, real estate, environmental and zoning laws;
s periods of high interest rates and tight money supply; and
¢ theilliquidity of rzal estate investments generally.

Any of the above factors, or a combination thereof, could result in a decrease in the value of our investments, which would have an adverse effect on our operations, on our
ability to pay distributions to our stockholders and on the value of our stockholders’ investments.

We depend on our tenants for revenue, and, accordingly, our revenue and our ability to make distributions.to our stockholders is dependent upon the
success and economic viability of our tenants.

We depend upon tenants for revenue. Rising.vacancies across commercial real estate have resulted in increased pressure.on real estate investors and their property managers to
find new tenants and keep existing tenants. A property may incur vacancies either by the-expiration of a tenant lease, the continued default of a tenant under its lease or the early
termination of a lease by a tenant. If vacancies continue for a long period of time, we may suffer reduced revenues resulting in less cash available to distribute to stockholders In
order to maintain tenants, we may have to offer inducements, such as free rent and tenant improvements, to compete for attractive tenants, In addition, if we are unable to attract
additional or replacement tenants, the resale value of the property could be diminished, even below our cost to acquire the property, because the market value of a particular
property depends principally upon the value of the cash flow generated by the leases associated with that property. Such a reduction on the resale value of a property could also
reduce the value of our stockholders’ investments. ’

Retail conditions may adversely affect our base rent and subsequently, our income.

Some of our leases may provide for base rent plus contractual base rent increases. A number of our retail leases may also include a percentage rent clause for additional rent
above the base amount based upon a specified percentage of the sales our tenants generate. Under those leases that contain percentage rent clauses, our revenue from tenants may
increase as the sales of our tenants increase. .
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Generally, retailers face declining revenues during downturns in the economy. As a result, the portion of our revenue which we may derive from percentage rent leases could
decline upon a general economic downtum

Our revenue will be affected by the success and economic viability of our anchor retall tenants. Our reliance on smgle or significant tenants in certam
baddmgs may decrease our ability to lease vacated space aml adversely affect the returns on our stockholders investments.

In the retail sector, a tenant occupying all or a large portion of the gross leasable area of'a retaml center, commonly referred to as-an a.nchor tenant, may become insolvent, may
suffer a downturn in business, or may decide not to renew its lease: Any of these events would result in a reduction or cessation in rental paymients to us and would adversely
affeét our financial condition. A lease termination by an anchor tenant could result in lease terminations or reductions in rent by other tenants whiose leases may permit cancellation
or rent reduction if another tenant’s lease is terminated. In such event, we may be unable to re-lease the vacated space. Similarly, the leases of some anchor tenants may permit the

“anchor tenant to transfer its lease to another retailer. The fransfer to a new anchor tenant could catse customer traffic in the retail center to decrease and thereby reduce the
income generated by that retail center. A lease transfer to a new anchor tenant could also allow other tenants to make réduced rental payments or-to terminate their leases. In the
event that we are unable to re-lease the vacated space to a new anchor tenant, we may mcur addmonal expenses in order to re-mode[ the space to be able to re-lease the space to
more than one tenant. T

The recent economic downturn and weak recovery in the United States has had an adverse impact on the retail mdustry generally. Slow or negattve
growth in the retatl mdustry could result in defaults by retail tenants, which could have an adverse tmpact on our ﬁnanctal operatxons.

The recent economic downturn and weak recovery in thie United Statés has had an adverse impact on the retail mdustry generally A continuation of adverse economic conditions
would result in an increase in distressed or bankrupt retail companies, which in turn would result in an increase in defaults by tenants at our commercial properties. Additionally,
slow economic growth would likely hinder new entrants‘into the retail markét, which would make it difficult for us to fully lease the real properties that we plan to acquire. Tenant
defaults and decreased demand for retall space would have an adverse nnpact on the value of the retail propemes that we plan to acqmre and our results of operatlons

We armctpate that our propertzes will constst pnmarrly of retail properties. Our performance, therefore, is linked to the market for retatl space generally

The market for retail space has been and could be adversely affected by Weaknesses in the natxonal reglonal and local économies, the- adverse financial condition of some large
retailing companies, the ongoing consolidation in the retail sector, excess amounts of retail space in a number of markets and competition for tenants with other shopping centers
in our markets. Customer traffic to these shopping areas may be adversely affected by the closing of storés in the same shopping center; or by a reduction in traffic to'such stores
resulting from a regional economic downturn, a general downturn in the local area where our store is located, or a‘decling in the desirability of the shopping envirotiment of a
particular shopping center. Such a reduction in customer traffic could have a material adverse eﬁ‘ect on our business, financial condition a.nd results of operations.

" A high concentration of our propemes ina parttcular geographic area, or with tenants ina smular !ndustry, would magnify the effects of downtums in
_ that geographic area or industry.

We expect that our properties will be diverse according to-geographic area and industry of our teénants. However, in the event that-we have a.concentration of properties in any
particular geographic area, any adverse situation that disproportionately affects that geographic area would have a magnified adverse effect on our portfolio. Similarly, if tenants of
our properties are concentrated in a certain mdustry or retail category, any adverse effect on that mdustry generally would havea dxspropomonately adverse effect on our
pon:foho .

- Our retail tenants face competition from numerous retail channels, which may reduce our proﬁtabtlzty and abrllty to pay dtstnbutzons

* Retailefs at our properties face continued competition from discount or value retailers, factory outlet centers, wholesale clubs mail order camlogues and operators, televxslon
- shopping networks abd Internet shoppmg Such competmon could adversely affect our tenants and, consequently, our tevenues and funds available for distribution.

If we enter into long-term leases wzth retail tenants, those leases may not resnlt in fatr value over tzme.

Long-term leases do not allow for sxgmﬁcant changes in rental payments and do not expire in the riear term. If we do not accurately judge the potential for increases in‘market
rental rates when negotiating these long-term leases, significant increases in future property
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operating costs could result in receiving less than fair value from these leases. Such circumstances would adversely affect-our rgvenues and funds available for distribution.
The bankruptcy or insolvency of a major tenant may adversely tmpaet our operatmns and our abthty to pay dtsmbuttons to stockholders.

The bankruptcy or insolvency of a significant tenant ora number of smaller tenants may have an adverse 1mpact on financial condmon and our ablhty to pay d15tnbutlons to our
stockholders. Generally, under bankruptcy law, a debtor tenant has 120 days to exercise the option of assuming or rejecting the obligations under any unexpired lease for
nonresidential real property, which period may be extended once by. the bankruptcy court. If the tenant assumes its lease, the tenant must cure all defaults under the lease and
may be required to provide adequate assurance of its future performance under the lease. If the tenant rejects the lease, we will have a claim against the tenant’s bankruptcy
estate. Although rent owing for the period between filing for bankruptcy and rejection of the lease may be afforded administrative-expense priority and paid in full, pre-bankruptcy

~arrears and amounts owing under the remaining term of the lease will be afforded general unsecured claim status (absent collateral securing the claim). Moreover, amounts owing
under the remaining term of the lease will be capped. Other than eqmty and subordinated claims, general unsecured claims are the last claims paxd in a bankruptcy, and therefore,
funds may not be available to pay such claims in full. L : ERUR

Competition with third parties in acquiring properties and other investments may reduce our profitability and the return on our stockholders’ rrfhvestrnents.

We face competition from various entities.for investment opportunities in retail properties, including other REITs; pension funds, insurance companies, investment funds and
companies, partnerships, and developers. Many of these entities have substantially greater. finaneial 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. Competition from these entities may reduce the
number-of suitable investment opportunities offered to us or increase the bargaining power .of property owners seeking to sell

Propemes that have signifi cant vacancies.could be di fﬁcult to seIl, whu:h could dummsh the return on these properttes. ;
? N
A pmperty may incur vacancies either by the expiration of a tenant lease, the continued default ofa tenant under 1ts lease or the early termmatlon ofa lease bya tenant, If
vacancies continue for a long period of time, we may suffer reduced revenues resulting in less cash available to-distribute to stockholders, In.addition, the resale value of the
property could be diminished because the market value of a particular property depends principally upon the value of the cash flow generated by the leases associated with that
. propetty Such a reduction on the resale value of a property could also reduce the value of our stockholders’ investments. .

Changes in supply of or demand for similar real propertm' ina pamcular area may increase the pnce of real propemes we seek to purchase and decrease
the price of real properties when we seek to sell them.. - . .

The real estate industry is subject to market forces. We are unable to predict certain market changes including changes in supply of, or demand for, sinﬁla: real;properties in a

- particular area. Any potential purchase of an overpriced asset could decrease our'rate of return on these investments and resultin lower operating results. and overall returns to
our stockholders. f .

We may be unable to adlusn' our portfolio in response to changes:-in economic or other conditions or- sell a property if or when we decide to do so, limiting
our ability to pay cash distributions to our stockholders . :

Many factors that are 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 other factors, including 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. Further, before we can sell a property on
the terms we want, it may be necessary to expend funds to correct defects or to make improvements. However, we can give no assurance that we will have the funds available to
correct such defects or to make such improvements. We may be unable to sell our properties at a profit. 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 and could reduce the value of our stockholders’ invgstments. Moreover, in acquiring a
property, we may agree to restrictions that prohibit the sale of that property for a period of time or impose other restrictions, such as a limitation on the amount of debt that can
be placed or repaid on that property. We cannot predict:the length of time peeded to. find a.willing purchaser and to. close the sale of a property. Our inability to sell a property
when we desire to do so may cause us to reduce our selling price for the property. Any delay in our receipt of proceeds or diminishment of proceeds, from the sale of a
property could adversely impact our ability to pay distributions to our stockholders. : L
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7

loss of our mvestment

‘We may.acquire or finance properties with lock-out provisions, which may prohibit us from selling a-property, or may require us to mamtain specrﬁed
debt levels for a period of years on some properties.

-+ A lock-out provision is‘a provision that prohibits the prepayment of a loan during a specified period of time:Lock-out provisions may include terms that provide sttong financial
-+ disincentives-for borrowers to prepay their.outstaniding loar-balance and exist iniorder to protect the yield expectations of lenders. We expect that many of our properties will be
. subject to lock-out provisions. Lock-out provisions could materially restrict us from selling or-.otherwise disposing of or refinancing propetties when we may desireto do so.

Lock-out provisions may prohibit us from reducing the outstanding indebtedness with respect to any properties, refinancing such indebtedneéss on a non:recourse basis at

'maturity, or increasing the amount of indebtedness with respect to such properties. Lock-out provisions could:impair our ability to take other actions-during the lock<out period .

« -:that.could be in the best interests of our stockholders and; therefore, may have an adverse impact on the value of our shares relative to the value that would result if the lock-out

- provisions did riot exist. In particular, lock-out provisions could preclude us from participating in majot transactions that could resultin a dlsposmon of our.assets ora change in
control even though that disposition or change in: control mlght'be in the best uxterests of our stockholders - R

If we sell a property by providing ﬁnancmg to the purchaser, we wrlI bear the risk of default by the purchaser, which could delay or. reduce the
distributions available to our stockholders.

R . Lop e . :
If we decide to sell any of our properties, we intend to use our best efforts to sell them for cash, however, in some instances, we,may sell our properties by providing financing
to purchasers. When we provide financing to a purchaser, we will bear the risk that the purchaser may default, which could reduce our cash distributions to stockholders. 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 notes or other property we may accept upon 2 sale are acmally paid, sold, refinanced of othet\mse disposed. In some cases, we may receive initial down ‘payments in
cash and other property in the year of sale in an amount less than the selling price, and subsequent payments will be spread overa number of years. If any purchaser defanlts
under a financing arrangement with us, it could negatively impact our ability to pay cash dxstnbutlons to qur stockholders:.. - .

. Potential development.and construction delays and resultant increased costs and risks may | hinder our operating results and decrease our net income.

We may from tlme to tlme acqulre ummprovedgea.l property or propemes that are under development or consh'uctlon Investments in such pmpertles a.re suh]ect to the
uncertainties associated with the development and construction of real property, mcludmg those related to re-zoning land for development, environmental concerns of
governmental entities or commumty groups and our builders’ ability to build in conformity with plans, specifications, budgeted costs and timetables. If a builder fails to perform,
we may resort to legal action to rescind the purchase or the-¢onstrii¢tion contract or'to compel performance::A’biilder’s perfotiiance may also be affecied or delayed by

.. conditions beyond the builder’s control. Delays jn completing construction could also give tenants the right.to terminate preconstruction.leases. We may incur additional risks

when we make periodic progress payments or other advances to bullders before they complete construction. These and other factors can result i in mcteased costs of a project or

In addition, we will be subject to notmal lease-up risks relating to hewly constructed projects. We also must rely on rental income and expense projections and estimates of the fair
market value of property upon completion of construction when agreeing upon.a purchase pnce at the tlme we acqmre the property If our projecnons are maccu.rate we may
pay too miich for a property; and the returhon bur investmént could suffer. e

SRR T L T U
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. If we contract with a development company for newly developed property; our earnest money deposlt made to the development campany may not be fully
refunded. ’

We may enter into one or more contracts, either directly or indirectly through joint ventures with affiliates or others, to acquire real property from a development company that
is engaged in construction and development of commercial real properties. Properties acquired from & development company may be either existing income-~producing properties,
properties to be developed or properties under development. We anticipate that we will be obligated to pay a substantial earnest money-deposit at the time of contracting to acquire
such properties. In the case of properties to be developed by a development company, we-anticipate that we will be required to close the purchase of the property upon completion
of the development of the property. At the time of contracting and the payment of the earnest money deposit by us, the development company typically will not have acquired title
to any real property. Typically, the development company will only have a contract to-acquire land, a development agreement to develop 2 building on the land and an agreement
with one ormore tenants to lease all or part of the property upon its.completion: We may enter into such a contract-with the development company even if at.the time we-enter
into the contract, we have not yet raised sufficient proceeds in our offering to enable us to-close the purchase of such-property. However, we may not be required to close a
purchase from the development company, and may be entitled to a refund of our earnest money, in the foilowmg circumstances:

+ * the development company fails to develop the property
»  all or a specified portion of the pre-leased tenants fail to take possession under their leases for any reason; or

*  we are unable to raise sufficient proceeds from our offering to pay the purchaSe prioe at'closing

e

The obhgatmn of the development company to refund our earnest money will be unsecured, and we may not be able to obtain a reﬁmd of such earnest mdney deposxt from it
under these circumstances smce the development company may be an entxty Wxthout substantial assets or operations.

Our joint venture partners could take actions that decrease the va'lu'e of an investment to us and lower our stockholders’ ovérall return, " * "

We have entéred into the Joirit Venture and tiay enter into additional joint venfures with third parties, incliiding entities that are affiliated with'the AdviSor or Sub-advisor, to
acquire properties and other assets. We may also purchase and develop pmpertles in joint ventures or in partnerships, co-tenancies or other co-ownership arrangements with the
sellers of thie properties, affiliates of the sellers, developers of other persons Such mvesunems may mvolve ns‘ks not otherw1se present thh other’ methods of i mvestment,
including, for example, the followmg risks:

« . that our co-venturer, c o—tena.nt or parmamanmvestment could becomemsolventorbankrupt R A . \ s

« - that such co-venturer, co-ténant of partner may at any time have economlc or busmess mtexests or goals that are or that become mconsmnent With our busmess
interests or goals;

e that such co-venturer, co-tenant or partner may be in a position to take acuon contrary to our instructions or requests or contrary to our pohcxes or ob_]ectwes,
« . the possibility that we may incur liabilities as a result of an action taken by such co-venturer, co-tefiant or pattner;

» that disputes between us and a co-venturer, co-tenant or partner may result in litigation or m'bm'atton that wou.ld increase our expensei and prevent our oﬂicers and
directors from focusing their time and effort on our busmess,

*  the possibility that if we have a right of first refusal or buy/sell right to buy out a co-venturer, CO-OWNer or partner, we may be unable to finance such a buy-out if
it becomes exercisable, or we may be required-to purchase such interest at a time when it would not otherwise be in our best interest to do so; or

¢ the possibility that we may not be able to sell our interest in the joint venture if we desire to exit the joint venture.
Under certain joint venture arrangements, neither venture partner may have the power to control the venture, and an impasse could be reached, which might have a negative
influence on the joint venture and decrease potential returns to our stockholders. In addition, to the extent that our venture partner or co-tenant is an affiliate of the Advisor or

Sub-advisor, certain conflicts of interest will exist. Any of the above might subject a property to liabilities in excess of those contemplated and thus reduce our returns on that
investment and the value of our stockholders’ investments.
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We may obtain only limited warranties when we purchase a property and would have only limited recourse in the event.our due diligence did not.identify
any issues that lower the value af our property. .

_The seller of a property often sells such property, in its “as.is” condition on a “where is” basis and “with all faults,” without any warranties of merchantability or fitness for a
particular use or purpose. In addition, purchase agreements may contain only limited warranties, representations and indemnifications that-will only survive for a.limited period
after the closing, The purchase of propemes with limited warranties increases the risk that we may losé some or all of our invested capltal in the property as well as the loss of
-rental income from that property. : s . >

CC&Rs ‘ngay restrict our ability to aperate a pt‘-‘aperty'.‘ vf . '

We e;(pect that some of our properties will be contlguousto other pa:celé of real prepelty, ce;npﬁsing paﬁ of the same retail center. In connection with euch properties, we will

be subject to significant covenants, conditions and restrictions, known as “CC&Rs,” restricting the operation of such properties and any improvements on such properties, and
. related to granting easements on such propertics. Moreover, the operation and management of the contiguous properties may impact such propemes Oomplmnoe with CC&Rs

may adversely affect our operating costs and reduce the amount of funds that we have available to pay distributions to our-stockholders: - ; )

If we set aside. msufﬁctent capital reserves, we may be reqmred to defer necessary capital lmpravements.

. Ifwe do not have enough reserves for capltal to supply needed funds for capltal 1mprovements throughout the life of the mveslment ina property and there is msufﬁelent cash

- available from our operations, we may be required fo defer neeessary improvements:to a property, which may cause that property to suffer.from a greater risk of obsolescence
or a decline in value, or a greater risk of decreased cash flow as a result of fewer potential tenants being attracted to the property. If this happens, we may not be able to maintain
projected rental rates for affected properties, and our results of operations may be negatively impaeted.

Our operatmg expenses may mcrease in the future and, to the extent such increases cannat be passed on to tenants, our cash flow and our operatmg
. results would decrease. R SR DR R T T -
Operating expenses, such as expenses for fuel, utilities; labor and insurance, are not fixed and may increase in the future. There is no guarantee that we will be able to pass such
increases on to our tenants. To, the extent such ige ‘cannot be passed on to tenants, any such increase. would cause our cash flow and our operating results to decrease.

I

;Our real propemes are subject to property taxes that may mcrease in the future, wluch cmdd adversely aﬁect our cash ﬂow.

Our real propemes are subject to real property taxes that may mcrease as tax rates chaqge and as the rea.l propemes are assessed or reassessed by taxmg authonnes We annclpate
that certain of our leases will generally provide that the property. taxes, or increases therein, are charged to the lessees as an exper lated to the real properties that they occupy,
while other leases will generally provide that we are responsible for such taxes. In any case, as the owner of the properties, we are ultimately responsible for payment of the taxes
to the applicable government anthorities. If real property taxes increase, our tenants may be unable to make the required tax payments, ultimately requiring us to pay the taxes
even if otherwise stated under the terms of the lease. If we fail to pay any such taxes, the applicable taxing authority may place a lien on the real pmperty and the real pmperty
may be subject to a tax sale. In addition; we are generally responsible for real property taxes related to any vacant space.

. Uninsured losses relating to real property or excessively expensive premiums far insurance coverage could reduce anr cash ﬂaws and the retum on our
stockholders. ’ investments. . . . : : .

We will attempt to adequately insure all of our real properties against casualty losses. There are types of losses, generally catastrophic in nature, such as losses due to wars, acts
of terrorism, earthquakes, floods, hurricanes, pollytion or environmental matters, that are uninsurable or not economicatly-insurable, or may be insured subject to limitations,
such as large deductibles or co-payments. Insurance risks associated with potential acts of terrorism could sharply increase the premiums we pay.for coverage against property
and casualty claims. Additionally, mortgage lenders in some cases have begun to insist that commercial property owners purchase coverage against terrorism as a condition for
providing mortgage loans. Such insurance policies may not be available at reasonable costs, if at all, which could inhibit our ability to finance or refinance our properties. In such
instances, we may be required to provide other financial support, either through financial assurances or self-i to cover p ial losses. We may. not have adequate, or
any, coverage for such losses. Changes in the cost or availability of insurance could expose us to uninsured casualty losses. If any of our properties incurs a casualty loss that is
... not fully insured, the value of our assets will be reduced by any such uninsured loss, which may reduce the value of our stockholders’ investments. In addition, other than any
- workmg capital reserve.or other reserves we may esmbhsh, we have no source of funding to répair or reconstruct any uninsured property. Also,.to the extent we: must pay
u.nexpectedly large amounts for i msumnce, we.could; suffer reduced carnings that would result in lower distributions to stockholders. The Terrorism ’
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Risk Insurance Act of-2002 is designed for 2 sharing of terrorismlosses between in companies and the federal government. We cannot bé cértain bow this act will impact
us or what additional cost to us, if any, could result. S k

Terrorist attacks and other acts of violence or war may affect the markets in wluch we plan to aperate, whu'h could delay or hinder 0u1' abtlay to meet our
- investment abjecuves and reduce our stockhalders averall returin. -

Terrorist attacks or armed conflicts may directly impact the value of our properties through damage destruction, loss or increased security costs. We expect that we will invest in

major metropolitan areas. We may not be able to obtain insurance against the risk of terrorism because it may not be available or may not be available on terms that are

economically feasible. The terrorism insurance that we obtain may not be sufficient to cover loss for damages t0 our propertiés as a result of terrorist attacks: The inability to

obtain sufficient terrorism insurance or any terrorism insurance at all could limit our investment optlons as some mortgage lendels have begun to insist that specific coverage

agamst terrorism be purchased by commerelal owners asa condltlon of provrdmg loans.” -~

B
v

Costs of complying with. gove'mmental laws and regulanans related‘ to envxronmental pmlecﬁon a)ul human health and safety may reduce-our net income
and the cash available for distributions to our stockholders. C vl T

Real property and the operations conducted on real property aré subject to federal, state and local laws add regulations relating to protection of the énvironment and human
health. We could be subject to liability in the form of fines, penalties or damages for noncompliance with these laws and regulations. These laws and regulations generally govern
wastewater discharges, air emissions, the operation and removal of underground drid abové-groind stordge tanks, thé use, storage, treatment, transportation and dlsposal of
solid and hazardous materials, the remediation of contammatlon iated with the tel or dlsposal of solid and hazardous matenals the: presence of tox:c building matenals,
and other health-and safety-related concerns. e NERR I '

Some of these laws and regulations may impose joint and several liability on the tenants, owners or operators of real property for the costs to investigate or remediate
contaminated properties, regardless of fault, whether the contamination occurred prior to purchiase, or whethér the acts causing the contamination were legal. Our ténants’
operations, the condition of properties at the time we buy them, operations in the vicinity of our properties, such as the presence of underground storage tanks, or activities of
unrelated third partles may affect our pmpemes

The presence of hazardous substances, or the failure to properly manage orTemediate these siibstances, may hinder our abrhty to sell, rétit or pledge such property as collmera.l
for future borrowings. Environmental laws also may impose liens on property or restrictions on the manner in which property may be used or businesses may be operated, and
these restrictions may require substantial expenditures or pievent us froim entering into leases with prospective tenants that may-be impacted by such laws. Some of these-laws
and regulations have been amended so as to require compliance with new or more stringent standards as of future dates. Compliance with new or more stringent laws or
regulations or stricter interpretation of existing laws may require us to iricur material expenditures: Future laws; ordinances or regulations may impose material'ehvironmental
liability. Any material expendmm,s ﬁnes, penaltres, or dama,ges we must pay will reéduce our ablhty to make d:stnbutlons and may reduce the valie of our stockholders
investmerits. =

The costs-of defending agmmrt claims of envmmmental lmbthty or of paymg personal injury clatms cauld reduce the amounts avadable for dtstnbunan
to our stockholders.

Environmental laws provide for sanctions for noncompliance and may be enforced by govermnenthl agencies or, in certain circimstances, by private parties. per'ﬁi:i‘envi"rdhmemal
laws and common law principles could be used to impose liability for the release of and exposure to hazardous sub including asbestos-containitig materials and lead-based
paint. Third parties may seek recovery from real property owners or operators for personal injury or property damage associated with exposure to released hazardous
substances. The costs of defending against claims of environmental liability or of paying personal injury claims could reduce the amounts‘avmlable for distribution to our
stockholders. Generally, we expect that the real estate properties that we acquire will have been subject t6'Phase 1 environmental assessrients at the time they were acqiiired. A
Phase I environmental assessiment or site assessment i§ an initial-environmental mvestlganon o 1denhfy potential envrronmenwl habnlmes associated with the current and past uses of

a given property.

‘Costs associated wrth complymg with the Americans with Dlsabllmes Act may decrea:se cash avatlable for dlsmbutwns.

Our propertles may be subject to the Americans with Disabilities Act of 1990 as amended Under the Disabilities Act, all places of pubhc accommodanon are reqtmed to comply
with federal requirements related t accéss and use by disabled persons. The Disdbilities' Act has separdte compliance requirements for “public d: and “c

facilities” that generally require that buildings and services be made accessible and available to people with disabilities. The Disabilities Act’s requirements could require removal of
access barriers and could result in the imposition of injunctive relief, monetary penalties or, in some cases, an award of damages. We will attempt to acquire properties that
comply with the ADA or place the burden on the seller or other-third party, such as a tenant; to ensure compliance with the ADA. We cannot assure our stockholders that we
will be able to acquire
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properties or allocate:responsibilities in t\ns mariner. Any of our funds used for Disabilities Act compliance Wlll reduce our net income and the amount of cash avarlable for
distributions to our stockholders. i Lo

The failure of any bank in whwh we deposrt ourfunds could reduce the' amaunt of cash'we have ‘available to pay distributions and make-additional
mvestments

o, : s s

-We mtend to d1vers1fy our cash and cash equivalents among everal ba.nkmg mstltuuons in an attémpt to mirimize exposure to any one of these entitiés. However, the Federal
Deposit Insurance Corporation, or “FDIC,” only insures amounts up to $250 000 per depositor per insured bank. We-expect to have cash and cash equivalents and restricted
cash deposited in certain financial institations in excess of federally insured levels. If any of the banking institutions in which we have deposited funds ultimately fails, we may lose
our deposits over $250,000. The loss of our: deposrts could reduce the amount of ca.sh we havé available to dlstnbute or mvest and could result in a decline in the value of our
stockholders investments. - . . i

Risks Related to Real Estate-Related Investrients

Our investmentsin mortgage, mezzanine, bridge and other loaris-as-well as our investments in mortgage-backed sécurities; collateralized debt obligations
and other debt may be affected by unfavorable real estate market: condm‘ons, which could decrease the’ vaIue df those assets and the return on your
investment. ‘

If we make or invest in mortgage, mezzanine or other real estate-related loans, we will be at risk of défaults by the borrowers on'those loans. These defaults may be caused by -
many conditions beyond our control, including interest rate levels and local and other economic conditions affecting real estate values. We will not know whether the values of the
properties ultimately securing our loans will remain at the levels existing on the dates of origination of those loans. If the values of the underlying properties drop; otir risk will
increase because of the lower value of the security associated with'such loans. OQur mvestments in mortgage backed secuntles collaterahzed debt obhgatlons and other real estate-
related debt will be stmrlarly affected by. real estate market condltrons RN : =

If we make or invest in mortgage; mezzanine, brrdge or:other real estate-related Ioans, our loans will be sub]ect to interest rate: ﬂuctuatwns that will affect
our returns as campared to market interest rates, accordlngly, the value of ; your investmem woutd be subject to ﬂuctuatums in mterest rates.

If we: make or invest in fixed-rate; long-term loans and interest rates rise, the loans could y1e1d a returhl that is lower than then-current ‘market rates. If interest rates decrease, we
will be adversely affected to the extent that loans are prepaid because we may not be able to make new loans at the higher interest rate. If we invest in variable-rate:loans and
interest rates decrease, our revenues will also decréase. For these reasons, if we invest in mortgage memmne, bndge or other real estate-related loans, our returns on those
loans and the value-of your investment will be subject to ﬂuctuatlons in interest rates. ; B : :
We have not-established mvestment eriteria lzmmng geographtcal concentration of our: mortgage mvestmems 0r reqmrmg a minimum credit qualtty of

: borrowers . -
We have not established any limit upon the geographic concentration of properties securing mortgage loans acquired or originated by us or the credit quality of borrowers of
uninsured mortgage assets acquired or originated by us. As a result, properties securing our mortgage loans may be overly concentrated in certain geographic areas, and the
underlying borrowers of our uninsured mortgage assets may have low credit quality. We may-experience lossés due to geographic concentration or low credit quality.

Mortgage investments that are not United States government insured and non-investment-grade mortgage assets involve risk of loss. -

‘We may originate and acquire uninsured and non-investient-grade mortgage loans and mortgage assets, including mezzanine loans, as part of our investment strategy. While
holding these interests, we will be subject to risks of borrower defaults, bankruptcies, fraud and losses and special hazard losses that are not covered by standard hazard'
insurance. Also, the costs of financing the mortgage loans could exceed the return on the mortgage loans. In the event of any default under mortgage loaus held by us, we will
bear the risk of loss of principal and non-payment of interest and fees to the extent of any deficiency between the valud'of the mortgage collateral and the ptincipal amount of the
mortgage loxm To the extent we suffer such losses wrth respect to our investments in mortgage loans, the value of our Stockholders investments may be adversely affected.

We may invest in non-recourse loans, whtch will limit our recavery to the value of i the mor!gaged praperty

Our mortgage loan assets may be non-recourse loans, With respect to our non-recourse mortgage loan assets, in the event of a borrower default, the specific mortgaged

property and other assets, if any, pledged to secure the relevant mortgage loan, may be less than the amount owed under the mortgage loan. As to those mortgage loan assets

that provide for recourse against the borrower and its
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assets generally, we cannot assure our stockholders that the recourse will provide a recovery in respect of a defaulted mortgage loau greater than the hqmdauon value of the
mortgaged property securing that mortgage loan.

Interest rate fluctuations will affect the value of our morigage assets, net income and common stock.

Interest rates are highly sensitive to many factors, including governmental monetary and tax policies, domestic and international economic and political considerations and other
factors beyond our control. Interest rate fluctuations can adversely affect our income in many - ways-and present a vanety of nsks including the risk of variances in the yield curve,
a mismatch between asset y:elds and borrowing rates, and changing prepayment rates.

Variances in the yield curve may reduce our net income. The relationship between short—tenn and longer-term interest rates is often referred to as the “yield curve.” Short-term
interest rates are ordinarily lower than longer-term interest rates. If short-term interest rates rise disproportionately relative to longer-term interest rates (a flattening of the yield
curve), our borrowing costs may increase more rapidly than the interest income earned on our assets. Because our assets may bear interest based on longer-term rates than our
borrowings, a flattening of the yicld curve would tend to decrease our net income and the market value of our mortgage loan assets.

Additionally, to the extent cash flows from investments that return scheduled and unscheduled principal are reinvested in mortgage loans, the spread between the yields of the new
investments and available borrowing rates may decline, which would likely decrease our net income. It is also possible that short-term interest rates may exceed longer-term
interest rates (a yield curve inversion), in which event our borrowing costs may exceed our interest income and we could incur operating losses.

Prepayment rates on our movigage loans may adversely affect our yields.

The vatue of our mortgage loan assets may be affected by prepayment rates on investments. Prepayment rates are influenced by changes in current interest rates and a variety of
economic, geographic and other factors beyond our control, and consequently, such prepayment rates cannot be predicted with certainty. To the extent we originate mortgage
loans, we expect that such mortgage loans will have a measure of protection from prepayment in the form of prepayment lock-ouit periods or prepayment penalties. However, this
protection may not be available with respect to investments that we acquire but do not originate. In periods of declining mortgage interest rates, prepayments on mortgages
generally increase. If general intercst rates decline as well, the proceeds of such prepayments received during such periods are likely to be reinvested by us in assets yielding less
than the yields on the investments that were prepaid. In addition, the market value of mortgage investments may, because of the risk of prepayment, benefit less from declining
interest rates than from other fixed-income securities. Conversely, in periods of rising interest rates, prepayments on mortgages generally decrease, in which case we would not
have the prepayment proceeds available to invest in assets with higher yields. Under certain interest rate and prepayment scena.nos, we may fail to fully recoup our cost.of .
acquisition of certain investments.

Before making any investment, we will consider the expected yield of the investment and the factors that may-influence the yield actually obtained on such investment. These
considerations will affect our decision whether to originate or purchase such an investment and the price offered for such an investment. No assurances can be given that we can
make an accurate assessment of'the yield to be produced by an investment. Many factors beyond our control are likely to influence the yield on the investments, including, but
not limited to, competitive conditions in the local réal estate market, local and general economic conditions and the quality of management of the underlying property. Our inability
to accurately assess investment yields may result in our purchasing assets that do not perform as well as expected, which may adversely affect the value of our stockholders’
investments.

Volatility of values of mortgaged properties may adversely affect our mortgage loans. ) -

Real estate property values and net operating income derived from real estate properties are subject to volatility and may be affected adversely by a number of factors; including
the risk factors described in this report relating to general economic conditions and owning real estate investments. In the event its net operating income decreases, 2 borrower may
have difficulty paying our mortgage loan, which could result in losses to us. In-addition, decreases in property values reduce the value of the collateral and the potential proceeds
available to a borrower to repay our mortgage loans, which could also cause us to suffer losses.

Mezzanine loans involve greater risks oj‘ loss than senior loans secured by income pmduang pmperttes.

‘We may make and acquire mezzanine loans. These types of mortgage loans are conSIdered to mvolve a higher dcgree of risk than long term senior mortgage lending secured by
income-producing real property due to a variety of factors, including the loan being entirely unsecured or, if secured, becoming unsecured as a result of foreclosure by the
senjor lender. We may not recover some or all of our investment in these loans. In addition, mezzanine loans may have higher loan-to-value ratios than conventional mortgage

loans, resulting in less equity in the property and increasing the risk of loss of principal.
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' b Our mvestments in subordinated loans and subardmated mortgage-backed secuntzes may be sub]ect 1o losses.

‘We may acquire or ongmate subordmated loans and mvest in subordmated mortgage-backed securities. In the event a borrower defaults ona subordmated loan and lacks

* . sufficient assets to satisfy.our loan, we may suffér-a loss of principal or interest: In the event a borrower declares bankruptcy, we may not have full recourse to:the assets of the

borrower, or the assets of the borrower may. not be-sufficient to satisfy the loan. If.a borrower defanlts on our loanor on debt senior to our loan, or in the event of a borrower
bankruptcy; our loan will be satisfied only-after the senior'debt is paid-in full. Where debt senior to our loan exists, the presence of intercrediter arrangements may. limit our

 ability to. amend our loan documents, assign our loa.ns, acoept prepayments exercise our remedies (through “standstill penods”) and control decisions made in bankruptey
proceedings relating to borrowers. . . . . : !

The CMBS in which we may invest are sub]ect to all of the risks of the underlymg mortgage loans and the rtsks af the secunttzatwn pmcess

CMBS or commerc1al mm'tgage—backed securities, are seounhes that ev1dence mterests in, or are.secured by, a single commerc1al mortgage loanora pool of commercial -

mortgage loans. Accordmgly, these securities are subject to.all of the risks of the underlymg mortgage loans.

In arising interest rate envuonment, the valuerof CMBS nmy be adversely affected when payments on underlymg mortgages do not occur as anticipated, resulting in the

: extension of the security’s effective maturity and the related increase in interest rate sensitivity of a longer-term instrument. The value of CMBS may also.change due to shifts in

<. the market’s perception of issuers and regulatory or tax changes adversely affecting the mortgage securities market as a whole. In addition, CMBS:are subject to the credit risk

~.associated with the performance of ﬂre underlymg mortgage propertles In certam mstances, third-party guarantees or.other forms of eredlt snpport can reduce the credit risk.
CMBS are also sub_)ect to several nsks created through the secuntlzanon process. Subordmate CMBS are paid mterest only to the extent that there are funds avallable to make
payments. To the extent the collateral pool-includes delinquent loans,- -there is a risk that the interest payment on subordmate CMBS will notbe fully pard Subordmate CMBS
are also subject to greater credit risk than those: CMBS that are more hrghly rated.-

Our investments in real estate-related cammon equity securtttes wdl be subject to spectﬁc rtsks relating to the parttctdar issuer af the securities and may be
. subject to the general risks of investing in subordmated real.estate. securmes, which. may result in lossesto us. - i ;

‘We may make equity investments in other REITs and other real estate companies. Ifwe ma.ke such mvestments we wﬂl target a publlc company that owns commercnal real estate

or real estate-related assets when.we believe its stock is trading at:a discount to.that company’s fiet asset value. We may eventually seek to-acquire or. gain a controlling interest in
.the companies that we target: We do not expect our noncontrolling equity investments:in other public companies to.exceed'5.0% of the proceeds:of our offering, assuming we sell
» the maximum offering amount; or to represent a substantial portion of our assets.at any one time. Our investments in real estaté-related common equity securities-will involve
special risks relating to the particular issuer of the equity securities, including the financial condition and business outlook of the issuser: Issuers of real estate-related common
equity securities generally invest in real estate or real estate-related assets and are sub]ect to the inherent risks assocmted with real estate-related investments discussed in this

reporte it G s X

Real estate-related common equity securities are genera.lly unsecured and may also be subordinated to other obligations of the issuer. As a result, investments in real estate-related

; - common equity securities are subject to risks of: (1) limited liquidity.in the secondary trading market, (2) substantial market price volatility resulting from changes in prevailing
.interest.rates, (3) subordination to the prior claims of banks and other senior lenders to the issuer; (4) the operation of: mandatory sinking fund or cal]/redemptioof)rovisions

- during periods of declining interest rates that could cause the issuer:to reinvest redemption proceeds in lower yielding assets; (5) the possibility that earnings of the issuer may be
insufficient to.meet its debt service and distribution obligations. and (6):the declining ereditworthiness and potential for insolvency of thesissuer during periods of rising interest rates
and economic downturn. These risks may adversely-affect the value of outstanding real estate:related common equity securities and the ability of the issuers thereof ‘to-make

distribution payments. o ke i

Risks Associated with Debt Financmg
We have mcurred mortgage mdebtedness, aml we may incur 0ther mdebtedness, whtch increases our nsk of Ioss due fo fareclasur&

B ,We have obtamed, and are hkely to contmue to obtam, lmes of credrt and other long-term ﬁnaocmg that are secured by our. propertres and other assets. Under our charter, we

have a limitation on borrowing which precludes us from borrowing in excess of 300% of the
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value of our net assets without conflicts committee approval. Net assets for purposes of this calculation are defiried to be our total assets (other than intangibles), valued at cost
prior to deducting depreciation or other non-cash reserves, less total liabilities. Generally speaking, the preceding calculation is expected to limit our total liabilities to 75.0% of the
aggregate cost of our investments before non-cash reserves.and depreciation. We may borrow in excess of these amounts.if such excess is approved by a majority of the
independent directors and is disclosed to-stockholders in ournext quarterly report, along with justification for such excess. In some instances, we may acquire real properties by
financing a portion of the price of the properties and mortgaging or pledging some:or all of the properties purchased as sécurity for that debt. We may also incur mortgage debt
on properties that we already:own in order to obtain funds to acquire additional properties. In additian, we may borrow a$ necessary or advisable to ensure:that we maintain our
qualification as 2 REIT for U.S: federal income tax purposes, including borrowings to satisfy the REIT requirement that we distribute at least 90.0% of our annual REIT taxable
income to our stockholders (computed without regard to the dividends-paid deduction and excluding net capital gain). We, however, can give our stockholders no assurance that
we will be able to obtain such borrawings on satisfactory terms.
High debt levels will cause us to incur higher interest charges, which would result in higher debt service payments and could be accompanied by restrictive covenants. If we do
mortgage a property and there is a shortfall between the cash flow from that property and-the cash flow needed to service mortgage debt on that property, then the amount of
cash available for distributions to stockholders may be reduced. In addition,incurring mortgage debt increases theirisk of loss of a property since defaults on indebtedness secured
by a property may result in lenders initiating foreclosure actions. In that case, we could lose the property securing the loan that is in default, reducing the value of our |
stockholders’ investments. For tax purposes, a foreclosure of any of our properties would be treated as a sale of the property for a purchase-price equat to the outstanding
balance of the debt secured by the mortgage. If the outstanding balance of the debt secured by the mortgage exceeds our tax basis:in the property, we would recognize taxable
income on foreclosure even though we would not necessarily receive any cash proceeds. We may give full or-partial guaranties tolenders of mortgage debt on behalf of the entities
that own our properties. When we give a guaranty on behalf of an entity that owns one. of our properties, we will:be responsible to the Iender for satisfaction.of the debt if it is not
paid by such entity. If any mortgagvs in cross-coll lization or cross-default prows1ons adefaultona smgle property could aﬂ'ect muluple propertles

'We may also obtam recourse debt to finance our aoqmsmons and meet our REIT dlstnbutlon reqmrements Ifwe have: msufﬁclent income to service our recourse debt:.
obligations, our lenders could institute proceedings against us to foreclose upon our assets. If a.lender:successfully forecloses upon ‘any 'of our assets, our ability to pay cash
distributions to our stockholders will be limited, and our stockholders could lose all or part of their investment.

High mortgage rates may make it dq[ﬁcult far-us to ﬁmmce or refinance propertws, wluch cauhl reduce the number of propemes we'can acqmre, our
cash flows from operations and the amount of cash dtsmlmtwns we can make.

If mortgage debt is unavailable at rzasonable rates, we may not be able to ﬁnance the purchase of propemes Ifwe plwe mortgage debt on propemes, we run the nsk of being
unable to refinance the properties when the debt becomes due or of being unable to refinance on favorable terms. If interest rates are higher when we refinance the properties, our
income could be reduced. We may be unable to refinance properties. If any of these events occurs, our cash flow would be reduced. This, i i mm, would reduce cash available
for distribution to our stockholders and may hinder-our ablhty to raise capltal by-issuing more stock or boxrowmg more mmey

We expect to use leverage in cmnnecnon with our mvestments in real estate-related assets, wluch increases the nsk of loss associated wuh this type 0f
investment.

We may finance the acquisition and origination of certain reat estate-related investments with warchouse lines of credit and repurchase agreements. In addition, we may engage in
various types-of securitizations in crder to finance. our loan originations. The use of such leverage may substantially increase the risk of loss. There can be'no assurance that
leveraged financing will be available to us on favorable terms or that, among other factors, the terms of such financing will parallel the maturities of the underlying assets acquired.
If alternative financing is not available, we may have to:liquidate assets at-unfavorable prices to pay off'such financing. Our return on our investments and cash available for
distribution to our stockholders may be reduced to the extent that changes in:market conditions cause the cost of our financing to increase relative to the income that we can
derive from the assets we acquire. : ¢

Our debt service payments will reduce our cash flow available for distributions. We may not be able to meet our debt service obligations and, to the extent that we cannot, we risk
the loss of some or all of our assets to foreclosure or sale to satisfy our debt obligations. We may utilize repurchase agr nts as a component of our fi ing strategy.
Repurchase agreements economically resemble short-term, variable-rate financing and usually requite the maintenance of specific loansté-collateral value ratios. If the market value
of the assets subject to a repurchase agreement declines, we may be required to provide additional collateral or make cash payments to maintain the loan-to-collateral value ratio. If
we are unable to provide such collateral or cash repayments, we may lose our économic interest in the. underlymg assets. Funher, credit facﬂny prowders and’ wa:ehouse facility
providers may require us .
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to maintain a certain amount of cash reserves or-to set aside unleveraged assets sufficient to maintain a specified liguidity position that would allow us to satisfy our collateral
obligations. As a result, we may not be able to leverage our assets as fully as we would choose, which could reduce our return on assets. In the event that we:are unabi€ to meet
these collateral obhgatlons, our financial condition, could deteriorate rapldly

N

We may not be able to access ﬁnancmg sources on attractwe terms, wluch cauld adversely affect our ablhty to execute our busmess plan.

‘Weé may ﬁnance our assets over the long—serm through a vanety of means, mcludmg repurchase agreements, credit facilities, issuance of commercml mortgage-backed securities,

1t lized debt: obligations and other str d financings. Our ability to-execute this strategy will depend on various.conditions in the matkets for financing in this manner that
are beyond our control, including lack of liguidity and greater credit spreads. We cannot be certain that these markets will remain an efficient source of long-term financing for our
assets. If our strategy is not viable, we will have to find alternative forms of long-term financing for our assets, as secured revolving credit facilities and repuschase facilities may
not accommodate long-term financing. This could subject us to more recourse indebtedness and the risk that debt service on less efficient forms of ﬁnancing would require a
larger portion of our cash flows, thereby reducing cash available for distribution to-our stéckholders and funds available:for operations as well as for future business' .
opportunmes

e,

: Lemlers may requlre us to enter into. restnctwe covenants relatmg to our opemtmns, wluch could limit our aluhty to make dtstnbutums to our
... 'stockholders. ; . : ot 3

T

When pmvxdmg ﬁnancmg, a lender may impose restrictions on us that affect our dastnbutxon and operating polmes a.nd our ablhty to incur addmonal debt. Loan agreements we
enter may contain covenants that limit our ability to further mortgage a property, discontinue insurance coverage or replace the Advisor. In addition, loan documerits may limit
our ability to replace a property’s property manager or terminate certain operatmg or lease agreements telated toa pmpetty These or other limjtations would decrease our
operating flexibility and our ability to achieve our operating objectives. - y

:dncreases in interest rates could increase the mmmnt of our debt payments and Imut our abzhty m pay distributions to our stockholders.

As ofDecember 31 2012, we have $1 13.1 million of vanable rate‘debt obhgatmns Betause we have such vanahle rate debt obhgauons, inereases in interest rates would increase
our iriterest'costs and would reduce our cash flows and our ability: to pay distributions to our stockholders, In addition, if we need to repay existing.debt during penods of rising
interest rates, we could be required to liquidate one or more of our: mvestments at times that may not petmlt rea:hmtlon of the maximu retum on such mvestments
Our derivative financial instruments that we may use to hedge against interest rate ﬂuctuatwns may nat be successﬁd in mmgatmg our risks assocmtal
with interest rates and could reduce the overall returns-on our stockholders’investment.

We may use derivative financial instruments to hedge exposures 10 changes in interest rates on loans secured by ounrassets, but no hedging strategy can protect us-éosiipletely.

-+ We cannot assure our stockholders that our hedging strategy and the derivatives that we use will'adequately offset the risk of interest rate volatility or that our hedging -

- transactions:will not result in losses. In addition, the use-of such instruments may reduce the overall return on our investments. 'I’hese msmlments may also’ generate mcome that
may not be treated as qualifying REIT income for purposes of the 75.0% or 95.0% REIT income tést. .

Interest-only indebtedness may increase our risk of default and ultimately may reduce our funds available for distribution to*our stockholders. -+

* We may finance our property acquisitions using interest-only mortgage indebtedness. During the interest-only period, the amount of each scheduled payment‘will be less than that
 “of a traditional amortizing mortgage loan: The principal balance of the mortgage loan will not be reduced (except in the case of prepayments) because there are no scheduled
+monthly payments.of principal during this period: After the interest-only period,:we will be required ¢ither to make scheduled payments of amortized principal and interest or to
make-a lump-sim or “balloon” payment at maturity. These required principal ‘or balloon payments will increase the amount of ur scheduled payments and may increase our risk
of default under the related mortgage ioan: If the mortgage loan has an'adjustable interest rate, the' amount of our scheduled payments also may increase at a time of rising
- interest rates. Increased payments and substantial principal or balloon maturity payments will reduce the funds available for dlstnbutxon to our stockholders because cash
otherwise ava.llable for dlsmbutlon will be required to pay pnncxpal and mterest assocmted wn.h these mortgage! loams ) :

ULE Mo, pen 27




If we enter into fii nam'mg arrangements inyolving balloon payment 0bltgatwns, it may adver.vely ajfect our abtltty to. make dtsmbutwns to our
_stockholders. ... - . ¢ . v :

Some of our financing arrangements may require us to make a lump-sum or “balloon” payment at maturity. Our ability to make a balloon payment at maturity is uncertain and
may depend upan our ability to obtain additional financing or our ability to sell the property. At the timé. the.balloon payment is due, we may ormay not be able to refinance the
balloon payment on terms as favorable as the original loan or sell the property at a price sufficient to make the balloon payment. 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, payments of principal and interest made to service our debts may leave us with
insufficient cash to pay the distributions that;we are: requxred to pay to maintain our quahﬁcauon asa REIT Any of these results would:have a significant, negahve impact on our
stockholders’ investments. . K : . :

We have broad authority to inetqr debt and high debt le;.vets could hinder our ability to-make distributions and decrease the value of your investment.

Our policies do not limit us from incurring debt until our borrowings would cause our total liabilities to exceed 75.0% of the cost (before deducting depreciation or other non-
cash reserves) of our, tangible assets, and we may exceed this limit with the approval of the conflicts committee of our board of directors, During the:early stages of our offering,
our conflicts committee may approve debt in excess of this limit. High debt levels would cause us to incur higher interest charges and higher debt service payments and:could also
be accompamed by restrictive covenants. These factors could limit the amount of cash we have available to distribute and could result in a decline in the va.lue of your mvestment
U S. Federal Income Tax Risks . 5

ol

Failure to qualify as a REI T would reduce our net earmngs avatlable for investment or dlstnbumm-

Our qualification as-a REIT-depends upon-our ability to meetrequirements regarding our organization an&gwnemﬁip, distributions of our income, the nature and diversification
of our income and assets andl other tests imposed by the Internal Revenue Code. If we fail to qualify as a REIT for any taxable year after electing REIT status, we will be subject
to U.S. federal income tax on our taxable income at corporate rates. In addition, we would generally be disqualified from treatment as a REIT for the four taxable years following
the year of losing our REIT status. Losing our REIT status would reduce our net earnings available for investment or distribution to stockholders because of the additional tax
liability. In addition, distributions to:stockholders would no longer qualify for the dividends paid deduction, and -we-would no-longer be required to make distributions: If this
occurs, we might be reqmred to borrow funds or hqmdatc some investments in order to pay the apphcable tax.

0ur stockholders may hawe current tax lmbllzty on dzstrtbutwns they elect ta mnvmt in.our. common stock. T : LRI

If our stockholders participate in the DRP; they will:-bedeemed to have received, and.for U.S. federal income tax purposes will be taxed on, the:amount reinvested in shares of
our common stock to the-extent the amount reinvested was not a tax-free return of gapital. In addition, our stockholders will be treated for tax purposes as having received an
additional distribution to.the extent the shares are:purchased at a discount to fair market valye: As a: result, unless-our stockholders are.a lax—exempt entlty; they may ‘have to use
funds from other sources to pzy their tax liability on the value of the:shares of.common stock received. .

Failure to qualify as o REFT would subject us to. U.S. federal income tax; which.would reduce the cash available for distribution to.our stockholders.

We operate in a manner that is-intended to cause us to.qualify as a.REIT for, U.S. federal income tax purposes commencing with.our taxable year ended December 31, 2010.
However, the U.S. federal income tax laws governing REITs are extremely complex, and interpretations of the:U.S. 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-ap.ongoing; basis. While we intend to operate so that we qualify.as a.REIT, given the highly complex nature of the.rules governing REITSs; the ongoing
importance of factual determinations, including the tax treatment of certain invéstments we may make; and the possibility of fiiture changes in our circurnstances, no assurance
can be given that we will so qualify for any particular year. If we fail to qualify as a-:REIT in any.calendar year-and we do not.qualify for certain statutory relief provisions, we
would be required to pay U.S. federal income tax on our taxable income. We might need to borrow money. or sell assets to pay that tax. Our payment of U.S..federal incoine tax
would decrease the amount of our income available for distribution to our stockholders. Furthermore, if we fail to maintain our qualification as a REIT and we do not qualify for
certain statutory relief provisiors, we no longer would be required to distribute substantially all of our REIT taxable income to our stockholders. Unless our failure to qualify as
a REIT were excused under federal tax laws, we would be disqualified from taxation as a REIT for the four taxable years following the year during which qualification was lost.
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Even if we qualify as a REIT for U.S. federal income tax purposes, we may be subject to other tax liabilities that reduce our cash flow and our ability to

Ehold,

make distributions to our st S,

Even if we qualify as a REIT for U.S. federal income tax purposes, we may be subject to some federal, staté and local taxes on our income or property. For example:

. *  Inorder to qualify as a REIT, we must distribute annually at least 90.0% of our REIT taxable income to our stockholders (which is determined without regard to
the dividends paid deduction or net capital gain). To the extent that we satisfy the distribution requirement but distribute less than 100% of our REIT taxable
income, we will be subjg:g( to U.S. federal corporate income tax on the undistributed income.

*  We will be subject to a 4.0% nondeductible excise tax on the amount, if any, by which distributions we pay in any calendar year are less than the sum of 85.0% of
our ordinary income, 95.0% 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 prdperty that we hold priman'iy for sale to customers in the ordinary course of business or othervnon-qualifying
income from foreclosure property, we must pay a tax on that income at the highest U.S. federal corporate income tax rate.

¢ . If we sell an asset, other tha foreclosure property, that we hold primarily for sale to customers in the ordinary course of business, our gain would be subject to
the 100% “prohibited transaction” tax unless such sale'were made by one of ourtaxable REIT subs:dxanes or'the sale met certain “safe harbor” requirements under
the Internal Revenue Code. :

Our investments in debt instruments may cause us to recagmze phantom mcome” for U. S federal income tax purposes even though no cash payments
have been received on the debt instruments. . .

We may acquiire.debt instruments in the secondary market for less than their face amount. The amount of such discount will generally be treated as “market discount” for U.S.
federal income tax purposes. Moreover; pursuant to our involvement in public-private joint ventures, other similar programs recently announced by the federal government, or
otherwise, we may acquire distressed debt investments that are subsequently modified by agreement with the borrower. If the amendments to the outstanding debt are “significant
modifications” under the applicable regulations promulgated by the U.S. Treasury Department (the “Treasury Regulations™), the modified debt may be considered to have been
reissued to us in a debt-for-debt exchange with the borrower. This deemed reissuance may prevent the modified debt from qualifying as a good REIT asset if the underlying
security has declmed in value,

In general, we will be requ.u'ed to accrue original issue dlsoouut on a debt instrument as taxable income in accordance with apphcable U S. federal i income tax xules even though no
*“cash payments may be received on such debt instrument. . '

In the event a borrower with respect to a particular debt instrument encounters ﬁnancml difficulty xendenng ‘it unable to pay stated interest as due, we may nonetheless be
required to continue to recognize the unpaid intérest as taxable income. Similarly, we may be required to accrue interest income with respect to subordinate mortgage-backed
securities at the stated rate regardless of when their correspondmg cash payments are received.

As a result of these factors, there is a significant risk that we may recognize substantial taxable income in excess of cash available for distribution. In that event, we may need to
borrow funds ortake other-action to satisfy the REIT distribution teqmrements for the taxable year in-which this“phantom income” i is recogmzed.

REIT dtstnbutwn requtremmts could adversely affect our ability to m:ecute our busmess plan.

‘We generally must distribute annually at least 90.0% of our REIT taxable income, sub_]ect to certain adjustments and excluding any net capital gain, in order for U.S. federal
corporate income tax not to apply to earnings that we distribute. To the extent that we satisfy this distribution requirement, but distribute less than 100% of our REIT taxable
income, we will be subject to U.S. federal corporate income tax on our undistributed REIT taxable income: In addition, we will be subject to a 4.0% nondeductiblé excise tax if
the actual amount that we pay out to our stockholders in a calendar year is less than a2 minimum amount specified under federal tax laws. We intend to make distributions to our
stockholders to comply with the REIT requirements of the Internal Revenue Code.

From time to time, we may generate taxable income greater than our taxable income for financial reporting purposes, or our taxable income may be greater than our cash flow
available for distribution to stockholders (for example, where a borrower defers the payment of interest in cash pursuant to a contractual right or otherwise). If we do not have
other funds available in these situations, we could be required to borrow funds, sell investments at disadvantageouis prices or find another alternative source of funds to make
distributions sufficient to enable us to pay out enough of our taxable income to satisfy the REIT distribution requirement and to avoid
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U.S. federal corporate income tax and the 4.0% excise tax in a particular year. These alternatives could increase our costs or reduce our equxty Thus, comphance with the REIT
requirements may hinder our ability to.operate solely on-the basis of maximizing profits. ; A .

To maintain our REIT status, we may be forced to forego otherwise attractive opportunities, which may delay or hmder our ability to meet our investment
objectives and reduce our stockholders’ overall return. :

T qualify as a REIT, we must satisfy certain tests on an onigoing basis concerning, among othéer things, the souréés of dur incomne, nature of our assets and the amounts we
distribute to our stockholders. We may be required to make distributions to stockliolders at times when it would be more advantageous to reinvest cash in our business or when
we do not have funds readily available for distribution. Compliance with the REIT requn-ements may hinder our ability to operate solely on the basis of maxitnizing profits and the
*value of our stockholders” investments. . . o .

The “taxable mortgage pool” rules may mcrease the taxes that we or our stockhalders incur and may hmtt the manner in whzch we conduct
Securitizations.

We may be deemed to be ourselves, or we may make investments in entities that:own or are themselves deemed to be, taxable mortgage pools. Similatly, ceéttain of our
securitizations or other borrowings could be considered to result in the creation of a taxable mortgage pool for U.S. federal income tax purposes. As a REIT, provided that we
own 100% of the equity interests in a taxable mortgage pool, we generally would not be adversely affected by the characterization of the securitization as a taxable mortgage pool.
Certain categories of stockholders, however, such as foreign stockholders eligible for treaty or other benefits, stockholders with net operating losses, and certain tax-exempt
stockholders that are subject to unrelated business income tax, could be subject to increased taxes on aportion of their dividend income from us that is attributable fo the taxable
mortgage pool. In addition, to the extent that our stock is owned by tax-exempt “disqualified organizations,” such as certain government-related entities that-are not subject to tax
on unrelated business income, we will incur a corporate-level tax on a portion of our income from the taxable mortgage pool. In that case, we are authorized to reduce and intend
to reduce the amount of our distributions to any disqualified organization whose stock ownership gave rise to.the tax by.the amount of such tax paid by us that is attributable to
such stockholder’s ownership. Moreover, we would generally be precluded from:selling equity interests.in these securitizations to outside mvestors, or selling any. debt securities
issued in connection with these securitizations that might be considered to e eqmty mxerests for U S. federal income tax purposes e T

These lumtatlons 1may prevent us from using certain techmques to maximjze our retums from secuntlzatlon transactlons or other ﬁnancmg a.rrangements e
Potential charactertzatmn of distributions or gain on sale may be treated as unrelated business taxable income to tax-exempt mvestors

If(1)allora portlon of our asseis are subject to the rules relating to taxable mortgage pools (2)wearca ‘permon held REIT " (3) a tax-exempt: stockholder ‘has incurred debt to
purchase or hold our common stock or (4) the residual interests in any real estate mortgage investment conduits (“REMICs”), we acquire (if any) generate “excess inclusion
income,” then a portion of the distributions to and, in the case of a stockholder described in clause,(3), gains realized on the sale of common stock. by such tax-exempt;stockholder
may be subject to U.S. federal income tax as unrelated business taxable income under the Internal Revenue Code . .

Complying with REIT requu '‘ements may force us to ltqmdate othermse attractive mvestments

To quallfy asa REIT, we must ensure that at the end of each ca.lendar quarter, at leasl; 75. 0% of the value of our assets consists of cash, cash items, government securities and
qualified REIT real estate assets, including certain mortgage loans and mortgage-backed securities. The remainder of our investment in securities (other than government
securities and qualified real estate assets) generally cannot includé mere than 10.0%.of the outstanding voting securities of dny one issuer ormore than 10.0% of'the total value of
the outstanding securities of any one issuer. In addition, in general, no more than 5.0% of the value of our assets (other than government securities and qualified real estate

- assets) can consist of the seeurities of any ong issuer; and no more than 25.0% of the value of our total assets can be represented by securities.of one or more taxable REIT
subsidiaries. If we fail to comply with:these requirements at the end of any. calendar guarter, we must coirect the failure within 30 days:after the end of the calendar quarter or
qualify for certain statutory relief provisions tp avoid losing our REIT qualification and suffering-adverse tax‘consequences. As a result, we may be required to liquidate from
our portfolio otherwise attractive investments. These actions could have the effect of reducing our income and amounts.available for distribution to our stockholders.

Liquidation of assets may ]eopardzze our REIT qualification.

To quahfy asa REIT we must comply with requirements regardmg our assets and. our sources of income. If we are compelled to hqtudate our investments to repay obligations
to-our lenders, we may be unable to comply with these requirements, ultlmately ]eopardlzmg our qualification as a REIT or we may be subject to a 100% tax on any resultant
gain if we sell assets that are treated as dealer property or inventory.” A : .
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Characterization of any repurchase agreements we enter into to finance our investments as sales for tax purposes rather than as secured lending
transactions would adversely affect our abtlny to quahfy as a REIT.

. We may enter mto tepurchase agreemznts w1th a vanety of counterpartms to achxeve our desired amount of leverage for the assets in whxch we invest. When we enter into a
repurchase agreement, we generally sell assets to our counterparty to the agreement and receive cash from the counterparty. The counterparty is obligated to resell the assets

. back to us at the end of the term of the transactmn, Webelieve that for U.S. federal income tax purposes we will be treated as the owner of the assets that are the subject of

repurchase.agreements and that the repurchase agreements will be. h'eated as secured lending transactions, notwuhstandmg that such agreement may transfer record ownership of

the assets.to the counterparty during the term, of the agreement. It is poss1ble however, that the Internal; Revenue Service (the “IRS?) could successfully assert that we did not

own these assets during the term of the tepm'chase agreements, in which case we could fail to quahfy as a REIT if tax ownership of these assets was necessary for us to meet the

income and/or asset tests.

" Complying with REIT requirements may limit our ability to hedge effectively.

The REIT provisions of the Internal Revenue Code may,limit our ability to hedge our assets.and operations. Under these provisions, any income that we generate from
transactions intended to. hedge our mterest rate, inflation or.currency risks will be excluded from gross income for purposes of the REIT 75.0%:and. 95.0% gross income tests if
the mstrument hedges (1) interest rate risk on hab;htles incurred to carry or acquire real estate, or (2) risk of currency fluctuations-with respect to any item of income or, gain that
would be qualifying income under the REIT 75.0% or 95.0% gross income tests, and such instrument is properly identified under applicable Treasury Regulations. Income from

. hedging transactiops.that do not meet these requirements will generally constitute nonqualifying income for purposes. of both the REIT. 75.0% and 95.0% gross income gests. As
aresult of these rules, we may have to hmlt our use.of hedging, te;:hmques that mlght otherwise be advantageous, which could result in gteater risks associated with interest rate
or other changes than we would othervnse incur. [ , . R s

Our ownership of and relationship with our taxable REIT subsidiaries will be limited, and a fatlure to comply w:th the lmuts would Jeopardtze our REIT
status and may result in the application of a 100% excise tax, . . IR PR AR e

A REIT may own up to 100% of the stock of one or more taxable REIT subsidiaries. A taxable REIT subsidiary may eam income that would not be qualifying income if earned
directly by the parent REIT. Both the subsidiary and the REIT must jointly elect to treat the subsidiary as a taxable REIT subsidiary. A corporation of which a taxable REIT
subsldmry du'ectly or indirectly owns more than 35,0% of the voting power or value of the stock will autpmatically. be treated as a taxable REIT subsidiary. Qverall, no more than
25,0% of the value of a REIT’s assets may consist of stock or securities of one or more taxable REIT subsidiaries, A domestic. taxable REIT subsxdmry will pay U.S. federal,
state and local income tax at regulm' corporate rates on any income. that it earns. In addition, 1 the taxable REIT subsxdla.ry rules limit the deductibility of interest paid or accrued by

a taxable REIT subsidiary to-its parent REIT.to assure that the taxable REIT subsxdlary is subgect toan .appropriate level of corporate taxation. The rules also izipose a 100%

eXcise tax on certain transactions between a taxable REIT suhs1d1aty and its parent REIT that are not couductedon an arm’s-length basis. We cannot assure our stockbolders that
we will be able to comply with the 25.0% value limitation on ownexshxp of taxable REIT subsldlary stock and securities on an ongomg basis so as to maintain REIT status or to
.avoid application of the 100% excise tax imposed on certain non-atm’s length transactions. ... . - Ko . . \ . ;

We may be subject to adverse legislative or regulatory tax changes.

At any time, the U. s. federal income tax laws or regulatlons govemmg REITs or the admlmslmuve mtexpretanons of those laws or regulauons may be amended. We cannot
predict when or if any new U.S. federal i income tax law, regulation or admmxstratlve interpretation, or any amendment to any existing U.S. federal i income tax.law, regulation or
admlmsuahve mterpretanon, will be adnpted, promulgated or become effective, and any such law, regulatlon or interpretation may take effect retroacnvely We and our
stockholdets could be adversely affected by any such change i in or any new U.S. federal income tex law, regulat:on or administrative mterpretatlon

thdends payable by REI Ts do not qualxj_‘v for tl;e reduced tax rates. ‘ e . Loy
) Leg;slatlon enacted in 2003 and modnﬁed in, 2005 12010, and 2013 generally reduces the maximum tax rate for dmdends payahle to certam stockholders who are. domesnc
individuals, trusts and, estates to 20.0%. Dividends payable by RElTs, however, are generally not ehglble for the reduced rates. Although this legislation does not adversely affect
the taxation of REITs or dividends paid by REITs, the mote favorable rates apphcable to regular corporate dividends could cause investors who are individuals, trusts and estates,
. to perceive investments in REITs to be relatively less attractive than investments in stock of non-REIT corporations that pay dividends, which could adversely affect the vatue of
" the stock of REITS, including our common stock.
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1If the Operating Partnersiip fails to maintdin its status as a partnership, its income may ' be subject fo taxaaan.

We intend to maintain the status of the Operating Partnership as a disregarded entity or partnership for U.S. federal income tax purposes. However, if the IRS were to
successfully challenge the status of the Operating Partnership as a‘disregarded entity ‘or partnership, it would'be taxablé' 4s'a-corporation. In'such event, this would reduce the

-amount of distributions that the Operating Partnérship could make to us: This would also result in our losihg REIT statuis and bécoming subject to a cotporate level tax on our
own inéome. This would substantially reduce our cash available to pay distributions and the yield on your investmént. In addmon, if any of the partnerships or limited liability
companies through which'the Operating Partnership Owns it properties, in wholé-or in' part;loses its chmctenzatlon ds a partnership for U.S. federal incofe tax purposes, it
would be subject to taxation as a'corporation, théréby reducmg dlsmbuhons to'the Operahng Partnemh:p Such a recharacterization of an underlymg property owner could also
threaten our ability to maintain REIT status. '

The tax on prohibited transactions will limit our ability to engage in transactwns, mcludmg cemtm methads 0j‘ seamttzmg morigage loans, that would be
treated as sales for federal income tax purposes. . Re i

A REIT’s net income from prohibited transactions is subject to a 100% tax. In general, prohibited trarisactions are salesor other dispositions of assets, other than foreclosure
* property, held primarily for sale to customers in the ordinary course’of business. Therefore;'in order to avold the prohibited transactions tax, we may choose not to engage in
cermm sales at the REIT Jevel,-and maylumt the su'uctures we ut:hze for our éecuntlzanon tmnsact!ons, evén though the sales or structures might othemse be beneﬁclal to us.

There is a prohibited transaction safe harbor available under the Tnternal Reventie Codé when a property has been held for at Ieast two years and certain other requirements are
met. It cannot be assuréd, however, that any property sales would qualify for the safe harbor. Tt may also be possible to'reduce the impact of the prohibited transaction tax by
conducting certain activities through taxable REIT subsidiaries. However, to the extent that we engage in such activities through tixable REIT subsidiaries, the income associated
] thh such achvmes may be sub]ect to full corporate mcome tax. o
The taxation of distributions to our stockholders can be camplax, hawever, distributions’ that we maké to our stockholders generally wdl be taxable as
ardmaty income.
' ‘Distributions that we make to our taxable stockholders out of curent and accumulated eammgs and profits (and not deslgnated as capital gain dividends, or; for tax years
- beginning before January 1, 2013, quahﬁed dividend income) generally are taxable as ordinary income. However, a portion of our d15tnbut10ns thay (l) be designated’ by us as
 capital gain dividends generally taxable as long-térm capital gain to the extenit that they 4re attributable to et capital gain recogmzed ,(2) be designated by us, for taxable
- years beginning before January 1, 2013, ds-qualified dividénd income generally to the extent they are ‘attribtitable to dividends we receive from our taxable REIT subsxdmnes,
(3) constithite a return of capital generally to the extent that they excéed our accurulated earmngs ‘and proﬁts as determmed for U S. fedeml mcome tax purposes A retum of
: capnal |s not taxable, but has the effect of reducmg the basls of a stockholdet’s mvestment in our common stock '

If we were considered to actually or constructively pay a “preferential dividend” to certain of our stockholders; our stitus as a REIT could bé adversely
affected.

In order to qualify as a REIT, we must distribute annually to our stockholders at least 90% of our REIT taxable income (which does not equal net income as calculated in
accordance with generally accépted accounting principles (“GAAP”)); détermined without regard to the deduction for dividends paid and excluding net capital gain. In order for
distributions to be counted as'satisfying the antiual distribution'requirémeiits for REITs, and fo provide us with a REIT-level tax deduction, the distribiitions must not be
“preferential dividends.” A dividend is not a prefereniial dividend if the distribution is pro rata among all outstaniding shares of stock within a particular class, and in accordance
with the preferences among different classes of stock as set forth in our orgatiizational documents. Currently, thefe is uncertainty as to the position of the IRS regarding whether
certain arrangements that REITs have with their stockholders could give rise to the inadvertent payment of a preferential dividend (e.g., the pncmg methodology for stock _
purchased under a dividend reinvestment plan inadvertently causing a greater than 5% discount on the price of such stock purchased). There is o de minimis exception with
respect to preferential dividends; therefore, if the IRS were to take the posmon that we inadvertently paid preferential dividends, we may be deemed to have failed the 90%
distribution test, and our status a5 a REIT could be terminated for the year in which such determination is made if we were unable to cure such failure. While we beheve that our
operauons have been sn'uctured in such 2'maniner that we will not be treated as madvertently paymg pxeﬁeréntml d1v1dends ‘We can prowde no assurance to this effect. -

The ability of our board of directors to revoke our REIT qualtﬁcatmn without stockholder approval may sub]ect us to US. federal income tax and reduce
distributions to our stockholders.
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Our charter provides that our board of directors may revoke or otherwise terminate our REIT election without the approval of our stockholders if it determines that it is no
longer in our best interest to continue to qualify as a REIT. While we intend to elect and qualify to be taxed as a REIT, we may not elect to be.treated as.a REIT or may terminate
our REIT election if we determine that quelifying as a REIT is no longer in the best interests of our stockholders. If we cease to be a REIT, we would become subject to U.S.
federal income tax on our taxable income and would no longer be required to distribute most of our taxable income to our stockholders, which may have adverse consequences
on our total return to our stockholders and on the market price of our common stock :

The share ownership restrictions of the Internal Revenue Code for REITs and the 9.8% share ownership limit in our charter may inhibit market activity in
our shares of stock and restrict our busmess combmatwn opportunities.

- In order to quallfy asa REIT for each taxable -year endmg on or aﬁer December 31 201 1, five or fewer md1v1duals as deﬁned in the Intema.l Revenue Code may not own,
actually or constructively, more than 50% in value of our issued and outstanding shares of stock at any time during the last half of a taxable year. Attribution rules in the Internal
Revenue Code determine if any individual or entity actually or constructively owns our shares of stock under this requirement. Additionally, at least 100 persons must beneficially

-, own our shares of stock during at least 335 days of a taxable year for each taxable year after December 31, 2011. To help insure that we meet these tests, among other
purposes, our charter restricts the acquisition and ownership of our shares of stock.. . . : .

Our charter, with certain exceptions, authorizes our directors to take such actions as are necessaty and desirable to preserve our quahﬁcatlon as a REIT whlle we S0 quahfy
Unless exempted by our board of directors, for so long as we qualify as a REIT, ‘our charter prohibits, among cther limitations on ownership arid transfer of shares of our
stock, any person-from beneficially or constructively owning (applying certain attribution rules under the Intémal Revenue Code) more than 9.8% in value of the aggregate of

. our outstandmg shares of stock and not more than 9.8% (in value or in number of shares, whichever is more restncuve) of any class or series of our shares of stock. Our board

" of ditectors may not grant an exemption from these restricfions to any proposed transferee whose ownershlp ih excess of the 9.8% ownershxp Limit would result in the termination

of our qualification as a REIT. These restrictions on transferability and ownership will not apply, however, if our board of directors determines that it is no longer in our best
interest to continue to qualify as a REIT. . : .

These ownership limits could delay or prevent a transaction of a change in control that mlght mvolve a premmm price for our common stock or otherwxse be in the best interest
of the stockholders. g . : e - Sl '

. X - s e 7 te L o i N L . . . -
Potential characterization of distributions or gain on sale may be treated as unrelated business taxable income to tax-exempt investors.

If (a) we are a ‘pens1on-he1d REIT ” (b). a tax—exempt stockholder has mcuned debt to purchase or hold our common stock or(c)a holder of common stnck is a certain type of
tax-exempt stockholder, dividends on, and gains recognized on the sale of, common stock by such tax- -exempt stockholder may | be sublect to U S. federal income tax as unrelated
business taxable income under the Intemal Revenue Code B ;

Distributions to foreign investors may be treated as an ordinary income distribution to the extent that it is made out of current or accumulated earnings
and proﬁts.

I general forelgn investors will be subject to regular U.S. federal income tax with respect to theu investment in our. stock if the income derived therefmm is “effectively
connected” with the foreign investor’s conduct of a trade or business in the United States. A distribution to a forelgn investor that is not attributable to gain realized by us from
 the sale or exchange of a “U.S. real property interest” within the meaning of the Foreign Investment in Real Property Tax Act of 1980, as amended (‘FIRPTA”), and that we do

"not designate as a capital gain dlstnbutlon, will be treated as an ordmary mcome dlstnbutlon to the extent that it is made ouit of current or accumulated earnings and proﬁts
Generally, any ordmary income distribution will be sub_]ect toa U S, federal income tax equal to 30% of the gross amount of the dlstnbutxon, unless this tax is reduced by the
. prov1s1ons of an applicable treaty.

i

Fareign investors may be subject to FIRPTA tax upon the sale of their shares of our stock.

A foreign investor disposing of a U.S. real property interest, including shares of stock of a U.S. corporation whose assets consist principally of U.S. real property interests, is
generally subject to FIRPTA on the gain recognized on the dxsposmon Such FIRPTA tax does not apply, however, to the disposition of stock in a REIT if the REIT is
“domestically controlled.” A REIT is “domestically controlled” if less than 50.0% of the REIT’s stock, by value, has been owned directly or indirectly by persons who are not
qualifying U.S. persons during a continuous five-year period ending on the date of disposition or, if shorter, during the entire period of the REIT’s existence. While we intend to
qualify as a “domestically controlled” REIT, we cannot assure you that we will. If we were to fail to so qualify, gain realized by foreign investors on a sale of shares of our stock
would be subject to FIRPTA tax unless the shares of our stock were traded on an established securities market and the foreign investor did not at any time during a specified
testing period directly or indirectly own more than 5.0% of the value of our outstanding common stock.
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Foreign investors may be subject to FIRPTA tax upon the payment ofa capttal gams dtv:dend.

A capital gains dividend paid to foreign investors, if attributable to gain froin'salés or exchanges of U.S. real'property mterests wouid not be exempt from FIRPTA and would
be subject to FIRPTA tax. K

Retirement Plan Risks

If the fiduciary of an employee pension benefit plan subject to ERISA (such as profit-sharing, Section 401(k) or pension plan) or any other retirement
plan or account fails to meét the fiduciary and other standards under ERISA or the Internal Revenue Code asa result of an investment in our stock, the
Ji ducxaty could be subject to cmnmal and civil penalties. . : -

There are special considerations that-apply to employee benefit plaris subject to ERISA (such as proﬁt shanng Section 401(k) or pension plans) and other retirement plans or
accounts subject to Section 4975 of the Internal Revenue Code (such as an IRA) that are investing in otir shares. Fiduciaries investing the assets of sucha -plan or-account in our
common stock should satisfy themselves that:

* . the investment i is consistent with, thelr fiduciary obhgatlons under ERISA and the Intemal Revenue Code . L )
* the investment is made in accordance with the documents'and instruments’ govemmg the plan or IRA, mcludmg the plan’s or aecount’s mvestment policy;

+  the investment satisfies the prudence and d1vers1ﬁcat10n reqmrements of Sectlons 404(a)(1)(B) and 404(a)(1)(C) of ERISA and other applwable prov1s10ns of ERISA
and the Intemal Revenue Code;

¢ the investment will not impair the hqmdlty of the plan or IRA

»  the investment will not produce an unacceptable amount of “unrelated business taxable income” for the plan or IRA;

*  the value of the assets of the plan can be established annually in accomdance with ERISA requirements and apphcable provisions of the plan, or IRA; and
»  the investment will not constltute a non-exempt prohibited tmnsacuon under Section 406 of ERISA or Section 4975 of the, Intemal Revenue Code.

With respect to the annual valuation reqmremenfs descnbed above, we expect to provide an estlmated value for our shares annually. From the commencement of our offering
until 18 months have passed withéut a sale in a “public equity offering” of our cominon stock, We éxpect to use the gross oﬂ‘ermg price of a share of commion stock in our most
recent offering as the per share estimated value. For piirposes of this definition, we will not consider “public equity oﬁ'enngs” to inclade oﬁ'erlngs on behalf of sellmg stockho]ders
or offerings related to any dividend reinvestment plan, employee benefit plan or the redemption of interests in the Operating Pafthérship. ©

This estimatéd value is not likeiy to reflect the proceeds you would recéivé upon our liquidation or upofi the sale of your shares: Accordingly, we can make tio assurances that

such estimated value will satisfy the applicable annual valuation requirements under ERISA and the Internal Revenue Code. The Department of Labor or the IRS may determine

that a plan fiduciary or an IRA custodian is required to take further steps to determine the value of our common shares. In the absence of an appropriate determination of value,

aplan ﬁduclary oran ]RA custodlan may be subject to damages, penaltles or other sanctions.

Failure to satisfy the fiduciary standards of conduct and other apphcable requireménts of ERISA and the Internal Revenue Code may result in the imposition of civil and criminal
penalties and could subject the fiduciary to equitable remediés. In addltlon if an investment in our shares constitutes a non-exempt prohlblted transactlon under ERISA or the

" Infernal Revenue Code, the fiduciary or IRA owner who authorized or directed the investment may be subject to the imiposition of excise taxes with tespect to the amount

invested. In the case of a non-exempt prohibited transaction involving an IRA owner, the IRA may be disqualified and all of the assets of the IRA may be' deémed distributed and

subject to tax.

§
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If you invest in our shares through an IRA or other retirement plan, you may be limited in your ability to withdraw required minimum distributions.

If you establish an IRA or other retirement plan through which you invest in our shares, federal law may require you to withdraw required minimum distributions ("RMDs")

from such plan in the future. Our share repurchase program limits the amount of repurchases (other than those repurchases as a result of a stockholder’s death or disability) that

can be made in a given year. Additionally, you will not be cligible to have your shares repurchased until you have held your shares for at least one year. As a result, you may not
be able to have your shares repurchased at a time in which you need liquidity to satisfy the RMD requirements under your IRA or other retirement plan. Even if you are able to
have your shares repurchased, such repurchase may be at a price less than the price at which the shares were initially purchased, depending on how long you have held your

shares. If you fail to withdraw RMDs from your IRA or other retirement plan, you may be subject to certain tax penalties.




ITEM 1B.

UNRESOLVED STAFF COMMENTS

We have no unresolved staff cornments.

ITEM 2. - PROPERTIES

Real Estate Investments

As of December 31, 2012, we owned fee simple interests in 26 properties in 15 states across the United States that collectively total 2,490,177 square feet with a combined

purchase price of $307.0 millior.. Included in these totals are 20.properties owned through the Joint Venture that total 1,878,177 square feet with a combined purchase price of
$211.1 million. Our portfolio was purchased at an 8.1% weighted avenige capitalization rate, calculated by dividing the annualized net operating income of each property as of the
date of acquisition by the purchase price of such property. As of December 31, 2012, our portfolio was 95.0% leased with approximately 80.0% of rents coming from grocery,

national, and regional tenants), including 11 market-leading grocers. For additional portfolio information, refer to “Real Estate and Accum

ulated Depreciation (Schedule ITI)”

herein.
Contract Average
Purchase Rentable Remaining
Ownership Date Price® Square Lease Term %

Property Name Location Interest Anchor 'Acquired (in th ds) Footag in Years Leased
Lakeside Plaza Salem, VA 54% Kroger 12/10/2010 - § 8,750 82,798 4.1 years 100.0%
Snow View Plaza Parma, OH 54% Giant Eagle 12/15/2010 12,300 100,460 6.5 years 97.0%
St. Charles Plaza Haines City, FL 54% Publix 6/10/2011 10,100 65,000 9.4 years 96.3%
Centerpoint Easley, SC 54% .Publix 10/14/2011 6,850 72,287 9.5 years 84.7%
Southampton Village Tyrone, GA 54% Publix 10/14/2011 8,350 77,956 8.6 years 91.9%
Burwood Village Center Glen Bumie, MD 54% Food Lion 11/9/2011 16,600 105,834 5.6 years 100.0%
Cureton Town Center ‘Waxhaw, NC 54% Harris Teeter 12/29/2011 13,950 84,357 9.3 years 100.0%
Tramway Crossing Sanford, NC 54% Food Lion 2/23/2012 5,500 62,382 3.4 years 95.9%
Westin Centre Fayetteville, NC 54% Food Lion 2/23/2012 6,050 66,890 3.0 years 97.9%
The Village at Glynn Place Brunswick, GA 54% Publix 4/27/2012 11,350 111,924 7.4 years - 96.2%
Meadowthorpe Shopping Center Lexington, KY 54% Kroger 5/9/2012 8,550 87,384 3.6 years 97.4%
New Windsor Marketplace ‘Windsor, CO 54% King Soopers® 5/9/2012 5,550 95,877 6.6 years 90.3%
Vine Street Square Kissimmee, FL 54% Walmard® 6/4/2012 13,650 120,699 6.0 years 100.0%
Northtowne Square Gibsonia, PA 54% Giant Eagle 6/19/2012 10,575 113,372 7.9 years 100.0%
Brentwood Commons Bensenville, IL . 54% Dominick's®” 7/5/2012 14,850 125,550 6.5 years 98.1%
Sidney Towne Center Sidney, OH 54% Kroger 8/2/2012 4,300 118,360 6.3 years 98.5%
Broadway Plaza Tucson, AZ 54% Sprouts 8/13/2012 12,675 83,612 5.2 years 95.9%
Richmond Plaza Augusta, GA 54% Kroger 8/30/2012 19,500 178,167 5.2 years 86.5%
Publix at Northridge Sarasota, FL 54% Publix 8/30/2012 11,500 65,320 9.4 years 86.2%
Baker Hill Center Glen Eliyn, IL 100% Dominick's® 9/6/2012 21,600 135,355 4.7 years 96.7%
New Prague Commons New Prague, MN 54% Coborn's 10/12/2012 10,150 59,948 8.4 years 98.2%
Brook Park Plaza Brook Park, OH 100% Giant Eagle 10/23/2012 10,140 157,459 5.3 years 87.8%
Heron Creek Towne Center North Port, FL 100% Publix 12/17/2012 8,650 64,664 6.4 years 90.4%
Quartz Hill Towne Centre Lancaster, CA 100% Vons® 12/26/2012 20,970 110,306 4.1 years 98.1%
Hilfiker Square Salem, OR 100% Trader Joe's 12/28/2012 8,000 38,558 9.2 years 100.0%
Village One Plaza Modesto, CA 100% Raley's 12/28/2012 26,500 105,658 13.8 years 91.6%

M The contract purchase price excludes closing costs and acquisition costs,

@ King Soopers is an affiliate of Kroger.
@ The anchor tenant of Vine Street Square is a Walmart Neighborhood Market.

@ Dominick's and Vons are affiliates of Safeway, Inc.
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Lease Expirations and Significant Tenants

The following table lists, on an aggregate basis, all of the scheduled lease expirations after December 31, 2012 over each of the years ending December 31, 2013 and thereafter for
our 26 shopping centers. The table shows the approximate rentable square feet and annualized effective rent represented by the applicable lease expirations (dollars in thousands):

 Number of : % of Total Portfolio

Expiring Annualized Annualized Leased Rentable % of Rentable -
Year Leases Effective Rent(! Effective Rent Square Feet Expiring® Square Feet Expiring
2013 - 52 $ - 4 65% 125,300 L 53%
2014 63 2,803 10.5% 225,152 - 9.6%
2015 55 2,589 ‘ 9.7% 188,111 8.0%
2016 ) 1,945 T3y ‘ 179,262 17%
2017 , 54 A 2,393 - 9.0% S L ATI840 L 6%
2018 .20 1,772 6.7% 132,484 5.7%
2019 17 : 2,563 9.6% 260,441 11.1%
. 2020 8 _ 1,062 4.0% 86,076 3.7%
2021 ' 12 A 1,482 5.6% S 188,512 8.0%
2022° 5 ' 1,876 7.0% 168,694 72%
Thereafter 20 6433 24.1% 610,493 26.1%

(D)We calculate annualized effective rent as monthly contractual rent as of December 31, 2012 muitiplied by 12 months, less any tenant concessions.
(@)Does not include leases that had not begun to pay rent as the commencement dates for such leases had not been determined as of December 31,
2012, '

The following table sets forth information regarding the tenants comprising ten percent or more of the aggregate annualized effectlve rent or occupying ten percent or more of the
aggregate rentable square footage at our 26 shopping centers as of December 31, 2012 (dollars in thousands): | . .

% of Total
Portfolio - } : ‘% of Total
A lized A lized Portfolio
) Number of Effective Effective Leased Square
Tenant Name/Property Tenant Industry Locations Rent® Rent Square Feet Footage
' Publix Super Markets® Retail - Grocéry Store* 8§ 3,183 11.9% 289,501 11.6%

Kroger® oo : Retail - Grocery Store 7. 1,352 . . 51% . 300,737 12.1%
®  We calculate annualized effective rent as monthly contractual rent as of December 31, 2012 multlphed by 12 months, less any tenant concessions.
@  Includes non-grocery leases such as fuel stations and hquor stores.

Portfolio Tenancy

Prior to the acquisition of a property, we assess the suitability of the grocery-anchor tenant and other tenants in light of our investment objectives, namely, preserving capital and
providing stable cash flows for distributions. Generally, we assess the strength of the tenant by copsideration of company factors, such as its financial strength and market share in
the geographic area of the shopping center, as well as location-specific factors, such as the store’s sales, local competition and demographics. When assessing the tenancy of the
non-anchor space at the shopping center, we consider the tenant mix at each shopping center in hghf of our portfolio, the proportion of national and national franchise tenants, and
the creditworthiness of specific tenants. When evaluating non-natmnal tenancy, we attempt to obtain credit énhancements to leases, which typlcally come in the form of deposits
and/or guarantees from one or more individuals.
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The following table presents the composition of our portfolio by tenant type as of December 31, 2012 (dollars in thousands):

Annualized % of
Leased % of Leased Effective Annualized
Tenant Type Square Feet Square Feet Rent Effective Rent
Grocery anchor 1,329,139 562% $ 12,265 46.0%
National & regional 664,974 281% 9,081 34.1%
Local 370,941 15.7% 5,294 19.9%
2,365,054 100.0% $ 26,640 100.0%
@ We calculate annualized effective rent as monthly contractual rent as of December 31, 2012 multiplied by 12 mouﬁs, less any temnt concessions.
The following table presents the composition of our portfolio by tenant industry as of December 31, 2012 (dollars in thousands):
Annualized % of
" Leased % of Leased Effective Annualized
Tenant Industry Sciuare Feet Square Feet Rent(D Effective Rent
Grocery 1,329,139 562% $ 12,265 L 46.0%
Retail Stores 434,656 18.5% 5,064 19.1%
Services 398,230 - 16.8% 5,791 21.7%
Restaurant 197,169 .8.3% 3,434 12.9%
Government 5,860 0.2% 86 0.3%
2,365,054 1000% § 26,640 100.0%
O] We calculate annualized effective rent as monthly contractual rent as of December 31,2012 millﬁplied by 12 months; less any tenant concessions.
The following table presents our grocery-anchor tenants by the amount of square footage leased by each tenant as of December 31,
2012 (dollars in thousands): .
% of
.. Leased Leased Annuslized . %of
Tenant ‘ 'Squal‘q q, . Square ~ Effective . Annualized
Tenant Industry Feet . Feet Rent(!) Effective Rent
Kroger® Retail - Grocery Store 299,537 126% $ 1,318 4.9%
Publix Retail - Grocery Store 286,401 12.1% 3,110 11.7%
Giant Eagle Retail - Grocery Store | 226,648 9.6% 1,972 7.4%
Safeway® Retail - Grocery Store 187,019 7.9% 2,127 8.0%
Food Lion Retail - Grocery Store 95,665 4.0% 881 3.3%
Raley's Retail - Grocery Store 65,703 2.8% 1,165 - 4.4%
Harris Teeter Retail - Grocery Store ‘48,756 2.1% 400’ 1.5%
Coborn's Retail - Grocery Store 45,708 1.9% 593 22%
Walmart® Retail - Grocery Store 31,979 14% 25 0.8%
Sprouts Farmers Market Retail - Grocery Store 28,217 ~-1.2% “272 - 1.0%
Trader Joe's Retail - Grocery Store 13,506 0.6% 203 0.8%
All other tenants Retail/ Restaurant/Services 1,035,915 43.8% 14,374 54.0%
o 2,365,054 100.0% 26,640 100.0%

(1) We calculate annualized effective rent as monthly contractual rent as of December 31, 2012 multiplied by 12 months, less any tenant

concessions.

(2) King Soopers is an affiliate of Kroger.

(3) Dominick's and Vons are affiliates of Safeway, Inc.

(4) The Walmart store at Vine Strest Square is 2 Walmart Neighborhood Market.

ITEM3. LEGAL PROCEEDINGS

From time to time, we are party to legal proceedings, which arise in the ordinary course of our business. We are not currently involved in any legal proceedings of which the
outcome is reasonably likely to have a material impact on our results of operations or financial condition, nor are we aware of any such legal proceedings contemplated by

governmental authorities.

ITEM 4,

MINE SAFETY DISCLOSURES
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Not applicable.
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PART I

ITEMS. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES
Stockholder Information

As of February 28, 2013, we had 5,153 stockholders of record.

Market Information

We are currently offering shares of our common stock pursuant to an effective registration statement at an offering price of $10.00 per share in our “best efforts” offering. As of
February 28, 2013, we had approximately 18.5 million shares of common stock outstanding, held by a total of 5,153 stockholders of record. The number of stockholders is
based on the records of DST Systems, Inc., who serves as our registrar and transfer agent.

There is no established trading market for our common stock. Therefore, there is a risk that a stockholder may not be able to sell our stock at a time or price acceptable to the
stockholder, or at all. Pursuant to our offering, we are selling shares of our common stock to the public at a price of $10.00 per share and at a price of $9.50 per share
pursuant to the DRP. Additionally, we provide discounts in our offering for certain categories of purchasers, including volume discounts. Pursuant to the terms of our charter,
certain restrictions are imposed on the ownership and transfer of shares.

Until the later of 18 months after the termination of our offering or the termination of any subsequent offering of our shares, we intend to use the offering price of shares in our
most recent offering as the per share net asset value. The estimated value of a share of our common stock is $10.00 per share as of December 31, 2012. This estimated value
may be higher than the price at vhich you could resell your shares because (1) our offering involves the payment of underwriting compensation and other directed selling efforts,
which payments and efforts are likely to produce a higher sales price than could otherwise be obtained, and (2) there is no public market for our shares. Moreover, this estimated
value may be higher than the amount you would receive per share if we were to liquidate at this time because of the up-front fees that we pay in connection with the issuance of
our shares. Beginning 18 months after the last offering of shares, the value of the properties and other assets will be based on valuations of either our properties or our company
as a whole, whichever valuation method our board of directors determines to be appropriate, which may include independent valuations of our properties or of our enterprise as a
whole.

Dividend Reinvestment Plan

We have adopted the DRP, through which stockholders may elect to reinvest an amount equal to the dividends declared on their shares of common stock into shares of our
common stock in lieu of receiving cash dividends. Shares may be purchased under the DRP for a price equal to $9.50 per share during our primary offering period. Until we
establish an estimated value per share that is not based on the price to acquire a share in the primary offering or a follow-on public offering, shares issued pursuant to the DRP
will be priced at the estimated value per share of our common stock, as determined by the Advisor or another firm chosen for that purpose. We expect to establish an estimated
value per share not based on the price to acquire a share in the primary offering or a follow-on public offering upon the completion of our offering stage. We will consider our
offering stage complete when we are no longer offering equity securities—whether through our current offering or follow-on public offerings—and have not done so for 18
months. Participants in the DRP may purchase fractional shares so that 100% of the dividends may be used to acquire additional shares of our common stock. For the year ended
December 31, 2012, approximately 139,293 shares or $1,324,000, were reinvested through the DRP. For the year ended December 31, 2011, approximately 16,647 shares or
$158,000, were reinvested through the DRP.

Distribution Information

We pay distributions based on daily record dates, payable monthly in arrears. The common distributions that we paid during the years ended December 31, 2011 and 2012 were
equal to a daily amount of $0.00178082 per share of common stock, which if paid each day for a 365-day period, would equal a 6.5% annualized rate based on a purchase price
of $10.00 per share. During the year ended December 31, 2011, we paid monthly distributions to stockholders that totaled $873,000. During the year ended December 31,
2012, we paid monthly distributions to stockholders that totaled $3,673,000. On January 2, 2013, we paid distributions to stockholders for the period from December 1, 2012
to December 31, 2012 in the amount of $717,000. On February 1, 2013, we paid distributions to stockholders for the period from January 1, 2013 to January 31, 2013 in the
amount of $817,000. On March 1, 2013, we paid distributions to stockholders for the period from February 1, 2013 to February 28, 2013 in the amount of $882,000.
Distributions paid to stockholders of record from February 1, 2013 to February 28, 2013 were equal to a daily amount of $0.00183562 share of common stock, which if paid
each day for a 365-day period, would equal an approximate 6.7% annualized rate based on a purchase price of $10.00 per share. All distributions paid to date have been funded
by a combination of cash generated through operations, advances from our sub-advisor, and borrowings.
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The tax composmon of our distributions declared for the years ended December 31, 2012 and 2011 was as follows:

2012 ' 2011
Ordinary Income ) o o R 0% o o 0%
Retum of Capital ' ) ' 100% - . 100%

Total 100% 100%
Use of Initial Public Offering Proceeds

On August 12; 2010, our registration statement on Form S-11 (File No. 333-164313), covering a public offering of up to 180,000,000 shares of common stock, was declared
effective under the Securities Act of 1933. We commenced our initial public offering on September 17, 2010 upon retaining the Dealer Manager of our offering. We are offering
150,000,000 shares of common stock in our primary offering at an aggregate offering price of up to $1.5 billion, or $10.00 per share with discounts available to certain
categories of purchasers. The 30,000,000 shares offered under the DRP are initially being offered at an aggregate offeiing price of $285 ‘million, or'$9.50 per share. We are
selling the shares registered in our primary offering over a three-year period, which ends August 12, 2013. Under rules promulgated by the SEC, in some instanices we may
extend the pnmary oﬁ'enng beyond that date. We may sell shares under the DRP beyond the termination of the pnmary offermg lmtﬂ we have sold all the shares under the plan.

As of December 31, 2012, we have issued 13,801,251 shares of common stock, including 155,940 shares sold through the DRP generatmg gross cash proceeds of $136.1
million. As of December 31, 2012, we had incurred $8.9 million in selling commissions, all of which was reallowed to participating broker-dealers $2. 9 mxlhon in dealer manager
fees $0 8 mllhon of which was reallowed to partlc1patmg broker-dealers and $7 2tnillion of orgamzatmn and oﬂ'enng costs

From the commencement of our pubhc offering through Decembér 31; 2012 the net offering proceeds to us, after deducl:mg the total expenses incurred as described above,
were approximately $117.1 million. As of December 31, 2012, we have used the net proceeds from our offering, combined with debt financing, to purchase $307.0 million in
real estate and to pay $6.2 million of acquisition and origination fees and expenses.

Unregistered §a]_es of Equity Securities
During 2012;'we did not issue any securities that were not registered under the Securities Act.
Share Repurchase Program T ‘e

Our share repurchase program may provide a limited opportunity for stockholders to have shares of common stock repurchased, subject to certain restrictions and limitations, at
a price equal to or at a discount from the purchase price paid for the shares being repurchased.

Only those stockholders who purchased their shares from us or received their shares ﬁ'o;n us (directly or indirectly) through one or more non-cash transactions may be able to
participate in the share repurchase program. In other words, once our shares are transferred for value by a stockholder, the transferee and all subsequent holders of the shares
are not eligible to participate in the share repurchase program. . .

The repurchase price varies basedupon the length of time that the shares of our cofimon stock sﬁbjeét to repuréhase have been held. Unless the shares are being r@@Med in
connection with a stockholder’s death, “determination of incompetence” or “qualifying disability,” the prices at which we will repurchase shares are as follows:

+  the lower of $9.25 and 92.5% of the price paid'to acquire the shares for stockholders who have held their sharés for at least one year; c
+  the lower of $9.50 and 95.0% of the price paid to acquire the shares for stockholders who have held their shares for at least two years;
«  the lower of $9.75 and 97.5% of the price paid to acquire the shares for stockholders who have held their shares for at least three years; and
«  the lower of $10.00 and 100% of the price paid to acquire the shares for stockholders who have held their shares for at least four years.

The cash available for redemption on any particular date will generally be limited to the proceeds from the DRP during the period consisting of the preceding four fiscal quarters
for which fi ial are available, less any cash already used for redemptions
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during the same period; however, subject to the limitations described above, we may use other sources of cash at the discretion of the board of directors. The limitations
described above do not apply to shares repurchased due to-a stockholder’s death, *‘qualifying disability,” or “determination of incompetence.”

Notwithstanding the above, once we establish an estimated fair value per share of our common stock that is not based on the price to acquire a share in the primary offering or a

follow-on public or private offering, the repurchase price per share for all stockholders would be equal to the estimated fair value per share, as determined by the Advisor or

another firm chosen for that purpose. e

In some respects, we would treat repurchases soughfuporr a stockholder’s death, “qualifying disability” or “determination of incompetence” differently from other repurchases:
» there is no one-year holding requirement; and ’ ’

*  until we establish an estimated value per.share, which we expect to be upon the completion of our offering stage (descnbed above), the repurchase price is the
amount pa.ld to acquire the shares from.us.. .

Repurchases of shares of common stock wrll be made monthly upon wntten notice recerved | by us at least five days prior to the end of the apphcable month. Stockholders may
withdraw their repurchase request at-any time up to,five business days prior to the repurchase date. -

The board of directors may, in its sole drscretlon amend, suspend or termmate the share repurchase program at any time. If the board of dn'ectors decrdes to amend suspend or
termi the share 1 ‘program, stockholders will be provided with no less than 30 days written notice.- g

£ 4

For the year ended December 31, 2011, we repurchased 5, 630 shares under the share repurchase program for a total of $56, 244 or $9 99 per share For the year ended
December 31, 2012, we repurchased 3,749 shares under the. share repurchase program for a total of $35,089 or $9.36 per share. For the years ended December 31, 2012 and
2011, there were no additional shares eligible for repurchase that were tendered for repurchase All of the shares that we tepuxchased pursuaut to our share repurchase program
during the quarter ended December 31, 2012 are provided below: - .

Approximate Dollar
Total Number of Shares Value of Shares Available
) Purchased as Part of a That May Yet Be
Total Number of Average Price Paid Publicly Announced Redeemed Under the
Period Shares Redeemed ¥ per Share Plan or Program® Pidgram® -

October 2012° ) 1,249 $ 838 1,249 3
November 2012 ' o $ . - : o8 - 3
; 3)

December 2012 R - .

M an purchases of our equity securities by us in the three months ended December 31, 2012 were made pursuant to the share repurchase: program. =

@ We announced the commercement of the share repurchase program on August 12, 2010, and it was subsequently amended on September 29,
2011. :

@) We currently limit the doilar value and number of shares that may yet be repurchased under the share: repurchase program:as described.-above.
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Securities Authorized for Issuance under Equity Compensation Plans

The following table provides informatjon rega:di‘ng"ou; 2010 Long-Term Incentwe Plan and our Amended and Restated 2010 Independent Director Stock Plan as of December

31, 2012 (in thousands):
‘Number of securities ‘Weighted-average Number of securities
to be issued upon exercise price of remaining available
exercise of outstanding for future issuance
. . . outstanding options, options, warrants under equity
Plan Category ., ) warrants and rights and rights compensation plans (*)
Equity compensation plans approved by security holders . - - 9,200
Equity compensation plans not approved by security holders - - -
Total - - 9,200

*  To date, no awards have been granted under the 2010 Long-Term Incentive Plan or the Amended and Restated 2010 Independent Director Stock

Plan.
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ITEM 6. SELECTED FINANCIAL DATA

_ PHILLIPS EDISON-ARC SHOPPING CENTER REIT INC.
For the years ended December 31, 2012, 2011, and 2010 and the period from December 3, 2009
(formation) to December 31, 2009 '
(In thousands, except per share amounts)

) 2012 2011 2010 2009
Balance Sheet Data: ) ) o
Investrent in real estate assets, net $ 283,858 § 69492 § 19,061 §$ -
Acquired intangible lease assets, net - . ’ S 20,957 ) 6,799 - 2,341 -
Cash and cash equivalents 7,654 6,969 ) 707 200
Other assets . : ] ’ 12,941 ’ 1,932 © 604 943
Total assets ) . . $ 325410 § 85,192 § 22,713  § 1,143
Mortgage loans payable ’ ' B 159,007 § 46,788  § 14,695 8 -
Notes payable—affiliates ) - - 600 -
Accounts payable—affiliates . 3,634 8,395 5,542 943
Other liabilities _ ) 10,498 2,824 719 -
Total liabilities $ 173,139 § 58,007 $ 21,556 $ 943
Equity 152,271 . 27,185 1,157 200
Total liabilities and equity $ 325410 $ 85,192 § 22,713  § 1,143
Operating Data:
Total revenues $ 17,550 § 3,529 $ 98 § -
Property operating expenses (2,957) : (83D (14) -
Real estate tax expenses (2,055) (507) (18) -
General and administrative expenses 1,717) (845) (228) -
Acquisition expenses (3,981) (1,751) " (467) -
Depreciation and amortization (8,094) (1,500) (81) ‘ -
Operating loss (1,254) (1,705) (710) -
Interest expense . (3,020) (811) (38) -
Other income 1 - 1 -
Net loss 4.273) . (2516) a4 ;
Net loss attributable to noncontrolling interests 927 152. - -
Net loss attributable to Company stockholders $ (3,346) ~ § 2,364) $ @47 $ -
Cash Flow Data:
Cash flows provided by operating activities $ 4,033 § 593 §$ 201§ -
Cash flows used in investing activities $ (198,478) $ (56,149) $ (21,249) $ -
Cash flows provided by financing activities $ 195,130 § 61,818 §$ 21,555 $ 200
Per Share Data:
Net loss per share—basic and diluted $ ©051) $ as7n $ (4.44) N/A
Weighted average distributions per share declared $ 065 § 065 - $ 022 § -
Weighted average shares outstanding—basic and diluted 6,509,470 1,503,477 168,419 20,000

The selected financial data should be read in conjunction with the consolidated financial statements and notes appearing in this <gilmual
report.
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ITEM 7. . MANAGEMENT"S DISCUSSION AND ANALYSIS.OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the Selected Financial Data in Item 6 above and our accompanymg consohdated fmanelal statements and
. notes.thereto. See also “Cautlonary Note Rega.rdmg Forward-lnokmg Statements” preoedmg Partl.. . W 3 -

Overview

Phillips Edison—ARC Shopping Center REIT Inc. was formed as a Maryland corporation on October 13, 2009 and has elected to be taxed as a real estate investment trust
(“REIT”) commencing with the taxable year ended December:31, 2010. We are offering pursuant to a registration statement $1.785 billion in shares-of common stock in our
initial public-offering on a “best efforts” basis. Our offering consists of a primary offering of $1.5 billion in shares-offered to investors at a price of $10.00 per-share, with
discounts available for certain categories of purchasers; and $285 million in shares offered to stockholders pursuant to a dividend reinvestment plan (the “DRP”) at a price of
$9 50 per share. We have the right to reallocate the shares of common stock offered between the primary offermg and the DRP.

E Dunng the year ended Decembet 31 2012, we 1ssued 11 143,092 sha:es of common stock, net of 3,749 shares repurchased and including 139,293 shares through the DRP

generating gross cash proceeds of $110.8 million. As of December 31, 2012, we had issued 13,801,251 shares of common stock, including 155,940 shares issued-through the
DRP, generatmg gross cash proceeds of $136.1 mllhon since the commencement of our initial public offenng

During the year ended December 31, 2012 we acqmred 19 propemes mcludmg 13 propemes acquired through the Jomt Venture for a combined purchase pnce of $230 1
million. The weighted average capitalization rate for our 2012 acquisitions was 8.0%. The capitalization rate is calculated by dividing the annualized net operating income of a
property as of the date of acquisition by the purchase price of the property. As of December31, 2012, we owned fee simple interests in 26 properties in 15 states across the
United States that collectively total 2,490,177 square feet with a combined purchase price of $307.0 million.  Included in-these totals are 20 properties owned through the Joint
Venture that total 1,878,177 square feet with a.combined purchase price of $211.1 million. Our portfolio was purchased at a weighted average capitalization rate of 8.1% and
was 95.0% leased as of December 31, 2012.

Market Outlook—Real Estate und Real Estate Finance Markets

Management reviews a number of economic forecasts and market commentaries in order to evaluate general economic conditions and to formulate a'view of the current
environment’s effect on the real estate markets in which we operate. : sk

As measured by the U.S. real gross domestic product (“GDP”), the U.S. economy’s growth increased 2.2% in 2012 as compared to 2011, according to preliminary estimates.
For 2011, real GDP increased 1.8% compared with an increase of 3.0% for 2010. According to the Commerce Department, the real GDP acceleration in 2012 primarily reflected
a deceleration in imports, upturns in residential fixed investment and smaller,decreases in state, local and federal spendmg The increase in real GDP in 2012 reflected positive
contributions from personal consumption expenditures, ponresidential fixed mvestment, exports, residential fixed inve t, and private inventory investment that were partly
offset by negative contributions from federal government spending and from state and local: government spending. Although the U.S:"GDP has increased for twelve consecutive
quarters, and the increases have been far below the historical average annual growth rate. . )

RN

U.S. GDP is expected to grow 2.5% in 2013. In general, the economic outlook is mixed as there has been sigm'ﬁcaﬁt growth in'the creation of jobs ovét the past three years, yet
the number of people who are unemployed remains high. There is also much uncertainty with the direction of U.S. economic policy as the President and Congress have
dramatically different approaches to the stabilization of the economy. This uncertamty and the ongomg weakness of the U.S. economy has led the Fedetral Reserve to commit to
maintain an ultra-low mterest rate pohcy unnl mid-2015.

The lending environment for commercial rea.l estaté continued to improve durmg 2012, and that mpmvement appears llkely to continue in 2013, Accordmg to the latest
information available, the retail real estate industry showed the largest increase in new mortgages with an incredse of 56%'in the second quartet of 2012, as compared to the
second quarter of 2011.

The U.S. retail real estate market continued to display mixed signals in its ongoing rebounding effort during 2012, with vacancy rates continuing to drop but with average per
square foot leasing rates also continuing to decline. Vacancy.rates dropped to 6.9% at December 31, 2012, as compared to 7.1%,at the end of 2011. Net absorption, defined as
the “net change in occupied space over a given period of time,” also continued ‘o increase in 2012. It appears the positive absorption and decreased vacancy rate are continuing to
come at the expense of rents. Average rents, on a per square foot basis, connnued then' fou:-year trend of decreasmg by d:oppmg to $14 99 at the end of 2012 from $15.12 at
the end 0f 2011." o
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The dollar sales total of retail real éstate transactions increased slightly in 2012, as compared 16 2011. As the volume of transactions increased, sales prices increased and price per
square foot of transactions increased whrch resulted in a decrease in capltahzatwn rates in 2012

'

Overall, retail real estate drsplayed improving fundamentals in 2012. The improving f\mdamentals along with the improving job creation and personal consumption expenditure
data suggest an increasingly positive market situation in 2013; however, this optimism is tempered with the ongoing uncertainty related to the political environment.

The Joint Venture

On September 20, 2011, we entered into the Joint Venturé with asgroup of mstmmonal mtemauonal investors-advised by CBRE Global'Multi Manager (each a “CBRE
Investor”). We, through an indirectly wholly owned subsidiary; serve-as the general partner of and own a 54% interest in the Joint Venture. Each CBRE Investor is a limited
pattner and they collectively own a 46% interest in the Joint Venture. Below is a summary of the major terms of the Joint Venture.

+ . o . .

Investment Strategy. The Joint Venture has invested in necessity-based neighborhood and community shopping centers with acquisition costs of no more than $20 million per
property: Each acquired property has an occupancy rate of at least 80%, with no vacant primary anchor tenant at the time of acquisition. The aggregate level of debt financing is
generally not to-exceed 50% of' the gross asset value of the properties owned by t.he Joint Venture.

Capital Contributions. We have contributed approximately $59 million to the Joint Venture and the CBRE Investors have contributed $50 million in cash. We funded our
“capital commitment through the contnbunon of six propertres (witha ]mrcha.se price of approxrmately $63.0 rmlhon to acquire those properties) and cash.

Management. As general par-mr, we control the management of the Joint Venture ‘We have engaged the AdVlSOl‘ to advise the Joint Venture: The Advisor has delegated its
duties with respect to the Joint Venture to-the Sub-advisor. We have also engaged the Property Manager to provide property management services to the Joint Venture. The
agreements generally mirror the similar agreements in place among and between us and the Advisor, the Sub-advisor and the Property Manager.

Certain major decisions require: the approval of an executive committee, which consists of four members two appomted by us and two appomted by the CBRE Investors. The
major decisions that require exc:cutive committee approval include, but are not limited to:

*  certain related-party transactions;

»  acquisitions not consistent with the Joint Venture s investment strategy;

» the incurrence of debt or guarantees not consistent with the Joint Venture s investment strategy;

- litigation with a-primary anchor tenant; ‘

+ the decision to rebulld a property that has suﬁ'ered a casualty (exoept as requu'ed by any lease or loan document), L

+  disposingof subslanually all of the assets of the Joint Venture before August 13 2013

« the dissolution or liquidation of the Joint Venture or any subsidiary; and

* . any amendment to the limited partnership agreement of the Joint Venture.
Distributions. The Joint Venture makes periodic distribuﬁons of uet cash ﬂoiv}b to us and the‘ CBRE Investors pro\ rata bused on our respective percentage interests. The CBRE
Investors’ pro rata share of distributions are first distributed to the CBRE Investors until they have received an inflation-adjusted real rate of return of 5%. The remaining net
cash flow allocated to the CBRE Investors is then distributed 85% to the CBRE Investors and 15% to the Sub-advisor, which is also a limited partner for purposes of earning

the promote but which is not investing any capital in the Joint Venture. No carried interest is paid to the Sub-advisor with respect to the distributions allocated to us because we
pay an incentive fee to. thg Advisor and Sub-advisor pursuant to our existing advisory agreement. . \

Transfer Restrictions. The limited partnership agreement contains restrictions on each partner’s ability to transfer their interests in the Joint Venture, including certain indirect
transfers. Notwithstanding those restrictions, none of the following transfers.would constitute a breach of the limited partnership agreement:

L transfers of a CBRE Investor’s interest m the Jomt Venture prowded that we are ﬁrst given'an opportunity to purchase the mterest at the proposed transfer price;

« . transfers of our interest in the Joint Venture toa quahﬁed property- manager” for cash aﬂer the expxratmn of the “lock-out period,” which is defined-as the earlier
of (i) August 31, 2013 or (ii) the first date on which we have raised aggregate equity of $1.5 billion, subject to the CBRE Investors’ tag- along rights described
below;
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» - indirect transfers of our interests, such as through changes in the ownership of us or the Operating Paitnership, if no single person would directly or indirectly own
"20% of our subsidiary that acts as the general partner to the Joint Venture; = o

e any transfer of our shares issued in our current pilblic offeriﬁg or other public offerings; and
certain transfers to affiliates.

Tag-Along Rights. If we sell our interests to a qualified property manager, we must use commercially reasonable efforts to cause the purchaser to also purchase all of the
interests of those individual CBRE Investors who desire to sell. If the purchaser does not agree to purchase all of these interests, then each CBRE Investor who desires to sell will
- sell a proportionate part of the intéfest it desires to sell and we will sell a proportionate part of ‘61“11‘ interest. :

. g : - y
If we condhict a registered offering of shares listed on a national secutities éxchange, each CBRE Investor has the right to convert its interest in-the Joint Venture into privately
issuied shares in our company. The number of shares to be réceived will be based on the appraised value of the assets of the Joint Venture divided by the price paid in the offering.

Go-Along Obligation. After the expiration of the lock-out period, if e enter into an agreement to sell all of our interests in the Joint Venture for a cash purchase price, the
CBRE Investors must also sell all of their interests to the purchaser on the same terms.
- Buy/Sell Procedures. We or the CBRE Investors (acting as'a group) may initiate buy/sell procedures with respect to our respective ownership interests in the event that a
‘majority of the executive cominittée members are riot able to feach-an agreement on certain major decisions. Under the buy/sell procedures, one partner must deliver to the other
partner notice ofits intention to exercise the buy/sell option. Such notice shall state the value of the real and tangible personal property owned by the Joint Venture. The partner
receiving such notice must either (i) sell its interests based on the value provided in the notice, or (if) buy the othier partner’s interests based upon that value. The buy/sell rights
are not applicable at any tim'e in which our interest in the Joint Venture is worth more than half of our total assets.

Results of Operations
Overview

Prior to September 17, 2010, our operations kad not yet commenced. The accompanying discussion of the results of operations for the period ended December 31, 2010,

pertain only to the period that our operations commenced, September 17, 2010, and the property-level information covers only the brief period beginning with our first

acquisition, Lakeside Plaza, on December 10, 2010. We acquired five properties during 2011, bringing total properties owned as of December 31, 2011 to seven, and we
*acquired 19 properties during 2012, bringing total propérties owned as of December 31, 2012 to 26. As such; year-to-year comparative differences for the years ended

December 31, 2010, 2011, and 2012 are almost entitely attributable to-the number of properties owned, the length of ownership of these propetties, and the abbreviated period
- of operations during 2010.-As a result, the following discussion of our results of operation is not niecessarily indicative of those expected in futuré periods.

Summary of Operating Activities for the Years Ended Dec‘_ember 31, 2012, 201 1, and 2010

Total revenues for the year ended December 31; 2012 were $17,550,000 with rental income of $13,828,000. Other revenues, largely compriséd of tenant reimbursements,

wete $3,722,000. Total revenues for the year ended December31, 2011 were $3,529,000 with rental income of $2,762,000 and other revenues; largely comprised of tenant

reimbursements, of $767,000. Total revenues for year endéed December 31, 2010 were $98,000, with rental income of $85,000. Other revenue; tirgely comprised of tenant
* reimbursements, was $13,000. - E N ; : : ot :
During the year ended December 31, 2012, we entered into 18 new leases comprising a total of 32,584 square feet. These leases will generate first year base rental revenues of
$358,000, representing average rent persquare foot'of $10.99.- In addition, we executed renewals on 38 leases comprising a total of 82,724 square feet.- These leases will
‘generate first year base rental revenues of $1,338,000, representing average rent per square foot of $16.18. The cost of executing the leases and renewals, including leasing
commissions, tenant improvement costs, and tenant concessions, was $4.32 per square foot. During the year ended December 31, 2011, we entered into two new leases’
comprising a totat of 3,050 square feet. These leases generated first year base rental revenues of $51,000, representing average rent per square foot of $16.72. In addition, we
executed renewals on two leases comprising a total of 2,900 square feet. These leases generated first year base rental revenues of $47,000, représenting average rent per square
foot of $16.23: - The cost of executing the leases and renewals, including leasing commissions, tenant improvement:costs; and tenant concessions, was $17.47 per square foot.
There was no leasing activity durihg the year ended December 31, 2010, as we did not acquire our first property until December 2010.

Property operating costs were $2,957,000 for the year ended December 31, 2012. The significant items comprising this expense were common area maintenance expense of
.$1,653,000, property management fees paid to an affiliate of the Sub-advisor of $756,000, and : . .
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.insurance expense of $368,000\. Property operating costs were $631,000 for the year, ended December 31, 2011. The significant items attributable to this total were common
area maintenance expense of $305,000, property management fees related to services provided by:affiliates of the Sub-advisor of $157,000, and insurance expense of $64,000.
Property operating expenses for year ended December 31, 2010 were appm)umately $14 000 _The items compnsmg this expense Tuded n area mai expense
and insurance.

Real estate taxes were $2,055,000, $507,000, and $18,000, respectively, for the years ended December 31, 2012, 2011, and 2010.

General and administrative expenses were $1,717,000, $845,000, and. $228,000, respectively, for the years ended December. 31 2012, 2011, and 2010. These amounts were
comprised largely of audit and tax fees, asset management fees (2011 and 2012 only), legal fees, board-related exp and i Xp In addition to the acquisition of 19
properties since December 31, 2011, the primary reason for the increase in general and administrative expenses is a $634, 000 increase in asset management fees, which were paid
solely by the CBRE Investors. Ouz sponsors also provided $88,000 and $140,000 for certain of our general and administrative expenses as capital contributions during the
years ended December 31, 2011 and 2010, respectively. Our sponsors have not received, and will not receive, any reimbursement for these contributions. Our sponsors do not
intend to contribute monies to fund future expenses. There was no such capital contribution for the year ended December 31, 2012. For the years ended December 31, 2012,
2011, and 2010, the Advisor, Sub-advisor and their affiliates did not allocate any pomon of their employees’ salaries to general and administrative expenses.

Under the terms of our advisory agreement, a waiver of all or a portion of the asset management fee occurred for any apphcable period through September 30, 2012 to the
extent that, as of the date of the payment, our modified funds from operations, (as defined in accordance with the then-current practice guidelines issued by the Investment
Program Association with an additional adjustment to add back capital contribution amounts received from the Sub-advisor or an affiliate thereof without any corresponding
issuance of equity to the Sub-advisor or affiliate), during the quarter were not at least equal to our-declared distributions during the qum'ter provided that the distribution rate
during such quarter was no more than $0.65 per share on an annualized basis. - ‘ . ; B

Asset management fees were $1,243,000 for the year ended December 31, 2012, but $546,000 of these fees were waived by the Advisor ahd Sub-advisor puréuant to the
advisory agreement provision detailed in the previous paragraph. For the year ended December 31, 2012, the net asset management fees of $697,000 were paid solely by the
CBRE Investors, as the amout of asset management fees for which we were responsible was waived or reimbursed to us by the Advisor and Sub-advisor pursuant to the
advisory agreement between the Joint Venture and the Advisor. Asset management fees were $347,000 for the year ended December 31, 2011, but $284,000 of these fees were
waived by the Advisor and Sub-advisor pursuant to the advisory agreement provision detailed in the previous paragraph. For the year ended December 31, 2011, the net asset
management fees of $63,000 were paid solely by the CBRE Investors. Asset management fees were $18,000 for year ended December 31, 2010, but were waived by the
Advisor and Sub-advisor.

On February 4, 2013, we and the Operating Partnership entered into an Amended and Restated Advisory Agreement (the “A&R Advisory Agreement”) with the Advisor. The
A&R Advisory Agreement pravides that the asset management compensation structure contemplated in the previous advisory agreement between us and the Advisor (as
discussed above) is eliminated effective October 1, 2012. Instead, we expect to issue to the Advisor on a quarterly-basis performance-based restricted partnership-units of the
Operating Partnership designated as “Class B units.” The Class B units will vest, and will no longer be subject to forfeiture, at such time as all of the following events occur: x)
the value of the Operating Partnership’s assets plus all distributions made equals or‘exceeds the total amount of capital contributed by investors plus a 6% cumulative, pre-tax,
non-compounded annual return thereon (the “economic hurdle™); (y) any one of the following occurs: (1) the termination of the A&R Advisory Agreement by an affirmative vote
of a majority of our independent directors without cause; (2) a listing event; or (3) another liquidity event; and (z) the Advisor is:still providing advisory services to us (the
“service condition”).-Such Class B units will be forfeited immediately if: (a) the A&R Advisory Agreement is terminated for.cause; or (b) the A&R Advisory Agreement is
terminated by an affirmative vote of a majority of our independent directors without cause before the economic hurdle has been met. The Class B units are participating
securities that will receive distributions at the same rates and dates as the distributions paid to our common stockholders. These distributions:will be calculated by the product of
the number of unvested units issued to date and the stated distribution rate at the time the applicable distributions are authorized.

On February 13, 2013, the Opn,ratmg Partnership 1ssued 59,245 Class B units to the Adwsor under the A&R Advisory Agreement for the asset management services
performed by the Advisor during the period from Octeber 1, 2012 to December 31, 2012.- These Class B units will not vest until the conditions referenced above have been
met. : ! : ; .

Acquisition expenses were $3,981,000 for the year ended December 31, 2012. Included in these acquisition fees and expenses were $1,705,000 of acquisition fees due to the
Advisor and Sub-advisor and $390,000 of expense incurred for acquisitions that did not close during the period. Acquisition expenses were $1,751,000 for the year ended
December 31, 2011. Included in these acquisition expenses were acquisition fees due to the Advisor and Sub-advisor of $356,000 for the five acquisitions.that closed during
2011, $288,000 for the completion of the Joint Venture agreement and $68,000 of expense was incurred for prospectlve acquisitions that did
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not close or had not yet closed. For year ended December 31, 2010, acquisition expenses in the amount of $467,000 were incurred. Included in these acquisition expenses were
acquisition fees due to the Advisor and Sub-advisor of $215,000 and $34,000 of expense that was incurred for prospective acquisitions that did not close or had not yet closed. The
remainder of the expense largely related to various professional services provided in connection with the acquisitions, including accounting, legal, environmental and due diligence.

Depreciation and amortization expense for the years ended December 31, 2012, 2011, and 2010, respectively, was $8,094,000, $1,500,000, and $81,000.

Interest expense was $3,020,000, $811,000, and $38,000, for the years ended December 31, 2012, 2011, and 2010, respectively. Of the 2010 interest expense,
approximately $2,000 was related to a loan provided to us by the Sub-advisor.

As aresult of the contribution of properties and cash to the Joint Venture beginning in November 2011, 46% of all net income or net loss, subject to certain adjustments,
recorded by the Joint Venture is allocable to the CBRE Investors. For years ended December 31, 2012 and 2011, $927,000 and $152,000, respectively, of the net loss of the
Joint Venture was allocated to the CBRE Investors. As the operations of the Joint Venture did not begin until November 2011, there was no corresponding allocation of the net
loss for the year ended December 31, 2010 to the CBRE Investors.|, .

The net loss attributable to our stockholders was $3,346,000, $2,36_4,000, 'a'ﬁd $747,000, for the years ended December 31, 2012, 2011, and 2010, respectively.
Sanmie Center Net Operating Income

We present Same Center Net Operating Income as a supplemental measure of our performance. We define Net Operating Income ("NOI") as total operating revenues less
property operating expenses. Same Center NOI represents the NOI for Lakeside Plaza and Snow View Plaza, the properties that were operational for the entire portion of both

- comparable reporting periods and which were not acquired or disposed of during the compatable reporting periods. We believe that NQI and Same Center NOI provide useful
information to our investors about our financial and operating performance because it provides a performance m e of the rev and exp directly involved in owning
and operating real estate assets and provides a perspective not immediately apparent from.net income. Because Same Center NOJ excludes the change in NOI from properties
acquired and disposed of,, it highlights operatingtrends such as occupancy levels, rental rates and operating costs on properties that were operational for both comparable periods.
Other REITs may use different methodologies for calculating Same Center NOJ, and accordingly, our Same Center NOI may not be comparable. to other REITSs.

Same Center NOI should not be viewed as an alternative of our fi ial performance since it does not reflect the operations of our entire portfolio, nor does it reflect the
impact of general and administrative expenses, acquisition expenses, interest expense, depreciation and amortization, other income, and the level of capital expenditures and leasing
costs necessary to maintain the operating performance of our properties that could materially impact our results from operations.
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Below is a reconciliation of net loss to Same Center NOI for the years ended Decembet 31,2012 and 2011 (in thousands);

) ) . 2012 . 2011 Change % Change
Netloss $ 4273) $ (2,516)
Interest expense . . o . 3,020 811
Other income ' ) -
Operating loss S (1,259) © (1,705)
Adjusted to exclude: ) ’
General and administrative 17 " 845
Acquisition expenses 3,981 1,751
Depreciation and amortizaticn - ‘ 8,094 © 71,500
Net amortization of above- znd below-market leases . . i 395 - CTe 312
Straight-line rental income : ! (440) - = (79)
Property net operating income 12,493 . 2,624
Less: non-same center NOI (10,632) (913)
Total same center NOL . : . Lo 1,861 § : L711  § S150 - 8.8%

Liquidity and Capital Resources.
General

Our principal demands for funds are for real estate and real estate-related investments and thé payment of acquisition exp , operating , distributions to stockholders
and principal and i on our ding indebted G Ily, we expect cash needed for items other than acquisitiens and acquisition expenses to-be geherated'frotn
operations and our current investroents. The sources of our opetating cash flows'are primarily driven by the rental income received from leased properties. We expect to continue
to raise capital through our offeting of common stock and to utilize such funds and proceeds from secured or unseciired firiancing to complete future property acql\:smons As
of December 31, 2012, we had raised approximately $136.1 million in gross proceeds from our offering, including $1:5'million through the DRP, ~ .+

' 4

As of December 31, 2012, we had cash and cash equivalents-of approxlmately $7 7 mlllwn During the year ended December 31; 2012, We had a net cash increase of
approximately $0.7 million.

This cash increase was the result of:

*  $4.0 million provided by operating activities, largely the result of i income generated from operations, a portion of which was offset by the reimbursement of general
and administrative expenses to the Sub-advisor. Also included in this total was approx1mately $4.0 million of real estate acqmsmon expenses incurred during the
period and expensed in accordance with Accounting Standards Codification (“ASC”) 805, Business Combinations (“ASC 805”) and $409,000 of capitalized
leasing costs;

*  $198.5 million used in investing activities, which was primarily the result of the 19 property acquisitions along with tenant improvement costs of $130,000 and
capital improvement costs of $575,000; and

*  $195.1 million provided by financing activities with approximately $209.7 million from the proceeds from mortgage loans, $94.8 million from the net proceeds of
the issuance of common stock and $35.6 million provided by the CBRE Investors. Partially offsetting these amounts was $140.2 million of payments on the
mortgage loans payable, distributions paid to the CBRE Investors of $2.4 million and distributions paid to our stockholders of $2.3 million, net of DRP proceeds.

Short-term Liquidity and Capital Resources

We expect to meet our short-term liquidity requirements through net cash provided by property operations, proceeds from our offering, and proceeds from secured and
unsecured debt financings, along with any deferral or waiver of fees by the Advisor or Sub-advisor. Operating cash flows are expected to increase as additional properties are
added to our portfolio. Other than the commissions paid to the Dealer Manager, the organization and offering costs associated with our offering are initially paid by our sponsors.
Our sponsors will be reimbursed for such costs up to 1.5% of the gross capital raised in our offering. As of December 31, 2012, we owe the Advisor, Sub-advisor and their
affiliates a total of $3.6 million of organization and offering costs incurred on our behalf and fees charged to us for asset management, property management, and other services.
In addition, approximately $6.9 million of offering costs incurred by the Sub-advisor on our behalf has not been charged to us or recorded in our consolidated financial
statements. Whether these costs will be billed to us in the future will depend on the success of our offering and the discretion of the Sub-advisor. Our sponsors provided
$88,000 during the year ended December 31, 2011 and $140,000 for the year ended December 31, 2010 for certain of our general and administrative expenses as capital
contributions. Our sponsors have not received, and will not receive, any
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reimbursement or additional equity for these contributions. The sponsors provided no such capital contributions fot the year ended December 31,-2012.- Our sponsors do not
intend to make further capital contributions to continue to fund certain of our general and administrative expenses.

‘We have $157.1 million of contractual debt obligations, representing variable-rate and fixed-rate credit facilities and mortgage loans secured by our real estate assets. Of the
amount outstanding at December 31, 2012, $17.3 million is for loans which mature in 2013, and we have a one-year extension option on each loan maturing in 2013, subject to
extension fees and-compliance with loan covenants. We intend to extend (if possible) or refinance these loans as they mature. We have access to an unsecured credit facility with
$10.0 million of available funds, on which we had not drawn any funds as of December 31, 2012. We also have access to a secured credit fac:llty with up to $120.0 million of
available funds, on which we had drawn $36.7 million as of December 31, 2012.

For the year ended December 31, 2012, gross distributions of approximately $3,673,000 were paid to stockholders, including $1,324,000 of distributions reinvested through
the DRP; for net cash distributions of $2,349,000. Our cash generated from operating activities for the year ended December 31, 2012 was $4,033,000. On January 2, 2013,
gross distributions of approximately $717,000 were paid, including $298,000 of distributions reinvested through the DRP, for net cash distributions of $419,000. These
distributions were funded by cash generated from operating activities. -

On November 7, 2012, our board of directors authorized distributions to the stockholders of record at the close of business each day in the period commencing January 1, 2013
through and including January 31, 2013. The authorized distributions equal an amount of $0. 00178083 per share of common stock, par value $0.01 per share. This equates to
2 6.50% annualized yield when calculated on a $10.00 per share purchase price. A portion of each distribution is expected to constitute a retutn of capital for tax purposes.
Distributions for the month of January were paid on February 1, 2013. Our policy is not to fund.distributions with proceeds from out: offering.

Our leverage ratios were 48.5% and 51.7% (calculated as total debt, less cash and cash equivalents, as a percentage of total real ves‘fate' iﬂvestmeﬁts, including acquired intangible
lease assets, at cost) as of December 31, 2012 and 2011, respectively. N .

Long-term Liquidity and Capital Resources

On a long-term basis, our principal demands for funds will be for real estate and real estate-related investments and the payment of acquisition expenses, operating expenses,
distributions and redemptions to stockholders, interest and principal on indebtedness, and payments.on amounts due to our sponsors for organization and offering costs incurred
" “onour behalf. ‘Generally, we expect to meet cash needs for items other than acquisitions and acquisition expenses from our cash flow from operations, and we expect to meet
cash needs for acquisitions and acquisition expenses from the net proceeds of our offering and from debt financings. As they mature, we intend to refinance our long-term debt
obligations if possible. On December 24, 2012, we also entered.into a $40.0 million secured revolving credit facility with the potential to increase the borrowing capacity under
such facility to $250.0 million from which we may draw funds to-pay certain long-term debt obligations as they mature. We expect that substantially all net cash generated from
operations will be used to pay distributions to our stockholders after certain capital expenditures, mcludmg tenant improvements and leasing commissions, are funded; however,
we may use other sources to fund distributions as necessary, including contributions or advances made to us by the Advisor, Sub-advisor and their respective affiliates and
borrowings under future debt agreements. .

Our charter limits our borrowings t0 300% of our net assets (as defined in our charter); however, we may exceed that limit if a majority of our conflicts committee approves
each borrowing in excess of our charter hmltatlon and if we disclose such borrowing to our stockholders in our next quarterly report with an explanation from the conflicts
committee of the justification for the excess borrowing. In all events, we expect that our secured and unsecuréd borrowings will be réasonable in relatlon 16 the fiét value of our
assets and will be reviewed by our board of directors at least quarterly. :

Careful use of debt will help us to achieve our diversification goals because we will have more funds available for investment. However, high levels of debt could cause us to incur
higher interest charges and higher debt service payments, which would decrease the amount of cash available for distribution to our investors.
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The table below. izes our consolidated indebtedness at December 31, 2012 (dollars in thousands). o s

Principal Weighted ~ Weighted

Amount at Average Average Years
Debt® o ' o December 31, 2012 _ Interest Rate to Maturity
Fixed rate mortgages payable(® $ ’ 43,934 : 6.3% 4.1
Variable rate mortgages payable 76,424 2.6% 3.5
Secured line of credit ' C 36,709 2.5% , 3.0
Total ’ ' $ 157,067 3.6% 3.5

M The debt maturity table does not include any below-market d_ebt adjustment, of _whik;h $1,940, net of accumulated amortization, was
outstanding as of December 31,2012, ' . ' ] . . K .
@ A portion of the fixed rate debtxep loans d“as part of certain acquisitions. These loats typically have higher interest rates than

interest rates associated w:th new debt. ‘

Contractual Commitments and Contingencies
Our contractual obligations as of December 31, 2012, were as follows (in thousands):

Payments due by period

Tol 2013 2014 2015 2006 2017 Thereafter
Long-term debt obligations - principal payments $ 157,067 $ 18,897 $ 18436 - $ 38861 « % 26,389 - $. 40,539 $ 13,945
Long-term debt obligations - interest payments® © 18,440 ¢ U542 4,554 3,650 2,088 1,228 1,498
Operating leasg obligations ' 97 2 ' 20 ' 20 20 17 -
Total $ 175,604 $ 24339 § 23010 $ 42,531 $ 28497 § 41,784 § 15443

D nterest payments related to variable rate debt were calculated using the respective interest rates of each :variable rate debt instrument as of
December 31, 2012. ’

Certain of our debt obligations contain certain restrictive covenants. As of December 31, 2012, we-are in compliance with all restrictive covenants of our outstanding debt
obligations.

Distributions

During the year ended December 31, 2012, gross distributions paid were $3,673,000 with $1,324,000 being reinvested through the DRP for net cash distributions of
$2,349,000. Our cash provided by operating activities for the year ended December 31, 2012 was $4,033,000. During the year ended December 31, 2011, gross distributions
paid were $873,000 with $158,000 being reinvested through the DRP for net cash distributions of $715,000. Our cash generated by operations for the year ended December
31,2011 was $593,000. To the extent that distributions paid were greater than our cash provided by operating activities for the year ended December 31, 2011, we funded
such excess distributions with advances from the Sub-advisor. There were gross distributions of $717,000 accrued and payable as of December 31, 2012.

Distributions for the years ended December 31, 2012 and 2011 accrued at a daily rate of $0.00178082 per share of common stock. Our net loss attributable to stockholders for
the year ended December 31, 2012 was $3,346,000, and net cash provided by operating activities was $4,033,000. Our cumulative gross distributions and net loss attributable
to stockholders from inception through December 31, 2012 are $4,546,000 and $6,457,000, respectively. We have funded our cumulative distributions, which includes net
cash distributions and distributions reinvested by stockholders, with cash provided by operating activities, advances from the Sub-Advisor, and borrowings.

We expect to pay distributions monthly and continue paying distributions monthly unless our results of operations, our general financial condition, general economic conditions or
other factors make it imprudent to do so. The timing and amount of distributions will be determined by our board and will be influenced in part by our intention to comply with
REIT requirements of the Internal Revenue Code of 1986, as amended.

We may receive income from interest or rents at various times during our fiscal year, and because we may need funds from operations during a particular period to fund capital
expenditures and other expenses, we expect that at least during the early stages of our development and from time to time during our operatlonal stage, we will declare
distributions in anticipation of funds that we expect
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to receive during a later period We will pay these distributions in advance of our actual receipt of these funds. In these instances, we expect to look to borrowings to fund our

* distributions. We may also fund such distributions from advances from our sponsors or from any deferral or waiver of fees by the Advisor or Sub-advisor. To the extent that
we pay distributions from sources other than our cash provided by operating activities, we will have fewer funds available for investment in properties. The overall return to our
stockholders may be reduced, and subsequent investors may experience dilution. :

Our distribution policy is not to use the proceeds of our offering to pay distributions. However, our board has”vtlvle.authority undet our organizational documents, to the extent
permitted by Maryland law, to pay distributions from any source without limit, including proceeds from our offering or the proceeds from the issuance of securities in the
future.

To maintain our qualification as a REIT, we must make aggregate annual distributions to our stockholders of at least 90.0% of our REIT taxable income (which is computed
without regard to the dividends pald deduction or net capital gain and which does not necessanly equal net income as calcu]ated m accordance with GAAP). If we meet the REIT
qualification requxrements we generally wxll not be sub]ect to U.S. federal mcome tax on the i mcome that we dlsmbute to our stockholders each year

. We have not estab]ished 2 mjnimum distribul:ion level, and our charter does not require that we make distributions to our stockholders.
Funds from Operatlons and Modiﬁed Funds from Operatlons ‘

- Funds from operatmns, or FFO‘ is a non-GAAP performance financial measure that is widely recognized as'a measure of REIT operatmg performance ‘We use FFO as defined
by the National Association of Real Estate Investment Trusts to be net income (loss), computed in accordance with GAAP excluding extraordinary items, as defined by GAAP,

- and gains (or losses) from sales of property (including deemed sales and settlements of pre-existing relationships), plus depreciation and amortization on real estate assets and
impairment charges, and after related adjustments for unconsolidated partnerships, joint ventures and subsidiaries and noncontrolling interests. We believe that FFO is helpful to

“* :r-our investors and our management as.a measure of operating performance because it excludes real estate-related depreciation and amortization, gains and losses from property

dispositions, impairment charges, and extraordinary items, and as a result, when compared year to year, reflects the imipact on operations from trends in occupancy rates, rental
Tates, operating costs, development activities, general and administrative expenses, and interest costs, which are not immediately apparent from net income. Historical cost
accounting for real estate assets in accordance with GAAP 1mphc1tly assumes that the value of real estate and mtanglbles dlmeshes predlctably over time. Since real estate values
have historically risen or fallen with market. condmons, many mdustry investors and analysts have considered the presentation of operanng results for real estate companies that
use historical cost accounting alone o be insufficient. As a result, our management believes that the use of FFO, together with the required GAAP presentations, is helpful for
our investors in understanding our pérformance. In particular, because GAAP impairment chaxges are not allowed to be reversed if the underlying fair values i improve or

" because the timing of impaitment charges may lag the onset of certain operating consequenices, we believe FFO provides useful supplemental information related to current
consequences; benefits and sustainability related to rental rate, occupancy and other core operating'fandamentals. Factors that impact FFO iniclude start-up costs, fixed costs,
delay in buying assets, lower yields on cash held in ‘accounts, income from portfolio properties and other portfolio assets; interest rates on acquisition financing and operating
expenses. In addition, FFO will be affected by the types of investments in our targeted portfolio which will:consist of; but is not limited to, necessity-based neighborhood and
community shopping centers, first- and second-priority mortgage loans, mezzanine loans, bridge and other loans; mortgage-backed securities, collateralized debt obligations, and
debt securities of real estate companies. Investgrs sho,uld note, however, that determinations of whether impairment cha.rges have been incurred are based partly on anticipated
operating performance, because estimated undlscounted cash ﬂows from a property, mcludmg estimated future net rental and lease revenues, net proceeds on the sale of the
‘property, and certain other ancillary cash flows, are taken mto account in determmmg whether an impairment charge has been incurred. Whlle impairment charges are excluded
from the calculation of FFO as described above, as unpauments are based on estimated future undiscounted cash ﬂows, mvestoxs a:e cauuoned that we may not recover any
impairment charges. FF Oisnota usefu.l measure in evaluatmg net asset value because 1mpa1rments are taken into account in determining net asset value but not in determining
FFO. . : . >

Since FFQO was promulgated, GAAP has expanded to iniclude several new accounting pronouncements, such that management and many investors and analysts have considered
the presentation of FFO alone to be insufficient. Accordingly, in addition to FFO, we use modified funds from operations, or MFFO, as defined by the Investment Program
Assoc1at10n (“IPA”) MFFO excludes from FFO the followmg 1tems

e acquisition fees and expenses, s

< (2) straight-line rent amounts, botn income and expense;

' (3)  amortization of above- or below-market intangible lease assets and liabilitis;
@) amon_izatien of discounts and premiums on debt investments; |

(5) gains or losses from the early extinguishment of debt;
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gams or losses on the extinguishment or sales of hedges, foreign exchange, secuntles and. other denvatrves holdmgs except where the trading of such instruments is

.a fundamental attribute of our operatlons,

gains or losses related to fair value adjustments for denvauves not qualifying for. hedge accountmg including interest rate and foreign exchange derivatives;
gains or losses related to consolidation from, or deconsolidation to, equity accounting;

gains or losses related to contingent purchase price adjustments; and -

(10) adjustments related to the above items for unconsolidated entities in the application of equity accounting.

We believe that MFFO is helpful in assrstmg management and investors with the assessment of the sustainability of operatmg performance in future periods and, in particular,
after our offering and acqulsmon stages are complete, pnma.n]y becausé it excludes acquisition expenses ‘that affect t property operatlons only in the penod in wlnch the property is
acquired. Thus, MFFO provides helpful information relevant to evaluating our opetating performance in periods in which there is no acquisition activity.

As explained below, management’s evaluation of our operating performance excludes the items considered in the calculation based on the following economic considerations. Many
of the adjustments in arriving at MFFO are not applicable to us. Nevertheless, we explain below the reasons for each of the adjustments made in arriving at our MFFO definition.

Acquisition fees and expenses. In evaluating investments in real estate, including both business combinations and investments accounted for under the equity
method of accounting, management’s investment models and analyses differentiate costs to acquire the-investment from the operations derived from the investment.
Prior to 2009, acquisition costs for both of these types of investments were capitalized under GAAP; however, beginning in 2009, acquisition costs related to

~business combinations are expensed. Both of these acquisition-related costs have been and will continue to be funded: from the proceeds of our offering and generally

not from operations. We believe by excluding expensed acquisition costs, MFFO provides useful supplemental information that is comparable for each type of real
estate investment and is consistent with management’s analysis of the investing and operaung performance of our propertles Acqmsmon fees and expenses include
those paid to the Advisor, the-Sub-advisor or third-parties. :

Adjustments for straight-line rents and amortzzatzori of discounts and premiums on debt investments. In the j proper application of GAAP, rental
receipts and discounts and prerhiums on dsbi investments are allocated to periods using various systematic methodologres This: apphcatron may result in‘income
recognition that could be s1gmﬁcaut1y different than underlymg contract terms. By adjusting for these items, MFFO provrdes useful supplemental mformatlon on the

realized economic impéct of lease terms ‘and debt investments anid aligns results with mianagement’s ana.lysrs of operatmg performance

Adjustments for. 0mortzzatwn of abeve- or below-market mtang1ble lease assets. Similarto deprecranon and amortization of other real estate related assets
that are excluded from FFO, GAAP implicitly assumes that the value of intangibles diminishes ratably over time and that these charges be recognized currently in

.. revenue. Since real estate values and market lease rates in the aggregate have historically risen or fallen with market conditions, management believes that by

excluding these charges, MFFO provides useful supplemental information on the performance of the real estate. -

Gains or losses related to fairivalue adjustments for derzvatzves not quahﬁung for hedge accauntmg and galns or losses related to contingent
purchase price adjustients. Bach of these iterns relates to a fair value ad]ustment which'is based oh the fmpact of current market fluctuations and underlying
assessments of general market conditions and specific performance of the holdmg, which may not be d!rectly attributable to current operatmg performance ‘As these
gains or losses relate to inderlying long-term assets and’ liabilities, thénagement believes MFFO provrdes useful supplemental mformatlon by focusmg on the changes
in core opérating ﬁmdamentals rather than changes that may reﬂect armclpated gains or losses.

Adjustment for galns or losses related to early extmguzshment of hedges, debt, consoltdatwn or deconsoltdatlon and contingent purchase price.
Similar to extraordinary items excluded from FFO, these adjustments are not related to continuing operations. By excluding these items, management believes that
MFFO provides supplemental information related.to sustamable operations that will be more comparahle between other reporting penods and to other real estate
operators. . . . . .

By providing MFFO, we believe we are presenting useful information that also assists investors and analysts to better assess the sustainability of our operating performance after
our offering and acquisition stages are completed. We also believe that MFFO is a recognized measure of sustainable operating performance by the non-listed REIT industry.
MFFO is useful in comparing the sustainability of our operating performance after our offering and acquisition stages are completed with the sustainability of the operating
performance of other real estate companies that are not as involved in acquisition act1v1t1es However mvestors are cautioned that MFFO should only be used to assess the
sustainability of our operating performance after our offering and acquisition
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stages are completed, as'it excludes acquisition costs that have a negatlve eﬁ'ect on our operaung performance dunng the periods in,which propertles are acquired. Acquisition
costs also-adversely affect our book value and equity. e ; o .

FFO or MFFO should not be considered as an a.ltemative to net income (loss), nor as an indication of our liquidity, nor is either indicative of funds available to fund our cash
needs, including our ability to fund distributions. In particular, as we are currently in the acquisition phase of our life cycle, acquisition-related costs, and other adjustments that
are increases to MFFO are, and may continue to be, a significant use of cash. MFFO has limitations as a performance measure in an offering such as ours where the price of a
share of common stock is a stated value and there is no net asset value determination during the offering stage and for a period thereafter. Accordingly, both FEO and MFFO
should be reviewed in connection with.other GAAP measurements: Our FFO and MFFO as presented may not be comparable to amounts calculated by other-REITs.

The following section presents our calculation of FFO and MFFO audprovldes additional information related to our operations (in thousands except per sha.re amounts) Asa
result of the timing of the commencement of our offering and our active real estate operations, FFO and MFFO are not relevant to a discussion comparing operations for the two
periods presented. We expect revenues and expenses to increase in future penods as we raise additional offering proceeds and use them to acquire additional investments.

FUNDS FROM OPERATIONS AND MODIF[ED FUNDS FROM OPERATIONS s B ; b

FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011
(Unaudited) . : e PR R PR S i
(Amounts in thousands, except share and per share amounts) . e Pt B B
: E.) : _Three Months Ended December 31, - * Year Ended December 31, ‘Cumulative Since
2012 s 201 - o . 2012: - 2011 . L Inception
Calculation of Funds from Operations
'Net loss attributable to Company stockholders ) $- L. A1,247) 8., . (o7 § . (3,346) $. (2,364) $ .. (6,457)
Add: o . ; T B N T
Depreciation and amortization of real estate assets : . 3,015 ... 647 . 8,094 1,500 . 9,675
v Noncontrolling interest, o o R P ¢ 1) N (3,539) Qin - | (3,656)
Funds from operations (FFO) L s $ ] 526 8 (4D $ 1,209 3 (981) § _(438)
Calculation of Modified Funds from Operations
Funds from operations . $ 526 $ G4 8 1,209  § ©81) $ (438)
Acq\usmonexpenses S e G4 1,565 *'. : 1,011 3,081 1,751 6,199
Net amortization of above- and below-market leases REENE T B - 98 © 395 312 0 e 724
Less:
Straight-line rental:income K E . S(154) LT (45)“ D (440) s S (19) Cwen (519)
Amortization of market debt adjusunent Lo . R S (183) L Vi FI (235) .- - foe ] (235)
Noncontrolling interest 18 (124) (615). i+ . (124) oo (739)
Modified funds from operaﬂons (MFFO) $ 1,860 § 399 § 4,295 § 879 § 4,992
Wenghtcd—average common sha:es outskmdmg basic and d:luted oA 11,200,440 G 2,318,047 % :6,5095470" . 1,503,477 2,663,204
Net loss per share - basic and diluted.. =+ . | , $.. . (11 . $. .. (046): $ ©51). $ (157 8 2.42)
FFO per share - basic and diluted $ 005 § ©023) $ 019 8§ 0.65) $ 0.16)
MEFFO per share - basic and diluted . L8 017 . §. . 017 8 066 $.. 058 $.. 1.87
» Critical Accounﬁng Policiee '

Below isa d:scussmn of our cntlcal accounting policies. Our aqcountmg policies have been establxshed to conform \mth GAAP. We eonmder these pOllCleS critical because they
involve significant management Judgments and assumptions, require estimates about mattets that are mherently uncertain and because they are important for understandmg and
evaluating our reported financial results. These judgments affect the reportcd amounts of assets and liabilities and our disclosure of contingent assets and liabilities at the dates of
the financial statements and the reported amounts of revenue and expenses during the reporting periods. With different estimates or assumptions, matenally 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 cc in similar b

Real Estate Assets

Depreciation and Amortization. Investments in real estate are carried at cost and depreciated using the straight-line method over the estimated useful lives, Third-party
acquisition costs are expensed as incurred. Repair and maintenance costs are charged to expense as
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-incurred, and significant replaczments and betterments will be capitalized. Repair and maintenance costs include-all costs that do not extend the useful life of the real estate asset.
We consider the period of future benefit of an asset to determine its appropriate useful life. Costs directly associated with the'development of land and those incurred during
construction will be capltahzed as part of the investment basxs We antlclpate the estlmated useful lives of our assets by class to be generally as follows:

. Bmldmgs : R '30 years
Building improvements ot . v R 30 years
Land improvements. - .o : 15 years: - ° :
Tenant improvements . ' s 5 - Shorter of lease term or expected useful life
Tenant origination and absorption costs . Remammg term of related lease
Furniture, fixtures and equlpment : : LA Yo 5~7 ye'ars -

Real Estate Acquisition Accountmg In accordance with ASC 805, we record real estate, consisting of land, buildings and nnprovements, at fair value. We allocate the cost
of an acquisition to the acquirec| tangible assets, identifiable intangibles and assumed liabilities based on their estimated acquisition-date fair values. In addmon, ASC 805 requires
that acquisition costs be expensed as incurred and restructuring costs generally be expensed in periods subsequent to the acqmsmou date

We assess the acquisition-date fair values of all tangible assets, identifiable intangibles and assumed liabilities using methods similar to those used by independent appraisers (e.g.,

discounted cash flow analysis and replacement cost) and that utilize appropriate discount and/or capitalization rates and available market information. Estimates of future cash flows

are based on a number of factors including historical operating results, known and anticipated trends, and market and economic conditions. The fair value of tangible assets of an
d property considers the value of the property as if it was vacant.

We record above-market and below-miarket in-place lease values for acquired properties based on the present value (using an interest rate that reflects the risks associated with the
leases acquired) of the difference between (i) the contractual amounts to be paid pursuant to the in-place leases and (ii) management’s estimate of market lease rates for the
corresponding in-place leases, measured over a period equal to the remaining non-cancelable term of the lease. We amortize any recorded above-matket or below-miarket lease
values as a reduction or increase, respectively, to rental income over the remaining non-cancelable terms of the respective lease. We also include fixed rate renewal options in our
calculation of the fair value of both above-and below-market leases and the periéds over which such leases are amortized. If a tenant has a unilateral optlon to renew a below-
market lease, we include such an option in the calculation of-the fair-value of such lease and the period over which the lease is amortized if we determines ‘that the tenant has a
financial incentive to exercise such option.

Intangible assets include the value of in-place leases, which represents the estimated value of the net cash flows of the in-place leases to be realized, as compared to the net cash
flows that would have occurred had the property been vacant at the time of acquisition and subject to lease-up. Acquired in-place lease value is amortized to depreciation and
amortization expense over the average remaining non-cancelable terms of the respective in- -place leases. ; .

We will estimate the value of teniant origination and absorption costs by considering the estimated carrying costs during hypothetical expected lease-up periods, considering current

market conditions. In estimating carrymg COstS, management will include real estate taxes, insurance and other operating exp and esti of lost Is at market rates
during the expected lease-up periods. . i ) o o

Estimates of the fair values of the tailgible assets, identifiable iﬁtangibles and assumed liabilities will require us to estimate market lease rates, property-operating expenses, carrying
«costs during lease-up periods, discount rates, market absorption periods, and the number of years the property will be held for investment. The use of inappropriate estimates
would result in an incorrect valuation of our acquired tangible assets, identifiable intangibles and assumed liabilities, which would impact the amount-of our net income.

Impairment of Real Estate and Related Intangible Assets. We will monitor events and changes in circumstances that could indicate that the carrying amounts of our real
estate and related intangible asseis may be impaired. When indicators of potential impairment suggest that the carrying value of real estate and related intangible assets may be
greater than fair value, we will assess the recoverability, considering recent operating results, expected net operating cash flow, and plans for fittire opérations. If, based on this
analysis of undiscounted cash flows, we do not believe that we will be able to recover the carrying value of the real estate and related intangible assets, we would record an
impairment loss to the extent that the carrying value exceeds the estimated fair value of the real estate and related intangible assets as defined by ASC 360, Pr“operty Plant, and
- Equipment. Particular examples of éveiits and changes in mrcumstances that could mdlcame potentxal 1mpa1rments are: SIgmﬁca.nt decreases in occupancy, rental income, operating
" income and market values.

AR AR RS

Revenue Recognition

We will recognize minimum rent, including rental abatements and contractual fixed incredses attributable to operating leases, on a su-axght -line basis over the term of the related

lease, and we will include amounts expected to be received in later years in deferred
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rents. Our policy for percentage rental income is to defer recognition of contingent rental income until the specified target (i.e., breakpoint) that triggers the contingent rental
income is achieved. We will record property operating expense reimbursements due from tenants for common area maintenance, real estate taxes and other recoverable costs in
the period the related expenses are incurred. We will make certain assumptions and Judgments in estxmatmg the rennb\n'sements at the end of each repomng penod. We do not
expect the actual results to’ dlffer from the estimated reimbursement.

‘We will make estimates of the collectability of our tenant receivables related to base rents, expense reimbursements and other revenue or income. We will specifically analyze
accounts receivable and historical bad debts, customer creditworthiness, current economic trends and changes in customer payment tetrms when evaluating the adequacy of the
- allowance fordoubtful accounts. T addition, with respect to-tenants jn bankruptcy, we will make estimates of the expected recovery of pre-petition and post-petition’ claims in
assessing the estimated collectability of the related receivable. In some cases, the u.ltunate resolution of these claims cah exceed one yeat. These estimates have a direct 1mpact on
our net mcome because a higher bad debt réserve results in less net income. - :

Reimbursém'ents from tenants for recoverable real estate tax and operating expenses are accrued as revenue in the period in which the applicable experises are incurred. We make
certain assumptions and judgments in estimating the reimbursements at the end of each reporting period. We do not expect the actual results to materially differ from the
estimated reimbursements.

We record lease termination income if there is a signed termination letter agreement, all of the conditions of the agreement have been met, collectability is reasonably assured and
the tenant is no longer occupying the property. Upon early lease termination, we provide for losses related to u d intangibl and other assets.

We will recognize gains on sales of real estate pursuant to the provisions of ASC 605-976, Accounting for Sales of Real Estate (“ASC 605-976”). The specific timing of a
sale will be measured against various criteria in ASC 605-976 related to the terms of the transaction and any continuing involvement associated with the property. If the criteria for
profit recognition under the full-accrual method are not met, we will defer gain recognition and account for the continued opemtlons of the property by applying the percentage-of—
comp]etwn reduced profit, deposit, installment or cost recovery methods as appropriate, until the appropriate criteria are met. .

Class B Units

Effective October 1, 2012, the Advisor and Sub-advisor are no longer entitled to the payment of asset management fees in cash under the A&R Advisory Agreement. Instead,
we will issue to the Advisor and Sub-advisor units of the Operatmg Pammhlp deslgnated as “Class B umts" in conneetmn with the asset management services provided by the
Advisor and Sub-advisor:

The Class B units will vest, and will no longer be subject to forfeiture, at such time as all of the following events occur: (x) the value of the Operating Partnership’s assets plus all
distributions made equals or exceeds the total amount of capital contributed by investors plus a 6% cumulative, pre-tax, non-compounded annual return thereon (the “economic
hurdle”); (y) any one of the following occurs: (1) the termination of the A&R Advisory Agreement by an affirmative vote of a majority of our independent directors without
cause; (2) a listing event; or (3) another liquidity event; and (z) the Advisor is still providing advisory services to us (the “service condition”). Such Class B units will be forfeited
immediately if: (a) the A&R Advisory Agreement is terminated for cause; or (b) the A&R Advxsory Agreement is terminated by an afﬁxmatlve vote of a majority of our
mdependent dn‘ectoxs without cause hefore the economlc hurdle has been met.

We have concluded that the Advmor and Sub- adwsor s performance under the A&R Adwsory Ageement and the Fourth Amended and Restated Sub-Adwsory Agreemem is
not complete until they have served as the Advisor and Sub-advisor through the date of a Liquidity Event because, prior to such date, the Class B units are subject to forfeiture
by the Advisor and Sub-advisor. Additionally, the Advisor and Sub-advisor have no disincentive for nonperformance other than the forfeiture of Class B units, which is not a
sufficiently large disincentive for nonperformance and, accordingly, no performance commitment exists. As a result, we have concluded the measurement date occurs when a
Liquidity Event has occurred and at such time the Advisor and Sub-; adwsor have continued providing advisory semces, and that the Class B units are not consxdered 1ssued uatil
such a Liquidity Event. .

‘The Class B units have both a market condition and a service condition up to and through a Liquidity Event. We intend to récognize costs during periods prior to the final
measurement date in accordance with' GAAP. As a résult, the vesting of Class B units occurs only upon completion of both a market condition and service condition. The
satisfaction of the market or service condition is not probable and thus no compensation will be recognized unless the market condition or service condition becomes probable.

‘Because the Advisor and Sub-advisor can be terminated without cause before a Liquidity Event occurs and at such time the market condition and service condition may not be
met, the Class B units may be forfeited. Additionally, if the market condition and service condition had been met and a Liquidity Event had not occurred, the Advisor and Sub-
advisor could not control the Liguidity Event because each of the aforementioned events that represent a Liquidity Event must be approved unanimously by our indepéndent
directors. As a result, we have concluded that the service condition is not probable.
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Based on our conclusion of the market condition and service condition not being probable, the Class B Units will be treated as unissued for accounting purposes until the market

- condition, service condition and Liquidity Event have been.achieved. However, as the Class B Units are deemed to be participating securities, the distributions paid to the Advisor
and Sub-advisor will be treated as compensation expense. This expense will be calculated as the product of the number of unvested units issued to date and the stated distribution
rate at the time such distribution. is authorized.

Impact of Recently Issued A ting Pr ts —In May 2011, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update
(“ASU”) 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S.
GAAP and IFRS. ASU 2011-04 clarifies- some existing concepts, eliminates wording differences. between U.S: GAAP and International Financial Reporting Standards
(“IFRS”), and in some limited cases, changes some principles to achieve convergence between U.S. GAAP and IFRS. ASU 2011:04 results in a consistent definition of fair
value and common requirements for measurement of and disclosure about fair value between U.S. GAAP and IFRS. ASU 2011-04 also expands the disclosures for fair value
measurements that are-estimated using significant unobservable (Level 3) inputs. ASU 2011-04 was effective for us as of January 1, 2012. The adoption of this pronouncement
did not materially impact our consolidated financial stat 1

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income, which requires an entity to present the total of comprehensive income, the

. -components of net income, and the components-of other comprehensive income either in a single continuous statement of comprehensive income, or in two separate but
consecutive statements. ASU 2011-05 eliminates the option to present components of other. comprehensive income as part of the statement of equity. ASU 2011-05 was effective
for us as of January 1, 2012. The adoption of this pronouncement did not materially impact our consohdabed financial statements.

- In August 2012, the FASB lssued ASU 2012- 03, Techmcal Amemlments and Corrections ta SEC Sections: Amendments to SEC Paragraphs Pursuant to SEC
Staff-Accounting Bulletin (SAB) No. 114, Technical Amendments Pursuant to SEC Release No.-33-9250, and Corrections Related to FASB Accounting
Standards Update 2010-22 (SEC Update). This update amends a number of SEC sections in the FASB- Accounting Standards Codification-as a result of (1) the issuance
of SAB 114, (2) the issuance of SEC Final Rule 33-9250, and (3) corrections related to ASU 2010-22 . ASU 2012-03 was effective upon issuance. The adopnon of this
pronouncement dld not have a material impact on our consolidated financial statements.

In October 2012, the FASB issued ASU 2012-04, Technical Corrections and Improvements. The amendments in this update cover a wide range of topics in the'
Accounting Standards Codification. These amendments include technical corrections and improvements to the Accounting Standards Cedification and conforming amendments
related to fair value measurements. ASU 2012-04 will be effective for us as of January 1, 2013. The adoption of this pronouncement is not expected to have a material impact on
our consolidated financial statements.

.Subsequent Events
Distributions

On January 2, 2013, we paid a dlistribution equal to a daily amount of $0.00178082 per share of common stock outstanding for stockholders of record for:the period from
December 1, 2012 through December 31, 2012. The total gross amount of the distribution was approximately $717,000, with $298,000 bemg reinvested in the DRP, for a net
-, cash distribution of: $419,009

On January 23, 2013, our board of directors :mthonzed dlsinbutlons to the smckholders of record at the close: of business each day in. ﬂle penod commencmg Ma:ch 1,2013
through and including March 31, 2013. The authorized distributions equal an amount of $0.00183562 per share of common stock, par value $0.01 per share. This equates to a
6.70% annualized yield when-calculated on a $10.00 per share purchase price. A portion of each distribution is expected to constitute a return of capital for tax purposes. We
expect to pay these distributions on April 1, 2013. Our policy is not to fund distributions with proceeds from our offering.

On February 1, 2013, we paid a distribution equal to a daily amount of $0.00178082 per share of common stock outstanding for stockholders of record for the period from

January 1, 2013 through January 31, 2013. The total gross amount of the distribution was approximately $817,000; with $344,000 bemg reinvested in.the DRP, for a net cash
distribution of $473,000. .

On March 1, 2013, we paid a distribution equal to a daily amount of $0.00183562 per share of common stock outstanding for stockholders of record for-the period from
February 1, 2013 through-February 28, 2013.;The total gross amount.of the distribution was approximately $882,000, wnh $374, 000 bemg reinvested in the DRP, for anet
cash distribution of $508,000.

Acquisition of Atlanta Portfolio
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Between Janvary 15 2013 and February 13, 2013, we acquired a 100% interest in 4 portfolio consisting of seven shopping centers in the Atlanta, Georgia area (the “Atlanta
Portfolio”) for approximately $69.6 million, exclusive of closing costs. The individual properties in the Atlanta Pottfolio are located in: Acworth, Georgia; Ellenwood, Georgia;
Alpharetta, Georgia; Buford, Georgia; Mableton, Georgia; Marietta, Georgia; and McDornough, Georgia. The acquisition of the Atlanta Portfolio was partially financed with
proceeds from a syndicated revolving credit facility led by KeyBank National Association and proceeds from dur ongoing public offering. The portfolio is approximately 587,367
square feet and is 90.8% leased.

Acquisition of Fairlawn Town Centre '

On January 30, 2013, we acquired a 100% interest in a Giant Eagle-anchored shopping center, Fairlawn Town Centre, located in Fairlawn, Ohio, for a purchase price of
approximately $42.2 million. The acquisition was partially financed with proceeds from a syndicated revolving credit facility led by KeyBank National Association and proceeds
from our ongoing public offering, The 347,255 square foot property is 95.0% leased.

Sale of Shares of Common Stock

From January 1, 2013 through February 28, 2013, we raised approximately $46.7 million through the issuance of 4,697,487 shares of common stock under our offering. As
of February 28, 2013, approximately 131.4 million shares remained available for sale to the public under our offering, exclusive of shares available under the DRP.

Amendment of our Advisory Agreement

On February 4, 2013, we and the Operating Parinership entered into the A&R Advisory Agreement with the Advisor. The A&R Advisory Agreement provides that the asset

1t comp ion structure contemplated in the previous advisory agreement between the us and the Advisor is eliminated effective October 1,2012. Instead, we
expect to issue to the Advisor on a quarterly basis performance-based restricted partnership units of the Operating Partnership designated as “Class B units.” The Class B units
will vest, and will no longer be subject to forfeiture, at such time as all of the following events occur: (x) the value of the Operating Partnership’s assets plus all distributions made
equals or exceeds the total amount of capital contributed by investors plus a 6% cumulative, pre-tax, non-compounded annual return thereon (the “economic hurdle”); (y) any
one of the following occurs: (1) the termination of the A&R Advisory Agreement by an affirmative vote of a majority of our independent directors without cause; (2) a listing
event; or (3) another liquidity event; and (z) the Advisor is still providing advisory services to us (the “service condition™). Such Class B units will be forfeited immediately if: (a)
the A&R Advisory Agreement is terminated for cause; or (b) the A&R Advisory Agreement is termmated by an affirmative vote of a majority of our independent directors
without cause before the economic hurdle has been met.

Additionally, the A&R Advisory Agreement eliminates the subordinated share of cash flows and the subordinated incentive fee contemplated under the previous advisory
agreement between us and the Advisor. Instead, similar concepts are now set forth in the Amended and Restated Agreement of Limited Partnership for the Operating Partnership
as follows:

e The Operating Partnership will pay a subordinated participation in the net sales proceeds of the sale of real estate assets equal to 15.0% of remaining net sale proceeds
 after return of capital contributions to mvestors plus payment to investors of a 7.0% cumulative, pre-tax, non-compou.nded return on the capital contributed by
investors.
e The Operating Partnership will pay a subordinated incentive listing distribution of 15.0% of the amount by which the market value of all of our issued and outstanding
common stock plus distributions exceeds the aggregate capital contributed by investors plus an amount equal to a 7.0% cumulative, pre-tax non-compounded annual
return to investors.

e Neither the Advisor nor any of its affiliates can earn both the subordination participation in the net sales proceeds and the subordinated incentive listing distribution.

e  Upon termination or non-renewal of the A&R' Advisory Agreement, an affiliate of the Advisor shall be entitled to a subordinated termination fee in the form of a non-
interest bearing promissory note equal to 15.0% of the amount by which the cost of our assets plus distributions exceeds the aggregate capital contributed by investors
plus an amount equal to a 7.0% cumulative, pre-tax non-compounded annual return to investors. In addition, the affiliate of the Advisor may elect to defer its right to
receive a subordinated distribution upon termination until either a listing on a national securities exchange or other liquidity event occurs.

The Class B units are participating securities that will receive distributions at the same rates and dates as the distributions paid to our common stockholders. These distributions
will be calculated by the product of the number of unvested units issued to date and the stated distribution rate at the time the applicable distributions are authorized.

Lines of Credit
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On January 18, 2013, we increased the borrowing capacity of our syndicated senior secured revolving credit facility led by KeyBank National Association from $40 million to
$88 million. On January 30, 2013, we again increased the borrowing capacity under this facility to $120 million. This facility has an accordion feature that allows us to further
increase the capacity up to $250 million, subject to the terms and conditions of the facility. Subsequent to December 31, 2012, we drew $63.9 million from this, faclhty As of
March. 7, 2013, the balance under this facility was $100,6 million. .

We have an unsecured credit facility with KeyBank National Association with a capacity of $10.0 million. Subsequent to December 31, 2012, we drew $8.4 million from this
facility. As of March 7, 2013, the balance under this facility was $8.4 million.
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ITEM 7A. QUANTiTATIVE ‘AND QUAI;iTATIVE DISCLOSURES ABOUT MARKET RISK

As of December 31, 2012, we had approximately $113.1 mitlion of variable rate debt outstanding. In the future, we may hedge our exposure to interest rate fluctuations
through the utilization of derivative financial instruments, such as interest rate swaps, in order to mitigate the risk of this exposure. We do not intend to enter into derivative or
interest rate transactions for speculative purposes. Our hedging decisions will be determined based upon the facts and circuistances exlsnng at the time of the hedge and may
differ from our currently anticipated hedging strategy. If we use derivative financial instruments to hedge against interest rate fluctuations, we will be exposed to both credit risk
and market risk. Credit risk is the failure of the counterparty to perform under the terms of the derivative contract. If the fair value of a derivative contract is posmve, the
counterparty will owe us, which creates credit risk for us. Ifthe fair value of a derivative contract 1s negatlve, we will owe the counterparty and, therefore, do not have credit
risk. We will seek to minimize the credit risk in denvatwe mstrumems by enterinig into transactions with hlgh-quahty countcrpaxﬁes Market risk is the adverse effect on the value
of a financial instrument that results from a change in interest rates. The market nsk assocxated wnh mterest-rate contracts is managed by estabhshmg and monitoring parametezs
thathmltﬂletypesanddegreeofmarkctnskthatmaybeundettaken. S

As of December 31 2012; we have not fixed thé interest rates for our debt through denvatlve ﬁnancxal mstruments and asa result, we are subject to the potentlal impact of
rising interest rates, which could negatively imipact our proﬁtabxhty and cash flows.

Below is a listing of the mortgage loans payable with their respective principal payment obligations (in thousands) and weighted-average interest rates:

. 2013 2014 2015 2016 - 2017 . Thereafter . . Total
- Maturing debt® . BT L L T et st s o -
Fixed rate mortgages payable $ 1,216 $ 17,331 - $ 1,047 $ 10296 $ 6,899 '$ 7,145 $ 43934
Variable rate mortgages payable : .. 17,681 . L,I05 . - 21,105 .o 16,093 " 33,640 - 6,800 76,424
~ Secured line of credit L e e , 36,709 . i o e - 36,709
Total maturing debt - - $ 18,897 % . 18436 =$. . 38861 $ . 26389 $----40539 $ . 13945 § 157,067
Weighted-average interest rate on debt: B -

Fixed rate mortgages payable® 7.0% 7:5% . 65% » 6.0% 3% 6.1% 6.3%
Variableraté mortgages payable 28% 0 Tasw. U 2s% 27% . 24%  23% . 26%
" Secured line ofcredit . . . . 00% - 00%.. . . . 25%-.  _ 00% - . _  00% L 00%. . 2.5%
Total . . - e S -31% 7.2% - ¢ 26%. o 40% o 2.6% - T 42% - 3.6%

(1) The debt matunty table does not mclude any below-: market debt adjustment, of w]nch $1,940, net of accumulated amortlzatlon, was

outsnmdmg as of December 31,2012. - - : i T

@ A portion of the fixed rate debt represents loans assuried ‘as part of oerlam aoqmsmons These loans typlcally have lnghet mterest rates than

interest rates associated with new debt.

The é,nélysi's below presents the sensitivity of the fair fﬁi;rket valtie of our financial instruments to selected changes in market mterest rates.

RS

The impact on our annual results of operations of a one-percentage-point change in interest rates on the outstanding balance of variable-rate debt at me 31, 2012 would
result in approximately $1.1 million of additional interest expense. We had no other outstanding interest rate contracts as of December 31, 2012.

The above amounts were determined based on the inipii:t of hypothetlcal interest rates on our borfowing cost and assume no changes in our capitai structure. As the information
presented above includes only those exposures that exist as of December 31, 2012, it does not consider those exposures or positions that could arise after that date. Hence, the
information represented herein has Timited predictive value. As a result, the ultunate realxzed gain or Ioss with respect to mtemst rate ﬂuctuauons ‘will depend on the exposures that
arise during the period, the hedging strategies at the time, and the related interest rates.

We do not have any foreign operations, and thus we are not exposed to foreign currency fluctuations.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

See the Index to Financial Statements at page F-1 of this report.
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ITEMY9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE ]
None.

ITEM 9A. CONTROLS AND PROCEDURES

' Management’s Conclusions Regarding the Effectiveness of Disclosure Contfnls and‘ Procedures .

We carried out an evaluation, under the supervision and with the partnclpatlon of management, mcludmg the Pnnclpa.l Executive Officer aud Prmcxpal Financial Officer, of the
effectiveness of the design and operation of our disclosure conttols and procedures. putsuant to Rule 13a-15(¢) under the Exchange Act as of the end of the period covered by
this report. Based upon that evaluation, the Principal ‘Executive Officer and Principal Financial Officer conqluded that our disclosure commls and procedures were effective as of
the end of the period covered by this annual report in providing a reasonable level of assurance that information we are required to disclose in reports that we file or submit under
the Exchange Act is recorded, processed, summatized, and reported within the time periods in SEC rules and forms,. mcludmg pmvxdmg a reasonable level of assurance that
information required to be disclosed by us in such reports is accumulated and commumcated to om‘ management, mcludmg our Pnnclpal Execlmve Officer and our Principal
Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate intetnal control over financial reporting, as defined in Rules 13a-15(f) and 15-15(f) under the Exchange
Act, as a process designed by, or under the supervision of, the Principal Executive Officer and Principal Financial Officer and effected by our management and other personnel to
provide reasonable assurance regarding the reliability of financial reporting and the preparatlon of financial statements for external purposes in accordance with GAAP and includes
those policies and procedures thas:

«  pertain to the maintenance of records that in reasonable detail accurately and falrly reﬂect the transactions and disposition of our assets;

1

»  provide reasonable assurance that the transactions are recorded as nec: 'y to permit preparation of financial statements in accordance with GAAP; and that our
. recelpts and expenditures are bemg made only in accordance w1th authonmtmns of management a.nd/or members of the board of directors; and

+  provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of our assets that could have a material effect
on the financial statements.

Because of the inherent limitatiors of internal control over financial reportmg, including the possibility of human etror and the circumvention. or overriding of controls, material
misstatements may not be prevented or detected on a timely basis. In addition, projections of any evaluation of effectiveness to future penods dre subject to the risks that controls
may become inadequate because of changes and conditions or that the-degree of compliance with policies may deteriorate. Accordingly, even interhal controls detérmined to be
effective can provide only reasonable assurance that the information required to be disclosed in reports filed under the Exchange Act is recorded, processed, summarized and
represented within the time penods required.

Our management has assessed the effectiveness of our internal éontrol over financial reporting at December 31, 2012. To make this assessmient, we used the criteria for effective
internal control over financial reporting described in Internal Control — Integrated Framework issued by the Committee of Sponsoring Otganizations of the Treadway
Commission. Based on this assessment, our management believes that our system of internal contro} over financial reporting met those criteria, and therefore our management
has concluded that we maintained effective internal control over financial reporting as of December 31, 2012.

There have been no changes in our internal control over ﬁnanclal reportmg dunng the quamr ended December 31, 2012 that have matenally affected, or are reasonably likely to
materially affect, our internal control over financial reporting.

ITEM9B. OTHER INFORMATION

For the quaner ended December 31, 2012 all items required to be d.isclosed under F orm 8-K were reported under Form 8-K.

" On December 31, 2012, we fileda Current Report on Form 8-K to disclose om' acqmsmon of 'Village One Plaza. We included in that Form 8-K an undertakmg to provtde
financial statements for Village One Plaza in an ameridmert to the Form 8-K on of before Man:h o
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12,2013. Subsequent to the filing of thlS Form 8—K, we determined that we are not required to provide such financial statements for Village One Plaza. As a result, we will not
provide such financial statements for Village One Plaza in an amendment to the Form 8-XK.
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PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPORATE GOVERNANCE

We have adopted a Code of Ethics that applies to all of our executive officers and directors, including but not limited to, our principal executive officer and principal financial
officer. Our Code of Ethics may be found at http://www.phillipsedison-arc.com.

The other information required by this Item is incorporated by reference from our 2013 Proxy Statement.

ITEM 11. - EXECUTIVE COMPENSATION

The information required by this Item is incorporated by \reference from our 2013 Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED SHAREHOLDER MATTERS
The information required by this Item is incorporated by reference from our 2013 Proxy Statement. V

ITEM13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR lNDEPENDENCE

The information required by this Item is incorporated by reference from our 2013 Proxy Statement,

ITEM 14.  PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item is incorpomtéd by reference from our 2013 Proxy Statemént.
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PART IV

ITEM 15. -

@

®)

EXHIBITS AND F]NANCIAL STATEMENT SCHEDULES

Fi ial Statement Schedules . i ¢

* See the Index to Financial Statements-at page F-1 of this report.

Exhibits

Ex.
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32

4.1 ;

i 4.2

4.3

44

45

. 46

101

10.2

103

--104 -

10.5

10.6

Descrigtlon

' ;- Third Articles of Amendment and Restaterient (mcotporated by reference to Exhibit 3.1 to Post-Effective Amendment No. 1 to the

Company’s Registration Statement oni Form S-11 (No. 333-164313) filed September 17,. 2010)
Amended and Restated Bylaws (incorporated by reference to Exhibit:3.2 to.Pre-Effective Amendment No. 3 to the Company’s Registration
-...Statement on Form S-11 (No. 333-164313) filed July 2, 2010)

- ‘Form'of Subscription Agreement: (incorporated by reference to:Appendix B to the- prospectns dated October 26, 2012 included in Post-

Effective Amendment No. 12 to'the Company’s Registration Statement on Form S-11 (No. 333-164313) filed January 28, 2013)

-Statement regarding restrictions on transferability of shares of comimon stock (to appear on stock-certificate or to be sent upon request and

-without charge to stockholders issued shares without cértificates) (incorporated by referénce to Exhibit 4.2 to ‘Pre-Effective Amendment
No. 1'to the Company’s Registration Statemént on Form: S-11 (No: 333-164313) filed March 1, 2010)
Dividend Reinvestment Plan (incorporated by: reference to. Appendix C to the prospectus dated October 26, 2012 included in Post-Effective
Amendment No: 12 to the Company’s Registration Statement on.Form S-11 (No. 333-164313) filed January 28, 2013)
Subscription Escrow Agréement by and between the Company and Wells Fargo Bank, N.A. dated July 28, 2010 (incorporated by reference
to Exhibit 4.5 to Post-Effective Amendment No. 1 to the Company s Reglstrauon Statement on Form S-11 (No. 333-164313) filed
-September 17,2010y - - ¢~ -

First Amendment to Subscription ] Escrow Agreement by and between the Company and Wells Fargo Bank, N.A. dated September 17, 2010

(incorporated by reference to Exhibit 4.6 to the Company’s Quiarterly Report on Form 10-Q filed September 24, 2010)

' . ~Amended and Restated Agreement of Limited Pa:mershlp .of Phillips Edlson ARC Shoppmg Center Operating Partnership, L.P. dated

February 4, 2013 -

Advisory-Agreement by and between the Company and Amencan Realty Capltal II Advxsors, LLC dated July 1, 2011 (incorporated by
reference to Exhibit.10.1 to Post-Effective Amendment:No. 5 to the Company’s Registration Statement on Form S-11 (No. 333-164313)
filed July 29, 2011)-

First Amendment to Advisory Agreement by and between the Company and American Realty Capital I! Advisors, LLC dated 'September 20,
2011 (incorporated by reference to Exhibit 10.21 to: Post-Effective Amendment No. 6.to the Company’s Registration Statement on Form
S-11 (No. 333-164313) filed October 31,2011) - © -

Second Amendment to Advisory Agreement by and between the Company and American Realty Capital II Advisors, LLC dated: October 27,
2011 (incorporated by reference to Exhibit 10.22 to Post- Eﬁ'ecuve Amendment No.' 6 to the Company’s Registration Statement on Form
S-11 (No. 333-164313) filed October 31, 2011) E

;. :Amended and Restated Advisory Agreement by and between the. Compa.ny, Phx]hps deson —ARC Shopping Center Operatitig Partnership,

-L.P. and American Realty Capital IT Advisors, LLC dated February 4, 2013 L
Master Property Management, Leasing and Construction Management Agreement (incorporated by reference to Exhibit 10.2 to Pre-Effective
Amendment No. 4 to the Company’s Registration Statement on Form S-11 (No. 333-164313) filed July 28, 2010)
Amended and Restated 2010 Independent Director Stock Plan (incorporated by reference to Exhibit 10.3 to Pre-Effective Amendment No. 5
to the Company’s Registration Statement on Form S-11 (No. 333-164313) filed August 11, 2010)
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10.7

10.8
109

10.10
1011
16.12
16.13
10.14
1015

10.16

10.47:

10:18 -

10.19

.10.20

Second Amended and Restated Sub-Advisory Agreement by and between American Realty Capital II Advisors, LLC and Phillips Edison
NTR LLC dated September 17, 2010 (incorporated by reference to Exltibit. 10.4 to Post-Efféctive Amendment No. 1 to the Company’s
Registration Statement on Form S-11 (No. 333-164313) filed September 17, -2010)

Fourth Amended and Restated Sub-Advisory Agreement by and between American Realty Capital I Advisors, LLC and Phillips Edison
NTR LLC dated February 4, 2013

2010 Long-Term Incentive Plan (incorporated by reference to Exhibit 10.5 to Pre-Effective : Amendment No. 5 to the Company’s Registration
Statement on Form S-11 (No. 333-164313) filed August 11, 2010)

Shopping Center Purchase Agreement by and between Tramway Crossing, LLC and Phillips Edison Group LLC dated Jariuary 27,2012

(incorporated by reference to Exhibit 10.44 to Post-Effective Amendment No. 9 to the Company’s Registration Statement on Form S-11
(No. 333-164313) filed April: 17, 2012)

- 'Shopping Center Purchase Agreement by and between Westin. Centre; LL.C and Phillips Bdison Group LLC dated January 27, 2012

(incorporated by reference to Exhibit 10.45 to Post- Eﬂ‘ectlve Amendment:No. 9 to the:Company’s Registration Statement on Form S-11
(No.333-164313) filed April 17, 2012) - Lo

Assignment and Assumption of Rights Under Shoppmg Center Purchase Agreement by and between Phillips Edison Group LLC and
Tramway Station LL:C dated February 21, 2012 (incorporated by referencet Exhibit 10:46 to Post-Effective Amendment No. 9 to the
Company’s Registration Statement on Form S-11. (No: 333-164313) filed April 17, 2012)° ’

Assignment and-Assumption of Rights Under Shopping Centet Purchase Agreement by and between Phillips Edison Group LLC and Westin
Station LLC dated February 21, 2012 -¢iicorporated by reference:to Exhibit 10.47 to Post-Effective Amendment No. 9 to the
Company’s:Registration Statement on Form:S=11(No: 333-164313) filed April 17, 2012)

- Shopping Center Purchase and Sale: Agreement by and-between Phillips Edison Group LLC-and

CRP 1I - Glynn Place, LEC dated March 26, 2012 (incorporated by reference to Exhibit10.48 to Post-Effective Amendment No. 10to
the Compatty’s Registration:Statement on-Form S-11 (No. 333:164313) filed July 17, 2012)

First Amendment to Shopping Center Purchase arid Sale Agreement by and between Phillips Edison Group LLC and CRP II - Glynn Place,
LLC dated April 27, 2012 (incorporated by reference to Exhibit 10.49 to Post-Effeétive Amendment No. 10 to the Company’s
Registration Statement on Form S-11 (No. 333-164313) filed Jily 17, 2012) -

‘Assignment and Assumption of Rights Under Shopping Center Purchase Agreementby and between Phillips Edison Group LLC and Glynn

= Place Station LLC dated:Aprili27, 2012 (incorporated by referenice:to. Exhibit 10.50 to Post-Effective Amendment No. 10 to the
Company’s Registration Statement on Form S-11 (No. 333-164313) filed July 17, 2012)

Agr of Sale b Kimce. Kissimmee 613; Inc. and Phillips Edison Group LLC:dated April 24, 2012 (incorporated by reference to
Exhibit 10.51 to Post-Effective Amendment No. 10 to the Company’s- Reg:stmnon Statement on Form S-11 (No. 333-164313) filed July
17,2012)

Second Amendmém to:Agreement of Sale between Kimco Kissimmee 613, Inc.-and Ph:].llps Edisoh Group LLC dated May 29, 2012
(incorporated by reference to Exhibit 10:52 to Post-] Effectlve Amendment No. 10 to the Company s Registration Smtement on Form S-
11 (No. 333-164313) filed July 17, 2012) : .

Assignment and Assumption of Rights Under Shopping Cenﬁer Purchase Agreement by and between Phillips Edison Group LLC and Vine
Street Station' LL.C dated June 4, 2012 (incorporated by reference to Exhibit-10:53 to Post-Effective Amendment No. 10 to the
Company’s Registration Statement on Form S-11 (No. 333-164313) filed July 17, 2012)

Agreement for Sale and Purchase of Property by and between RichmondPlazs Investors, L.P. ‘and Phillips Edison Group LLC dated June
28, 2012 (incorporated by reference to Exhibit 10.54 to Post-] Eﬁ‘echve Amendment No.' 11 to the Company’s Reglsttatlon Statement on
Form S-11 (No :333- 164313) filed October 17 2012) .
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Fourth Amendment to, and Reinstatement of, Agreement for Sale and Purchase of Property by and between Richmond Plaza
Investors, L.P. and Phillips Edison Group LLC dated August 24, 2012 (incorporated by reference to Exhibit 10.55 to Post-
Effective Amendment No. 11 to the Company’s Registration Statement on Form S-11 (No. 333-164313) filed October 17, 2012)

Assignmerit and Assumption of Rights Under Shopping Center Purchase Agreement by and between Phillips Edison Group LLC and
Richmond Station LLC dated August 30, 2012 (incorporated by reference to Exhibit 10.56 to Post-Effective Amendment No. 11
to the Company’s Registration Statement on Form S-11 (No, 333-164313) filed October 17, 2012)

Revolving Loan Agreement among Phillips Edison — ARC Shopping Center Operating Partnership, L.P., KeyBank National
Association, and KeyBank Capital Markets dated December 24, 2012

Guaranty of Payment and Performance by Phillips Edison Shopping Center OP GP LLC and Heron Creek Station LLC in favor of
KeyBank National Association dated December 21, 2012

First Amendment to Revolving Loan Agreement and Other Loan Documents by and among Phillips Edison — ARC Shopping Center
Operating Partnership, L.P., Phillips Edison — ARC Shopping Center REIT Inc., Phillips Edison Shopping Center OP GP LLC,
and KeyBank National Association dated January 15, 2013

Shopping Centers Purchase and Sale Agreement by and among Equity One, Inc., Equity One (Southeast Portfolio) Inc., Equity One
(Florida Portfolio), Inc. and Phillips Edison Group LLC dated November 30, 2012

Reinstatement and First Amendment to Shopping Centers Purchase and Sale Agreement by and among Equity One, Inc., Equity One
(Southeast Portfolio) Inc., Equity One (Florida Portfolio), Inc. and Phillips Edison Group LLC dated December 27, 2012

Second Amendment to Shopping Centers Purchase and Sale Agreement by and among Equity One, Inc., Equity One (Southeast
Portfolio) Inc., Equity One (Florida Portfolio), Inc. and Phillips Edison Group LLC dated January 11, 2013

Reinstatement and Third Amendment to Shopping Centers Purchase and Sale Agreement by and among Equity One, Inc., Equity
One (Southeast Portfolio) Inc., Equity One (Florida Portfolio), Inc. and Phillips Edison Group LLC dated February 13, 2013

Assignment and Assumption of Rights under Shopping Center Purchase Agreement by and between Phillips Edison Group LLC and
Butler Creek Station LLC dated January 15, 2013 with schedule disclosing other substantially identical Assignment and
Assumption of Rights under Shopping Center Purchase Agreements omitted

Sale-Purchase Agreement between AG/WP Fairlawn Owner, LLC and Phillips Edison Group LLC dated December 13, 2012

Reinstatement and Second Amen,dment to Sale-Purchase Agreement between AG/WP Fairlawn Owner, LLC and Phillips Edison
Group LLC dated December 21,2012 & 1"

Assignment and Assumption of Rights under Shopping Center Purchase Agreement by and between Phillips Edison Group LLC and Fairlawn
Station LLC dated January 30, 2013

Subsidiaries of the Company .

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer pursuant to 18 U.S.C. 1350, as created by Section 906 of the Sarbanes- Oxley Act of 2002

Certification of Chief Financial Officer pursuant to 18 U.S.C. 1350, as created by Section 906 of the Sarbanes-Oxley Act of 2002

Amended Share Repurchase Program (incorporated by reference to Exhibit 9.1 to the Company’s Current Report on Form 8-K filed
‘October 5, 2011)

The following information from the Company’s annual report on Form 10-K for the year ended December 31, 2012, formatted in
XBRL (eXtensible Business Reporting Language): (i) Consolidated Balance Sheets; (ii) Consolidated Statements of Operations
and Comprehensive Loss; (iii) Consolidated Statements of Equity; and (iv) Consolidated Statements of Cash Flows
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Phillips Edisonr—ARC Shopping Center REIT Inc.

‘We have audited the accompanying consolidated balance sheets of Phillips Edison—ARC Shopping Center REIT Inc. and subsidiaries (the “Company”) as of December 31, 2012
and 2011, and the related consolidated statements of operations and comprehensive loss, equity, and cash flows for each of the three years in the period ended December 31,
2012. Our audits also included the financial statement schedule listed in the Index. These financial statements and financial statement schedule are the responsibility of the
Company’s management. Our responsibility is to express an opinion on the ﬁnancml statements and ﬁnancml statement 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 reasoniable 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 its 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 also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as well as evaluaing the - overall financial statement presenwtlon We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, such lidated financial statements present fairly, in all material respects, the financial position of Phillips Edison ~ ARC Shopping Center REIT Inc. and
bsidiaries as of December 31, 2012 and 2011, and the résults of their operations and their cash flows for each of the three years in the period ended December 31, 2012, in

conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, such financial statement schedule, when considered in relation to

the basic consolidated financial st taken as a whole, presents fairly in all material respects the information set forth therein. ’

/s/ Deloitte & Touche LLP

Cincinnati, Ohio
March 7, 2013
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PHILLIPS EDISON — ARC SHOPPING CENTER REIT INC.
CONSOLIDATED BALANCE SHEETS

AS OF DECEMBER 31, 2012 AND DECEMBER 31, 2011 g o v .
(In thousands, except share and per share amounts)

N ) ' ) . December 31, 2012 December 31,2011
ASSETS
Investment in real estate:

Land . . $ 82,127 § 21,338

Building and improvements .. 209,048 — 49,415

Total investment in real estate assets ) ’ ) 291,175 . . 70,753

A d depreciation and izati (1317 (1,261
Total investthent in real estate assets, net oo 283,858 | o 69,492
Acquired intangible lease assets, net of accumulated amortization of $3,844 and $807, respectively 20,957 [ - 6,799
Cash and cash equivalents s 7,654 . - ' 6,969
Restricted cash R 1,053 - : 214
Accounts receivable, net of bad-debt reserve of $69 and $35, respectively 2,707 P 786
Deferred financing expense, net of accumulated amortization of $596 and $203, respectively 2,827 T 599
Prepaid expenses and other . 6,354 s 333
Total assets ' : ’ s 325410, s . - 85,192
LIABILITIES AND EQUITY
Liabilities: R

Mortgage loans payable . . . ) H 159,007 $ 46,788

. Acquired below market lease intangibles, net of lated amortization of $811 and $161, respectively 4,892 : : 1,203

Accounts payable . 533« . 47

Accounts payable - affitiates . A 364 8305

Accrued and other liabilities . T e e o . 5073 . . L 1,574
Total lisbilities 173,139 58,007
Commitments and contingencies (Note 9) . - -
Equity: _ S , , L ‘ -

. Preferred stock, $0.01 par value per share, 10,000,000, shares authorized, zero shares issued and outstanding at December 31, . .

2012 and 2011 s - $ -
Common stock, $0.01 par value per share, 180,000,000 shares authorized, 13,801,251 and 2,658,159 shares issued and .

outstanding at December 31, 2012 and 2011, respectively - B 138 27
Additional paid-in capital . 118,238 17,980
Accumulated deficjt . . L N E o (11720} - {4,126
Total stockholders® equity : . 106,656 13,881
Noncontroiling interests 45615 13,304
Total equity 152,271 27,185
Total iabilities and equity H 325410 b 85,192
See notes to lidated fi ial

F-3




PHILLIPS EDISON — ARC SHOPPING CENTER REIT INC.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 AND 2010

{Iu thousands, except share and per share amounts)

N 2012 2011 2010
Revenues:

Rental income _ § 13,828 2,762 35

Tenant recovery income 3,635 750 13

Other property income 87 17 :
Total revenues 17,550, 3,529 98
Expenses: .

Property operating 2,957 631 14

Real estate taxes 2,055 507 18

General and administrative 1,717 845 228

Acquisition expenses 3,981 1,751 467

Depreciation and amortization 8,094 1,500 81
Total expenses -18.804 5234 808
Operating loss (1,254) (1,705) (710)
Other expense;

Interest expense, net (3,020) (811) (38)

Other income 1 - 1
Net loss 4,273) (2,516) (747)
Net loss attributable to noncontrolting interests s 927 152 -
Net loss attributable to Company stockholders . £ 3346) - {2358 4D
Per share information - basic and diluted:
Loss per share - basic and diluted ) P ©51) Q137 (444)
Weighted-average common shares outstanding - basic and diluted [— (X1 R 1503477, 168419
Comprehensive loss $ 4.2273) (2,516) (747)
Comyp ive loss attril to lling interests 927 152 -
C ive loss attri to Company id S N (3346) - 2364 747
See notes to lidated financial
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PHILLIPS EDISON-ARC SHOPPING CENTER REIT INC. R
‘CONSOLIDATED STATEMENTS OF EQUITY :
FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 AND 2010

(In thousands, except share and per share amounts)

. Total
Common Stock Additional d kholders' Noncontrolling
—Shares . _. Amouns . . Pgidiln Cagital Deficit __ Equity e dnterest Total
Balance at December 31, 2009 20,000 s .S 200 R e a0 ¢ - s 200
Issuance of common stock 710,570 7 6,384 - 6,391 - 6,391
Contributions from Sponsors - 140 - 140 . 140
Common distributions declared, $0.22 per share - - - [en) @n - - 0]
Offering costs 8 - . 4,790) - (4,790) - (4,790)
Net loss - A - (747 (747) . 4D
Balance at December 31, 2010 730570 s 7 s 1,934 (784) 1,157 s - s 1,157
Issuance of common stock 1,916,572 20 18,596 - 18,616 S 18,616
Tssuance of prefered stock - - B - - 125 125
Share repurchases (5,630) - (56) - 56 - (56)
Contributions from Sponsors. - . 88 - 28 - 88
- Dividend reinvestment plan (DRP) - 16,647 - 158 - C158 - 158
Contributions from noncontrolling interests - - - - - 14,441 14,441
Reallocation of equity from ibution of .
properties to Joint Venture . - - 1,003 - 1,003 1,003) -
Common distributions declared, $0.65 per share - - - ©78) ©78) - ©78)
Distribuitions to nosicontrolling inferests . - - - - ©2) ©2
Offéring Gosts R - . . 3,726) - 3.726) . (3,726)
Offering costs - issuance of stock for
noncontrolling interest - - an - an {15) (32)
Net loss - - - Q364) _(2364) 152) (2,516)
Balance at December 31, 2011 2658159 s 27 s 17,980 *,126) 13,881 s 13304, 5 27,185
Issuance of common stock 11,007,548 110 109,372 - 109,482 - 109,482
_Share repurchases . . (3,749 - -39 - @5) - 35
Dividend reinvestment plan (DRP) 139,203 1 1,323 - 1,324 - 1,324
" Contributions from noncontrolling interests - - - - - 35,560 35,560
Common distributions declared, $0.65 per share - - - (4,248) (4,248) - (4,248)
Distributions to nopcontrolling intercsts - - - - - 2322 (2,322)
Offering costs - : 10,402) - (10,402) : (10,402)
Net loss : : - 3349 3346 . ) (4273)
Balance st December 31,2012 EREXTES R i 118238 (L1720} 06656 & 45615 5 152271
See notes to lidated fing [




PHILLIPS EDISON-ARC SHOPPING CENTER REIT INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2012, 2611 AND 2010
(In thousands, except share and per share amounts)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net Joss

Adjustments to reconcile net loss to net cash pr;v'ided’by \;peratlng activities:

Depreciation and amortization

Net amortization of above- and belpw-market leases

A ization of deferred ing costts

Straight-line rental income
Changes in operating assets and liabilities;

Accounts receivable T . (IH )

Prepaid expenses and other
Accounts payable
Accounts payable - affiliates
Accrued and other liabilities
Net cash provided by operating agtivities

CASH FLOWS FROM INVESTING ACTIVITIES:
Real estate acquisitions
Capital expendifures
Change in restricted cash
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Praceeds from issuance of common stocic

Proceeds from issuance of noncontrolling/stock, net P

Redemptions of common stock :

Payment of offering costs

Payments on mortgage loans payable **

Proceeds from mortgage loans payable

Payments for notes payable — affiliates

Proceeds from notes payable - affiliates

Distributions paid, net of DRP

Contributions from noncontrolling interests

Distributions to.noncontrolling interests . . e

Payments of loan financing costs s e
Net cash provided by financing activities

SR

NET INCREASE IN CASH AND CASH 2QUIVALENTS

CASH AND CASH EQUIVALENTS:
Beginning of period

End of period

SUPPLEMENTAL CASHFLOW DISCLOSURE, INCLUDING NON-CASH INVESTING AND FINANCING ACTIVITIES:

Change in offering costs payable to sub-advisor

Distributions payable

Distributions payable — noncontrolling interests

Assumed debt

Accrued capital expenditures anct deferred financing costs

Cash paid for interest

Distributions reinvested

Reclassification of deferred offering costs to additional paid-in capital
Financing costs payable to advisor and sub-advisor, net
Contributions from sponsors

See notes to

2012 2010
5. 4a2m) 2,516) s 147)
7,850 1,500 . 81
395 312 - 17
648 193, 10
(440) (19) -
""" (1,481) 518y .
(1,258) . (83)., (173)
355 ) 113
(539) 708 . 782
2716 122 118
4033 i 201
) (196934) " (ss851) 1,238)
° 05) e -
€39 203 ap
. (198.478) s6i L _(21249)
109,482 18616 6,391
- . . - - 93 -
39 56) -
(24,643 0360 -
X (140,150) (25,430) -
: 212,503 57,523 14,695
- 600y (500)
I s " 1,500
(2349) sy -
35,560 14,441
. . T e (2.832) (690 (131
195,130 61,818 21,555
685 6262 507
6969 707 200
I 2,654, 5269 : 107
s (8241) 2,362 s 3,847
575 142 37
(84) %3 .
40,101 - .
363 - -
2,346 557 140
1,324 158 -
- - 4,790
19 19) 110
- 88 140
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Phillips Edison—ARC Shopping Center REIT Inc.
Notes to Consolidated Financial Statements

1. ORGANIZATION

P}.ulhps Ed:son—ARC Shoppmg Center REIT Inc was formed as a Maryland corporation on October 13, 2009 and has elected to’be taxed as a real estate investment trust
(“REIT”) commencing with the taxable year ended December 31, 2010. Substantially ali.of our business is expected to be conducted through Phillips Edison—ARC Shopping
Center Operating Partnership, L.P. (the “Operating Partnership”), a Delaware limited partnership formed on December 3, 2009. We are the sole limited partner of the Operating
Partnership, and our wholly owned subsidiary, Phillips Edison Shopping Center OP GP LLC, is the sole general partner of the Operating Partnership.

We are offering to the public, pursuant to a registration statement, $1.785 billion in shares of common stock on a “best efforts” basis.in our initial public offering (“our
~offering”). Our offering consists of a primary offering of $1.5 billion in shares offered to investors.at a price of $10.00 per share, with discounts available for certain categories of
purchasers, and $285 million in shares offered to stockholders pursuant to a dividend reinvestment plan (the “DRP”) at a price of $9.50 per share. We have the right to
reallocate the shares of common stock offered between the primary offering and the DRP. We are selling the shares registered in our primary offering over a three-year period,
which ends August 12, 2013. Under rules promulgated by the SEC, in some instances we may extend the primary oﬁ'ermg beyond that date, We may sell shares under the DRP
beyond the termination of the primary offering until we have sold all the shares under the plan.

As of December 31 2012 we had 1ssued 13 801 251 shares of common stock since inception, mcludmg 155, 940 shares issued through the DRP, generatmg gross cash
proceeds of $136.1 million. - o . .

i \Qur advisor is American Realty Capi&l 1I Advisors, LLC (the “Advisor”), a limited liability company that was ‘organized_in the State of Delaware on December 28, 2009 and that
is indirectly wholly owned by AR Capital, LLC (formerly. American Realty Capital I, LLC) (the “AR Capital sponsor”). Under the terms of the advisory agreement between the

. Advisor and us, the Advisor-is responsible for the management of our day-to-day activities and the implementation of our investment strategy. The Advisor has delegated most of

its duties under the advisory agr t, including the gement of our day-to-day operations and our portfolio of real estate assets, to Phillips Edison NTR LLC (the “Sub-
advisor”), which is indirectly wholly owned by Phﬂhps Edison Limited Partnership (the “Phillips Edison sponsor”). Notwithstanding such delegatlon to the Sub-advisor, the
_Advisor retains ultimate responsibility for the performance of all the matters entrusted to it under the advisory agreement. .

. We invest pnmanly in well-occupxed grocery—anchored nelghborhood and community shoppmg centers havmg amix of credltworthy natlonal and regional retallers sellmg necessity-
based.goods and services in strong demographic markets throughout the United States. In addition, we may invest in other retail properties including power and lifestyle shopping
centers, multi-tenant shopping centers, free-standing single-tenant retail properties, and other real estate and real estate-related loans and securities depending on real estate market
conditions and mvestment opportunities that we determine are in the best interests of our stockholders. We expect that retail properties pnmanly would underlie or secure the real
estate-related loans and securities in which we may invest. We owned fee simple interests in 26 real estate properties, 20 of which we owned through the Joint Venture (as defined
below), acquired from third parties unaffiliated with us, the Advisor, or the Sub-advisor as of December 31, 2012.

On September 20 2011, we entered mto a joint venture with a group of mstltutmnal mtematlonal mvesmts adv1sed by CBRE Investors Global Multi Manager (each a “CBRE
Investor”). The joint venture is in the form of PECO-ARC Institutional Joint Venture I., L.P., a Delaware limited partnership (the “Joint Venture”). We, through an indirectly
wholly owned subsidiary; hold an approximate-54% interest in the Joint Venture. We serve as the general partner and manage the operations of the Joint. Venture. The CBRE
Investors hold the remaining approximate 46% interest. We contributed approximately $58.7 million, in the form of equity interests in six wholly owned real estate properties
and cash, to the Joint Venture, and the CBRE Investors contributed $50 million in cash. As of December 31, 2012, the Joint Venture holds 20 grocery-anchored neighborhood
and community shopping centers.

2. SUMMARY . OF SIGNIFICANT ACCOUNTING POLICIES

~Pri ' iples of Consolidation—The accompanying consolidated financial statements include our accounts and the accounts of the Operatmg Partnership (over which we exercise
_ financial and operating control). The financial statements of the Operating Partnership are prepared using accountmg policies consistent with our accounting policies. All significant
intercompany balances and transactions are eliminated upon consolidation. )

Partially Owned Entities—If we determine that we are an owner in a variable-interest entity (“VIE”), and we hold a contrblling financial interest, then we will consolidate the entity
as the primary beneficiary. For partially-owned entities determined not to be a VIE, we analyze rights held by each partner to determine which would be the consolidating party. We
will generally consolidate entmes (in the absence of other factors when determining control) when we have over a 50% ownership-interest in the entity. We will
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assess our interests in VIEs on an ongoing basis to determine whether or not ‘we are the primary beneficiary. However, we will also evaluate who controls the entity even in
circumstances in which we have greater than a 50% ownership interest. If we do not control the entity due to the lack of decision-making abilities, we will not consolidate the entity.

We performed an analysis of the assets held through the Joint Venture in accordance with Accounts Standards Codification (“ASC”) 810 — Consolidation. Based upon this
analysis, we have determined the Joint Venture should be consolidated into our consolidated financial statements. As a result of the contribution of the assets to the Joint Venture,
there was a difference of $1.0 million in the net book value of the contributed assets and the agreed upon contribution valie of the assets. In accordance with accounting principles
generally accepted in the United States of America (“GAAP”), the differerice arising from the contribution to the Joint Venture was not recog;mzed asa gam on sale in the
consolidated statements of operatxons, rather it was treated as a reallocation of equity to our stockholders from the CBRE Investors.

Use of Estimates-—The preparation of the consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and Habilities and the disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts of
revenues and expenses during the reporting periods. For example, significant estimates and assumptions have been made with respect to the useful lives of assets; recoverable
amounts of receivables; and initial valuations of tangible and intangible assets and habrlmes and related arnortization periods of deferred costs’ and mmngrbles pamoularly with
respect to property acquisitions. Actual results could drﬁ'er from those estimates.

Cash and Cash Equivalents—We consider all highly liquid investments purchased with an original matirrity of three months or less to be cash equivalents. Cash equivalents may
include cash and short-term investments. Short term investments are stated at cost, which approximates fair value and may consist of investments in money market accounts.

Organizational and Offering Costs—The Sub-advisor has paid offering expenses on our behalf. We will reimburse on a monthly basis the Sub-advisor for these costs and
future offering costs it, the Advisor, or any of their respective affiliates may incur on our behalf but only to the extent that the reimbursement would not exceed 1.5% of gross
offering proceeds over the life of the offering or cause the selling commissions; the dealer manager fee and the other organization and offering expenses borne by us to exceed
15.0% of gross offering proceeds as of the date of the reimbursement. These offering expenses include all expenses (other than selling commissions anid the dealet manager fee) to
be paid by us in connection with the offering, including'legal, accounting, printing, mailing and filing fees, charges of the escrow holdef and transfer agent, reimbursement to the
Advisor and Sub-advisor for our portion of the salaries and related employment costs of the Advisor’s and Sub-advisor’s employees-who provide services to us (excluding costs
related to employees who provide services for which the Advisor or Sub-advisor, as applicable, receive acquisition or disposition fees), reimbursement to Realty Capital
Securities, LLC, the dealer manager (“the Dealer Manager™), for amounts it may pay to reimburse the bona fide due diligence experses of broker-dealers, costs in connection
with preparing supplemental sales materials, our costs of conducting bona fide training and education meetings (primarily the travel, meal and lodging costs of our non-registered
officers and the non-registered officers of the Advisor and Sub-advisor to attend such meetirigs), and cost reimbursement for non-registéred employees.of our affiliates to attend
retail seminars conducted by broker-dealers. These offering costs include travel services provided to the Advisor ot Sub-advisor by's related party of one or more of the
sponsors. Costs associated with the offering ate charged against the gross proceeds of the offering. Orgahizational costs aré expensed as incuited.

Investment Property and Lease Intangibles—Real estate assets we have acquired are stated at cost less accuirulated depreciation: Depreciation is computed using the straight-line
method. The estimated useful lives for computing depreciation are generally 5-7 years for furniture, fixtures and equipment, 15 years for land improverents and 30 years for
buildings and building improvements. Tenant improvements are amortized over the shorter of the respective lease term or the expected useful life of the asset. Major replacements
that extend the useful lives of the assets are capitalized, and maintenance and repair cost are expensed as mcurred

Real estate assets are reviewed for impairment whenever-¢vents or changes in circumstances indicate that the carrying amount of the individual property may not be recovérable.
In such an event, a comparison will be ' made of the projected operating cash flows of each property on an undiscounted basis to the catrying amount of such property. Such
carrying amount would be adjusted, if necessary, to estimated fair values to reflect impairment in the valug of the asset. We recorded no unpau-ments for the years ended
December 31, 2012, 2011, and 2010.

The results of operations of acquired: properties are included in our results of operations from their respective dates of acquisition: Estimates of future cash flows, estimates of
replacement cost, and other valuation techniques that we believe are similar to those used by independent appraisers are used to allocate the purchase price of each identifiable asset
acquired and liabilities assurned such'as land; buildings and improvemenits, equipment and identifiable intangible assets and liabilities, such as amounts related to‘in-place leases,
acquired above- and below-market leases, tenant relationships, asset retirement obligations, mortgage notes payable and 2 any goodwﬂ] or gam on purchase. Acqmsmon-related costs
are expensed as incurred.

The fair vatue of buildings and improvements is determined on an as-if-vacant basis. The estimated fair value of acquired in-place leases is the costs We would have incurred to
lease the properties to the occupancy level of the properties at the date of acquisition.
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Such estimates include leasing commissions, legal costs and other direct costs that would be incutred to lease the properties to such occupancy levels. Additionally, we evaluate
the time period over which such occupancy levels would be achieved. Such evaluation includes an estimate of the net market-based rental revenues and net operating costs
(primarily consisting of real estate taxes, insurance and uulmes) that would be incurred durmg t.he lease-up penod Acqlnred in-] place leases as of the date of acqmsmon are

. amortized over the remammg lease terms. R : . .

Acquired above- and below-mmarket ledse values are recorded based on the present value (usmg interest rates that reﬂect the risks assoclated w1th the leases acqun-ed) of the
difference between the contractual-amounts to be paid pursuant to the in-place leases and management’s estimate of the market lease rates for the corresponding in-place leases.
The capitalized above- and below-market lease values are amortized as adjustments to rental income over the remaining terms of the respective leases. We also-include fixed rate
renewal options in our calculation of the fair value of both abové- and below-market leases and the periods over which such leases are amertized. If atenant has a unilateral option
to renew a below-market lease, we include such an option:in the calculation of the fair value of such lease and the period over which the lease is amortized if we determines that the
tenant has a financial incentive to exercise such optlon

'Management estJmates the fair value of assumed mortgage notes payable based upon mdlcatxons of then-current marketpncmg for snmlar types of debt with snmlar maturities.
Assumed mortgage notes payable are initially recorded at their éstimated fair value as of the assumption date, and the difference between such estimated fair value and the note’s
outstanding principal balance is amortized over the life of the mortgage note payable as an adjustment to interest expense.

Deferred Financing Costs—Deferred financing costs are capitalized and amortized on a straight-line basis over the:term of the related financing arrangeiment, which approximates
the effective interest method. Deferred financing costs incurred during the years ended December 31, 2012, 2011, and 2010; respectively, were approximately $2,875,000,
$561,000, and $241,000. Of this amount, for the years ended December 31, 2012, 2011, and 2010, respectively, $816,000, $180,000, and $110,000 was incurred as a
result of the financing fee due to the Advisor, Sub-advisor and their affiliates. Amortization of deferred financing costs'for the years ended December 31, 2012, 2011, and 2010,

- respectively, was $648,000, $193,000, and $10,000 and was recorded in interest expense in the consolidated statements of operatxons and comprehensnve loss.

Revenue Recognition-—We commence revenue recognition on our leases based on a number of factors. In most cases, revenue recognmon under a lease begms when the lessee
takes possession of or controls the physical use of the leased asset. Generally, this'occurs on the lease.commencement date. The determination of who is the owner, for accounting
purposes, of the tenant improvements determines the nature of the leased asset and when revenue recognition-under-a lease begins. If we are the owner, for accounting purposes,
of the tenant improvements, then the leased asset is the finished space, and revenue recogmtmn begms when the lessee takes possess:on of the finished space typlcally when the
improvements are substantially complete : ’

If we conclude that we are not the owner, for accounting purposes, of the tenant improvements (the lessee is the owner),‘:ﬂlen‘the leased asset is the unimproved space and any
tenant improvement allowances funded under the lease are treated as lease incentives, which reduce revenue recognized over the term of the lease. In these circumstances, we
begin revenue recognition when the lessee takes possession of the unimproved space to‘construct their own improvements.. We éonsider a number of different factors in evaluating
whether we or the lessee is the owner of the tenant improvements for accounting purposes. These facmrs mclude ;s

* whether the Iease stipulatés how and on what a tenant lmprovement allowance may be spent,

¢ whether the tenant or landlord retains legal title to the improvements;

« the uniqueness of the improvements;

*» the expected economic life of the tenant improvements relative to the length of the lease; and ..

* .who COnstruets or directs the construction of the improveménts i
We recognize rental income on a straight-line basis over the term of each lease. The difference between rental income earned on a straight-line basis and the cash rent due under the
provisions of the lease agreements is recorded as deferred rent receivable and is included asa component of actounts recéivable. Due to the impact of the straight-line basis, rental
income generally will be greater than the cash collected in the éarly years and will be lesser than the cash collected in the later years of a lease. Our policy for percentage rental

incorhe is to defer recognition of contingent rental income until the specified target (i.e. breakpoint) that ttiggers the Contingent rental income is achieved. We periodically review the
collectability of outstanding receivables. Allowances will be taken for those balances that we deem to be uncollectible; including aity amouits relating to straight-line rent receivables.

" Reimbursements from tenants for recoverable real estate tax and operating expenses are accrued as revenue'ifi the period in which the applicable expenses are incufred. We make
certain assumptions and judgments in esnmatmg the relmbursements at the end of each reportmg penod We do not expect the actual tesults to matenally dlﬁ‘er ﬁ'om the

estimated reimbursements.
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We record lease termination income if there is a signed termination letter agreement, all of the conditions of the agreement have been met, collectability is reasonably assured and
the tenant is no longer occupying the property. Upon early lease temnuauon, we provide for losses related to unrecovered intangibles.and other assets.

Income Taxes—We have elected to be taxed asa REIT under the Intemal Revenue Code of 1986, as amended (the “Code”). Our qualification and taxation as a REIT depends
on our ability, on a continuing basis, to meet certain organizational and operational qualification requirements imposed upon REITs by the Code. If we fail to qualify as a REIT for
any reason in a taxable year, we will be subject to.tax-on-our-taxable income at regular.corporate rates. We would not be able to.deduct distributions paid to stockholders in any

- year in which we fail to qualify-as a REIT. We will also. be disqualified for the four taxable years following the year during which qualification was lost unless we are entitled to
relief under specific statutory provisions. Additionally, GAAP prescribes a recognition threshold and mieasurement attribute for the financial statement recognition of a tax
position taken, or expected to be taken; in a tax return. A tax position may only berecognized in the consolidated financial statements if it is more likely than not that the tax
position will be sustained upon examination. We believe it is. more likely than not that our tax positions will be sustained in any tax examinations.

Repurchase of Common Stock-—We offer a share repurchase program which may allow certain stockholders to have their shares repurchased subject to approval and certain
limitations and restrictions (see Note 3). We:account for:those financial instruments that represent our mandatory obligation to repurchase shares as liabilities to be reported at
-settlement value. At such time, we will reclasslfy such obhgan(ms from equtty tod hablhty based upon their respective settlement values. As of December 31, 2012 and 2011, no
such obligations existed. :

Restricted Cash—Restricted cash primarily consisted of escrowed insurance premiums, real estate taxes and investor proceeds for which shares of common stock had not been
issued of $1,053,000 and $214,000 as of Decembet 31,2012 and 2011 respectxvely

Class B Units—FEffective October 1, 2012 the Advisor an(LSub-adv:sor are no longer entitled to the payment of asset management fees in cash under the A&R Advisory
Agreement. Instead, we will issue to the-Advisor and Sub-advisor units of the Operating Partnership designated as “Class B units” in connection with the asset management
services provided by the Adwso: and Sub-advisor.

- The Class B units will vest, and w111 no longer be subject to forfemxe at such time as all of the followmg events.occur: (x) the value of the Operating Partnership’s assets plus all
distributions made equals or exceeds the total amount-of capital contributed-by investorsiplus a 6% cumulatwe, pre-tax, non-compounded annual return thereon (the “economic
hurdle”); (y) any one of the following occurs:.(1) the termination of the A&R Advisory Agreement by an affirmative vote of a majority of our independent.directors without
cause; (2) a listing event; or (3) another liquidity event; and (z) the Advisor is still providing advisory services to us (the “service condition™). Such Class B units will be forfeited
immediately if: (a) the A&R Advisory Agreement is terminated for cause; or (b) the A&R Adwsory Agreement is terminated by an affirmative vote of a majonty of our
independent directors w1thout cause before the economic hurdle has been met. . -

We have concluded that the Advisor a.nd Sub‘-advxsor s peﬂonmmce under the A&R Advisory: Agreement and the Fourth Amended and Restated Sub-Advisory Agreement is
not complete until they have served as the Advisor and Sub-adviser through the:date of a Liquidity Event because, prior to such date, the Class B units are subject to forfeiture
by the Advisor and Sub-advisor. Additionally, the Advisor and Sub-advisor have no disincentive for nonperformance other than the forfeiture of Class B units, which is nota
sufficiently large disincentive for nonperformance and, accordmgly, no performanee commitment exists. As a result, we have concluded the measurement date occurs when a
Liquidity Event has occurred and at such time the Advisor and Sub-advisor have continued providing-advisory services, and that the Class B units 4re not considered issued until
such a Liquidity Event.

The Class B units have both a market condition and a service condition up to and through a Liguidity Event. We intend to recognize costs during periods prior to the final
measurement date in accordance with GAAP. As a result, the vesting of Class B units occurs only upon completion of both a market condition and service condition. The
satisfaction of the market or service condition is not probable and thus no compensation will be recognized unless the market condition or service condition becomes probable.

Because the Advisor and Sub-; advxsor can be termmated wn.hout cause before a quuxdxty Event occurs and at such time the market condition and service condition may not be
met, the Class B units may | be forfeited. Addmonally, if the market condmon and service eondmon had been met and a L1qu1d1ty Event had not occurred, the Advisor and Sub-
advisor could not control. the Liquidity Event because each of the aforementioned events that represent a Liguidity Event must be approved unanimously by our mdependent
directors. As a result, we have concluded that the service condmonxs not probable

Based on our conclusion of the market condition and service condition not being probable, the Class B Units will be treated as unissued for accounting purposes until the market
conditjon, service condition and Liquidity, Eyent have been ach.teved. However, as the Class B Units are deemed to be participating securities, the distributions paid to the Advisor
and Sub-advisor will be treated as compensation expense. This expense will be calculated as the product of the number of unvested units issued to date and the stated distribution
rate at the time such distribution is authorized.
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Earnings Per Share—Earnings per share are calculated based on the weighted average number of common shares outstanding during each period. Diluted income per share
considers the effect of any potentially dilutive share equivalents, of which we had none for the years ended December 31, 2012, 2011, and 2010. .

Segment Reporting—We assess and measure operating results of our properties based on net property operations. We internially evaluate the operating performance of our
portfolio of properties and do not differentiate properties by geography, size or type. Each of our investment properties is considered a separate operating segment, and as each
property earns revenue and incurs expenses, individual operating results are reviewed and discrete financial information is available. However, our propemes are aggregated into
one reportable segment as we evaluate the aggregate performance of the propemes . .

Noncontrolling Intemts——Noncontrollmg interests in the consohdated balance sheets represent the. economic equity interests of the Joint Venture that are not owned by us.
Noncontrolling interests in the consolidated statements of equity represent contributions, distributions and allocated earnings to the CBRE Investors. Noncontrolling interests in
earnings of the Joint Venture in the consolidated statements of operations and comprehensive loss represents losses allocated to noncomrollmg interests based on the economic
ownership percentage of the consolidated Joint Venture held by these investors.

Impact of Recently Issued Accounting Pronouncements —In May 2011, the Financial Accounting Standards Board (the “FASB™) issued Accounting Standards Update
(“ASU”)2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S.
GAAP and IFRS. ASU 2011-04 clarifies some existing concepts, eliminates wording differences between.U.S. GAAP and International Financial Reporting Standards
(“IFRS™), and in some limited cases, changes some principles to achieve convergence between GAAP and IFRS. ASU 2011-04 results in a consistent definition of fair value and
common requirements for measurement of and disclosure about fair value between GAAP and IFRS. ASU 2011-04 also expands the disclosures for fair value measurements
that are estimated using significant unobservable (Level 3) inputs. ASU 2011-04 was effective for us as of January 1, 2012. The adoption of this pronouncement did not

materially impact our consolidated financial 1t

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income, which requifes anentity to present the total of comprebensive income, the
components of net income, and the components of other comprehensiye income either in a single continuous-statement-of comprehensive income, or in two separate but
consecutive statements. ASU 2011-05 eliminates the option to present components of other comprehensive income as part of the statement of eqmty ASU 2011-05 was effective
for us as of January 1, 2012. The adoption of this pronouncement did not materially impact our consolidated financial statements

In August 2012, the FASB issued ASU 2012-03, Technical Amendments and Corrections to SEC Sections: Amendments to SEC Paragraphs Pursuant to SEC

Staff Accounting Bulletin (SAB) No. 114, Technical Amendments Pursuant to SEC Release No. 33-9250, and Corrections Related to FASB Accounting

- 'Standards Update 2010-22 (SEC Update).-This update amends a number-of SEC sections in the FASB: Accounting Standards Codification as a result of (1) the issuance
of SAB114, (2) the issuance of SEC Final Rule 33-9250, and (3) corrections related to ASU 2010-22 . ASU 2012-03 was effective upon issuance.: The adopnon of this

pronouncement did not have a material impact on our consolidated financial statements. . . . s

In October 2012, the FASB issued ASU 2012-04, Technical Corrections and Improvements. The dmendments in this update cover a wide range of topics in the

- Accounting Standards Codification. These amendments include technical corrections and improvements to the Accounting Standards Codification and conforming amendments
related to fair value measurements. ASU 2012-04 will be effective for us as of January 1, 2013. The adoption of this pronouncement is not expected to have a material impact on
our consolidated financial statements.

3.EQUITY

" General—We have the authority to issue a fotal of 180,000,000 shares of common stock with a par value of $0. 01 per share and 10,000,000 shares of preferred stock, $0.01
par value per share. As of December 31, 2012, we had issued 13,801,251 shares of common stock generating gross cash procecds of $136.1 million, and we had issued no
shares of preferred stock. The holders of shares of the common stock are entitled to one vote per share on all matters voted on by stockholders, including election of the board of
dlrectors Our charter does not provide for cumulative votmg in the election of directors:

Dividend Reinvestment Plan—We have adopted the DRP that allows stockholders to have dlstnbutlons invested in addltlonal shares of our cominon stock at a price equal to
-$9.50 per share. Stockholders who elect to participate in the DRP, and who are subject to U.S. federal income taxation laws, will incur a tax liability on an amount equal to the
" fair value on the relevant distribution dats of the shares of our common stock purchased with reinvested distributions, even though such stockholders have elected not to receive
' the distributions used to purchase those shares of comition stock in cash. Distributions reinvésted through the DRP for the years ended December 31, 2012 and 2011 were

$1,324,000 and $158,000, respectively. There were no distributions reinvested through the DRP during the year ended December 31, 2010.
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Share Repurchase Program—Cur share repurchase program may provide a limited oppottunity for stockholders to have shares of common stock repurchased, subject to
certain restrictions and limitations, at a price equal to or at a discount from the purchase price paid for the shares being repurchased. Repurchase of shares of common stock will
be made monthly upon written notice received by us at least five days pnor to the end of the apphcable month Stockholders may Wxthdraw their repurchase request at any time
up to five business days prior to the repurchase date.

The board of directors may, in its'sole discretion, amend, suspend, or terminate the share repurchase program at any time. If the board of directors decides to amend, suspend
or terminate the share repurchase program, stockholders will be provided with no less than 30 days’ written notice. During the year ended December 31; 2012, there were 3,749
shares repurchased for $35,089 under the share repurchase program for an average tepurchase price of $9.36 per share. During the year ended December 31, 2011, there
were 5,630 shares repurchased for $56,244 under the share repurchase program for an average repurchase pnce of $9:99 per share.  There were no shares repurchased during
the year ended December 31, 2010.

2010 Long-Term Incentive Plan—We have adopted a 2010 Long-Term Incentive Plan which may be used to attract and retain officers, advisors, and consultants. We have not
issued any shares under tlns plan as of December 31, 2012.

2010 Independent Director Stock Plan—We have also adopted an Amended and Restated 2010 Independent Director Stock Plan which may be used to offer independent
directors an opportunity to participate in our growth through awards of shares ofrestncted common stock subject to time-based vestmg We have not issued any shares under
this plan as of December 31, 2012.

4. FAIR VALUE MEASUREMENTS

ASC 820, Fair Value Measurements and Disclosures (“ASC 820) defines fair value, establishes a framework for measuring fair value in accordance with GAAP and
expands disclosures about fair value measurements. ASC 820 emphasizes that fair value is intended to be a market-based measurement, as opposed to a transaction-specific
measurement. Fair value is defined by ASC 820 as the price that would be received-to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. Depending on the nature of the asset or liability, various techniques and assumptions can be used to estimate the fair value. Assets and
liabilities are measured using inputs from three levels of the fair value hierarchy, as follows: .

Level 1—Inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that we have the ability to access at the measurement date. An active market
is defined as a market in which transactions for the assets or liabilities occur with sufficient frequency and volume to provide pricing information on an ongoing basis.

Level 2—Inputs include quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets that are not active
(markets with few transactions), inputs other than quoted prices that are observable for the asset or liability (i.e., interest rates, yield curves, etc.), and inputs that are
derived principally from or corroborated by observable market data correlation or other means (market corroborated inputs).

Level 3—Unobservable inputs, only used to the extent that observable inputs are not available, reflect our assumptions about the pricing of an asset or liability.
The following describes the methods we use to estimate the fair value of our financial assets and liabilities:

Cash and cash equivalents, restricted cash, accounts receivable, prepaid expenses, accounts payable, and accrued expenses —We consider the carrying values
of these financial instruments to approximate fair value because of the short period of time between origination of the instruments and their expected realization.

Real estate investments—The purchase prices of the investment properties, including related lease intangible assets and liabilities, were allocated at estimated fair value based on
Level 3 inputs, such as discount rates, capxtahzatxon rates, comparable sales, replacement costs, income and expense growth rates and current market rents and allowances as
determined by management.

Mortgage loans payable —We estimate the fair value of our debt by discounting the future cash flows of each instrument a rates currently offered for similar debt
instruments of comparable maturities by our lenders using Level 3 inputs. The discount rates used approximate current lending rates for loans or groups of loans with similar
"maturities and credit quality, approximately 2.70% for variable rate debt and 4.25% for fixed rate debt, as of December 31, 2012, assuming the debt is outstanding through
maturity and considering the debt’s collateral (if applicable). We have utilized market information as available or present value technicues to estimate the amounts required to be
disclosed. The fair values and recorded values of our borrowings as of December 31, 2012, were $158.7 million and $159.0 million, respectively. The carrying amount of our
borrowings approximates their fair value as of December 31, 2011.

F-12




Considerable judgment is necessary to develop estimated fair values of financial assets and liabilities. Accordingly, the estimates presented herein are not necessarily indicative of the
amounts we could realize on disposition of the financial assets and liabilities.

5. REAL ESTATE ACQUISITIONS

For the year ended December 31, 2012, we acquired 19 grocery-anchored retail centers, including 13 through the Joint Venture, for a combined purchase price of approximately
$232.2 million, including $37.9 million of assumed debt with a fair value of $40.1 million. We allocated the purchase price of these properties to the fair value of the assets
acquired and liabilities assumed as follows (in thousands): .

Category ) Allocation
Land $ 60,600
Building and improvements 158,828
Acquired in-place leases 14,428
Acquired above-market leases - 2,718
Acquired below-market leases (4,339)
Total $ 232,235

The following information summarizes selected financial information from our combined results of operations, as if all of our acqmsmons for 2011 and 2012 had been acquired on

January 1, 2011.

We estimated that revenues, on a pro forma basis, for the years cﬁded December 31, 2012 and 2011, would have been approximately $36.3 million aﬁd $35..O million,
respectively, and our net loss attributable to our stockholders, on a pro forma basis excluding acquisition expenses of $8.7 million, would have been approximately $0.7 million
and $1.8 million, respectively. The pro forma net loss pet share excluding acquisition expenses would have been $0.05 and $0.14, respectively, for the years ended December

31,2012 and 2011.

Thls pro forma mformatlon is preseuted for informational purposes only and may not be indicative of what actual results of operations would have been had the transactions

occurred at the beginning of the period, nor does it purport to represent the results of future operatlons
6. ACQUIRED INTANGIBLE ASSETS o ' ‘

Acquired intangible lease assets consisted of the following (in thousands):

2012

2011

Acquired in-place leases, net of accumulated

amortization of $2,310 and $318, : : .

respectively : : $ 15,655 $- 3,169:
Acquired above-market leases, net of accumulated

amortization of $1,534 and $489,

respectively o 5,302 3,630
Total ) B $ 20,957 $ 6,799

Anidrl:ization expeﬁse recorded on the intangible assets for the years ended December 3 1,2012, 2011, and 2010°'was $3,037,000, $764,000, and $43,000, respectively.
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Estimated amortization expense of the respective acquired intangible lease assets as of December 31, 2012 for each of the five succeeding calendar years and thereafter is as follows
(in thousands):

Year In-Place Leases Above-Market Leases

2013 $ 3,771 $ 1,448
2014 3,632 - 1418
2015 2,795 ' 1,198
2016 . 2,125 662
2017 ' 1,230 404
2018 and thereafter : 2,102 - 172

Total $ 15,655 $ 5,302

The weighted-average amortization periods for acquired in-place lease and above-market lease intangibles are six years and five years,
respectively.

7. MORTGAGE LOANS PAYABLE

As of December 31, 2012, we had approximately $159.0 million of outstanding mortgage notes payable outstanding, inclusive of a below-market d debt adjustment of
$1.9 million. As of December 31, 2011, we had approximately $46.8 million of outstanding mortgage notes payable outstanding. Each of the mortgage notes payable is secured
by the respective property on which the debt was placed. Certain of the mortgage notes allow us to generally make additional principal payments on the loan and draw those
amounts back, not to exceed the initial loan amount, as needed. As'of December 31, 2012 and 2011, the weighted-average interest rate for the loans was 3.58% and 2.91%,
respectively. ' o :

Excluding the below-market debt adjustment, we hold $104.6 million of our debt obligations through the Joint Venture, in which we have a 54% interest, and we hold $52.5
million of our debt obligations directly. We also have an unsecured credit facility with $10.0 million of available funds, on which we have not drawn any funds as of December 31,
2012. On December 24, 2012, we also entered into a $40.0 million secured revolving credit facility with the potential to increase the borrowing capacity under such facility to
$250.0 million, from which we may draw funds to pay certain long-term debt obligations as they mature. Of the amount outstanding on our mortgage notes payable at
December 31, 2012, $17.3 million is for loans which mature in 2013. We have a one-year extension option on each loan maturing in 2013, subject to extension fees and
compliance with loan covenants. As of December 31, 2012 and 2011, our leverage ratios, or the ratio of total debt, less cash and cash equivalents, to total real estate investments,
at cost, were approximately 48.5% and 51.7%, respectively. . -

In conjunction with our acquisition of five real estate properties, we assumed debt of $37.9 million with a fair value of $40.1 million. The assumed debt market adjustment will
be amortized over the remaining life of the loans. The amortization recorded on the assumed below-market debt adjustment was $235,000 for the year ended December 31,
2012. :

The following is a summary of our debt obligations as of December 31, 2012 and 2011 (in thousands):

December 31, 2012 December 31, 2011
Outstanding Maximum Outstanding Maximum
Principal . Loan Principal Loan
Balance Capacity Balance Capacity
Fixed rate mortgages payable(!) $ 43934 § 43934 § - -
Variable rate mortgages payable - 76,424 89,475 46,788 53,400
Secured credit facility 36,709 40,000 - -
Unsecured credit facility - 10,000 - -
Assumed below-market debt adjustment 1,940 N/A - N/A
Total $ 159,007 $ 183,409 § 46,788 $ 53,400

@ The assets and liabilities of the following properties are neither available to pay the debts of the consolidated entity nor constitute obligations of

the consolidated entity: Baker Hill Center, Broadway Plaza, and Publix at Northridge.
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Below is a hstmg of the mortgage loans payable with their respective principal payment obligations (in thousands) and welghted -average iniferest rates

2013 2014 2015 2016 T i Thereafter Total
Matiring debt: * = s Wi DERRT e A . B - P A L
Fixed rate mortgages payable $ 1,216 $ 17,3317 $7°7 1,047 § 01029 § 68990 § U 7,145 §77 43,934
Variable rate mortgages payable 17,681 1,105 1,105 16,093 33,640 6,300 . 76,424
Secured line of credit - - 36,709 - - - 36,709
Total maturing debt o sose $0 18,897 8 o 18436 - :$ 38861:.- 8 . 26389 ~$ 40,539 § - .13,945-. -8 157,067
Weighted-average interest rate on debt: )
Fixed rate mortgages payable® . ., CL10% . 15% . . .65%. ... 60%, - 3.7%. . 6.1%,., 6.3%
«Variablerate mortgages payable - - - .« - - 2.8% - 225% . 0 . 25% 0 o 2T7% 0 e 24% 2.3% 2.6%
Secured line of credit 0.0% 0.0% 2.5% 0.0% C0.0% 0 0.0% 2.5%
Total 3.1% 7.2% 2.6% 4.0% 2.6% 4.2% 3.6%
). The debt maturity table does not include any below-market debt ad_]ustment, of which $1,940, net of accumulated amortization, was,.
oursmndmg as of December 31, 2012. . s e L :
@ A portion of the fixed rate debt represents loans assumed. as part of certain acquisitions. These loans typlcally have higher mterest rates than'
interest rates associated with new debt.
As of December 31,2012, we were in compliance with all debt covenants. - . R
8. ACQUIRED BELOW- MARKETLEASE INTANGIBLES . - . .. P e .
Acqulred below market lease mtang1b1es consnsted of the followmg (m thousands) )
PP R Rt
Acquire& belewv Mket leases, net of accumulated N A R .
- amortization of $811 and $161, - .. . o A e T o
respechvely : . : $ ; Lo 4,802 $ 1,203

Amortlzatlon recorded on the mtanglble 11ab111t1es for the years ended December 31 2012 201 1,and 2010 was $650 000 $151 000 and $10 000, respechvely

Estimatéd amortization income of the iutangible léase liabilitie’s‘as of Deeembe; 31,2012 for eaeh ofthe fivé succeeding ’ca'lendar years and thereaﬁer is as follows (in thousands):

. Yefii' Co : R o o R o ‘ " Below-Market Leases
2013 $ " 1,075
2014 ) 1,011
2015 795
2016 664
2017 517 .
2018 and thereafter 830
Total , ’ ; $ 4,892

The weighted-average amortization period for below market lease intangibles is six years.
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9. COMMITMENTS AND CONTINGENCIES .
Sponsor Organization and Offering Costs
In addition to the accounts payable to affiliates, there are approximately $6.9 million of offering costs incurred by the Sub-advisor on our behalf that have not been charged to us.

Organization and offering cost reimbursements may not exceed 1.5% of the gross proceeds raised through our offering. Whether these costs incurred by the Sub-advisor will be
billed is dependent upon the success of our offering and the discretion of the Sub-advisor..

Litigation

In the ordinary course of business, we may become §ﬁbjmt to litigation or claim§:'Thereate‘1;9 material legal pmceedihgs pending or known to be contemplated against us.
Environmental Matters

In connection with the ownership and operation of real estate, we may be potentially liable for costs and damages related to environmental matters, We have not beén notified by

any governmental authority of any non-compliance, liability or other claim, and we are not aware of any other environmental condition that we believe will have a material impact
onomu“u.\A).r ol ctats . . . .

Operating Lease

We lease land under a long-term lease at one property, which was acquired in 2011. Total rental expenseé for the lease was $18,300 and $4,500 for the years ended December
31, 2012 and 2011, respectively. Minimum rental commitments under the noncancelable term of the lease as of December 31, 2012 are as follows: *(i):2013, $20, 000 (u) 2014,
$20,000; (iii) 2015, $20,000; (iv) 2016, $20,000; and (v) 2017, $17,000.

10. RELATED PARTY TRANSACTIONS

Advisory Agreement—Pursuant to our advisory agreement, the Advisor is entitled to specified fees for certain services, including managing our day-to-day activities ad
implementing our ihvestment strategy. The Advisor has entered into a sub-advisory agreement with the Sub-advisor, which manages our day-to-day affairs and our portfolio of
real estate investments, subject to the board’s supervision and certain major decisions requiring the consent of both the Advisor and Sub-advisor: The expenses to be reimbursed
to the Advisor and Sub-advisor will be reimbursed in proportion to the amount of expenses incuned on our behalfby the Advisor a.nd Sub-advisor, respectively

Organization and Offering C osts—Under the terms of the advisory agreement, we are to reimburse on a monthly basis the Adwsor, the Sub-advisor or their respective
affiliates for cumulative organization and offering costs and future organization and offering costs they may incur on our behalf but only to the extent that the reimbursement
would not exceed 1.5% of gross offering proceeds over the life of our offering. As of December 31, 2012, the Advisor, Sub-advisor and their affiliates have billed us for
approximately $7.2 million of organization and offering costs, and we have reimbursed $4.2 million of such costs, resulting in a net payable of $3.0 million. In addition,
approximately $6.9 million of offering costs incurred by the Sub-advisor on our behalf has not been charged to us or been recorded in our consolidated financial statements.
Whether these costs incurred by the Sub-advisor will be billed is dependent upon the success of our offering and the discretion of the Sub-advisor. As of December 31, 2011,
the Advisor, Sub-advisor or their affiliates had incurred $7.1 miltion of organization and offering costs which we had yet to reunburse

Acquisition Fee—Wet pay the Advisor an acqmsmon fee related to services provided in connecuon with the selection a.nd purchase or origination of real estate a.nd real estate-
related investments. The acquisition fee is equal to 1.0% of the cost of investments we acquire or originate, including acquisition or origination expenses and any debt attributable
to such investments. We incurred acquisition fees payable to the Advisor, Sub-advisor and their affiliates of $1,705,000, $356,000, and $210,000, respectively, for the years
ended December 31, 2012, 2011, and 2010 in connection with our property acquisitions. The amount of these acquisition fees outstanding and payable (receivable) by us as of
December 31, 2012 and 2011 was $191,000 and ($44,000), respectively. The receivable at December 31, 2011 was due to an ovexpayment of acquisition fees related to the
Cureton Town Center acquisition.

Asset Management Fee—We paid the Advisor an asset management fee for the asset management services it provides pursuant to the advisory agreement. The asset
management fee, payable monthly in arrears (based on assets we held during the previous month) was equal to 0.08333% of the sum of the cost of all real estate and real estate-
related investments we owned and of our investments in joint ventures, including certain expenses and any debt attributable to such investments. However, the Advisor
reimbursed all or a portion of the asset management fee for any applicable period to the extent that as of the date of the payment, our modified funds from operations (as defined
in accordance with the then-current practice guidelines issued by the Investment Program Association with an ’

F-16




additional adjustment to add back capital contribution amounts received from the Sub-advisor or an affiliate thereof, without any corresponding issuance of equity to the Sub-
advisor or its affiliate), during the quarter were not at least equal to‘our declared distributions during the quarter. We cannot avoid paynient of an asset management fee by raising

- ‘our distribution rate beyond $0.65 per share on an annualized basis. Total asset management fees incutred for the years ended December 31, 2012, 2011, and 2010 were
$1,243,000, $347,000, and $18,000, respectively, with $546,000, $284,000, and $18,000 of these fées being waived or-reimbursed by the Advisor and Sub-advisor. For
the years ended December 31, 2012 and 2011, the net asset management fees of $697,000 and $63,000, respectively, were paid solely by the CBRE Investors to the Advisor
and Sub-advisor, as the amount of asset management fees for which we were responsible were waived or reimbursed to'tis by the Advisor and Sub-advisor pursuant to the
advisory agreement between the Joint Venture and the Advnsor The amount of these asset management fees outstandmg and payable by us as of December 31,2012 and 2011
was $248 000 and $63,000, respectively.

On February 4, 2013, we and the Opérating Pamlershrp entered into-an Amended and Restated Adwsory Agxeement (the “A&R Adv1sory Agreement”) with the Advisor. The
A&R Advisory Agreement provides that the asset management compenisation structire contemplated in the previous advisory agteement between us and the Advisor (as
discussed above) is eliminated effective October 1, 2012. Instead, we expect to issue to the Advisor on a quarterly basis performance-based restricted partnership units of the
Operating Partnership designated as “Class B units.” The Class B units will vest, and will no longer be subject to forfeiture, at such time as all of the following events occur: (x)
the value of the Operating Partnership’s dssets plus all distributions made equals or exceeds the total amoutit of capital contributed by investors plus a 6% cumulative, pre-tax,
non~compounded annual return thereon (the “economic hurdle™); () any one of the following occurs: (1) the termination of the A&R Advisory Agreement by an affirmative vote
of a majority of our independent directors without cause; (2) a listing event; or (3) another liquidity event; and (2) the Advisor is still providing advisory services to us (the
“service condition™). Such Class B units will be forfeited immediately if: (a) the A&R Advisory Agreement is terminated for cause; or (b) the A&R Advisory Agreement is
tetminated by an affirmative vote of a majority of our independent directors without cause before the economic hurdle has been met. ‘The Class B units are participating
securities that will receive distributions at the same rates-and dates as the distributions paid to our common stockhiolders. - These dlsmbuuons will be caIculated as the product of
the numbet of unvested units 1ssued to date and the stated distribution rate at the time such dlstnbutlon is authorized. 2 .

‘OnF ebruary 13; 2013, the Operating Partnershlp issued 59,245 Class B units to the Advisor under thé A&R Advisory Agreement for the asset management services
performed by the Advisor during the period from October 1, 2012 to December 31, 2012. These Class B units will not vest until the conditions referenced above have been
met.

Financing Fee—We pay the Advisor or Sub-advisor a financing fee equal to 0.75% of all amounts made available under any loan or line of credit. We incurred financing fees
payable to the Advisor, Sub-advisor and their affiliates of $816,000, $180,000, and $110,000 for the years ended December 31, 2012, 2011, and 2010, respectively. The
amount of these financing fees outstanding and recexvable by us as of December 31, 2011 was $19,000, whxch was duc to an overpayment of ﬁnancmg fees related to the
Ciireton Town Center acqmsmon :

Disposition Fee—For substantial assistance by the Advisor, Sub-advisor or any of their affiliates in connection with the sale of properties or other investments, we will pay the
Advisor or its assignee 2.0% of the contract sales price of each property or other investment sold. The conflicts committee Will determine whether the Advisor, Sub- advisor or
their respective affiliates have provided substantial assistance to us in connection with the sale of an asset. Substantial assistance in connection with the sale of a property includes
the Advisor’s or Sub-advisor’s preparation of an investment package for the property (including an investment analysis, rent rolls, tenant information regarding credit, a property
title report, an environmental report, a structural report and exhibits) or such other substantial services performed by the Advisor or Sub-advisor in connection with a sale.
However, if we sell an asset to an affiliate, our orgamzatlonal documents will prohlblt us from -paying the Advisor a disposition fee. Theré were no disposition fees incurred during
the years ended December 31,2012, 2011, and 2010.

General and Administrative Expenses—The sponsors provided $0, $88,000, and $140,000, respectively, during the years ended December 31, 2012,°2011, and 2010,
for certain of our general and administrative expenses as capital contributions. The sponsors have not received, and will not receive, any reimbursement for these contributions.
The sponsors do not intend to make further capital contributions to continue to fund our general and administrative expenses. As of December 31, 2012, we owed the Advisor,
Sub-advisor and their affiliates $2,000 for general and administrative expenses paid on our behalf. The amount payable to the Advisor, Sub-advisor and their affiliates as of
December 31, 2011, for general and administrative expenses was $1,140,000. As of December 31, 2012, the Advisor, Sub-advisor and their affiliates have not allocated any
portion of their employees salaries to general and administrative expenses

Subordinated Partzapatzon in Net Sales Proceeds—The Operatmg Partnership will pay to PECO-ARC Special Limited Partner, LLC (the “Specu«ﬂ Limited Partner”) a
subordinated participation in'the net sales proceeds of the sale of real estate assets equal to 15.0% of remaining net sale proceeds after return of capital contributions to
stockholders plus payment to investors of a 7.0% cumulative, pre-tax, non-compounded return on the cap:tal contributed by stockholders. Advisor has a 15.0% interest and the
. Sub-advisor has an 85.0% interest in the Special Limited Partner. :
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Subordinated Incenﬁve Listing Fee—The OperatingdPanne;rship will.pay to the Speclallened Partner. a subordinated iﬁcex;ﬁve lisﬁi;g distribution of 15.0% of the amount
by which the market value of all of our issued and outstanding common stock: plus ¢ dlstnbutlons exceeds the aggregatz gapltal contributed by smckholders plus an amount equal
t0 a 7.0% cumulative, pre—tax non- oompounded annual return to stockholders:. . 4 .

N \,.{

Neither the Special Limited Pattner nor any of its afﬁhates can earn both the subordmatwn pa.l'tlmpatlon in the net sales pmceeds and the subordmated incentive listing d:smbunon

Subordmated Dtstrzbutzon Upon Termmatwn of the Advzsor Agreement—Upon tetmmauon or non-renewal of the A&R Adwsory Agr,eement, the Specml Limited
Partner shall be entitled to a subordinated termination fee in the form of a non-interest bearing promissory note equal to 15.0% of the amount by which the cost of our assets plus
distributions exceeds the aggregatc: capital contributed by stockholders plus an amounf;equal 1o a 7.0% cumulative, pre-tax non-compounded annual return to stockholders. In
addition, the Special Limited Partner may elect to defer its right to receive a subordinated distribution upen termination unfil either a hstmg on a national securities exchange or
other liquidity event occurs,, . . . . : . s

. Property Manager—All of pur real propemes are managed and leased by Phllhps Edlson & Company Ltd (the “Property Manager”); an aﬁihated property manager. The
Property Manager is wholly awned by: our Phillips Edison sponsor and was mgamzed on September 15, 1999. The Property Manager also manages real propemes acquired by
the Phillips Edison affiliates or other;hird parties.

We pay to the Property Mana_ger lnonthly propeny management fees. e_,qualito 4.5% of the gross cash receipts of the properties m‘anagedby the Propeny Manager. In the event
that we contract directly with a non-affiliated third-party property manager with respect to a property, we will pay the Property Manager a monthly oversight fee equal to 1.0% of
the gross revenues of the property managed. In addition to the property management fee or oversight fee, if the Property Manager provides leasing services with respect to a
property, we will pay the Property Manager leasing fees in an amount equal to the leasing fees charged by unaffiliated persons rendering comparable services in the same
geographic location of the applicable property. We will reimburse the costs and expenses incurred by the Property Manager.on our behalf, including legal, travel and other out-of-
pocket expenses that are directly related to the management of specific properties, as well as fees and expenses of third-party accountants.

If we engage the Property Manager to provide construction management services with respect to a particular property, we will pay a construction management fee in an amount
that is usual and customary for comparable services rendered to similar projects inthe geographic. maxket of the property.

The Property Manager hires, directs and establishes policies for employees who have direct responsibility-for» the opgrations of each real property it manages, which m:;y include,
but is not limited to, on-site managers and building and maintenance personnel. Certain employees of the Property Manager may be employed on a part-time basis and may also be
employed by the Sub-advisor or certain of its affiliates. The Property Manager also directs the purchase of equipment and supplies and will supervise all maintenance activity.
Transactions involving the Property Manager consisted of the following (in thousandsj:

‘ Unpaid Amount as of

For the Year EndedDecember 31, ' . December 31, December 31,
2012 00 2010 _ 2012 2011

Property management fees ) ' $ 756 $ 157 $ -8 112 $ 21
Leasing commissions . : . o302 - B 4 . T 9% . -
.. Construction management fees o ' 41 . 3. LTt L8 2
Other fees and reimbursements e L 191 . 46 . .- , (20) . 4
Total - B 8§ . 1290 -$ . 240 . $ o8 206§ 27

Dealer Manager—Our dealer raanager is Realty Capital Securities, LLC (the “Dealer Manager™). The DealerrManager is a member firm of the Fi ial Industry Regulatory

Authority; Inc. (“FINRA”) and was organized on August 29, 2007. The Dealer Manager is indirectly wholly owned by our AR Capital sponsor.and provides certain sales,
promotional and marketing services in connection with the distribution of the shares of common stock offered under our offering. Excluding shares sold pursuant to.the “friends
.and family” program, the Dealer Manager is generally paid a sales commission equal to: 7.0% of the gross proceeds from the sale of shares of the common stock sold in the
primary offering and a dealer manager fee equal to 3.0% of the gross proceeds from the sale of shares of the common stock sold in the primary offering. The Dealer Manager
typically reallows 100% of the selling commissions and a portion of the dealer manager fee to participating broker-dealers.
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Selling commissions incurred during the year ended December 31, 2012 were $7,880,000, all of which were reallowed to participating broker-dealers. Dealer manager fees
incurred during the year ended December 31, 2012 were $2,522,000, of which $767,000 was reallowed to participating broker-dealers. Selling commissions incurred during
the year ended December 31, 2011 were $1,014,000, all of which were reallowed to participating broker-dealers. Dealer manager fees incurred during the year ended December
31, 2011, were $350,000, $76,000 of which was reallowed to participating broker-dealers. There were no selling commissions or dealer manager fees incurred or paid in the
year ended December 31, 2010, as all shares were sold in conjunction with our “friends and family” program under which no fees or commissions are paid.

Share Purchases by Sub-advisor—The Sub-advisor has agreed to purchase on a monthly basis sufficient shares sold in our public offering such that the total shares owned by
the Sub-advisor is equal to at least 0.10% of our outstanding shares (excluding shares issued after the commencement of, and outside of, the initial public offering) at the end of
each immediately preceding month. The Sub-advisor will purchase shares at a purchase price of $9.00 per share, reflecting no dealer manager fee or selling commissions being
paid on such shares. The Sub-advisor may not sell any of these shares while serving as the Sub-advisor.

As of December 31, 2012, the Sub-advisor owned 23,061 shares of our common stock, or approximately 0.17% of our outstanding common stock. As of December 31,
2011, the Sub-advisor owned 21,412 shares of our common stock, or approximately 0.81% of our outstanding common stock.

11. ECONOMIC DEPENDENCY

We are dependent on the Advisor, Sub-advisor, the Property Manager, the Dealer Manager and their respective affiliates for certain services that are essential to us, including the
sale of our shares of common stock, asset acquisition and disposition decisions, advances or contributions for distributions, bridge financing, and other general and administrative
responsibilities. In the event that the Advisor, the Sub-advisor, the Property Manager and/or the Dealer Manager are unable to provide such services, we would be required to
find alternative service providers or sources of capital.

As of December 31, 2012 and 2011, we owed the 'Advisor, the Sub-advisor and their respective affiliates apprbximately $3.6 million and $8.4 million, respectively, for offering
and organization expenses and asset management, property management, and other fees payable as shown below (in thousands):

) : - 2012 2011
Offering and organization expenses payable - ) $ 2987 % 7,149
General and administrative expenses of the company paid by a Sponsor _ 2 1,149
Asset g t, property manag t, and other fees payable : 645 . . 97
Total due | $ 363§ 8,395

In addition, as of December 31, 2012, approximately $6.9 million of offering costs incurred by the Sub-advisor on our behalf has not been charged to us or recorded in our
consolidated financial statements, Whether these costs will be billed to us in the future will depend on the success of our offering and the discretion of the Sub-advisor. The
sponsors provided $88,000 during the year ended December 31,2011 and $228,000 since inception for certain of our general and administrative expenses as capital
contributions. The sponsors have not received, and will not receive, any reimbursement for these contributions. There was no sponsor contribution for the year ended December
31,2012. Our sponsors do not intend to make further capital contributions to continue to fund certain of our general and administrative expenses. i

12, FUTURE MINIMUM RENTS

Our operating leases’ terms and expirations vary. The leases frequently have provisions to extend the lease agreement and other terms and conditions as negotiated. We retain
substantially all of the risks and benefits of ownership of the real estate assets leased to tenants.
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Approximate future rentals to be received under non-cancelable operating leases in effect at December 31, 2012 assumning no new or renegotlated leases or option extensions on

lease agreements, are as follows (in thousands):
Year-

2013
2014
2015
2016
2017
201 8 and thereafier

Total

Amount

26,296
24,435
21,970
19,776
17,368
83,371

$

193,216

One tenant, Publix, comprised approximately 12% of the aggregate annualized effective rent of our 26 shopping centers as of December 31, 2012. No other tenant comprised

10% or more of our aggregate annualized effective rent as of December 31, 2012

13. QUARTERLY FINANCIAL DATA (UNAUDITED)

The following is a summary of the unaudited quarterly financial information for the years ended December 31, 2012 and 2011. We believe that all necessary adjustments,
consisting only of normal recurting ad_;ustmenfs have been included in the amounts stated below to present fairly, and in accordance with GAAP the selected quarterly

information.

(in thousands, except per share amounts)

Total revenue

Operating loss

Net loss attributable to Company stockholders
Loss per share - basic and diluted

(in thousands, except per share amounts)

Total revenue

Operating loss

Net loss attributable to Company stockholders
Loss per share - basic and diluted

14. SUBSEQUENT EVENTS

Distributions

2012

First Second Third Fourth
Quarter Quarter -Quarter Quarter
2,215 3,105 § 5148 § 7,082
(52) -(725) (424) (53)
(258) (805) (1,036) (1,247)
(0.08) 0.17) (0.15) (0.11)
2011
First Second Third Fourth
Quarter ° Quarter - Quarter . Quarter
603 : 620 § 839 . % 1,467
~{99) (467) (241) (898)
. (248) (605) (440) (1,071) .
(0.28) (049) 0.29) (0.46)

On January 2, 2013, we paid a distribution equal to a daily amount of $0.00178082 per share of common stock outstanding for stockholders of record for the period from
December 1, 2012 through December 31, 2012. The total gross amount of the distribution was approximately $717,000, with $298,000 being reinvested in the DRP, for a net

cash distribution of $419,000.

On January 23, 2013, our board of directors authorized distributions to the stockholders of record at the close of business each day in the period commencing March 1, 2013
through and including March 31, 2013. The authorized distributions equal an amount of $0.00183562 per share of common stock, par value $0.01 per share. This equates to
an approximate 6.70% annualized yield when calculated on a $10.00 per share purchase price. A portion of each distribution is expected to constitute a return of capital for tax
purposes. We expect to pay these distributions on April 1, 2013. Our policy is not to fund distributions with proceeds from our offering.

On February 1, 2013, we paid a distribution equal to a daily amount of $0.00178082 per share of common stock outstanding for stockholders of record for the period from
January 1, 2013 through January 31, 2013. The total gross amount of the distribution was approximately $817,000, with $344,000 being reinvested in the DRP, for a net cash

distribution of $473,000.
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On March 1, 2013, we paid a distribution equal to a daily amount of $0.00183562 per share of common stock outstanding for stockholders of record for the period from
February 1, 2013 through February 28, 2013..The total gross amount of the distribution was apprommately $882 000, with $374,000 being reinvested in the DRP, for a net
cash distribution of $508,000.. .

Acquisition of Atlanta Portfolio

Between January 15, 2013 and February 13, 2013, we acquired a 100% interest in a portfolio consisting of seven shopping centers in the Atlanta, Georgia area (the “Atlanta
Portfolio”) for approximately, $69.6 million, exclusive of closing costs. The individual properties in the Atlanta Portfolio are located in: Acworth, Georgia; Ellenwood, Georgia;
Alpharetta, Georgia; Buford, Georgia; Mableton, Georgia; Marieita, Georgia; and McDonough, Georgia. The acquisition of the Atlanta Portfolio was partially financed with
proceeds from a syndicated revolving credit facility led by KeyBank National Association and proceeds from our ongomg public offering. The portfolio is approximately 587,367
square feet and is 90.8% leased.

Acquisition of Fairlawn Town Centre

On January 30, 2013, we acquired a 100% interest in a Giant Eagle-anchored shopping center, Fairlawn Town Centre, located in Fairlawn, Ohio, for a purchase price of
approximately $42.2 million. The acquisition was partially financed with proceeds from a syndicated revolving credit facility led by KeyBank National Association and proceeds
from our ongoing public offering. The 347,255 square foot property is 95.0% leased.

Sale of Shares of Common Stock

From January 1, 2013 through February 28, 2013, we raised approximately $46.7 million through the issuance of 4,697,487 shares of common stock under our offering. As
of February 28, 2013, approximately 131.4 million shares remained available for sale to the public under our offering, exclusive of shares available under the DRP.

Amendment of our Advisory Agreement

On February 4, 2013, we and the Operating Partnership entered into the A&R Advisory Agreement with the Advisor. The A&R Advisory Agreement provides that the asset

t compensation structure contemplated in the previous advisory agreement between us and the Advisor (as discussed above) is eliminated effective October 1, 2012.
Instead we expect to issue to the Advisor on a quarterly basis performance-based restricted partnership units of the Operating Partnership designated as “Class B units.” The
Class B units will vest, and will no longer be subject to forfeiture, at such time as all of the following events occur: (x) the value of the Operating Partnership’s assets plus all
distributions made equals or exceeds the total amount of capital contributed by investors plus a 6% cumulative, pre-tax, non-compounded annual return thereon (the “economic
hurdle”); (y) any one of the following occurs: (1) the termination of the A&R Advisory Agreement by an affirmative vote of a majority of our independent directors without
cause; (2) a listing event; or (3) another liquidity event; and (z) the Advisor is still providing advisory services to us (the “service condition™), Such Class B units will be forfeited
immediately if: (a) the A&R Advisory Agreement is terminated for cause; or (b) the A&R Advisory Agreement is terminated by an affirmative vote of a majority of our
independent directors without cause before the economic hurdle has been met.

Additionally, the A&R Advisory Agreement eliminates the subordinated share of cash flows and the subordinated incentive fee contemplated under the previous advisory
. agreement between us and the Advisor. Instead, similar concepts are now set forth in the Amended and Restated Agreement of Limited Partnership for the Operating Partnership
as follows:

. The Operating Partnership will pay to the Special Limited Partner a subordinated participation in the net sales proceeds of the sale of real estate assets equal to 15.0% of
remaining net sale proceeds after return of capltal contributions to investors plus payment to investors of a 7.0% cumulative, pre-tax, non-compounded return on the
capital contributed by investors.

. The Operating Partnership will pay to the Special Limited Partner a subordinated incentive listing distribution of 15.0% of the amount by which the market value of all
of our issued and outstanding common stock plus distributions exceeds the aggregate capital contributed by investors plus an amount equal to a 7.0% cumulative, pre-
tax non-compounded annual return to investors.

e Neither the Special Limited Partner nor any of its affiliates can earn both the subordination participation in the net sales proceeds and the subordinated incentive listing
distribution. :

Upon termination or non-renewal of the A&R Advisory Agreement, the Special Limited Partner shall be entitled to a subordinated termination fee in the form of a non-interest
bearing promissory note equal to 15.0% of the amount by which the cost of our assets plus distributions exceeds the aggregate capital contributed by investors plus an amount
equal to a 7.0% cumulative, pre-tax non-compounded annual return to investors. In addition, the Special Limited Partner may elect to defer its right to receive a subordinated
distribution upon termination until either a listing on 2 national securities exchange or other liquidity event occurs.
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The Class B units are participating securities that will receive distributions at the same rates and dates as the distributions paid to our common stockholders. These distributions
will be calculated by the product of the number of unvested units issued to date and the stated distribution rate at the time the applicable distributions are authorized.

Lines of Credit

On January 18, 2013, we ‘increased the borrowing capacity of our syndicated senior seciired revolving credit facility led by KeyBank National‘Association from $40 million to
$88 million. On January 30, 2013, we again incredsed the borrowing capacity under this facility to $120 million. This facility has an accordion feature that allows us to further
increase the capacity up to $250 million, subject to the terms and conditions of the facﬂlty Subsequent to December 31, 2012 we drew-$63.9 mllhon from this facility. As of
March 7,2013, the balance under this facility was $100.6 million. -

We have an unsecured credit facility with KeyBank National Association with a capacity of $10.0 million. Subsequent to December 31, 2012, we drew $8.4 million from this
facility, As of March 7, 2013, the balance under this facility was $8.4 nnlhon
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SCHEDULE III—REAL ESTATE ASSETS AND ACCUMULATED DEPRECIATION

December 31, 2012
Gross amount carried at end of
(in thousands) Initial Cost (A) period
: Buildings and Accumulated Date
- Buildings and  Adjustments Improvements Total Depreciation  Constructed / Date
Pro Name Ci Mo Land Improvements to Basis Land (C) ©) ®) AE) Renovated Acquired
Lakeside Plaza Salem VA § -8 26148 5977 1598 26148 6,084 86988 (748) 1988 12/10/2010 -
Snow View Plaza Parma OH - 3,386 7,150 1,764 3,386 7,333 10,719 (959) 1981/2008 12/15/2010
St. Charles Plaza Haines City FL 6,008 2,780 5,709 1,611 2,780 5,724 8,504 (549) 2007 6/10/2011
Centerpoint Easley SC 4,940 2,132 4,633 85 2,132 4,663 6,795 (299) 2002 10/14/2011
Southampton Village Tyrone GA 6,020 2,133 5,713 504 2,133 5,759 7,892 (387) 2003 10/14/2011
Burwood Village Center Glen Burnie MD 300 3,828 11,786 986 3,828 11,829 15,657 31 1971 11/9/2011
Cureton Town Center ‘Waxhaw NC 8,875 4,653 8,113 1,184 4,653 8,132 12,785 (460) 2006 12/29/2011
Tramway Crossing Sanford NC 3,400 1,230 3,856 414 1,230 3,883 5,113 (243) © 1996/2000 2/23/2012
Westin Centre Fayetteville NC 3,738 1,463 4,226 361 1,463 4,240 5,703 (300) 1996/1999 2/23/2012
The Village at Glynn Place Brunswick GA 6,500 3,671 7,626 53 3,671 7,690 11,361 . (364) 1996 4/27/2012
Meadowthorpe Shopping Center Lexington KY 4,891 3,193 5,085 441 3,193 5,154 8,347 (272) 1989/2008 5/9/2012
New Windsor Marketplace ‘Windsor co - 3,044 2,152 354 3,04 2,176 5,220 (88) 2003 5/9/2012
Vine Street Square Kissimmee FL 7,931 5438 7,229 .. . 983 5438 7.294 12,732 (286) 1996/2011 6/4/2012
Northtowne Square Gibsonia PA 6,370 1,305 8,749 521 7 1,305 " 8,813 10,118 17(302) 1993 6/19/2012
Brentwood Commons Bensenville IL 8,913 5,141 8,990 719 5,141 9,012 14,153 (303) 1981/2001 7/5/2012
Sidney Towne Center Sidney OH - 850 4,382 931) 850 4,499 5,349 (122) 1981/2007 8/2/2012
Broadway Plaza Tucson AZ 6,971 3,704 8,444 926 3,704 8,542 12,246 (190) 1982-1995 8/13/2012
Richmond Plaza Augusta GA 13,000 4,647 13,754 1,099 4,647 13,776 18,423 (238) - 1980/2009 8/30/2012
Publix at Northridge Sarasota FL . 9,985 4,155 7,148 569 4,155 7,211 11,366 (103) 2003 8/30/2012
Baker Hill Center Glen Ellyn L 11,969 5,585 15,220 1,524 5,585 15,241 20,826 236) 1998 9/6/2012
New Prague Commons New Prague . MN 6,800 .. 2,027 7,826 297 2,027 7,826 9,853 @87 2008 10/12/2012
Brook Park Plaza Brook Park OH 3,747 ' 1,702 8,437 506. 1,702 8,463 .. 10,165 (50) - 2001 10/23/2012
Heron Creek Towne Center North Port FL ® 2,848 5,296 506 2,848 5296 - .8,144 - 2001 12/17/2012
Quartz Hill Towne Centre Lancaster CA ®) 4,977 14,904 1,089 4,977 14,904 19,881 - 1991/2012 12/26/2012
Hilfiker Square Salem OR ®) 2,063 5,142 795 ¢ 2,063 5,142 7,205 - 1984/2011 12/28/2012
‘Village One Plaza Modesto CA F) 3,558 20,360 (2,582 3,558 20362 - 23 920 - - 2007 12/28/2012
Totals § 1203588 82127% 207,907 $ 19,1018 821278 w}_gl 1758 {7317)
(A)  The initial cost to us represents the ongmal purchase price of the property, includi d sut to acquisition which were contemplated at the time the pmperty ‘was acquired.

"(B) 'The amounts reflected in the column labeled “Adjustments to Basis” include above- and below-market ledses and in- -place values that are recorded at the time of acquisition. Such amounts are not included in our

determination of the total gross amount carried at the end of the period.
(C)  The aggregate cost of real estate owned at December 31, 2012,
o Recongiliaﬁon of real estate owned:

2012 2011 . - T ol
Balance at January 1 $ 70,7538 19,126
Real estate acquisitions 219,377 51,532
_Additions to/improvements of real estate 1.045 95
Balance at December 31 $ 2011758 70753 R

(E)  Reconciliation of accumulated depléciaﬁon :

2012 2011 ) .
Balance at January 1 $ 1,618 65 EEE - . o
Depreciation expense 6,056 1,196 N

——ooo 17100
7317 1,261

(F)  The loan secured by these properties is a revolving credit facility on which we have borrowed $36,709 as of December 31, 2012.' The amount of loan is not dllocdted to the individual properties.
* ok K K ok

Balance at December 31
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SIGNATURES -

Pursuaut to the requirements of the Securities Exchange Act of 1934, tﬁe regisﬂaiit has duly caused this report to be signed on its behalf by the undersigned thereunto
duly authorized this 8th day of March 2013.

PHILLIPS EDISON-ARC SHOPPING CENTER
REIT INC.

By: /s/ JEFFREY S. EDISON ’

Jefirey S. Edison
Co-Chairman of the Board and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this repon has been signed by the following persons in the capacities and on the dates indicated.

Signatuie i ) Title Date
/s/ - JEFFREY S. EDISON . Co-Chainnaﬁ of the Board and Chief Executive Officer (Principal Executive © March7 ,2013
Michacl C. Phillips Officer) ° ' '
/s/ MicHAEL C. PHILLIPS ‘Co-Chairman of the Board of Directors March 7, 2013
Jeffrey S. Edison ) : )
/s/ RicHARD J. SMITH . Chief Financial Officer (Principal Financial Officer and Principal Accounting March 7, 2013
Richerd J. Smith : Officer) .
/s|_Witiav M. KAHANE __ Director - = , ' March 7, 2013
/s/ Lesuk T.CHAO . Digctor. " March7,2013
Leslie T. Chao : "
/s/ _ETHAN_HERSHMAN Director _ v “March 7, 2013
Ethan Hershman :
/s/  RonaLp K. KRk Director o 'March 7,2013
Ronald K. Kirk '
/s/  PAUL MASSEY Director . B _ March7, 2013
Panl Massey
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