


LETTER TO SHAREHOLDERS

Dear Shareholder,

Cole Holdings Corporation has a long history of creating and realizing value for our REIT investors.
Based on our core strategy of owning high-quality, income-producing real estate leased to
creditworthy tenants on long-term leases, we have delivered solid results for more than 30 years. With
our announced transaction whereby Cole Credit Property Trust i, Inc. will acquire Cole Holdings, we
believe the combined entity will strengthen our market leadership position and allow us to better serve

the shareholders of Cole Real Estate Income Strategy (Daily NAV), Inc. (Cole income NAV).

For 2013, we believe that prospects for commercial real estate (CRE) look promising for two reasons.

Christopher H: Cole
First, historically low levels of new supply mean that even modest advances in the economy could Executive Chairman
and Founder

deliver a substantial boost to CRE fundamentals and rents. Second, economic and financial uncertainty,
low yields on most investments and risks of future inflation may drive investors to CRE, an asset class
that arguably provides an antidote to all three conditions. We believe these factors bode well for Cole
Income NAV's investment strategy, which focuses on investing in income-producing commercial real
estate primarily leased to creditworthy tenants under long-term net leases.

At year-end, the Cole Income NAV portfolio consisted of 10 properties located in eight states, with
approximately 225,000 gross rentable square feet of commercial space, and an aggregate purchase
price of $32.7 million. The occupancy rate was 100.0% with a weighted average remaining lease
term of 15.9 years and a weighted average credit rating' of its rated tenants of ‘BBB’. Some of the

well-known, high-quality tenants in the portfolio include CVS, Walgreens, Kohl’s, McDonald’s and

JPMorgan Chase. Marc Nemer
President and
We are pleased with the overall performance of Cole Income NAV. At the end of 2012, the net Chief Executive Officer

asset value (NAV) per share was $16.11, resulting in a total return? for the year of 13.05%, and an
annualized distribution rate of 5.58% (based on the $14.99 NAV).

We believe that our goal of being the premier, trusted brand in real estate, and the most capable
partner in delivering best-in-class long-term results to our clients, is now even more attainable. Thank
you for your continued relationship with Cole. We look forward to serving you and future generations
with sound real estate-based investment strategies.

Sincerely,
- %@L

Christopher H. Cole Marc Nemer
Fxecutive Chairman and Founder President and Chief Executive Officer

Cole Real Estate Investments Cole Real Estate Investments

' Based on S&P rated tenants only. 80% of tenants in the Cole Income NAV portfolio have S&P ratings. Defined as the average credit quality of tenants in the portfalio
weighted by purchase price. This.is not a credit rating of the portfolio.

2The 13.05% total return is inclusive of the distributions paid in cash during 2012 and the increase in share price from $14.99 - $16.11 (1/1/2012 - 12/31/2012).
Data provided by Cole Income NAV's fund accountant. Performance reflects waiver of fees by Cole Income NAV's advisor and dealer manager during the period
from January 1, 2012 through June 30, 212. Past performance is no guarantee of future results.

Certain statements in this letter may be considered forward-looking statements that reflect the current views of Cole Income NAV’s management with respect to
future events. Forward-looking statements about Cole Income NAV's plans, strategies and prospects are based on current information, estimates and projections;
they are subject to risks and uncertainties, as well as known and unknown risks, such as changes in economic conditions and the real estate market, which could
cause actual results to differ materially from those projected or anticipated. Forward-looking statements are not intended to be a guarantee of any event, action,
result, outcome or performance in future periods. Cole Income NAY does not intend or assume any obligation to update any forward-looking statements, and the
reader is cautioned not to place undue reliance on them.
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FEATURED ACQUISITIONS

’A%buquerqw, NM

The Parke e ~ San Antonio, TX fWaﬁgreeﬁs
DATE ACQUIRED: 12/09/11  MAJOR TENANTS: DATE ACQUIRED:

12/07/11

PURCHASE PRICE:  $2,475,000

LEASE TERM:*

14.4 YEARS

SQUARE FOOTAGE: 105,850  KOHL'S, |.P. MORGAN CHASE, SQUARE FOOTAGE:
_ PURCHASE PRICE: ~ $7,250,000  MCDONALD'S - :

{”jVS/;}haé*mavcy' . Mémﬁeéd, OH and Erie, PA Tractor Supply

15,525

Brunswick, GA

DATE ACQUIRED: 12/09/11  PURCHASE PRICE:  $4,579,000  DATE ACQUIRED:

12/09/11

PURCHASE PRICE:

$3,397,000

19,097

LEASE TERM:*

11.5 YEARS

 SQUARE FOOTAGE: 20,847 LEASETERM:* 252 YEARS  SQUARE FOOTAGE:

Dollar General . Berwick, LA Aaﬁé\/@nﬁeﬁutdf

Macomb "i"t:waship,?v%i

 DATE ACQUIRED: 11/30/12  PURCHASE PRICE:  $1,781,000  DATE ACQUIRED:

12/20/11

PURCHASE PRICE:

$2,099,000

7,000

LEASE TERM:*

SQUARE FOOTAGE: 12,466  LEASETERM:* 1.

*AL time:of acquisition.

Cole Income NAV is not affiliated or associated with, is not endorsed by, does not endorse, and is not spansored by or a sponsor of the tenants or of their products or services
pictured or mentioned. The names, logos and all related product and service names, design marks.and slogans are the trademarks. or service marks of their respective companies.




REPORT OF INDEPENDENT DER;EC" 'ORS

As mdémndem Directors of Cole Real Estate mcome Strdtegy (Daily NAV), !nc_
(the "Company”), we have reviewed the p@iaczes foiiowed by the Company and.
believe they are-in the best interest of-its stockholders. The basis for this conclusion
is summarized below.

The Company has developed a system of policies designed to enable the Company to
achieve its goals and cbijectives, as outlined in the Company’s charter. These policies
cover among other things, investments in properties, tenant leases and profiles,
allocation of investment oppartunities, borrowing and related party transactions:

The Company’s primary investment objectives are to: acquire commercial
properties, Jeased under long-term net leases to creditworthy tenants, which
provide current operating cash flow; maintain a level of liquid assets as a source
of furids to: meet redemption requests; provideireasonably stable, currentincome
for investors through the payment of distributions; and provide the opportunity
to participate in capital appreciation in the value of the Company’s investments,
Consistent with the foregoing, it is the Company’s policy to have its advisor
conduct a thorough e*;aéuaﬁgn of proposed investraents inc%ud%ng, when possible:
physically inspecting each property and local market; procuring and reviewing a
property condition report, an environmental site assessment and an independent
valuation estimate: and evaluating the lease; title commitment and survey. In
addition; itis the f’s*ﬁpany’s policy to have its advisor apply a well-established
anderwriting | z}racess to determine the creditworthiness of potential tenants,
including analyzing the financial condition of the tenant, data provided by credit
rating services (when available) and other information, The Company also has a
policy designed to ensure that the Company receives a fair allocation of suitable

investment opportunities that become available to the investment programs _ Chief iﬁvestment Offzcer Ventas

sponsored by Cole Real Estate Investments. Furthermore, the Company has Investments, a multi-family real
_investment. firm ,

established policies related to borrowing limits and related party transactions. The

foregoing policies are intended to minimize investment risks and provide greater : L
D Ku’k McAl!aster, j 2
- Execuizve Vice President, Chl?f‘ -
We have reviewed the transactions between the Company and its advisor ' hnanc,‘ai (}ff;cetand Treasurer

stability as compared to other sectors of the commercial real estate market.

and affiliates of its advisor that occurred during the year ended Deécember 31,
2012, which are desecribed in Note 10 to the Consolidated Financial Statements
contained in this Annual Report, and have determined that these transactions are
faivand ,rea_sa_{}_abig_{g;;__se_,CQ_rr;pany and its stockholders. The Company’s advisor
and its affiliated ismpaniés are considered to be related parties because they are
wholly-owned indirectly by Chrsstcp%er H. Cole, the Chairman oz the Board of

Directors, Chief Executive Officer and President of the (,m"apany

George N Fugelsang | Richard]. Lehmann | = Roger D. Snell

Other Information

The Company is required, pursuant to its charter, to provide the following information. The Company’s ratio of costs of raising
capital during the year ended December 31, 2012 to the capital raised was 1.65%. During the year ended December 31,
2012, the Company’s total operating expenses, as defined in its charter, were approximately 2.97% of its average invested
assets. The Company’s fotal operating expenses as a percentage of net income, as defined in its charter, were approximately
162% for the year ended December 31, 2072
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements contained in this Annual Report on Form 10-K of Cole Real Estate Income Strategy
(Daily NAV), Inc., 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 21E 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 safe harbor provisions for forward-looking statements contained in Section 27A
of the Securities Act and Section 21E of the Exchange Act, as applicable by law. Such statements include, in
particular, statements about our plans, strategies, and prospects and are subject to certain risks and uncertainties,
as well as 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,” “would,” “could,” “should,” “expect,” “intend,” “ant101pate ” “estimate,” “believe,” “continue,” or
other similar words.

ATS

Although we believe that the expectations reflected in such forward-looking statements are based on
reasonable assumptions, our actual results and performance could differ materially from those set forth in the
-forward-looking statements. Factors which could have a materlal adverse effect on our operations and future
prospects include, but are not limited to:

*  our ability to effectlvely deploy the proce'eds raised in our public offering;
*  changes in economic cohditions generally and the real estate and securities markets specifically;
. legislative or regulatory changes (including changes to the laws governing the taxation of REITs);

» -the effect of financial leverage, including changes in interest rates, availability of credit, loss of
flexibility due to negative and affirmative covenants, reﬁnancmg risk at maturity and generally the
increased risk of loss if our investments fail to perform as expected

s our ability to access sources of liquidity when we have the need to fund redemptions of common stock 7
in excess of the proceeds from the sales of shares of our common stock in our continuous offering and
the consequential risk that we may not have the resources to satisfy redemption requests; and

»  changes to accounting principles generally accepted in the United States of America (“GAAP”).

Forward-looking statements that were true at the time made may ultimately prove to be incorrect or false.
We caution readers not to place undue reliance on forward-looking statements, which reflect our management’s
- view only as of the date this Annual Report on Form 10-K is filed with the Securities and Exchange Commission
(the “SEC”). We make no representation or warranty (express or implied) about the accuracy of any such ’
forward-looking statements contained in this Annual Report on Form 10-K. Additionally, we undertake no
obligation to update or revise forward-looking statements to reflect changed assumptions, the occurrence of
unanticipated events or changes to future operating results. The forward-looking statements should be read in
light of the risk factors identified in “Item 1A—Risk Factors” of this Annual Report on Form 10-K. -



PARTI

ITEM 1. BUSINESS
Formation

Cole Real Estate Income Strategy (Daily NAV), Inc. (the “Company,” “we,” “our” or “us”) is a Maryland
corporation that was formed on July 27, 2010 (Date of Inception) and intends to qualify as a real estate
investment trust (“REIT”) for federal income tax purposes beginning with the taxable year ending December 31,
2012. We were organized to primarily acquire and operate a diversified portfolio of necessity retail, office and
industrial properties that are anchored by creditworthy tenants under long-term net leases, and are strategically
located throughout the United States and U.S. protectorates. As of December 31, 2012, the Company owned ten
commercial properties located in eight states, comprising 225,041 rentable square feet of commercial space
including square feet of buildings which are on land subject to ground leases. As of December 31, 2012, these
properties were 100% leased.

Substantially all of our business is conducted through our operating partnership, Cole Real Estate Income
Strategy (Daily NAV) Operating Partnership, LP, a Delaware limited partnership (“Cole OP”). We are the sole
general partner of and own, directly or indirectly, 100% of the partnership interest in Cole OP. We are externally
managed by Cole Real Estate Income Strategy (Daily NAV) Advisors, LLC (“Cole Advisors”), an affiliate of our
Sponsor.

Our sponsor, Cole Real Estate Investments, is a group of affiliated elitities, including our advisor, that has

sponsored various real estate investment programs. Cole Advisors acts as our advisor pursuant to an advisory

agreement with us, and is responsible for managing our affairs on a day-to-day basis and for identifying and
making acquisitions and investments on our behalf. Our charter provides that our independent directors are
responsible for reviewing the performance of our advisor and determining whether the compensation paid to our
advisor and its affiliates is reasonable. The advisory agreement with Cole Advisors is for a one-year term and is
reconsidered on an annual basis by our board of directors. We have no paid employees and rely upon our advisor
and its affiliates to provide substantially all of our day-to-day management.

On December 6, 2011, pursuant to a registration statement on Form S-11 under the Securities Act of 1933,
as amended (the “Registration Statement”), we commenced our initial public offering on a “best efforts” basis for
a minimum of $10,000,000 in shares and a maximum of $4,000,000,000 in shares of our common stock (the
“Offering”). Of this amount, we are offering $3,500,000,000 in shares in a primary offering and have reserved
and are offering $500,000,000 in shares pursuant to our distribution reinvestment plan (the “DRIP”).

Until the release of proceeds from escrow, the per share purchase price for shares of our common stock was
$15.00, an amount that was arbitrarily determined by our board of directors. On December 6, 2011, Cole
Holdings Corporation (“CHC”), an affiliate of our sponsor, deposited $10,000,000 for the purchase of shares of
common stock at a purchase price of $15.00 per share. As a result, we satisfied the conditions of our escrow
agreement and on December 7, 2011, we broke escrow and accepted the investor’s subscription for shares of our
common stock in the offering. Going forward, the per share purchase price of our common stock will vary from
day-to-day, and on any given business day will be equal to our net asset value (“NAV”) divided by the number of
shares of our common stock outstanding as of the end of business on such day.

On February 13, 2013, we filed a registration statement on Form S-11, Registration Statement
No. 333-186656 (the “New Registration Statement”), to register the offer and sale of our existing class of our
common stock, as well as two new classes of our common stock. Contingent upon the effectiveness of the New
Registration Statement, there will be certain changes that will impact existing and future shareholders. Unless
otherwise stated, all disclosures and discussion in this annual report on Form 10-K do not include the expected
effects of the New Registration Statement.



We are structured as a perpetual-life, non-exchange traded REIT. This means that, subject to regulatory
approval of our filing for additional offerings, we will be selling shares of our common stock on a continuous
basis and for an indefinite period of time. We will endeavor to take all reasonable actions to avoid interruptions
in the continuous offering of our shares of common stock. There can be no assurance, however, that we will not
need to suspend our continuous offering. The offering must be registered in every state in which we offer or sell
shares. Generally, such registrations are for a period of one year. Thus, we may have to stop selling shares in any
state in which our registration is not renewed or otherwise extended annually. We reserve the right to terminate
the Offering at any time and to extend our offering term to the extent permissible under applicable law.

Investment Objectives, Strategy and Policies

Our investment strategy is to invest primarily in a diversified portfolio of (1) necessity commercial
properties in the retail, office and industrial sectors that are leased to creditworthy tenants under long-term net
leases, and are strategically located throughout the United States and U.S. protectorates, (2) notes receivable
secured by commercial real estate, including the origination of loans, and (3) U.S. government securities, agency
securities and corporate debt and other investments for which there is reasonable liquidity. Our investment in
commercial properties is limited to the retail, office and industrial sectors that meet our investment criteria. The
actual percentage of our portfolio that is invested in retail, office and industrial property categories may fluctuate
due to market conditions and investment opportunities. We expect to maintain a level of liquid assets (cash, cash
equivalents, other short-term investments, U.S. government securities, agency securities, corporate debt, liquid
real estate-related, equity or debt securities and other investments for which there is reasonable liquidity) as a
source of funds to meet redemption requests. Our primary investment objectives are: :

*  toacquire commercial properties, leased under long-term net leases to creditworthy tenants, which
provide current operating cash flow; . ‘ :

* to maintain a level of liquid assets as a source of funds to meet redemption requests;
*  to provide reasonably stable, current income for investors through the payment of distributions; and

s to provide the opportunity to participate in capital appreciation in the value of our investments.

We cannot assure investors that we will achieve any of these objectives. Our board of directors, including
our independent directors, has adopted investment policies. Our directors will formally review at a duly called
meeting our investment policies on an annual basis and our portfolio on a quarterly basis or, in each case, more
often as they deem appropriate. Changes to our investment policies must be approved by our board of directors,
including a majority of our independent directors. Our board of directors may revise our investment policies,
which we describe in more detail below, without the concurrence of our stockholders. However, our board of
directors will not amend our. charter, including any investment policies that are provided in our charter, without
the concurrence of a majority of the outstanding shares, except for amendments that do not adversely affect the
rights, preferences and privileges of our stockholders. Our investment policies delegate to our advisor broad
authority to execute real estate property acquisitions and dispositions. Our board of directors will at all times
have ultimate oversight over our investments and may change from time to time the scope of authority delegated
to our advisor with respect to acquisition and disposition transactions. o

Acquisition and InVestm_eni Policies
Commercial Real Estate Properties

Our commercial real estate investments will primarily consist of single-tenant, necessity commercial
properties, which are leased to creditworthy tenants under long-term net leases and provide current operating
cash flow. We use the term necessity commercial properties to describe retail properties that are important to
customers and office and industrial properties that are essential to the business operations of a corporate tenant.
Over time, we expect our property sector allocations to broadly reflect the composition of the NCREIF Property
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Index with the exception of multi-family and lodging, which will be excladed from our investment portfolio. The
actual percentage of our portfolio that is invested in the retail, office and industrial property categories may
fluctuate due to market conditions. and investment opportunities.

Necessity retail describes companies that provide consumers with products that are important to, and part of,
their everyday lives. Examples of necessity retail properties include pharmacies, home improvement stores,
national superstores, restaurants and regional retailers that provide products considered necessities to that region.
Historically, the retail sector of commercial real estate has been able to withstand most market cycles better than
other sectors, due to the long-term resilience of consumer spending. By focusing our retail investment strategy on
necessity retailers subject to long-term net leases, our objective is to provide our stockholders with a relatively
stable stream of current income, while avoiding a significant decline in the value of our real estate portfolio.

Necessity office and industrial properties are essential to the business operations of a corporate tenant,
typically due to one or more of the following factors:

« difficulty of replacement or prohibitive cost to relocate;

. sole or major loéation for its distribution or office operations;

e  proximity to its distribution, manufacturing, research facilities or customer base;
o  lower labor, transportation and/or operating costs;

e more stable labor force; ' |

«  optimal access to transportation networks that enable efﬁcie;n;, dlstrlbutlon, and/or

« significant amount of tenant-funded capital improvements, suich ‘as customized computer systems and
information technology infrastructure, racking and sorting systéms, and cooling or refrigeration
systems. ER

For example, distribution facilities, warehouses, manufacturing plants and corporate or regional
headquarters are often considered to be necessity office and industrial properties. We believe that necessity office
and industrial properties provide a relatively greater level of stability than other office and industrial property
types because necessity properties typically involve long-term leases and experience relatively low tenant
turnover. We also believe that, as a result of recent and ongoing business developments, such as the role of the
internet in the distribution of products, globalization of importing and exporting products and consolidation of
businesses requiring office buildings to accommodate a single tenant, there is, and we expect there will continue
to be, increasing demand by commercial tenants for necessity office and industrial properties. -

For over three decades, our sponsor has developed and utilized this investment approach in acquiring and
managing real estate assets. We believe that our sponsor’s experience Will-,p'rbvide us 'with a competitive
advantage. In addition, our sponsor has built an organization of over 350 employees, who are experienced in the
various aspects of acquiring, financing, managing and selling commercial real estate, and .we believe that our
access to these resources also will provide us with an advantage. : :

Our goal is to acquire a portfolio of commercial properties that are diversified by way of location and
industry, in order to minimize the potential adverse impact of economic slow-downs or downturns in local
markets or a specific industry. There is no limitation on the number, size or type of properties that we may
acquire or on the percentage of net proceeds of the Offering that may be invested in a single property. The
number and mix of properties comprising our portfolio will depend upon real estate market conditions and other
circumstances existing at the time we acquire properties, and the amount of proceeds we raise in the Offering.
We are not restricted to investments in commercial properties and we will not forego a high quality investment
because it does not precisely fit our expected portfolio composition.

We intend to incur debt to acquire properties where our advisor determines that incurring such debt is in our
best interests, and in the best interest of our stockholders. In addition, from time to time, we may acquire some
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properties without financing and later incur mortgage debt secured by one or more ‘of such properties if favorable
financing terms are available. We will use the proceeds from these loans to acquire additional properties and
maintain liquidity. See © —Borrowmg Pohcles” below for a more déta.lled descnptlon of our borrowmg intentions
and hnutanons ~ ‘

Retazl Real Estate Properties. We expect the portion of our portfolio allocated to retail real estate properties
will focus on regional or national name brand retail businesses with creditworthy and establishéd track records. It
is our present intention to hold substantially all of the retail properties that we acquire for a period in excess of
five years. We will also pursue properties leased to tenants representing a variety of retail industries to avoid
concentration in any one industry. These industries include all types of retail estabhshments such as big box
retailers; Convenience stores, drug stores and restaurant properties. We expect that some of these investments will
provide long-term value by virtue of their size, location, quality and condition, and lease ¢haracteristics. We
currently expect that substantlally all of our retall propemes acqulsltlons will. be in the Umted States mcludmg
U.S. protectorates. -

- 'We believe that focusing on the acquisition of single-tenant and multi-tenant- necessity retail propertles net
leased to creditworthy tenants presents lower investment risks and greater stability than many other sectors of
today’s commercial real estate market. By acquiring a large number of single-tenant and mu]tl-tenant retail
properties, we believe that lower than expected results of operations from one or a few investments will not
necessarily preclude our ability to realize our investment objective of cash flow from our overall portfolio. We -
believe this approach can result in less risk to investors than an investment approach that targets other asset
classes. In addition, we believe that retail propertles under long-term tnple niet and double net leases offer a
distinct 1nvestment advantage since thesé properties generally require less management and operating capital,
have less recurring tenant tirnover and, with respect to single tenant propertles, often’ offer snpenor locations that
are less dependent on the financial stability of adjoining tenants. In addition, since we intend to acqulre
properties that are geographically diverse, we expect to minimize the potential adverse unpact of econonnc
slowdowns or downturns in local markets.

Many retail compames today are entenng into sale-leaseback arrangements asa strategy for applylng cap1ta1
that would otherwise be applied to their real estate holdings to their core ‘operating businesses. We believe that
our investment strategy will enable us to take advantage of the mcreased emphasis on retailers’ core business -
operations in today’s competltlve corporate env1ronment as many retailers attempt to divest from real’ estate
assets. :

Office and Industrial Real Estate Properties. We expect that our office properties will mclude recently
constructed, high quality, low, mid- or high-rise office buildings that are necessary to a principal tenant, subject
to a long-term net lease, and used for purposes such as a corporate, regional or product-specific headquarters. We'
also expect that our industrial property portfolio will include recently constructed, high quality industrial
properties that are necessary to a single. principal tenant, subject to along-term net lease, and used for purposes
such as warehousmg, distribution, light manufacturlng, research and development, or industrial flex facilities. It
is our present intention to hold substantlally all of the office and industrial properties that we acquire for a period
of more than seven years

-We expect that some of our office and industrial properties will be multi-tenant properties, anchored by one
or more principal tenants, who are creditworthy and subject to long-term net leases. We expect that, from time to
time, we may invest in corporate development projects, designed to construct an income producing office or-
industrial property to serve one or more creditworthy tenants.

Real Estate Underwriting Process ..

Tn evaluating potential property acquisition‘s consistent with our investment objectives, our advisor will
apply its well-established undérwriting process to determine the creditworthiness of potential tenants. Similarly,
our advisor will apply its credit underwriting criteria to possible' new tenants when we are re-leasing properties in
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our portfolio. Our advisor’s underwriting process includes analyzing the financial data and other available
information about the tenant, such as income statements, balance sheets, net worth, cash flow, business plans,
data provided by industry credit rating services, and/or other information our advisor may deem relevant.
Generally, these tenants must have a proven track record in order to meet the credit tests applied by our advisor.
In addition, we may obtain guarantees of leases by the corporate parent of the tenant, in which case our advisor
will analyze the creditworthiness of the guarantor.-In many instances, especially in sale-leaseback situations,
where we are acquiring a property: from a company and simultaneously leasing it back to the company under a
long-term lease, we will meet with the senior management to discuss the company’s business plan and strategy.

When using debt rating agencies, a tenant typically will be considered creditworthy when the tenant has an
“investment grade” debt rating by Moody’s Investor Service (“Moody’s™) of Baa3 or better, credit rating by -
Standard & Poor’s Financial Services LLC (“Standard & Poor’s”) of BBB- or better, or its payments are -
guaranteed by a company with such rating. Changes in tenant credit ratings, coupled with future acquisition and
disposition activity, may increase or decrease our concentration of creditworthy tenants in the future.

- Moody’s ratings are opinions of future relative creditworthiness based on an evaluation-of franchise value,
financial statement analysis and management quality. The rating given to.a debt obligation describes the level.of
risk associated with receiving full and timely payment of principal and interest.on that specific debt obligation
and how that risk compares with that of all other debt obligations. The rating, therefore, provides one measure of
the ability of a company to generate cash in the future.. . ~

A Moody’s debt rating of Baa3, which is the lowest investment grade rating given by Moody’s, is assigned
to companies which, in Moody’s opinion, have adequate financial security, prqyer, certain protective elements
may be lacking or may be unreliable over any given period of time, A Moody’s debt rating of AAA, which is the .
highest investment grade rating given by Moody’s, is assigned to companies which, in Moody’s opinion, have
exceptional financial security. Thus, investment grade tenants will.be judged by Moody’s to have at least
adequate financial security, and will in some cases have exceptional financial security.,

Standard & Poor’s assigns a credit rating to companies and to each issuance or class of debt issued by a
rated company. A Standard & Poor’s credit rating of BBB-, which is the lowest investment grade rating given by
Standard & Poor’s, is assigned to.companies that, in Standard & Poor’s opinion, exhibit adequate protection .
parameters. However, adverse economic conditions or changing circumstances are more likely to lead toa
weakened capacity of the company to meet its financial commitments. A Standard & Poor’s credit rating of
AAA+, which is the highest investment grade rating given by Standard & Poor’s, is assigned to companies that,
in the opinion of Standard & Poor’s, have extremely strong capacities to meet their financial commitments. Thus,
investment grade tenants will be judged by Standard & Poor’s to have at least adequate protection parameters,
and will in some cases have extremely strong financial positions.

* While we will utilize ratings by Moody’s and Standard & Poor’s, when available, as one factor in . ‘
determining whether a tenant is creditworthy, our advisor will also consider other factors in determining whether
a tenant is creditworthy, for the purpose of meeting our investment objective. For example, our advisor’s
underwriting process will look at other debt agencies, such as Dun & Bradstreet, along with our ac_lvisor"s,ow'r(x.
analysis of the financial condition of the tenant and/or the guarantor, the operating history of the property with
the tenant, the tenant’s market share and track record within the tenant’s industry segment, the general health and
outlook of the tenant’s industry segment, the strength of the tenant’s management team and/or the terms and
length of the lease at the time of the acquisition.

Description of Leases

We expect, in most instances, to acquire tenant properties with existing double net or triple net leases. A
triple net lease typically requires tenants to pay all or a majority of the operating expenses, including real estate
taxes, special assessments and sales and use taxes, utilities, maintenance, insurance and building repairs related
to the property, in addition to the lease payments. A double net lease typically requires tenants to pay for
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property taxes and insurance, in addition to the lease payments. Not all of our leases will be net leases. When
spaces in a property become vacant, existing leases expire, or we acquire properties under development or
requiring substantial refurbishment or renovation, we anticipate entering into net leases.

Typically, we expect to enter into leases that have terms of ten years or more. We may acquire: properties
under which the lease term has partially expired. We also may acquire properties with shorter lease terms if the
property is in an attractive location, if the property is difficult to replace, or if the property has other significant
favorable real estate attributes. Under most commercial leases, tenants are obligated to pay a predetermined
annual base rent. Some of the leases also will contain prov1s1ons that increase the amount of base rent payable at
points during the lease term. We expect that many of our leases will contain periodic rent increases. Generally,
the leases require each tenant to procure, at its own expense, commercial general liability-insurance, as well-as
property insurance covering the building for the full replacement value and naming the ownership entity and the
lender, if applicable, as the additional insured on the policy. Tenants will be required to provide proof of
insurance by furnishing a certificate of insurance to our advisor on an annual basis. The insurance certificates
will be tracked and reviewed for compliance by our advisor’s property and risk management departments.

As a precautionary measure, we may obtain, to the extent available, secondary liability insurance, as well as
loss of rents insurance that covers one year of annual rent in the event of a rental loss. In addition, some leases
require that we procure insurance for both commercial general liability and property damage; however, generally
the premiums are fully reimbursable from the tenant. In such instances, the policy will list us as the named
insured and the tenant as the additi‘onal,_,insured. »

We may purchase properties and ledse them back to the sellers of such properties. While we intend to use
“our best efforts to structure any such sale-leaseback transaction (as well as other leases) so that the lease will be
characterized as a “true lease” and so that we are treated as the owner of the property for federal income tax
purposes, the IRS could challenge this characterization. In the event that any sale-leaseback transaction (or other
leases) is re-characterized as a financing transaction for federal income tax purposes, deductions for depreciation
and cost recovery relating to such property would be disallowed and in certain circumstances we could lose our
REIT status. See Item 1A. “Risk Factors—Qualification as a REIT.,” : '

Other Possible Commercial Real Estate Investments

_ Although we expect to invest primarily in necessity retail, office and industrial properties, we also may
invest in other income-producing properties, where the properties share some of the same characteristics as our -
core properties, including one or more principal, credltworthy tenants, long-term leases, and/or strategic
locations. We may also invest in ground leases. : -

Investment Decisions

Our advisor has substantial discretion with respect to the selection of our specific investments, subject to our
investment and borrowing policies, and our policies are approved by our independent directors. In pursuing our
investment objectives and making investment decisions on our behalf, our advisor evaluates the proposed terms
of the investment against all aspects of the transaction, including the condition and financial performance of the
asset, the terms of existing leases, the creditworthiness of the tenant or tenants, and property location and -
characteristics. Because the factors considered, including the specific. weight we place on each factor, vary for
each potential investment, we do not, and are not able to, assign a specific weight or level of 1mp0rtance to any
particular factor. ,

Our advisor procures and reviews an independent valuation estimate on each and every proposed
investment. In addition, our advisor, to the extent such information is available, considers the following:

. tenant rolls and tenant creditworthiness;

»  aproperty condition report;



*  unit level store perf_ormance;
*  property location; visibility and access,
+  age of the property, phys1cal condmon and curb appeal
e neighboring property uses; ‘

~»  local market conditions 1ncludit1g 'v.aéancy brates ; N ,
e area demographics, including trade area populat.xon and average household income;
. nelghborhood growth patterns and economic condltlons, and

e lease terms, including rent escalations, Temaining lease terin; renewal option terms, tendng: purchase -
options, termination options, scope of the landlord’s maintenance, repair and replacement
requ1rements pro_]ected net cash flow y1eld and prOJected internal rates of retum :

Conditions to Closing Our Acquisitions -

Generally, we condition our obligation to close the purchase of any inVestment on the delivery and
verification of certain documents from the seller or developer mcIudmg, where appropnate

' plans and specxﬁcatlons, , o o :
i Surveys;

»  evidence of marketable title, subject to.such liens and encumbrances as are acceptable to Cole
Advisors; T e MRS ey

o - finan¢ial statements covering recent operat10ns ‘of propemes ’h‘avmg operatmg h1stones o
¢ titleand habxhty msurance pohcles and ‘

»  tenant estoppel certificates; *

In addition, we will take such steps as we deem necessary w1th respect to potential envn‘onmental matters.
See the section below entitled “—Environmental Matters.” :

We may enter into purchase atid sale arrangements with a séller or developer of a suitable property under
development or construction. In such cases, we will be obligated to purchase the property ‘at the completion of
construction, provided that the construction conforms to definitive plans, specifications, and costs approved by us
in advance. In such cases, prior to our acquiring the property, we generally would receive a certificate of an
architect, engineer or other appropriate party, stating that the property complies with all plans and specifications.
If renovation or remodeling is required prior to the purchase of a property, we expect to pay a negotiated
maximum amount to the seller upon completion.

In determining whether to purchase a particulér property, we may obtain an option to purchase such
property. The amount paid for an option, if any, normally is forfeited if the property is not purchased and
normally is credited agamst the purchase price if the property is purchased.

In purchasmg, leasing and’ developmg properues, we will be subject to risks generally incident to the
ownership of real estate. See “Item 1A—Risk Factors—General Risks Related to Investments in Real Estate. ?

Ownership Structure

Our investmient in real estate geﬁerally takes the form of holding fee title or a lcng-terxn leasehcldv estate.
We have acquired and expect to continue to acquire such interests either directly through-our operating
partnership or indirectly through limited liability companies, limited partnerships or other entities owned and/or
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controlled by our operating partnerstiip. We have acquired, and may continue to acquire properties by acquiring
the entity that holds the desired properties. We also may acquire properties through investments in joint ventures,
partnerships, co-tenancies or other co-ownership arrangements with third parties, including the developers of the
properties or affiliates of our advisor. See the “—Joint Venture Investments” section below.

Joint Venture Investments

We may enter into joint ventures, partnerships, co-tenancies and other co-ownership arrangements with
third parties, including affiliates of our advisor, for the acquisition, development or improvement of properties or
the acquisition of other real estate-related investments. We may also enter into such arrangements with real estate
developers, owners and other unaffiliated third parties for the purpose of developing, owning and operating real
properties. In determining whether to invest in a particular joint venture, our advisor will evaluate the underlying
real property or other real estate-related investment using the same criteria described above in “—Investment
Decisions” for the selection of our real property investments. Our advisor also will evaluate the joint venture or
co-ownership partner and the proposed terms of the joint venture or a co-ownership arrangement.

Our general policy is to invest in joint ventures only when we will have a right of first refusal to purchase
the co-venturer’s interest in the joint venture if the co-venturer elects to sell such interest. In the event that the co-
venturer elects to sell all or a portion of the interests held in any such joint venture, however, we may not have
sufficient funds to exercise our right of first refusal to buy the other co-venturer’s interest in the joint venture. It
is also possible that joint venture partners may resist granting us a right of first refusal or may insist on a different
methodology for unwinding the joint venture if one of the parties wishes to liquidate its interest.

- Our advisor’s officers and key persons may have conflicts of interest in determining which real estate
program sponsored by Cole Real Estate Investments should enter into any particular joint venture agreement. The
co-venturer may have economic or business interests or goals that are or may become inconsistent with our
business interests or goals. In addition, our advisor’s officers and key persons may face a conflict in structuring
the terms of the relationship between our interests and the interests of the co-venturer and in managing the joint
venture. Since some or all of our advisor’s officers and key persons will also advise the co-venturer, agreements
and transactions between us and any other real estate program sponsored by Cole Real Estate Investments co-
venturer will not have the benefit of armn’s-length negotiation of the type normally conducted between unrelated
co-venturers, which may result in the co-venturer receiving benefits greater than the benefits that we receive. In
addition, we may assume liabilities related to the joint venture that exceed the percentage of our investment in
the joint venture.

We may enter into joint ventures with other real estate programs sponsored by Cole Real Estate
Investments, or with our sponsor, our advisor, one or more. of our directors, or any of their respective affiliates,
only if a majority of our directors (including a majority of our independent directors) not otherwise interested in
the transaction approve the transaction as being fair and reasonable to us and on substantjally. the same terms and
conditions as those received by unaffiliated joint venturers, and the cost of our investment must be supported by
a current appraisal of the asset. .

Development and Construction of Properties

We may invest in properties on which improvements are to be constructed or completed or which require
substantial renovation or refurbishment. We expect that joint ventures would be the exclusive vehicle through
which we would invest in build-to-suit properties. Any such joint ventures will make up no more than 20% of our
total assets and our general policy is to structure them as follows:

*  wemay enter into a joint venture with the future tenant whereby we will provide a portion of the equity
or debt financing;

* . we would accrue a preferred return during construction on any.equity investment;
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the properties will be developed by third parties; and

»  consistent with our general policy regarding joint venture investments, we would have a right of first
refusal to purchase the co-investor’s interest.

In the event that we may elect to engage in development or construction projects, in order to help ensure
performance by the builders of properties that are under construction, completion of such properties will be
guaranteed at the contracted price by a completion guaranty, completion bond or performance bond. Our advisor
may rely upon the substantial net worth of the contractor or developer or a personal guarantee accompanied by
financial statements showing a substantial net worth provided by an affiliate of the person entering into the
construction or development contract as an alternative to a completion bond or performance bond. Development
of real estate properties is subject to risks relating to a builder’s ability to control construction costs or to build in
conformity with plans, specifications and timetables. "

We may make periodic progress payments or other cash advances to developers and builders of our
properties prior to completion of construction only upon receipt of an architect’s certification as to the percentage
of the project then completed and as to the dollar amount of the construction then completed. We intend to use
such additional controls on disbursements to builders and developers as we deem necessary or prudent. We may
directly employ one or more project managers, to plan, supervise and implement the development of any
unimproved properties that we may acquire. Such persons would be compensated directly by us.

In addition, we may invest in unimproved properties or in mortgage loans secured by such properties,
provided that we will not invest more than 10% of our total assets in unimproved properties or in mortgage loans
secured by such properties. We will consider a property to be an unimproved property if it was not acquired for
the purpose of producing rental or other operating cash flows, has no development or construction in process at
the time of acquisition and no development or construction is planned to commence within one year of the
acquisition.

Investing in and Originating Loans

The criteria that our advisor will use in making or investing in loans on our behalf is substantially the same
as those involved in acquiring our investment in properties. We do not intend to ‘make loans to other persons, to
underwrite securities of other issuers or to engage in the purchase and sale of any types of investments other than
those relating to real estate. However, unlike our property investments which we expect to hold in excess of five
years for retail properties and seven years for office and industrial properties, we expect that the average duration
of loans will typically be one to five years. We are not limited as to the amount of gross offering proceeds that
we may apply to mortgage loan investments.

We do not expect to make or invest in loans that are not directly or indirectly secured by real estate. We will
not make or invest in mortgage loans on any one property if the aggregate amount of all mortgage loans
outstanding on the property, including our loan, would exceed an amount equal to 85% of the appraised value of
the property, as determined by an independent third party appraiser, unless we find substantial justification due to
other underwriting criteria. We may find such justification in connection with the purchase of loans in cases in
which we believe there is a high probability of our foreclosure upon the property in order to acquire the
underlying assets and in which the cost of the loan investment does not exceed the fair market value of the
underlying property. We will not invest in or make loans unless an appraisal has been obtained concerning the
underlying property, except for those loans insured or guaranteed by a government or government agency.

We may invest in first, second and third mortgage loans, mezzanine loans, bridge loans, wraparound
mortgage loans, construction mortgage loans on real property, loans on leasehold interest mortgages, and
commercial mortgage-backed securities (“CMBS”) held as long-term investments. However, we will not make or
invest in any loans that are subordinate to any mortgage or equity interest of our advisor or any of its or our
affiliates. We also may invest in participations in mortgage loans. A mezzanine loan is a loan made in respect of
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certain real property but is secured by a lien on the ownership interests of the entity that, directly or indirectly,
owns the real property. A bridge loan is short term financing, for an individual or business, until permanent or the
next stage of financing, can be obtained. Second mortgage and wraparound loans are secured by second or
wraparound deeds of trust on real property that is already subject to prior mortgage indebtedness. A wraparound
loan is one or more junior mortgage loans having a principal amount equal to the outstanding balance under the
existing mortgage loan, plus the amount actually to be advanced under the wraparound mortgage loan. Under a
wraparound loan, we would generally make principal and interest payments on behaif of the borrower to the
holders of the prior mortgage loans. Third mortgage loans are secured by third deeds of trust on real property that
is already subject to prior first and second mortgage indebtedness. Construction loans are loans made for either
original development or renovation of property. Construction loans in which we would generally consider an
investment would be secured by first deeds of trust on real property for terms of six months to two years. Loans
on leasehold interests are secured by an assignment of the borrower’s leasehold interest in the particular real
property. These loans are generally for terms of six months to 15 years. The leasehold interest loans are either
amortized over a period that is shorter than the lease term or have a maturity date prior to the date the lease
terminates. These loans would generally permit us to cure any default under the lease. Mortgage participation
investments are investments in partial interests of mortgages of the type described above that are made and
administered by third-party mortgage lenders.

In evaluating prospective loan investments, our advisor will consider factors such as the following:

¢ the ratio of the investment amount to the underlying property’s value;

*  the property’s potential for capital appreciation;

»  expected levels of rental and océupancy rates;

*  the condition and use of the prOpérty;

e current and projected cash flow of the property;

*  potential for rent increases;

*  the degree of liquidity of the investment;

e the property’s income—produciﬁg capacity;

e the quality, experience énd creditworthiness of the borrower;

e  general economic conditions in the area where the property is located;

*  in the case of mezzanine loans, the ability to acquire the underlying real property; and

»  other factors that our advisor believes are relevant. |

In addition, we will seek to obtain a customary lender’s title insurance policy or commitment as to the
priority of the mortgage or condition of the title. We will also consider the requirements of the REIT rules, which
may limit our ability to make certain loan investments. Because the factors considered, including the specific

weight we place on each factor, will vary for each prospective loan investment, we do not, and are not able to,
assign a specific weight or level of importance to any particular factor.

We may originate loans from mortgage brokers or personal solicitations of suitable borrowers, or may
purchase existing loans that were originated by. other lenders. Our advisor will evaluate all potential loan
investments to determine if the security for the loan and the loan-to-value ratio meets our investment criteria and
objectives. Most loans that we will consider for investment would provide for monthly payments of interest and
some may also provide for principal amortization, although many loans of the nature that we will consider
provide for payments of interest only-and a payment of principal in full at the end of the loan term. We will not
originate loans with negative amortization provisions.

12



We do not have any policies directing the portion of our assets that may be invested in construction loans;
mezzanine loans, bridge loans, loans secured by leasehold interests and second, third and wraparound mortgage
loans. However, we recognize that these types of loans are riskier than first deeds of trust or first priority
mortgages on income-producing, fee-simple properties, and we expect to minimize the amount of these types of
loans in our portfolio, to the extent that we make or invest in loans at all. Our advisor will evaluate the fact that
these types of loans are riskier in determining the rate of interest on the loans. We do not have any policy that
limits the amount that we may invest in any single loan or the amount we may invest in loans to any one
borrower. We are not limited as to the amount of gross offering proceeds that we may use to invest in or originate
loans.

Our loan investments may be subject to regulation by federal, state and local authorities and subject to
various laws and judicial and administrative decisions imposing various requirements and restrictions, including,
among other things, regulating credit granting activities, establishing maximum interest rates and finance
charges, requiring disclosures to customers, governing secured transactions and setting collection, repossession
and claims handling procedures and other trade practices. In addition, certain states have enacted legislation
requiring the licensing of mortgage bankers or other lenders and these requirements may affect our ability to
effectuate our proposed investments in loans. Commencement of operations in these or other jurisdictions may be
dependent upon a finding of our financial responsibility, character and fitness. We may determine not to make
loans in any jurisdiction in which the regulatory authority determines that we have not complied in all material
respects with applicable requirements.

Liquid Investment Portfolio

Investment in Liquid Securities. To the extent perrmtted by the REIT rules we intend for our liquid
investment portfolio to primarily consist of U.S. government securmes ‘agency securities and corporate debt. We
use the term “agency” to refer to a U.S. government agency such as the Government National Mortgage
Association, or Ginnie Mae, or a federally-chartered corporation _sueh as the Federal National Mortgage
Association, or Fannie Mae, or the Federal Home Loan Mortgage Corporation, or Freddie Mac.

We may also invest in liquid real estate-related securities, including equity and debt securities of companies
whose shares are listed for trading on a national securities exchange and are engaged in real estate activities.
Listed companies engaged in real estate activities may include, for example, REITs. Our investments in securities
of companies engaged in activities related to real estate will involve special risks relating to the particular issuer
of the securities, including the financial condition and business outlook of the issuer. '

We may also make investments in CMBS to the extent permitted by the REIT rules. CMBS are securities
that evidence interests in, or are secured by, a single commercial mortgage loan or a pool of commercial
mortgage loans. CMBS are generally pass-through certificates that represent beneficial ownership interests in
common law trusts whose assets consist of defined portfolios of one or more commercial mortgage loans. They
are typically issued in multiple tranches whereby the more senior classes are entitled to priority distributions
from the trust’s income. Losses and other shortfalls from expected amounts to be received on the mortgage pool
are borne by the most subordinate classes, which receive payments only after the more senior classes have
received all principal and/or interest to which they are entitled. CMBS are subject to all of the risks of the
underlying mortgage loans. We may invest in investment grade and non-investment grade CMBS classes.

Additionally, we may acquire exchange traded funds, or ETFs, and mutual funds focused on REITs and real
estate companies. To a lesser extent we may also invest in traded securities that are unrelated to real estate and
make other investments or enter into transactions designed to limit our exposure to market volatility, illiquidity,
interest rate or other risks related to our real-estate related equity or debt, securities subject to complying with
the REIT rules.

Cash, Cash Equivalents and Other Short-Term Investments. Our cash, cash equivalents and other short-term
investments may include investments in money market instruments, cash and other cash equivalénts (such as
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high-quality short-term debt instruments, including commercial paper, certificates of deposit, bankers’
acceptances, repurchase agreements and mterest-bearmg ume depos1ts) to the. extent consistent with our -
qualification as a REIT :

»OtherInvestrnents . e i,

Although it is our expectation that our portfolio will consist primarily of commercial real estate, as well as
notes receivable, liquid assets and cash and cash equivalents, we may make adjustments to our target portfolio
based on real estate market conditions ‘and investment opportunities. We will not forego a high quality ’
investment because it does not precisely fit our presently expected portfolio composition. Thus; to the extent that
our advisor presents us with high quality investment opportunities that allow us to meet the REIT requirements
under the Code, and that result in an overall real estate portfolio that is consistent with our investment objectives,
our portfolio composition may vary from time to time.

Borrowing Policies

Our adv1sor beheves that utlhzmg borrowmg is consistent w1th our mvestment objective of maxumzmg the
return to investors and providing us with added liquidity. By operatmg on a leveraged basis, we have more funds
available for investment in propertles This allows us to make more investments than would otherwrse be
possible, resulting i in a more diversified portfolio.

At the same time, our advisor believes in utilizing leverage in a moderate fashion. Under our charter we may
not make or invest in mortgage loans, including construction loans, on any one property if the dggregate amount
of all mortgage loans on such property would exceed an amount equal to'85% of the appraised value of such
property unless substantial justification exists for exceedmg such limit because of the presence of other k
underwriting criteria. Additionally, our charter limits our aggregate borrowmgs to 75% of the greater of cost (or.
300% of net assets) (before deducting deprecmuon or other non-cash reserves) or market value of our gross * °
assets, unless excess borrowing is approved by a majority of the mdependent difectors and disclosed to our
stockholders in the next quarterly report along with the justification for such excess borrowing. Our board of
directors has adopted a policy to further limit our borrowings to 60% of the greater of cost (before deducting
depreciation or other non-cash reserves) or market value of our gross assets, unless such borrowingis.approved
by a majority of the independent directors and disclosed to our stockholders in the next quarterly report along -
with a justification for such excess borrowing. During the period of the Offering, we expect to seek and receive
approval of our independent directors to exceed this limit because we will then be in the process of raising our
equity capital to acquire our portfolio. After we have acquired a substantial portfolio, our advisot will target a
leverage of 50% of the greater of cost (before deductmg deprecratlon or other non- cash reserves) or fair market
value of our gross assets. ‘ oo T »

Our advisor uses its best efforts to obtain financing on the most-favorable terms available to us. ‘Lenders
may have recourse to assets not securing the repayment of the indebtedness. Our advisor may. refinance - .
properties during the term of a loan only in limited circumstances, such as when a decline in interest rates makes.
it beneficial to prepay an existing mortgage, when an existing mortgage matures or if an attractive investment
becomes available and the proceeds from the refinancing can be used to purchase such investment. The benefits
of the refinancing may include increased cash flow resulting from reduced debt servicé requirements, an increase
in dividend distributions from proceeds of the refinancing, if any, and an increase in property ownership if some
refinancing proceeds are reinvested in real estate. IR

Our ability to increase our drvers1ﬁcatron through borrowing may be adversely 1mpacted 1f banks and other
lending institutions reduce the amount of funds available for loans secured by real estate. When mterest rates on
mortgage loans are high or financing is otherwise unavailable on a timely basrs, we may purchase properties for ,
cash with the intention of obtaining a mortgage loan for a portion of the purchase price at a later time. To the
extent that we do not obtain mortgage loans on our properties, our ablhty to acqulre additional properues w111 be
restricted and we may not be able to adequately drvers1fy our portfolio.
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Our sponsor, our advisor, any of our directors and any of their respectlve affihates will not make loans to us,
except that we may borrow funds from affiliates of our advisor, including our sponsor, as brldge financmg to
enable us to acquire a property when offering proceeds alone are insufficient to do so and third party financing
has not been arranged. Any and all such transactions must be approved by a majority of our directors, including a
majority of our independent directors, not otherwise interested in such transactions as being fair and reasonable
to us.

In an effort to have adequate cash available to support our redemption plan, our advisor may determine to.. -
reserve borrowing capacity under our line of credit. Our advisor could then elect to borrow against this line of
credit in its discretion in order to fund redemption requests. :

Disposition Policies

We intend to hold each property we acquire for an extended period, generally in excess of five years for
retail properties and seven years for office and industrial properties. Holding periods for other real estate-related
investments may vary. Regardless of intended holding penods ¢ircumstances rmght arise that could cause us to
determine to sell an asset before the end of the expected holding period if we beheve the sale of the asset would
be in the best interests of our stockholders. The determination of whether a partlcular asset should be sold or
otherwise disposed of will be made after consideration of relevant factors, including prevailing and projected
economic conditions, current tenant rolls and tenant creditworthiness, whether, depending on the assets tax
attributes, we could apply the proceeds from the sale of the asset to make other investments, whether d1sposmon
of the asset would increase cash flow, and whether the sale of the asset would bea pr:ohlbrted transaction under
the Code or otherwise impact our status as a REIT. The sélling price of a property that is net leased will be
determined in large part by the amount of rent payable under the lease. If a tenant has a repurchase option at a
formula price, we may be hmlted in reahzmg any’ apprematlon In connection with our sales of propertles we may
lend the purchaser all or a portion of the purchase price. In these instances, our taxable income may exceed the
cash received in the sale.

Conflicts of Interest

We are sub_]ect to vanous confhcts of interest ansmg out of our relatlonshlp w1th our adv1sor and its
affiliates, including conflicts related to the arrangements: pursuant to which we compensate our advisor and its
affiliates. While-our independent directors act on our behalf, our agreements and compensation arrangements
with our advisor and its affiliates may be impacted by the fact that our stockholders invested with the
understanding and expectation that an affiliate of Cole Real Estate Investments would act as our advisor.

Our independent directors have an obligation to function on our behalf in all situations in which a conflict of
interest may arise, and will be aided by independent counsel for the independent directors. Furthermore, all of
our directors have a fiduc1ary obhgatlon to'act on’ behalf of ~our stockholders. ;

Interests in Other Real Estate Programs and Other Concurrent Offerings

Affiliates of our advisor act as an advisor to, and Christopher H. Cole, our chairman, pres1dent ‘and chief
executive officer, and D. Kirk McAllaster, Jr., our executive vice president, chief financial officer and treasurer,
act as officers and/or directors of Cole Credit Property Trust, Inc. (“CCPT”), Cole Credit Property Trust I1, Inc.
(“CCPT IT”), Cole Credit Property Trust III Inc. (“CCPT III”) Cole Corporate Income Trust, Inc. (“CCIT”) and
Cole Credit Property Trust IV, Inc. (“CCPT IV?), all of which are REITSs offered, distributed and ‘managed by
afﬁhates of our advisor. Marc T. Nemer, one of our d1rectors also is a director of CCPT CCPT III, CCIT and
CCPT1V, and one of our mdependent dlrectors also is an 1ndependent director of CCPT IL. In addition, all of
these REITs employ our sponsor’s mvestment strategy, which prlmanly focuses on single tenant corporate and
retail properties subject to long term net leases to creditworthy tenants. CCPT, CCPT 11, CCPT 111, and CCPT IV
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focus primarily on the retail sector, while CCIT is focused on the industrial and corporate office sector. The
common investment strategy used by each: REIT would permit them to purchase certain propertles that may also
be suitable for our portfolio. , ‘ : N

CCPT and CCPT II are no longer offering shares for investment and are not currently pursuing the
acquisition of additional properties. In the event CCPT or CCPT II sells one or more of its assets, they may seek
to acquire additional properties, which may be similar to properties in which we invest. On January 22, 2013,
CCPT 11 entered into an Agreement and Plan of Merger with Spirit Realty Capital, Inc., a publicly listed REIT.
The transaction is expected to close during the third quarter of 2013. CCPT HI is no longer offering shares for
investment to the public; however, CCPT IlI has sold and will continue to issue shares pursuant to its distribution
reinvestment plan and continues to invest in real estate. On March 5, 2013, CCPT IIf, CHC, CREInvestments,
LLC, a Maryland limited liability company and a'wholly owned subsidiary of CCPT III (“Merger Sub”), and
Christopher H. Cole, entered into an Agreement and Plan of Merger (the “Merger Agreemen ’). The Merger -
Agreement provides for the merger of CHC with and into Merger Sub (the “Merger”) with Merger Sub surviving
and continuing as a wholly owned subsidiary of CCPT IIL. CHC is wholly owned by Mr. Cole, our chairman of
the board, chief executive officer and president, and is an affiliate of our sponsor, the parent company and
indirect owner of our advisor, and the indirect owner of our property manager and our dealer manager. The
consummation of the Merger is subject to various conditions. Upon consummation of the Merger, CCPT 111
intends to list its shares of common stock on the New York Stock Exchange. CCIT commenced an initial public
offering of up to $2.975 billion of shares of ¢ common stock in February 2011. CCPT IV’s initial public offering of
up to $2.5 billion of shares of common stock was decIared effectlve by the SEC on J anuary 26 2012 and it
commenced sales of 1ts common stock in the offermg on March 1,2012.

CCPT III and CCPT IV are active investors in real estate and real estate—related investments, and the
investment objectives and strateg1es of CCPT IIL and CCPT v overlap with our investment objective and
strategy, thereby increasing the likelihood of potentlal acqulsmons being approprlate for CCPT III and CCPT IV
and for us. CCIT also is an active investor in real estate and real estate-related investments, and, although CCIT
focuses primarily on the office and industrial sector, we, ant1c1pate that many ; investments that will be appropriate
for investment by us also will be appropnate for investment by CCIT.

Affiliates of our advisor and entities owned or managed by }such affiliates also may acquire or develop real
estate for their own accounts, and have done so in the past. Furthermore, affiliates of our advisor and entities
owned or managed- by.such affiliates intend to form additional real estate investment entities in the future,
whether public or private, which can be expected to have investment objectives and policies similar to ours. Our
advisor and its affiliates are not obligated to present to us any particular investment opportunity that comes to
their attention, even if such opportunity is of a character that might be suitable for investment by us. Our advisor
and its affiliates, as well as our officers and our affiliated directors, likely will experience conflicts of interest as
they simultaneously: perform services for us and other real estate programs sponsored by Cole Real Estate
Investments. ' ‘

Any real estate program sponsored by Cole Real Estate Investments, whether or not currently existing, could
compete with us in the sale or operation of our assets. We will seek to achieve any operating efficiencies or
similar savings that may result from affiliated management of competitive assets. However, to the extent such
programs own or acquire property that is adjacent, or in close proximity, to a-property we own, our property may
compete with another programs property for tenants or purchasers.

Every transaction that we enter into with our advisor or its affiliates is subject to an inherent conﬂlct of
interest. Our board of directors may encounter conflicts of interest in enforcing our rights against our advisor or
its affiliates in the event of a default by or drsagreement with any of them or in invoking powers, rights or options
pursuant to any agreement between us and our advisor, any of 1ts afﬁhates or another real estate program
sponsored by Cole Real Estate Investments. :
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Other Activities of Cole Advisors and its A_fﬁltates

We rely on our advisor for the day-to-day operation of our business. As a result of the interests of members
of its management in other real estate programs sponsored by Cole Real Estate Investments.and the fact that they
also are engaged, and will continue to engage, in other business activities, our advisor and its officers, key
persons and respective affiliates may have conflicts of interest in allocating their time between us and other real
estate programs sponsored by Cole Real Estate Investments and other activities in which they are involved.
However, our advisor believes that it and its affiliates have sufficient personnel to discharge fully their
responsibilities to all of the real estate programs sponsored by Cole Real Estate Investments and other ventures in
which they are involved.

In addition, some of our executive officers also serve as an officer of our advisor, our dealer manager and/or
their affiliates. Chnstopher H. Cole, who serves as the chairman,of our board of d;lrectors and as our president
and chief executive officer, is the mdlrect sole owner of our advisor. As a result each of our executive officers
owes fiduciary duties to these other entities, as applicable, which may conﬂxct with the fiduciary duties that he
owes to us and our stockholders. If these individuals were to act or fail to act in a manner that was detrimental to
our business, or favor one entity over another, they could be subject to hablhty for breach of their fiduciary duty
to us and our stockholders.

From time to time our advisor may direct certain of its affihates to acquire properties that would be suitable
investments for us or may create special purpose entities to acqulre properties for the specific purpose of selling
the properties to us at a later time. Subsequently, we may acquire such properties from such affiliates, but any
and all acquisitions from affiliates of our advisor must be approved by a majonty of our directors, including a
majority of independent directors, not otherwise interested in such transactions as being fair and reasonable to us.
In addition our purchase price in any such transaction will be limited to the cost of the property to the affiliate,
including acquisition-related expenses, unless a majority of the mdependent directors determines that there is
substantial justification for any amount that exceeds such cost and that the difference is reasonable. Further, our
charter provides that in no event will the purchase price of any asset acquired from an affiliate exceed its current
appraised value as determined by an independent appraiser. During the year ended December 31, 2011, we
acquired a 100% interest in three single tenant net leased properties, for an aggregate putchase price of $11.1
million, from Series C, LLC (“Series C”), an affiliate of our advisor. The acquisitions were funded with proceeds
from our ongoing public offering of common stock combined with proceeds from our secured revolving credit
facility. A majority of our board of directors (including-all of our independent directors) not otherwise interested
in the acquisitions, approved the acquisitions as being fair and reasonable to the Company, and determined that
the aggregate cost of the properties was equal to the aggregate cost of the properties to Series C (including
acquisition related expenses). In addition, the aggregate purchase price of the properties, exclusive of closing
costs, was less than the aggregate then-current appraised values of the properties.

[

From time to time, we may borrow funds from affiliates of our advisor, including our sponsor, as bridge
financing to enable us to acquire a property when offering proceeds alone are insufficient to do so and third party
financing has not been arranged. Any and all such transactions must be approved by a majority of our directors,
including a majority of our independent directors not otherwise interested in such transaction, as fair, competitive
and commercially reasonable, and no less-favorable to us. than comparable loans between unaffiliated parties.
Our advisor or its affiliates may pay costs on our behalf, pending our reimbursement, or we may defer payment
of fees to our advisor or its affiliates, but neither of these transactions would be considered a loan. By way of -
example only, the prohibition on loans would not restrict advances of cash for legal expenses or other costs
incurred as a result of any legal action for which indemnification is being sought.

Our charter does not prohibit us from entering into transactions other than those described above with our
directors, our advisor, our sponsor or any of their affiliates, subject to comphance with the requirements set forth
under “—Certain Conflict Resolution Procedures,” mcludmg approval by a majority of our directors, including a
majority of the mdependent dlrectors not otherwise interested in such transactlons as being fair and reasonable to
us and no less favorable to us than comparable terms and conditions avallable from unaffihated third parties.
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Although we do not currently anticipate entering into any such transactions, we may sell investments to or
acquire investments from affiliates of our advisor, make loans to or borrow from affiliates of our advisor and
lease assets to or from affiliates of our advisor. In addition, we would not be precluded from internalizing our
advisor if our board of directors were to determine an 1nternahzat10n transactlon to be in the best interests of our
stockholders.

Competition in Acquiring, Leasing and Reselling of Properties -

There is a risk that a potential investment would be suitable for one or more real estate programs sponsored
by Cole Real Estate Investments, in which case the officers of our advisor will have a conflict of interest
allocating the investment opportunity to us or another program. There is a risk that our advisor will choose a
property that provides lower returns to us than a property purchased by another real estate program sponsored by
Cole Real Estate Investments. However, in such event, our advisor, with oversight by our board of directors, will
determine which program will be first presented with the opportunity. See “—Certain Conflict Resolution
Procedures” for details of the factors used to make that determination. Additionally, our advisor may cause a
prospective tenant to enter into a lease for property owned by another real estate program sponsored by Cole Real
Estate Investments. In the event that these conflicts arise, our best interests may not be met when persons acting
on our behalf and on behalf of other real estate programs sponsored by Cole Real Estate Investments decide
whether to allocate any particular property to us or to another real estate program sponsored by Cole Real Estate
Investments. s

Conflicts of interest will eXISt to the extent that we may acquire, or seek to acquire, properties in the same
geographic areas where propertles owned by other real estate programs sponsored by Cole Real Estate
Investments are located. In such a case, a conflict could arise in the acquisition or leasing of properties in the
event that we and another real estate program sponsored by Cole Real Estate Investments were to compete for the
same properties or tenants, or a conflict could arise in connection with the resale of properties in the event that
we and another real estate program sponsored by Cole Real Estate Investments were to attempt to sell similar
properties at the same time including, in particular, in the event another real estate program sponsored by Cole
Real Estate Investments liquidates at approximately the same time as us. Conflicts of interest may also exist at
such time as we or affiliates of our advisor managing property on our behalf seek to employ developers,
contractors or building managers, as well as under other circumstances. Our advisor will seek to reduce conflicts
relating to the employment of developers, contractors or building managers by making prospective employees
aware of all such properties seeking to employ such persons. In addition, our advisor will seek to reduce conflicts
that may arise with respect to properties available for sale or rent by making prospective purchasers or tenants
aware of all such properties. However, these conflicts cannot be fully avoided in that there may be established
differing compensation arrangements for employees at different propemes or differing terms for re-sales or
leasing of the various properties.

Any other real estate program sponsored by Cole Real Estate Investments, whether or not currently existing,
might also compete with us in the sale of our assets. Our advisor and its affiliates will face conflicts of interest in
determining which properties from which portfolios might be appropriate for sale to different potential
purchasers.

Affiliated Dealer Manager

Since Cole Capital Corporation (“Cole Capital”), our dealer manager, is an affiliate of our advisor, we will
not have the benefit of an independent due diligence review and investigation of the type normally performed by
an unaffiliated, independent underwriter in connection with the offering of securities. Accordingly, investors will
have to rely on their own financial intermediary to make an independent review of the terms of the Offering. If
an investor’s financial mtermedla.ry conducts an independent review of the Offering, and/or engages an
independent due diligence reviewer to do so on its behalf, we expect that we will pay or reimburse the expenses
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associated with such review, which may create conflicts of interest. If an investor’s financial intermediary does
not conduct such a review, the investor will not have the benefit of an independent review of the terms of the
Offering.

In addition, the sale of our shares of common stock in the Offering will result in dealer manager fees to Cole
Capital Corporation, our dealer manager and an affiliate of our advisor. Further, our dealer manager may have a
compensation program for its registered employees who market and sell this investment to participating broker-
dealers that may be different from the compensation program it has for the marketing and sale of investment in
other real estate programs sponsored by Cole Real Estate Investments. Different compensation programs may
result in Cole Capital Corporation’s registered employees receiving different compensation for the marketing and
sale of our investment than for the marketing and sale of other programs. Such a compensation 'program may
create a conflict of interest by motivating our dealer manager’s registered employees to promote this investment
over the investment in other real estate programs sponsored by Cole Real Estate Investments, or to promote
investments in such other programs over this investment.

Affiliated Property Manager

Our properties are, and we anticipate that substantially all properties we acquire in the future w1ll be,
managed and leased by our property manager, Cole Realty Advisors, Inc. (“Cole Realty Advisors”), an affiliate
of our advisor, pursuant to property management and leasing agreements with our subsidiaries that hold title to
our properties. We expect Cole Realty Advisors to also serve as property manager for properties owned by other
real estate programs sponsored by Cole Real Estate Investments, some of which may be in competmon with our
properties.

Receipt of Fees and Other Compensation by Cole Advisors and itslAjﬁliates

Qur advisor will receive substantial fees from us. These compensation arrangements could influence our
advisor’s advice to us, as well as the judgment of the personnel of our advisor who serve as our officers or
directors. Among other matters, the compensation arrangements could affect the judgment of our advisor’s
personnel with respect to:

e the continuation, renewal or enforcement of our agreements with our advisor and its affiliates,
including the advisory agreement and the dealer manager agreement, and the amounts we pay under
such agreements;

the advisory fee and performance fee that we pay to our advisor are based upon our NAV, and our
advisor will be involved in estimating certain accrued fees and expenses that are part of our NAV;

«  our advisor could be motivated to recommend riskier or more speculative investments in order for us to
generate the specified levels of performance that would entitle our advisor to incentive compensation;
and

 the decision to buy or sell an asset based on whether it will increase or decrease our NAYV as opposed
to whether it is the most suitable investment for our portfolio.

We will pay advisory fees to our advisor regardless of the quality of the services it provides during the term
of the advisory agreement. Our advisor, however, has a fiduciary duty to us. If our advisor fails to act in our best
interests, then it will have violated this duty. The advisory agreement may be terminated by us or our advisor on
60 days’ notice.

Employees

We have no direct employees. The employees of Cole Advisors and its affiliates provide services to us
related to acquisition and disposition, property management, asset management, financing, accounting, investor
relations and administration. The employees of Cole Capital, our dealer manager, provide wholesale brokerage
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services.We are dependent on our advisor and its affiliates for services that are essential to us, including the sale
of shares of our common stock, asset acquisition decisions, propérty management and other general -
administrative responsibilities. In the event that these companies were unable to provide these services to us, we
would be required to obtain such services from other sources.

Cole Advisors has waived its right to receive operating expense reimbursements for the year ended
December 31, 2012 and 2011. However, when these reimbursements are no longer waived, we will reimburse
Cole Advisors and its affiliates for expenses incurred in connection with its provision of administrative,
acquisition, property management, asset management, financing, accounting and investor relation services,
including personnel costs, subject to certain limitations. '

Insurance

See sections captioned “Acquisition and Investment Policies—Description of Leases” and “—Environmental
Matters.” v

Reportable Segments

We operate and report our results on a consolidated basis in our commercial properties segment. See Note 2
to our consolidated financial statements in this Annual Report on Form 10-K.

Competition

As we purchase properties, we are in competition with other potential buyers for the same properties and
may have to pay more to purchase the property than if there were no other potential acquirers or we may have to
locate another property that meets our investment criteria. In addition, the leasing of real estate is highly
competitive in the current market, and we may continue to experience competition for tenants from owners and
managers of competing projects. As a result, we may have to provide free rent, incur charges for tenant
improvements, or offer other inducements, or we might not be able to timely lease the space, all of which may
have an adverse impact on our results of operations. At the time we elect to dispose of our properties, we may
also be in competition with sellers of similar properties to locate suitable purchasers for our properties.

Concentration of Credit Risk

As of December 31, 2012, we had cash on deposit at twd financial institutions, none of which had deposits
in excess of federally insured levels. We limit significant cash deposits to accounts held by financial institutions
with high credit standing; therefore, we believe we are not exposed to any significant credit risk on our cash
deposits.

Tractor Supply Company, CVS Caremark Corporation, and Walgreen Co. each accounted for 21% of our
2012 gross annualized rental revenues. Tenants in the drugstore industry and the home and garden industry
accounted for 42% and 21%, respectively, of our 2012 gross annualized rental revenues. Additionally, we have
certain geographic concentrations in our property holdings. In particular, as of December 31, 2012, three of our
properties were located in Texas, one property was located in North Carolina and one property was located in
Georgia, accounting for 44%, 14% and 11%, respectively, of our 2012 gross annualized rental revenues.

Environmental Matters

All real property and the operations conducted on real property are subject to federal, state and local laws
and regulations relating to environmental protection and human health and safety. These laws and regulations
generally govern wastewater discharges, air emissions, the operation and removal of underground and above-
ground storage tanks, the use, storage, treatment, transportation and disposal of solid and hazardous materials,
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and the remediation of contamination associated with disposals. State and federal laws in this area are constantly
evolving, and we intend to take commercially reasonable steps, a summary of which is described below, to
protect ourselves from the impact of these laws. .~ - .

We generally will not purchase any property unless and until we obtain what is generally referred to as a
“Phase I’ environmental site assessment and are generally satisfied with the environmental status of the property.
However, we may purchase a property without obtaining such assessment if our advisor determines the
assessment is not necessary under the circumstances. A Phase I environmental site assessment basically consists
of a visual survey of the building and the property in an attempt to identify areas of potential environmental
concerns, visually observing neighboring properties to asses surface conditions or activities that may have an
adverse environmental impact on the property, and contacting local governmental agency personnel who perform
a regulatory agency file search in an attempt to determine any known environmental concerns in the immediate
vicinity of the property. A Phase I environmental site assessment does not generally include any sampling or
testing of soil, ground water or building materials from the property and may not reveal all environmental
hazards on a property.

We expect that some of the properties that we will acquire may contain, at the time of our investment, or
may have contained prior to our investment, underground storage tanks for the storage of petroleum products and
other hazardous or toxic substances. All of these operations create a potential for the release of petroleum
products or other hazardous or toxic substances. Some of our potential properties may be adjacent to or near
other properties that have contained or then currently contain underground storage tanks used to store petroleum
products or other hazardous or toxic substances. In addition, certain of our potential properties may be on or
adjacent to or near other properties upon which others, including former owners or tenants of our properties, have
engaged, or may in the future engage, in activities that may release petroleum products or other hazardous or
toxic substances. ‘ Co

From time to time, we may acquire properties, or interests in properties, with known-adverse environmental
conditions where we believe that the environmental liabilities associated with these conditions are quantifiable
and that the acquisition will yield a superior risk-adjusted return. In such an instance, we will underwrite the
costs of environmental investigation, clean-up and monitoring into the cost. Further, in connection with property
dispositions, we may agree to remain responsible for, and to bear the cost of, remediating or monitoring certain
environmental conditions on the properties. '

Available Information

We electronically file our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports
on Form 8-K and all amendments to those reports with the SEC. We have also filed registration statements,
amendments to our registration statements, and supplements to our prospectus in connection with our Offering
with the SEC. Copies of our filings with the SEC may be obtained from the SEC’s website at
http://www.sec.gov. Access to these filings is free of charge.
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ITEM 1A.. RISK FACTORS

Set forth below are investment risks that we believe are material to investors. Some statements in this Form I 0-K,
including statements in the following risk factors, constitute forward looking statements. Please refer to the
section entitled “Cautionary Note Regarding F orward-Looking Statements.”

Risks Related to an Investment in Cole Real Estate Income‘Strateg'y (Daily NAV), Inc. A

We have a limited prior operating history and there is no assurance that we will achieve our investment
objectives. Further, this is a “blind pool,” as we currently have acquired 13 real estate properties and have not
identified all of the specific properties that we may purchase with future offering proceeds. For this and other
reasons, an investment in our shares is speculative. , :

We have a limited operating history. As of the date of this Annual Report on Form 10-K, we have acquired
13 real estate properties. Since we currently own a limited niumber of propertie‘s},’and‘havé not identified all of the
specific properties that we may purchase with future offering proceeds, this is a “blind pool.” You will not be -
able to evaluate the economic merit of our additional investments until after these investments have been made.
As aresult, an investment in our shares is speculative.’ R S o

A stockholder should consider an investment 1n light of the ri_sks, bﬁhi_:vertain,ties and difficulties frequent_ly' N '
encountered by companies that are, like us, in their early stage of development. To be successful in this market, "

we and our advisor must, among other things:
* .identify and acquire investménts that further our investment objectives;

*  increase awareness of the Cole Real Estate Income Strategy (Daily NAV), Inc. name within the
investment products market; ‘ ) ’

*  expand and maintain our network of licensed broker-dealers and others who sell shares on our behalf
and other agents; - C : .

*  rely on our advisor, and its affiliates to attract, integrate, motivate and retain qualified personnel to
manage our day-to-day operations; : :

*  respond to competition for our targeted real estate and other investments as well as for potential
investors; ‘

*  rely on our advisor and its affiliates to continue to build and expand our opératio_ns structure to support
our business; and. ' »

* rely on our advisor, who relies on its sub-advisor, and its affiliates and our board of directors to be
continuously aware of, and interpret, marketing trends and conditions. )
We may not succeed in achieving these goals, and our failure to do so could cause our stockholders to lose a
significant portion of their investment.

The purchase and redemption of our shares is based on our NAV per share, and the daily determination of -

. our NAV per share is based upon subjective judgments, assumptions and opinions about future events, that
may or may not turn out to be correct. As a result, our daily NAV per share may not reflect the precise amount
that might be paid to investors Jor their shares in a market transaction. :

The purchase and redemption price for shares of our common stock is 'based on our NAV per share each
business day, which requires an estimate of the value of our assets and liabilities—consisting principally of*
illiquid commercial real estate and illiquid commercial real estate mortgages. Although quarterly valuations of
each of our commercial real estate assets, related liabilities and notes receivable secured by real estate are
performed by our independent valuation expert, our advisor also monitors our.commercial real estate investments
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for events that may be expected to have a material impact on the most recent estimated values provided by our
independent valuation expert. The valuation methodologies used to estimate the value of our commercial real
estate assets, related liabilities and notes receivable secured by real estate involve subjective judgments,
assumptions and opinions about future events, which may or may not turn out to be correct. Any resulting
potential disparity in our NAV per share may be in favor of either stockholders who redeem their shares, or
stockholders who buy new shares, or existing stockholders.

It may be difficult to reflect, fully and accurately, material events that may impact our daily NAV between
quarterly valuations. : : , .

Since our fund accountant’s determination of our daily NAV per share is based in part on quarterly
estimates of the values of each of our commercial real estate assets, related liabilities and notes receivable
secured by real estate provided periodically by the independent valuation expert in individual appraisal reports in
accordance with valuation guidelines approved by our board of directors, our published NAV per share on any
given day may not fully reflect any or all changes in value that may have occurred since the most recent quarterly
valuation. Our advisor reviews appraisal réports and monitors our commercial real estate and notes receivable
assets and liabilities, but it may be difficult to reflect fully and accurately rapidly changitig market conditions or
material events that may impact the value of our commercial real estate assets, notes receivable secured by real
estate or related real estate liabilities between periodic valuations, or to obtain quickly complete information
regarding any such events. For example, an unexpected termination or renewal of a material lease, a material
change in vacancies or an unanticipated structural or environmental event at a property may cause the value of a
commercial real estate asset to change materially, yet obtaining sufficient relevant information after the
occurrence has come to light and/or analyzing fully the financial impact of such an event may be difficult to do
and may require some time. As a result, the NAYV per share may not reﬂe?;t a material event until such time as
sufficient information is available and analyzed, and the financial impact is fully evaluated, such that our NAV
may be appropriately adjusted in accordance with our valuation guidelines. Depending on the circumstance, the
resulting potential disparity in our NAV may be in favor of either stockholders who redeem their shares, or
stockholders who buy new shares, or existing stockholders. :

NAY calculations are not governed by governmental or independent securities, financial or accounting rules
or standards.

The method for calculating our NAV, including the components that are used in calculating our NAV, is not
prescribed by rules of the SEC or any state securities regulatory agency. Further, there are no accounting rules or
standards that prescribe which components should be used in calculating NAV, and our NAYV is not audited by
our independent registered public accounting firm. We calculate and publish NAV solely for purposes of
establishing the daily price at which we sell and redeem shares of our common stock, and investors should not
view our NAV as a measure of our historical or future financial condition or performance. The components and
methodology that are used by our fund accountant in calculating our NAV may differ from those used by other
companies now or in the future:

In addition, our NAV calculations, to the extent that they incorporate valuations of our assets and liabilities,
are not prepared in accordance with GAAP. These valuations, which are based on market values that assume a
willing buyer and seller, may differ from liquidation values that could be realized in the event that we were
forced to sell assets. ' : :

An investment in shares of our common stock will have limited liquidity. There is no public market for our
shares of common stock and our limited. redemption. program may not have sufficient liquidity at all times to
redeem stockholders’ shares. Lo : ' :

There is no current public market for shares of our common stock, we do not expect that a public market
will ever develop and our charter does not require a liquidity event ata fixed time in the future. Therefore,
redemption of shares by us will likely be the only way for our stockholders to dispose of their shares. While we
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designed our redemption plan to allow stockholders to request redemptions, on a daily basis, of all or any portion
of their shares, our ability to fulfill redemption requests is subject to a number of limitations. Most significantly,
the vast majority of our assets currently consist, and will consist in the future, of commercial real estate -
properties, which cannot generally be readily liquidated w1thout impacting our ability to realize full value upon
their disposition. Further, the redemption program is subject to quarterly redemption limits and to protect our
operations, our status as a REIT, and our non-redeeming stockholders, our board of directors may modify or
suspend our redemption program or limit stockholder redemptions. Additionally, subject to limited exceptions,
shares of our common stock redeemed within 365 days of the date of purchase may be subject to a short-term
trading fee of 2% of the aggregate NAV per share of such shares redeemed. As a result, our stockholders’ ability
to have their shares redeemed by us may be limited, and our shares should be considered a potentially long-term
investment with limited liquidity.

Economic.events that may cause our stockholders to seek to redeem their shares may materially adversely
affect our cash flow and our ability to achieve our investment objectives. :

Economic events affecting the U.S. economy, such as the general negative performance of the real estate
sector or the negative performance of the U.S. economy as a whole, could cause our stockholders to seek to
redeem their shares. Even if we are able to satisfy all resulting redemption requests, our cash flow could be
materially adversely affected. In addition, if we elect to sell valuable assets to satisfy redemption requests, our
ability to achieve our investment objectives, including, without limitation, diversification of our real estate
property portfolio by property type and location, moderate financial leverage, conservative operating risk and an
attractive level of current income, could be materially adversely affected.

We may fund redemptions JSfrom sources other than cash ﬂow from operations, including borrowings by the
REIT, proceeds from offermgs of our secuntws or proceeds from asset sales, which may reduce the amount of
capital we ulttmately invest and negatzvely zmpact the value of an investment m our securities..

To the extent that cash flow from operatlons is 1nsufﬁc1ent to fund all requests for redemptions, we may
fund all or some of the redemptions from borrowings by the REIT, proceeds from offerings of our securities or
proceeds from the sale of assets, and we have no limits on the amounts we may pay from such other sources. The
payment of redemptions from sources other than cash flow from operations may reduce the amount of capital we
have available to invest in real estate, negatively impact the value of an investment in our securities and reduce
overall return. We expect that, especially during the early stages of our development, as well as from time to time
thereafter, we may fund redemptions from sources other than cash flow. :

This is our sponsor’s and advisor’s first real estate program structured as a “perpetual-life” REIT.

This is our sponsor’s first program structured as a “perpetual-life” REIT, or an investment vehicle of
indefinite duration focused principally on acquiring a portfolio of real estate that has no target date for sale of the
portfolio or other liquidity event. While the officers and other key personnel of our advisor and its affiliates have
significant experience acquiring and managing real estate for defined life non-exchange traded REITs, and, to a
more limited extent, listed REITs of indefinite duration, this is our sponsor’s first program structured as a non-
exchange traded REIT with an indefinite life. Acquiring and managing a portfolio of commercial real estate that
has no target liquidation event may present challenges that are different than acquiring and managing a portfolio
of real estate that is expected to be owned for a limited and specified investment period. For this and other
reasons, the prior performance of other REITs sponsored by Cole Real Estate Investments may not be indicative
of our future results.

The amount and source of distributions we :hiay make to our stockholders is uncertain and we may be unable
to generate sufficient cash ﬂows Jrom our operations to make distributions to our stockholders at any time in
the future.

We have not established a minimum dis.tn'bution péyment level, and our ability to make distributions to our
stockholders may be adversely affected by a number of factors, including the risk factors described herein. Our

24



board of directors will make determinations regarding distributions based upon, among other factors, our
financial performance, our debt service obligations, our debt covenants, and capital expenditure requ1rements
Among the factors that could i 1mpa1r our ab111ty to make d1stnbut10ns to our stockholders are:

e the limited size of our real estate portfollo in the early stages of our development

¢  our inability to'invest, on a tlmely bas1s and in attractive comrnerclal propemes, the proceeds from
sales of our shares; : :

+  our inability to realize attractive risk-adjusted returns on our investtnents; 7
unanticipated expenses or reduced revenues that reduce our cash flow or non-cash earmngs,
»  defaults in our investment portfolio or decreases in the value of our properties; and

+  the fact that anticipated operating expense levels may not prove accurate as actual results may vary
from estimates. ~ A

As a result, we may not be able to make distributions to our stockholders at any tlme in the future and the
level of any distributions we do make to our stockholders may not.increase or even be maintained over time.

We may suffer adverse tax consequences if the amount of distributions do not comply with certain tax
requirements, and we expect that a substantml portion of our distributions will be taxed as ordmary income to
our stockholders.

To qualify for taxation as a REIT, we will be required to distribute annually to our stockholders at least 90%
of our REIT taxable income, determmed\ w1thout regard to the deduction for- d1v1dends pa1d and excludlng net.
capital gains. To the extent we satisfy the 90% distribution requlrement but d1stnbute less than 100% of our .
REIT taxable income, we will be subject to U.S. federal corporate income tax on our undistributed taxable =~
income. In addition, we will be subject to a 4% nondeductible excise tax if the actual amount thiat we distribute to
our stockholders in a calendar year is less than a minimum amount spec1fied under the Code '

In addition, dividends that we pay to our stockholders w111 generally ‘be taxable to our stockholders as
ordinary income. However, a portion of our distributions may be designated by us as long-term capital gains to
the extent that they are attributable to capital gain income recognized by us or may constitute a return of capital
to the extent that they exceed our current and accumulated earnings and profits as determined for U.S. federal
income tax purposes. A return of capital distribution is not taxable, but has the effect of reducing the basis ofa
stockholder’s investment in our common stock, until the distribution exceeds the stockholder’s basis. Return of
capital distributions in excess of a stockholder’s tax basis in our shares will be treated as gain from the sale of
shares. '

We may pay some or all of our distributions, and fund some or all redemptions, from sources other than cash
flow from operations, including borrowings by the REIT, proceeds from the offering of our securities or
proceeds from asset sales, which may reduce the amount of capztal we ultzmately invest and negatwely tmpact :
the value of an investment in our common stock. :

To the extent that cash flow from operations is 1nsufﬁc1ent to pay distributions or to fund redcmptlons we
may pay all or some of our distributions and fund all or some of our redemptions from borrowmgs by the REIT,
proceeds from the offering of our securities or proceeds from the sale of assets, and we have no limits on the
amounts we may pay from such other sources. The payment of distributions and redempt1ons from sources other
than cash flow from operations may reduce the amount of capltal we have available to invest in real estate,
negatively impact the value of an investment in our common stock and redude the overall return. We expect that,
especially during the early stages of our development, as well as from time to time thereafter, we may declare
distributions and/or fund redemptions that'exceed our cash ﬂows from operations and in antlmpauon of future
cash flows.
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We are currently conducting a “best efforts” offering. If we are not able to raise a substantial amount of
capital in the near term, we may have difficulties investing in properties and our ability to achieve our
investment objectives, including diversification of our portfolio by property type and location, could be
adversely affected. - . R

We are currently conducting our initial public offering, which is being made on a “best efforts” basis, which
means that the dealer manager and the broker-dealers participating in the offering are only required to use their
best efforts to sell the shares and have no firm commitment or obligation to purchase any of the shares. As a
result, we may not be able to raise a substantial amount of capital in the near term. If we are not able to
accomplish this goal, we may have difficulty in identifying and purchasing suitable properties on attractive terms
in order to meet our investment objectives. Therefore, there could be a 'delay'between the time wé'receive net
proceeds from the sale of shares of our common stock in the offering and the time we invest the net proceeds.
This could cause a substantial delay in the time it takes for an investor’s investment to realize its full potential
return and could adversely affect our ability to pay regular distributions, of cash flow from operations to our
stockholders. If we fail to timely invest the net proceeds of the offering, our ability to achieve our investment
objectives, including diversification of our portfolio by property type and location, could be adversely affected.
Failure to raise substantial capital also could hamper our ability to comply with REIT prohibitions on
concentrations of ownership. In addition, subject to our investment policies, we are not limited in the number or
size of our investments or the percentage of net proceeds that we may dedicate to a single investment. If we use
all or substantially all of the proceeds from the offering to acquire one or a few investments, the likelihood of our
profitability being affected by the performance of any one of our investments will increase, and an investment in
our shares will be subject to greater risk.

If we raise Substantially less than the maximum offering amouht, we may not be able to cbnstmct a diverse
portfolio of real estate and real estate-related investments, and the value of an investment in our stock may
Sluctuate more widely with the performance of specific investments. :

We are dependent upon the proceeds to be received from our initial public offering to-conduct our proposed
investment activities. Our initial public offering is being made on a “best efforts” basis, whereby our dealer
manager and the broker/dealers that participate in the offering are only required to use their best efforts to sell
shares of our common stock and have no firm commitment or obligation to purchase any of the shares of our
common stock. As a result, we do not know the amount of proceeds that will be raised in our initial public
offering or that we will achieve sales of the maximum offering amount. If we raise substantially less than the
maximum offering amount, we may not be able to invest in a diverse portfolio in terms of the number of
investments owned, the geographic regions in which our investments are.located and the types of investments
that we make. An investment in shares of our common stock would be subject to greater risk to the extent that we
lack a diversified portfolio of investments. In addition, our fixed operating expenses, as a percentage of gross
income, would be higher, and our financial condition and ability to pay distributions could be adversely affected

if we_ are unable to raise substantial funds in our initial public offering.:- S
We may -'sujfe,r from delays if our advisor is not able to locate suitable investments, which could adversely
affect our ability to pay distributions and to achieve our investment objectives. S

If we are able to raise capital quickly during our initial public offering, we may have difficulty in identifying
and purchasing suitable commercial real estate properties in a timely and efficient fashion. This may impact the
value of an investment in our common stock and our ability to pay disuibutions'to our stockholders.

Our board of directors may change certain of our investment policies without stockholder approval, which
could alter the nature of an investment in our.common stock. .

Except for changes to the investment objectives and investment restrictions contained in our charter, which "
require stockholder consent to amend, our board of directors, a'majority of whom are independent, may change
our investment and operational policies, including our policies with respect to investments, acquisitions, growth,
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operations, indebtedness, capitalization and distributions, at any time without the consent of our stockholders,
which could result in our making investments that are different from, and possibly riskier than, the types of
investments described in this Annual Report on Form 10-K. A change in our investment strategy may, among
other things, increase our exposure to interest rate risk, default risk and commercial real estate market
fluctuations, all of which could materially affect our ability to achieve our investment objectives.

Our participation in a co-ownership arrangement may subject us to risks that otherwise may not be present in
other real estate investments.

We may enter in co-ownership arrangements with respect to a portion of the properties we acquire. Co-
ownership arrangements involve risks generally not otherwise present with an investment in real estate, such as
the following:

«  the risk that a co-owner may at any time have economic or business interests or goals that are or
become inconsistent with our business interests or goals;

«  the risk that a co-owner may be in a position to take action contrary to our instructions or requests or
contrary to our policies, objectives or status as a REIT;

o the possibility that an individual co-owner might become insolvent or bankrupt, or otherwise default
under the applicable mortgage loan financing documents, which may constitute an event of default
under all of the applicable mortgage loan financing documents or allow the bankruptcy court to reject
the agreements entered into by the co-owners owning interests in the property; ’

« the possibility that a co-owner might not have adequate liquid assets to make cash advances that may
be required in order to fund operations, maintenance and other expenses related to the property, which
could result in the Toss of current or prospective tenants and may otherwise adversely affect the
operation and maintenance of the property, and could cause a default under the mortgage loan
financing documents applicable to the property and may result in late charges, penalties and interest,

and may lead to the exercise of foreclosure and other remedies by the lender;

e the risk that a co-owner could breach agreements related to the property, which may cause a default, or
result in personal liability for, the applicable mortgage loan financing documents, violate applicable
securities law, result in a foreclosure or otherwise adversely affect the property and the co-ownership
arrangement;

«  the risk that a default by any co-tenant would constitute a default under the applicable mortgage loan
financing documents that could result in a foreclosure and the loss of all or a substantial portion of the
investment made by the co-tenants;

o the risk that we could have limited control and rights, with management decisions made entirely by a
third-party; and

« the possibility that we will not have the right to sell the property at a time that otherwise could result in
the property being sold for its maximum value. :

In the event that our interests become adverse to those of the other co-owners, we may not have the
contractual right to purchase the co-ownership interests from the other co-owners. Even if we are given the
opportunity to purchase such co-ownership interests in the future, we cannot guarantee that we will have
sufficient funds available at the time to purchase co-ownership interests from the co-owners.

We may want to sell our co-ownership interests in a given property at a time when the other co-owners in
such property do not desire to sell their interests. Therefore, because we anticipate that it will be much more
difficult to find a willing buyer for our co-ownership interests in a property than it would be to find a buyer for a
property we owned outright, we may not be able to sell our interest in a property at the time we would like to sell.
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Cybersecurity risks and cyber incidents may adversely affect our business by causing a disruption to our
operations, a compromise or corruption of our confidential information, and/or damage to our business
relationships, all of which could negatively impact our financial results.

A cyber incident is considered to be any adverse event that threatens the confidentiality, integrity or
availability of our information resources. These incidents may be an intentional attack or an unintentional event
and could involve gaining unauthorized access to our information systems for purposes of misappropriating
assets, stealing confidential information, corrupting data or causing operational disruption. The result of these
incidents may include disrupted operations, misstated or unreliable financial data, liability for stolen assets or
information, increased cybersecurity protection and insurance costs, litigation and damage to our tenant and
investor relationships. As our reliance on technology has increased, so have the risks posed to our information
systems, both internal and those we have outsourced. We have implemented processes, procedures and internal
controls to help mitigate cybersecurity risks and cyber intrusions, but these measures, as well as our increased
awareness of the nature and extent of a risk of a cyber incident, do not guarantee that our financial results,
operations, business relationships or confidential information will not be negatively impacted by such an
incident. '

Risks Related to Our Relationship with Our Advisor and Its Affiliates and Certain Conflicts of Interest

We are subject to conflicts of interest arising out of our relationships with our advisor and its affiliates,
including the material conflicts discussed below. The “Conflicts of Interest” section of Part I, Item I of this
Annual Report on Form 10-K provides a more detailed discussion of the conflicts of interest between us and our
advisor and its affiliates, and our policies to reduce or eliminate certain potential conflicts.

Our advisor and its affiliates, including our dealer manager, face conflicts of interest caused by their
compensation arrangements with us, which could result in actions that are not in the long-term best interests
of our stockholders. N . ‘ - :

Our advisor and its affiliates, including our dealer manager, are entitled to substantial fees from us under the
terms of the advisory agreement and the dealer manager agreement. These fees could influence the judgment of
our advisor and its affiliates in performing services for us. Among other matters, these compensation
arrangements could affect their judgment with respect to:

*  the continuation, renewal or enforcement of our agreements with our advisor and its affiliates;

* the advisor’s role in estimating accruals of expenses for our fund accountant’s calculation of our daily
NAV, as the fees of our advisor and its affiliates are based on our NAYV, however, any intentionally
inaccurate estimation of the Company’s daily net operating revenues, expenses and fees by our advisor
could constitute a breach of its fiduciary duty to the Company and its stockholders, and may subject
our advisor to significant liability; and

*  the amount of fees paid to our advisor and its affiliates. While the fees must be approved on an annual
basis by our independent directors, the approval process may be constra_.inéd, to some extent, because
the independent directors are likely to consider, among other factors, our stockholders’ expectation that
affiliates of Cole Real Estate Investments sponsored and will serve in the roles of our advisor and our
dealer manager. '

Our advisor is responsible for estimating amounts of certain;lit‘l‘bilities that will affect the calculation of our
NAYV. ' ;

Our advisor is responsible for estimating the amounts of certain liabilities that are used by our independent
fund accountant to determine our daily NAV per share. These estimated amounts include estimates of accrued
fees and expenses attributable to our initial public offering, accrued operating fees and expenses and accrued
distributions. To the extent that these liabilities are based on estimates, this could lead to conflicts of interest with
our advisor because the advisor’s fee is based on a percentage of our NAV, although any intentionally inaccurate
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estimation of the Company’s daily net operating revenues, expenses and fees by the advisor could constitute a
breach of its fiduciary duty to the Company, and its stockholders, and may subject the advisor to significant
Hability. o

Our advisor has engaged its sub-advisor to select and manage our liquid investments. The advisor relies on the
performance of its sub-advisor in implementing the liquid investments portion of our investment strategy.

Our advisor has engaged its sub-advisor to select liquid investments pursuant to-a sub-advisory agreement
between our advisor and its sub-advisor. We do not have a direct contractual relationship with the sub-advisor.
The sub-advisor has, and will continue to have substantial discretion, within our investment guidelines, to make
decisions related to the acquisition, management and disposition of our liquid assets. If the sub-advisor does not
succeed in implementing the liquid investments portion of our investment strategy, our performance will suffer.
In addition, even though our advisor has the ability to terminate the sub-advisor with 60 days’ prior written
notice it may be difficult and costly to terminate and replace the sub-advisor.

'

Payment of fees to our advisor and our dealer manager will reduce the cash available for investment and
distribution and will increase the risk that an investor will not be able to recover the amount of their
investment in our shares. ‘ ‘ '

Our advisor and its affiliated dealer manager perform services for us in connection with the distribution of
our shares, the selection and acquisition of our investments, and the management of our assets. We pay our
advisor and our dealer manager fees for these services, which will reduce the amount of cash available for
investments or distributions to our stockholders. The fees we pay to our advisor and its affiliates decrease the
value of our portfolio and increase the risk that stockholders may receive a lower price when they request
redemption of their shares than the purchase price they initially paid for their shares.

Our advisor faces conflicts of interest relating to the incentive fee structure under our advisory agreement,
which could result in actions that are not necessarily in the long-term best interests of our stockholders.

Pursuant to the terms of our advisory agreement, our advisor is entitled to fees that are structured in a
manner intended to provide incentives to our advisor to perform in our best inteests and in the best interests of -
our stockholders. For example, the advisory fee is based on our NAV, and not on the costs or book value of our
investments, and our advisor is entitled to an incentive fee, based on the annual performance of our stock.
Nevertheless, our advisor could be motivated to recommend riskier or more speculative investments in order for
us to generate the specified levels of performance that would entitle our advisor to incentive compensation.

Our advisor faces conflicts of interest with respect to the allocation of inves‘tmeynt opportunities between us
and other real estate programs that our managed by affiliates of our advisor.

We rely on our advisor to identify and select potential real estate investment opportunities on our behalf. At
the same time, our advisor’s affiliates and our advisor’s officers manage other real estate programs sponsored by
Cole Real Estate Investments that may have investment objectives and investment strategies that are similar to
our objectives and strategies. As a result, our advisor could face conflicts of interest in allocating real estate
acquisition opportunities as they become available. While the other real estate programs sponsored by Cole Real
Estate Investments have allocation procedures in-place, there is a risk that our advisor’s allocation of investment
properties may result in our acquiring a property that provides lower returns to us than a property purchased by
another real estate program sponsored by Cole Real Estate Investments. In addition, we may acquire properties in
geographic areas where other real estate programs sponsored by Cole Real Estate Investments own properties. If
one of the other real estate programs sponsored by Cole Real Estate Investments attracts a tenant that we are
competing for, we could suffer a loss of revenue due to delays in locating another suitable tenant. Similar
conflicts of interest may arise if our advisor recommends that we make or purchase mortgage loans or
participations in mortgage loans, since other real estate programs sponsored by Cole Real Estate Investments
may be competing with us for these investments. : :
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Our '0fﬁcqrs Jace conflicts of interest related to the positions they hold with affiliated entities, which could
hinder our ability to implement successfully our business strategy and to generate returns to our stockholders.

Each of our executive officers, including Mr. Cole, who also serves as the chairman of our board of
directors, also has an interest in our advisor and our dealer manager. In addition, our executive officers serve as
officers of one or more entities affiliated with our advisor that provide investment management advice to other
Cole-sponsored real estate programs, as well as executive officers and/or board members of these other real
estate programs. As a result, these individuals owe fiduciary duties to these other entities and their stockholders,
members and limited partners. These additional fiduciary duties may create conflicts with the duties that they ,
owe to us and to our stockholders. There is a risk that their loyalties to these other entities could result in actions
or inactions that are detrimental to our business, which could harm the implementation of our investment strategy
and our investment and leasing opportunities. Conflicts between the best interests of our business and the best
interests of these other entities are most likely to arise from involvement in activities related to (1) allocation of
new acquisition opportunities, (2) allocation of their time, (3) allocation of tenants, (4) allocation of opportunities
to sell assets, and (5) allocation of our dealer manager’s time. If these individuals were to act or fail to act in a
manner that was detrimental to our business, or favor one entity over another, they could be subject to liability
for breach of their fiduciary duty to us and our stockholders. If these potential conflicts are not appropriately
managed, we may not be able to implement our investment strategy in a successful manner, generate cash needed
to pay distributions to our stockholders and maintain or increase the value of our assets.

We depend on our advisor, and we may not be able to Jfind a suitable replacement if our advisor terminates the
advisory agreement. ‘ B , , :

We depend on our advisor, and we may not be able to find a suitable replacement if our advisor terminates
the advisory agreement. Our ability to make distributions and achieve our investment objectives is dependent
upon the performance of our advisor in the acquisition of real estate properties and other real estate-related
assets, the management of our portfolio, the selection of tenants for our properties and the determination of any -
financing arrangements. If our advisor suffers or is distracted by adverse financial or operational problems in .
connection with its operations unrelated to us, our advisor may be.unable to allocate sufficient time and resources
to our operations. If our advisor is unable to allocate sufficient resources to oversee and perform our operations
for any reason, we may be unable to achieve our investment objectives or pay distributions to our stockholders; -

Our success depends to a significant degree upon cértain key pérsonnel of our advisor. 1f our advisor loses or
is unable to obtain key personnel, our ability to achieve our investment objectives could be delayed or
hindered, which could adversely affect our ability to pay distributions to you and the value of your investment.

Our success depends to a significant degree upon the contributions of certain executive officers and other
key personnel of our advisor, each of whém would be difficult to replace. We cannot guarantee that all of these
key personnel, or any particular person, will remain affiliated with us, our sponsor and/or our advisor. If any of
our key personnel were to cease their affiliation with our advisor, our operating results could suffer. Further, we
currently do not separately maintain key person life insurance on Mr. Cole or any other person and we may not
do so in the future. We believe that our future success depends, in large part, upon our advisor’s ability to hire
and retain highly skilled managerial, operational and marketing personnel. Competition for such personnel is
intense, and we cannot assure you that our sponsor or advisor will be successful in attracting and retaining such
skilled personnel. If our advisor loses or is unable to obtain the services of key personnel, our ability to ;
implement our investment strategies could be delayed or hindered, and the value of your investment may decline.

Our board of directors will not approve, in advance, the investment decisions made by our advisor..

Our board of directors has approved investment guidelines that delegate to our advisor the authority to’ -
execute (1) real estate property acquisitions and dispositions and (2) investments in other real estate-related
assets, and to (3) contract with a sub-advisor to purchase and sell liquid assets, liquid real estate-related
securities, cash and cash equivalents, in each case so long as such investments are consistent with our investment
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guidelines. As a result, our advisor has substantial latitude within these broad parameters in determining the types
of assets that are proper investments for us. Our directors do not review, in advance, the investment decisions

made by our advisor or sub-advisor. Instead, the directors review our investment guidelines on an annual basis
and our investment portfolio on a quarterly basis or, in each case, as often as they deem appropriate. In
conducting these periodic reviews, our directors rely primarily on information provided to them by our advisor.
Furthermore, transactions entered into on our behalf by our advisor may be costly, difficult or impossible to

unwind when they are subsequently reviewed by our board of directors.

Our dealer manager may compensate its registered employees who market and Sell this inVesﬁnent more than
it compensates them to market and sell other investments sponsored by Cole Real Estate Investments.

Our dealer manager may have a compensation program for its registered employees who market and sell
this investment that may be different from the compensation program it has for the marketing and sale of other
investments sponsored by Cole Real Estate Investments. This compensation program may result in Cole Capital
Corporation’s registered employees receiving more or less compensation for the marketing and sale of this-
investment than for the marketing and sale of other programs. Such a compensation program may create a
conflict of interest, by motivating our dealer manager’s registered employees to promote one investment over
another investment sponsored by Cole Real Estate Investments.

Our charter permits us to acquire assets and borrow funds from affiliates of our advisor, and any such
transaction could result in conflicts of interest. :

Our charter permits us to acquire assets and borrow funds from affiliates of our advisor on a limited basis as
set forth below, and any such transaction could result in a conflict of interest: :

Our advisor may create special purpose entities to acquire properties for the specific purpose of selling the
properties to us, and we may acquire such properties, provided that any and all acquisitions from affiliates of our
advisor must be approved by a majority of our directors, including a majority of our independent directors, not
otherwise interested in such transaction, as being fair and reasonable to us and either the purchase price to us is
no greater than the cost of the property to the affiliate of our advisor, including acquisition related expenses, or a
majority of our independent directors determines that there is substantial justification for any amount above such
cost and that the difference is reasonable. Further, we will not acquire a property from an affiliate of our advisor
if the cost to us would exceed the property’s current appraised value as determined by an independent appraiser.

From time to time, we may borrow fonds from affiliates of our advisor, including our sponsor, as bridge
financing to enable us to acquire a property when offering procéeds alone are insufficient to do so.and third party
financing has not been arranged or is insufficient. Any and all such transactions must be approved by a majority
of our directors, including a majority of our independent directors, not otherwise interested in such transaction as
fair, competitive and commercially reasonable, and no less favorable to us than comparable loans between .
unaffiliated parties under the same circumstances. Finally, our advisor or its affiliates may pay costs on our
behalf, pending our reimbursement, or we may defer payment of fees to our advisor or its affiliates, but neither of
these transactions would be considered a loan under our charter. ’

Our advisor faces conflicts of interest relating to joint ventures or other co-ownership arrangements that we
enter into with other real estate programs sponsored by Cole Real Estate Investments, which could result in a
disproportionate benefit to another real estate program sponsored by Cole Real Estate Investments.

We may enter into joint ventures with other real estate programs sponsored by Cole Real Estate Investments
for the acquisition, development or improvement of properties, as well as the acquisition of real estate-related
investments. Officers and key persons of our advisor also are officers and key persons of other REITs sponsored
by Cole Real Estate Investments and their advisors, the general partners of other partnerships sponsored by Cole
Real Estate Investments and/or the advisors or fiduciaries of other real estate programs sponsored by Cole Real
Estate Investments. These officers and key persons will face conflicts of interest in determining which real estate
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programs sponsored by Cole Real Estate Investments should enter into any particular joint venture or co-
ownership arrangement. These persons also may have a conflict in structuring the terms of the relationship
between us and the Cole-sponsored co-venturer or co-owner, as well as conflicts of interests in managing the
joint venture.

In the event we enter into joint venture or other co-ownership arrangements with another real estate program
sponsored by Cole Real Estate Investments, our advisor and its affiliates may have a conflict of interest when
determining when and whether to buy or sell a particular property, or to make or dispose of another real estate-
related investment. In addition, if a Cole-sponsored co-venturer or co-owner becomes listed for trading on a
national securities exchange, that entity may develop more divergent goals and objectives than ours, since we do
not expect to be listed for trading. In the event we enter into a joint venture or other co-ownership arrangement
with a real estate programs sponsored by Cole Real Estate Investments that has a defined life, the joint venture
may be required to sell its properties earlier than we may desire to sell the properties. Even if the terms of any
joint venture or other co-ownership agreement between us and another real estate programs sponsored by Cole
Real Estate Investments grant us the right of first refusal to buy such properties, we may not have sufficient funds
or borrowing capacity to exercise our right of first refusal under these circumstances.

Since Mr. Cole and his affiliates control our advisor and the advisors to other real estate programs sponsored
by Cole Real Estate Investments, agreements and transactions between or among the parties with respect to any
joint venture or other co-ownership arrangement will not have the benefit of arm’s-length negotiation of the type
normally conducted between unrelated co-venturers or co-owners, which may result in the co-venturer or co-
owner receiving benefits greater than the benefits that we receive. ' '

Risks Related to Investments in Real Estate

Many of our properties depend upon a single tenant, or a limited number of major tenants, for all or a
majority of its rental income; therefore, our financial condition and ability to make distributions to investors
in our common stock may be adversely affected by the:bankruptcy or insolvency, a downturn in the business
or a lease termination, of a single tenant. - - ~ co g e : '

Many of our properties are occupied by only one te"n'ant or derive a majority of their rental income from a
limited number of major tenants and, therefore, the success of thosg properties is materially dependent on the
financial stability of such tenants. Such tenants face competition within their industries and other factors that
could reduce their ability to make rent paymehts, Lease payment defaults by such tenants could cause us to 7
reduce the amount of distributions we pay. A default of a single or major tenant on its lease payments to us
would cause us to lose revenue from the property and force us to find an alternative source of revenue to meet
any expenses associated with the property and prevent a foreclosure if the property is subject to a mortgage. In -
the event of a default by a single or major tenant, we may experience delays in enforcing our rights as landlord
and may incur substantial costs in protecting our investment and re-letting the property. If a lease is terminated,
we may not be able to lease the property for the rent previously received or sell the property without incurring a
loss. A default by a single or major tenant, the failure of a guarantor to fulfill its obligations or other premature
termination of a lease to such a tenarit, or such tenant’s election not to extend a lease upon its expiration, could
have an adverse effect on our financial condition and our ability to pay distributions to our stockholders.

To the extent we acquire industrial properties, the demand for and proﬁidbiliw of our indilsftiiéd"prdpeﬂiés » '
may be adversely affected by fluctuations in manufacturing activity in the United States. ’

We may invest in industrial properties that share some of the same core characteristics as our other
commercial properties. To the extent we acquire industrial properties, such properties may be adversely affected
if manufacturing activity decreases in the United States. Trade agreements with foreign countries have given
employers the option to utilize less expensive non-US manufacturing workers. The outsourcing of manufacturing
functions could lower the demand for our industrial properties. Moreover, an increase in the cost of raw materials
or decrease in the demand of housing could cause a slowdown in manufacturing activity, such as furniture,
textiles, machinery and chemical products, and our profitability may be adversely affected.
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If a major tenant declares bankruptcy, we may be unable to collect balances due under relevant leases, which
could have a material adverse effect on our financial condition and ability to pay distributions to our
stockholders.

We may experience concentration in one or more tenants. Any of our tenants, or any guarantor of one of our
tenant’s lease obligations, could be subject to a bankruptcy proceeding pursuant to Title 11 of the bankruptcy
Jaws of the United States. The bankruptcy of a tenant or lease guarantor could delay our efforts to collect past due
balances under the relevant lease, and could ultimately preclude full collection of these sums. Such an event also
could cause a decrease or cessation of current rental payments, reducing our operating cash flows and the amount
available for distributions to investors in our common stock. In'the event a tenant or lease guarantor declares
bankruptcy, the tenant or its trustee may not assume our lease or its guaranty. If a given lease or guaranty is not
assumed, our operating cash flows and the amounts available for distributions to our stockholders may be
adversely affected. Accordingly, the bankruptcy of a major tenant could have a material adverse effect on our
ability to pay distributions to our stockholders. '

If a sale-leaseback transaction is re-characterized in a tenant’s bankruptcy proceeding, our financial
condition could be adversely affected.

We may enter into sale-leaseback transactions, whereby we would purchase a property and then lease the
same property, back to the person from whom we purchased it. In the event of the bankruptcy of a tenant, a
transactii;ﬁ structured as a sale-leaseback may be re-characterized as either a financing or a joint venture, either
of which Sutcomes could adversely impact our financial condition, cash flow and the amount available for
distributions to our stockholders.

If the sale-leaseback were re-characterized as a financing, we might not be considered the owner of the
property, and we would have the status of a creditor in relation to the tenant. In that event, we would no longer
have the right to sell or encumber our ownership interest in the property. Instead, we would have a claim against
the tenant for the amounts owed under the lease, with the claim arguably secured by the property. The tenant/
debtor might have the ability to propose a plan restructuring the term, interest rate and amortization schedule of
its outstanding balance. If confirmed by the bankruptcy court, we could be bound by the new terms, and
prevented from foreclosing our lien on the property. If the sale-leaseback were re-characterized as a joint venture,
we could be treated as co-venturer with the lessee with regard to the property. As a result, we could be held
liable, under some circumstances, for debts incurred by the lessee relating to the property.

Our real estate investments may include special use single-tenant properties that may be difficult to sell or re-
lease upon lease terminations. '

We intend to invest in necessity single-tenant commercial properties, a number of which may include
special use single tenant properties. If the leases on these properties are terminated or not renewed, we may have
difficulty re-leasing or selling these properties to a party other than the tenant due to the special purpose for
which the property may have been designed. Therefore, we may be required to expend substantial-funds to
renovate the property or make rent concessions in order to lease the property to another tenant or sell the
property. These and other limitations may adversely impact the cash flows from, or lead to a decline in value of,
these special use single-tenant properties. '

A high concentration of our properties in a particular geographic area, or with tenants in a similar industry,
would magnify the effects of downturns in that geographic area or industry.

In the event that we have a concentration of properties in any particular geographic area, any adverse
situation that disproportionately impacts that geographic area would have a magnified adverse impact on our
portfolio. Similarly, if tenants of our properties become concentrated in a certain industry or industries, any
adverse impact on that industry generally would have a disproportionately adverse impact on our portfolio.
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Our portfolio of properties includes retail properties. Our performance, therefore, is linked to the market for
retail space generally and a downturn in the retail market could have an adverse effect on the value of an
investment in our common stock.

The market for retail space has been and could be adversely affected by weaknesses in the national, regional
and local economies, 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 stores in the same shopping center, or by a reduction in traffic to these stores resulting
from a regional economic downturn, a general downturn in the local area where our store is located, or a decline
in the desirability of the shopping environment of a particular shopping center. A reduction in customer traffic
could have a material adverse effect on our business, financial condition and results of operations.

Our operating results will be affected by economic and regulatory changes that impact the real éstate market -
in general. ‘ :

We are subject to risks generally attributable to the ownership of real property, including:
*  changes in global, national, regional or local economic, demographic or capital market conditions;

*  current and future adverse national real estate trends, including increasing vacancy rates, which may
negatively impact resale value, declining rental rates and general deterioration of market conditions;

*  changes in supply of or demand for similar properties in a given market or metropoli;éh, areé. that will
result in changes in market rental rates or occupancy levels; R
*  increased competition for real property investments targeted by our investment strategy;
*  bankruptcies, financial difficulties or lease défaults by our tenants;
. *  changes in interest rates and availability of financing; and ‘ v
*  changes in government rules, regulations and fiscal policies, including changes in tax, real estate,
environmental and zoning laws.

All of these factors are beyond our control. Any negative changes in these factors could affect our ability to
meet our obligations and make distributions to stockholders.

We face risks associated with property acquisitions, which may adversely impact our ability to pay
distributions and the value of an investment in our common stock. ’

We intend to acquire properties and portfolios of properties, including large portfolios that will increase our
size and result in changes to our capital structure. Our acquisition activities and their success are subject to the
following risks: :

i
*  we may be unable to complete an acquisition after making a non-refundable deposit and incurring
certain other acquisition-related costs; _

* we may be unable to obtain financing for acquisitions on favorable terms or at all;
*  acquired properties may fail to perform as expected;
*  the actual costs of repositioning or redeveloping acquired properties may be greater than our estimates;

*  acquired properties may be located in new markets in which we may face risks associated with a lack
of market knowledge or understanding of the local economy, lack of business relationships in the area
and unfamiliarity with local governmental and permitting procedures; and

*  we may be unable to quickly and efficiently integrate new acquisitions, particularly acquisitions of
portfolios of properties, into our existing operations. :
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‘These acquisition risks may reduce our ability to pay distributions and may negatively impact the value of
an investment in our common stock. - °

Many of our assets are public places such as shopping centers. Because these assets are public places, crimes,
violence and other incidents beyond our control may occur, which could result in a reduction of business
traffic at our properties and could expose us to civil liability.

Because many of our assets are open to the public, they are exposed to a number of incidents that may take
place within their premises and that are beyond our control or our ability to prevent, which may harm our
consumers and visitors. Some of our assets may be located in large urban areas, which can be subject to elevated
levels of crime and urban violence. If violence escalates, we may lose tenants or be forced to close our assets for
some time. If any of these incidents were to occur, the relevant asset could face material damage to its image and
the property could experience a reduction of business traffic due to lack of confidence in the premises’ security.
In addition, we may be exposed to civil liability and be required to indemnify the victims, which could adversely
affect us. Should any of our assets be involved in incidents of this kind, our business, financial condition and
results of operations could be adversely affected.

Increased competition from alternative retail channels could adversely impact our retail tenants’ profitability
and ability to make timely lease payments to us.

Traditional retailers face increasing competition from alternative retail channels, including factory outlet
centers, wholesale clubs, mail order catalogs, television shopping networks and various forms of e-commerce.
The increasing competition from such alternative retail channels could adversely impact our retail tenants’
profitability and ability to make timely lease payments to us. If our retail tenants are unable to make timely lease
payments to us, our operating cash flows could be adversely affected.

The current market environment may adversely affect our operating results, financial condition and ability to
pay distributions to our stockholders.

The global financial markets have undergone pervasive and fundamental disruptions since mid-2007. The
disruptions in the global financial markets had an adverse impact on the availability of credit to businesses
generally. To the extent that the global economic recession continues and/or intensifies, it has the potential to
materially adversely affect the value of our properties and other investments we make, the availability or the
terms of financing that we may anticipate utilizing, and our ability to make principal and interest payments on, or
refinance, any outstanding debt when due, and/or, for our leased properties, the ability of our tenants to enter into
new leasing transactions or satisfy rental payments under existing leases. The current market environment also
could affect our operating results and financial condition as follows:

e Debt Market—Since 2010, the volume of mortgage lending for commercial real estate has been
increasing and lending terms have improved and continue to improve; however the real estate debt
markets could begin experiencing increasing volatility as a result of certain factors, including the
tightening of underwriting standards by lenders and credit rating agencies. Should overall borrowing
costs increase, either by increases in the index rates or by increases in lender spreads, our operations
may generate lower returns. In-addition, dislocations in the debt markets could reduce the amount of
capital that is available to finance real estate, which, in turn: (1) limits the ability of real estate
investors to make new acquisitions and to potentially benefit from reduced real estate values or to
realize enhanced returns on real estate investments; (2) could slow real estate transaction activity; and
(3) may result in an inability to refinance debt as it becomes due. In addition, deterioration in the state
of the debt markets could have a material adverse impact on the overall amount of capital being
invested in real estate, which may result in price or value decreases of real estate assets and impact our
ability to raise equity capital. In addition, the failure of any lending source with which we entered, or
enter, into a credit facility or line of credit would adversely affect our ability to meet our obligations if
we were unable to replace the funding source.

35



*  Real Estate Market—The global economic recession caused commercial real estate values to decline
substantially. The U.S. commercial real estate markets began a recovery in 2010 which has continued
through 2012. However, if the global recession were to persist or worsen, or it.-were to affect the U.S.
financial markets, there may be uncertainty in the valuation, or in the stability of the value, of the
properties we own or may acquire that could result in a substantial decrease in the value of our
properties. Consequently, we may not be able to recover the carrying amount of our properties, which
may require us to recognize an impairment charge in earnings.

*  Government Intervention—The disruptions in the global financial markets have led to extensive and
unprecedented government intervention. Although the government intervention is intended to stimulate
the flow of capital and to strengthen the U.S. economy in the short term, it is impossible to predict the
actual effect of the government intervention and what effect, if any, additional interim or permanent
governmental intervention may have on the financial markets and/or the effect of such intervention on
us.

The insurance we carry on our real estate may be insufficient to pay for all potential losses or damage to our
properties.

Generally, our tenants are responsible for insuring their goods and premises and, in some circumstances,
may be required to reimburse us for a share of the cost of acquiring comprehensive insurance for the property,
including comprehensive liability, fire, extended coverage, business interruption and rental loss insurance. The
advisor has selected policy specifications and insured limits that it believes to be appropriate and adequate given
the relative risk of loss, the cost of the coverage and industry practice. Insurance policies on our properties may
include some coverage for losses that are generally catastrophic in nature, such as losses due to terrorism, -." ,".
earthquakes and floods, but we cannot be sure that it will be adequate to cover all losses and some of our policies
will be insured subject to limitations involving large deductibles or co-payments and policy limits which may not
be sufficient to cover losses. If we or one or more of our tenants experience a loss which is uninsured or which
exceeds policy limits, we could lose the capital invested in the damaged properties as well as the anticipated
future cash flows from those properties. In addition, if the damaged properties are subject to recourse
indebtedness, we would continue to be liable for the mdebtedness even if these propemes were ureparably
damaged.

We may be unable to obtain funds for future tenant improvements, which could adversely impact our ability to
pay cash distributions to our stockholders, the value of our properties and our ability to attract new tenants.

When tenants do not renew their leases or otherwise vacate their space, it is usual that, in order to attract
replacement tenants, we will be required to expend substantial funds for tenant improvements and tenant
refurbishments to the vacated space. In addition, although we expect that our leases with tenants will require
tenants to pay routine property maintenance costs and other expenses, we may be responsible for any major
structural repairs, such as repairs to the foundation, exterior walls and rooftops. If we need additional capital in
the future to improve or maintain our properties or for any other reason, we will have to obtain funds from
available sources, if any, including operating cash flows, borrowings sales from offerings of our securities, or
property sales. The use of cash from these sources may reduce the amount of capital we have available to invest
in real estate, negatively impact the value of an investment in our common stock and reduce overall return. If
additional capital is not available, this may adversely impact the value of the properties and our ability to attract
new tenants. ,

We face significant competition for tenants for our properties, which may impact our ability to attract and
retain tenants at reasonable rent levels.

- We face significant competition from owners, operators and developers of retail real estate properties.
Substantially all of our properties face competition from similar properties in the same market. This competition

36



may affect our ability to attract and retain tenants and may reduce the rents we are able to charge. These
competing properties may have vacancy rates higher than our properties, which may result in their owners bemg
willing to lease available space at lower prices than the space in our propertles

We may face potential difficulties or delays renewing leases.or re-leasing space, which could adversely impact
our cash flows and our ability to pay distributions.

We derive a significant portion of our rental income from rent received from our tenants. We seek to lease
the rentable square feet at our real estate properties to creditworthy tenants. However, if a tenant experiences a
downturn in its business or other types of financial distress, it may be unable to make timely rental payments.
Also, when our tenants decide not to renew their leases or terminate early, we may not be able to re-let the space.
Even if tenants decide to renew or lease new space, the terms of renewals or new leases, including the cost of
required renovations or concessions to tenants, may be less favorable to us than current lease terms. As a result,
our net income or loss and ability to pay distributions to stockholders could be materially adversely affected. In
addition, the presence of hazardous or toxic substances on our real estate properties may adversely affect our
ability to lease such property.

We are exposed to inflation risk as income from long-term leases is the primary source of our cash flows from
operations.

We are exposed to inflation risk, as income from long-term leases will be the primary source of our cash
flows from operations. Leases of long-term duration or which include renewal options that specify a maximum
rate increase may result in below-market lease rates over time if we do not accurately estimate inflation or market
lease rates. Provisions of our leases designed to mitigate the risk of inflation and unexpected increases in market
lease rates, such as periodic rental increases, may not adequately protect us from the impact of inflation or -
unexpected increases in market lease rates. If we are subject to below-market lease rates on a significant number
of our properties pursuant to long-term leases, our cash flow from operatlons and financial position may be
adversely affected.

We may have difficulty selling our real estate properties, which may limit our flexibility and ability to pay
distributions.

Because real estate investments are relatively illiquid, it could be difficult for us to promptly sell one or
more of our real estate properties on favorable terms. This may limit our ability to change our portfolio promptly
in response to adverse changes in the performance of any such property or economic or market trends. In
addition, federal tax laws that impose a 100% excise tax on gains from sales of dealer property by a REIT
(generally, property held for sale, rather than investment) could limit our ability to sell’ ;properties and may affect
our ability to sell properties without adversely affecting returns to our stockholders. These restrictions could
adversely affect our ability to achieve our investment objectives.

We may acquire or finance properties with lock-out provisions, which may prohibit us from selling a property,
or may require us to maintain specified 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 strong financial disincentives for borrowers to prepay their
outstanding loan balance and exist in order to protect the yield expectations of investors. 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 properties when we may desire to do so. Lock-out provisions may
prohibit us from reducing the outstanding indebtedness with respect to any properties, refinancing such
indebtedness 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
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shares relative to the value that would result if the lock-out provisions did not exist. In particular, lock-out
provisions could preclude us from participating in major transactions that could resuilt in‘a disposition of our -
assets or a change in control even though that disposition or change in control might he in the best interests of
our stockholders. o - IR ‘ '

In the event we obtain options to acquire real estate properties, we may lose the amount paid for such options
whether or not the underlying property is purchased. ’ ;

We may obtain options to acquire certain real estate properties. The amount paid for an option, if any, is
normally surrendered if the property is not purchased and may or may not be credited against the purchase price -
if the property is purchased. Any unreturned option payments will reduce the amount of cash available for further
investments or distributions to our stockholders. ' : : : S : »

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 of 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 properties with limited warranties increases the risk that we may
lose some or all of our invested capital in the property, as well as the loss of rental income from that property.

N
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Joint venture investments could be adversely affected by our lack of sole decision-making authority,.our
reliance on the financial condition of co-venturers and disputes between us and our co-venturers.” - - >~ . .

We may co-invest in the future with third parties through partnerships or other entities, which we
collectively refer to as joint ventures, acquiring non-controlling interests in or sharing responsibility for
managing the affairs of the joint venture. In such event, we would not be in a position to exercise sole decision-
making authority regarding the joint venture. Investments in joint ventures may, under certain circumstances,
involve risks not present were a third party not involved, including the possibility that partners or co-venturers
might become bankrupt or fail to fund their required capital contributions. Co-venturers may have economic or
other business interests or goals which are inconsistent with our business interests or goals, and may beina :
position to take actions contrary to our policies or objectives. Such investments may also have the potential risk
of impasses on decisions, such as a sale, because neither we nor the co-venturer would have full control over the
joint venture. Disputes between us and co-venturers.may result in litigation or arbitration that would iricrease our
expenses and prevent our officers and/or directors from focusing their time and effort on our business. -
Consequently, actions by or disputes with co-venturers might result in subjecting properties owned by the joint
venture to additional risk. In addition, we may in certain circumstances be liable for the actions of our co-
venturers. :

Costs 0f complying with governmental laws and regulations may reduce our net income and the cash available
Jor distributions to our stockholders. : ‘ B RS

Real property and the operations conducted on real property are subject to federal, state and local laws and
regulations relating to environmental protection and human health and safety. We could be subject to liability in
the form of fines 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 and above-
ground storage tanks, the use, storage, treatment, transportation and disposal of solid hazardous materials, the
remediation of contaminated property associated with the disposal of solid and hazardous materials and other *
health and safety-related concerns. ' o ‘

- From time to time, we may acquire properties, or interests in properties, with known adverse environmental
conditions where we believe that the environmental liabilities associated with these conditions are quantifiable
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and that the acquisition will yield an attractive risk-adjusted return. In such an instance, we will estimate the costs
of environmental investigation, clean-up and monitoring into the amount we will pay for such properties. Further,
in connection with property dispositions, we may agree to remain responsible for, and to bear the cost of,
remediating or monitoring certain environmental conditions on the properties.

Our properties may be subject to the Americans with Disabilities Act of 1990, as amended, or the ADA.
Under the ADA, all places of public accommodation must meet federal requirements related to access and use by
persons with disabilities. The ADA’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. Additional or new
federal, state and local laws also may require modifications to our properties, or restrict our ability to renovate
properties. We will attempt to acquire properties that comply with the ADA and other similar legislation or place
the burden on the seller or other third party, such as a tenant, to ensure compliance with such legislation.
However, we cannot assure investors in our common stock that we will be able to acquire properties or allocate
responsibilities in this manner. If we cannot, or if changes to the ADA mandate further changes to our properties,
then our funds used for ADA complianc'e,may reduce cash available for distributions and the amount of
distributions to our stockholders.

In some instances, our advisor may rely.‘on third party property }nanagers to operate our properties and
leasing agents to lease vacancies in our properties. '

Under-our.advisory agreement, our advisor is obligated to manage our properties and find tenants to lease
our vacant properties. We expect that, in some instances, our advisor will rely on third party property managers
and leasing agents. The third party property managers will have significant decision-making authority with
respect to the management of our properties. Our ability to direct and control how our properties are managed
may be limited. We will not supervise any of the property managers or leasing agents or any of their respective
personnel on a day-to-day basis. Thus, the success of our business may depend in part on the ability of our third
party property managers to manage the day-to-day operations and the ability of our leasing agents to lease
vacancies in our properties. Any adversity experienced by our property managers or leasing agents could
adversely impact the operation and profitability of our properties and, consequently, our ability to achieve our
investment objectives, including, without limitation, diversification of our real estate properties portfolio by
property type and location, moderate financial leverage, conservative levels of operating risk and an attractive
level of current income. ‘

A proposed change in U.S. accounting standards for leases could reduce the overall demand to lease our
properties. : ; :

The existing accounting standards for leases require lessees to classify their leases as either capital or
operating leases. Under a capital lease, both the leased asset, which represents the tenant’s right to use the
property, and the contractual lease obligation are recorded on the tenant’s balance sheet if one of the following
criteria are met: (1) the lease transfers ownership of the property to the lessee by the end of the lease term; (2) the
lease contains a bargain purchase option; (3) the non-cancelable lease term is more than 75% of the useful life of
the asset; or (4) if the present value of the minimum lease payments equals 90% or more of the leased property’s
fair value. If the terms of the lease do not meet these criteria, the lease is considered an operating lease, and no
leased asset or contractual lease obligation is recorded by the tenant. '

In order to address concerns raised by the SEC regarding the transparency of contractual lease obligations
under the existing accounting standards for operating leases, the U.S. Financial Accounting Standards Board (the
“FASB”) and the International Accounting Standards Board (the “IASB”) initiated a joint project to develop new
guidelines to lease accounting. The FASB and TASB (collectively the “Boards”) issued exposure drafts (the
“Exposure Drafts”), which propose substantial changes to the current lease accounting standards, primarily by
eliminating the concept of operating lease accounting. As a result, a lease asset and obligation would be recorded
on the tenant’s balance sheet for all lease arrangements. In addition, the proposed standards could impact the
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method in which contractual lease payments would be recorded. In order to mitigate the financial statement
impact of the proposed lease accounting, tenants may seek to negotiate certain terms within new lease
arrangements or modify terms in existing lease arrangements, such'as shorter lease terms or fewer extension _
options, which would generally have less impact on tenant balance sheets. Also, tenants may reassess their lease-
versus-buy strategies. This could result in a greater renewal risk, a delay in investing our offering proceeds, or
shorter lease terms, all of which may negatively impact our operations and our ability to pay distributions.

The EXposure Drafts do not include a proposed effective date and are still Béing deliberated and subject to
change. The Boards intend to complete their deliberations and publish a revised exposure draft during the first
half of 2013; however, a final standard is not expected to be issued until 2013 or 2014. '

Risks Related to Investments in Real Estate-Related Assets

The real estate-related equity securities in which we may invest are subject to specific risks relating to the
particular issuer of the securities and may be subject to the general risks of investing in subordinated real
estate securities.

We may invest in equity securities of both publicly traded and private real estate companies, which involves
a higher degree of risk than debt securities due to a variety of factors, including that such investments are
subordinate to creditors and are not secured by the issuer’s property. Our investments in real estate-related equity
securities will involve special risks relating to the particular issuer of the equity securities, including the financial
condition and business outlook of the issuer. Issuers of real estate-related equity securities generally- invest in real
estate or real estate-related assets and are subject to the inherent risks associated with real estate, including risks
relating to rising interest rates. o R A N

The value of the real estate-related securities in which we may invest may be volatile.

The value of real estate-related securities fluctuates in response to issuer; political, market and economic
developments. In the short term, equity prices can fluctuate dramatically in response to these developments.
Different parts of the market and different types of equity securities can react differently to these developments
and they can affect a single issuer, multiple issuers within an industry or economic sector or geographic region or
the market as a whole. The real estate industry is sensitive to economic downturns. The value of securities of
corripanies engaged in real estate activities can be affected by changes in real estate values and rental income,
property taxes, interest rates and tax and regulatory requirements. :

Commercial mortgage-backed securities (“CMBS?), in which we may invest are subject to several types of
risks that may adversely impact our performance.

CMBS are bonds that evidence interests in, or are secured by, a single commercial mortgage loan or a pool
of commercial mortgage loans. Accordingly, the mortgage-backed securities we invest in are subject to all the
risks of the underlying mortgage loans, including the risks of prepayment or default.

In a rising interest rate environment, the value of CMBS ‘may be adversely affected when repayments -on
underlying mortgage loans 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 prices of lower
credit quality securities are generally less sensitive to interest rate changes than more highly rated assets biit more
sensitive to adverse economic downturns or individual issuer developments. A projection of an economic
downturn, for example, could cause a decline in the price of lower credit quality securities because the ability of
obligors of mortgages underlying CMBS to make principal and interest payments or to refinance may be
impaired. In this case, existing credit support in the securitization structure may be insufficient to protect us
against loss of our principal on these securities. The value of CMBS also may change due to shifts in the
market’s perception of issuers and regulatory or tax changes adversely affecting the mortgage securities markets
as a whole. In addition, CMBS are subject to the credit risk associated with the performarice of the underlying
mortgage properties. ' . '

40



CMBS are also subject to several risks created through the securitization process., Certain subordinate
CMBS are paid interest only to the extent that there are funds available to make payments. To the extent the
collateral pool includes a large percentage of delinquent loans, there is a risk that interest payment on subordinate
CMBS will not be fully paid. Subordinate, securities of CMBS are also subject to greater risk than those CMBS
that are more highly rated. . o T Pt

The mortgage instruments in which we may invest may be impacted by unfavorable real estate market
conditions, which could result in losses to us. B ' g o s '

If we make investments in mortgage loans or mortgage-backed securities, we will be at risk of loss on those
investments, including losses as a result of defaults on mortgage loans. These losses may be caused by many
conditions beyond our control, including general prevailing local, national and global economic conditions,
economic conditions affecting real estate values, tenant defaults and lease expirations, interest rate levels and the
other economic and liability risks associated with real estate described above under the heading “—Risks Related
to Investments in-Real Estate,” as well as, among-other things: e R

e competition from comparable types of properties;

o success of tenant businesses; S

e property management decisions;

L changes m use of property; ‘ _

o, ;‘ shafvof business processes and functions offshore;

. : property location and condition;

. changes in specific industry segments;
"« declines in regional or local real estate values, or rental or occupancy rates; and

«  increases in interest rates, real estate tax rates énd other operating expenses.

If we acquire a property by foreclosure following defaults under our mortgage loan investments, we will
bear a risk of loss of principal to the-extent of any déficiency between the value of the collateral and the principal
and accrued interest of the mortgage loan, which could have a material adverse effect on our ability to achieve’
our investment objectives. We do not know whether the values of the property securing any of our real estate

securities investments will remain at the levels existing on the dates we initially make the related investment. If
the values of the underlying properties drop; our risk will increase and the values of our interests may decrease.

Delays in liquidating defaulted mortgage loan investments could reduce our investment returns.

If there are defaults under our mortgage loan investments, we may not be able to foreclose on or obtain a
suitable remedy with respect to such investments. Specifically, we may not be able to repossess and sell the
underlying properties quickly, which could reduce the value of our investment. For example, an action to
foreclose on a property securing a mortgage loan is regulated by state statutes and rules and is subject to many of
the delays and expenses of lawsuits if the defendant raises defenses or counterclaims. Additionally, in the event
of default by a mortgagor, these restrictions, among other things, may impede our ability to foreclose on or sell
the mortgaged property or to obtain proceeds sufficient to repay all amounts due to us on the ni_prtgage loan.

The mezzanine loans in which we may invest will involve greater risks of loss than senior loans secured by
income-producing real properties, which may result in losses to us. '

We may invest in mezzanine loans that take the form of subordinated loans sécur_ed‘_by second mortgages on
the underlying real property or loans secpred by a pledge of the ownership interests of either the entity owning
the real property or the entity that owns the interest in the entity owning the real property. These types of
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investments involve a higher degree of risk than long-term'senior first-lien mortgage loans secured by income
producing real property because the investment may become unsecured as a result of foreclosure by the senior
lender. In the event of a bankruptcy of the entity providing the pledge of its ownership interests as security, we -
may not have full recourse to the assets of such entity, or the assets of the entity may not be sufficient to satisfy
our mezzanine loan. If a borrower defaults on our mezzanine loan or debt senior to our loan, or in the event of a
borrower bankruptcy, our mezzanine loan will be satisfied only after the senior debt. As a result, we may not
recover some or all of our investment. In addition, mezzanine loans may have higher loan-to-value ratios than
conventional mortgage loans, resulting in less equity in the real property and increasing the risk of loss of
principal. ' ‘

Interest rate and related risks may cause the value of our real estate-related assets to be reduced,

extent dividend paying common stocks, will decline in value because of changes in market interest rates.
Generally, when market interest rates rise, the market value of such securities will decline, and vice versa. Our
investment in such securities means that the net asset value of our shares may tend to decline if market interest
rates rise. ’ ' ‘

Interest rate risk is the risk that fixed income securities such as preferred and debt securities, and to a lesser

During periods of rising interest rates, the average life of certain types of securities may be extended
because of slower than expected principal payments. This may lock in a below-market interest rate, increase the
security’s duration and reéduce the value of the security. This is known as extension risk. During periods of
declining interest rates, an issuer may be able to exercise an option to prepay principal earlier than schéduled,
which is generally known as “call risk” or “prepayment risk.” If this occurs, we may be forced to reinvest in
lower yielding securities. This is known as “reinvestment risk.” Preferred and debt securities frequently have call
features that allow the issuer to repurchase the security prior to its stated maturity. An issuer may redeem an
obligation if the issuer can refinance the debt at a lower cost due to declining interest rates or an improvement in
the credit standing of the issuer. These risks may reduce the value of our real estate-related securities
investments. '

Risks Associated with Debt Financing

Poor credit market conditions could impair our ability to access debt Jinancing, which could materially affect
our ability to achieve our investment objectives.

We have financed, and intend to continue to finance a portion of the purchase price of our real estate -
properties by borrowing funds. Severe dislocations and liquidity disruptions in the U.S. credit markets could
significantly harm our ability to access capital. In the future, we may not be able to access debt capital with
favorable terms in a cost efficient manner, or at all, which could materially affect our ability to achieve our
investment objectives. ‘ ' : ' '

We have incurred mortgage indebtedness and other borrowings, which may increase our business risks, could
hinder our ability to make distributions and could decrease the value of an investment in our common stock.

We have financed, and intend to continue to finance a portion of the purchase price of properties by
borrowing funds. Under our charter, we have a limitation on borrowing which precludes us from borrowing in
excess of 300% of the value of our net assets. Net assets for purposes of this calculation are defined 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 approximate 75%:of the cost of our
properties before non-cash reserves and depreciation. Our board of directors, including our independent directors
has adopted a policy limiting our borrowing to 60%, absent special approval by a majority or our independent
directors. Currently, we have sought and received approval of our independent directors to exceed this limit
because we are currently in the process of raising our equity capital to acquire our portfolio.
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In addition, we may incur mortgage debt and pledge some or all of our properties as security for that debt to
obtain funds to acquire additional properties or for working capital. We may also obtain a line of credit to
provide a flexible borrowing source which- generally will allow us borrow funds to satisfy the REIT tax
qualification requirement that we distribute at least 90% of our annual REIT taxable income to our stockholders.
Furthermore, we may borrow under a line of credit if we otherwise deem it necessary or advisable to ensure that
we maintain our qualification as a REIT for federal income tax purposes or avoid taxes on undistributed income.

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 there is a shortfall between the cash flow from a
property and the cash flow needed to service mortgage debt on that property, then the amount available for
distributions to stockholders may be reduced. In addition, incurring mortgage debt increases the risk of loss since
defaults on indebtedness secured by a property may tesult in lenders initiating foreclosure actions. In that case,
we could Iose the property securing the loan that is in default, thus reducing the value of an investment in our
common stock. For tax purposes, a foreclosure on any of our properties will be treated as a sale of the property
for a purchase price equal 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 will recognize taxable
income on foreclosure, but we would not receive any cash proceeds. We may give full or partial guarantees to
lenders of mortgage debt to 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 lender for satisfaction of the debt if it is not paid by
such entity. If any mortgage contains cross-collateralization or cross-default provisions, a default on a single
property could affect multiple properties. If any of our properties are foreclosed upon due to a default, our ability
to pay cé}sh distributions to our stockholders will be adversely affected.

If we draw on a line of credit to fund redemptions or for any other reason, our leverage will increase.

We have obtained a line of credit which could provide for a ready source of liquidity to fund redemptions of
shares of our common stock, in the event that redemption requests exceed our operating cash flows, liquid assets
and net proceeds from our continuous offering. There can be no assurances that we will be able to obtain future
lines of credit on reasonable terms given the recent volatility in the capital markets. In addition, we may not be
able to obtain additional lines of credit of an appropriate size for our business until such time as we have a
substantial portfolio, or at all. If we borrow under a line of credit to fund redemptions of shares of our common
stock, our leverage will increase until we receive additional net proceeds from our continuous offering, additional
operating cash flows or sell some of ourassets to repay outstanding indebtedness.

Increases in interest rates could increase the amount of our debt payments and adversely affect our ability to
make distributions to our stockholders. :

We have incurred, and in the future may incur additional indebtedness that bears interest at a variable rate.
Interest we pay on our debt obligations will reduce cash available for distributions. To the extent that we incur
variable rate debt, increases in interest rates could increase our interest costs, which could reduce our cash flows
and our ability to make distributions to investors in our common stock. In addition, if we need to repay existing
debt during periods of rising interest rates, we could be required to liquidate one or more of our investments in
properties at times which may not permit realization of the maximum return on such investments.

Lenders may require us to enter into restrictive covenants relating to our operations, which could limit our
ability to make distributions to our stockholders.

When providing financing, a lender may impose restrictions on us that affect our distribution and operating
policies and our ability to incur additional debt. Loan documents we enter into may contain covenants that limit
our ability to further mortgage the property or discontinue insurance coverage. In addition, loan documents may
limit our ability to replace the property manager or terminate certain operating or lease agreements related to the
property. These or other limitations may adversely affect our flexibility to make distributions to investors in our
common stock and our ability to achieve our investment objectives.
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If we enter into financing afrangements involving balloon payment obligations, it may adversely affect our
ability to make distributions to our stockholders. : S

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 upon our ability to obtain ’
additional financing or our ability to sell the particular property. At the time the balloon payment is due, we may
or may not be able to refinance the balloon payment on terms as favorable as the original loan or sell the
particular 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.

Failure to hedge effectively against interest rate changes may materially adversely affect our ability to achieve
our investment objectives. :

Subject to any limitations required to maintain qualification as a REIT, we may seek to manage our
exposure to interest rate volatility by using interest rate hedging arrangements, such as interest rate cap or collar
agreements and interest rate swap agreements. These agreements involve risks, such as the risk that _
counterparties may fail to honor their obligations under these arrangements and that these arrangements may not
be effective in reducing our exposure to interest rate changes. These interest rate hedging arrangements may
create additional assets and/or liabilities from time to time that may be held or liquidated separately from the
underlying property or loan for which they were originally established. We have adopted a policy relating to the
use of derivative financial instruments to hedge interest rate risks related to our borrowings. This policy governs
our use of derivative financial instruments to manage the interest rates on our variable rate borroﬁvings: See the
section captioned “Investment Objectives, Strategy and Policies—Acquisition and Investment Policies” of this
Annual Report on Form 10-K. Hedging may reduce the overall returns on our investments. Failure to hedge
effectively against interest rate changes may have a material adverse effect on our ability to achieve our
investment objectives. ‘ '

If we sell properties by providing financing to purchasers, defaults by the purchasers could adversely affect
our cash flow from operations.

In some instances we may sell our properties by providing financing to purchasers. When we provide
financing to purchasers, we will bear the risk that the purchaser may default on its obligations under the
financing, which could negatively impact cash flow from operations. Even in the absence of a purchaser default,
the distribution of sale proceeds, or their reinvestment in other assets, will be delayed until the promissory notes
or other property we may accept upon the sale are actually paid, sold, refinanced or otherwise disposed of. 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 over a number of years. If any purchaser
defaults under a financing arrangement with us, it could negatively impact our ability to pay cash distributions to
our stockholders.

Risks Related to Our Corporate Structure
Our stockholders’ interest in us will be diluted if we issue additional shares.

Our stockholders will not have preemptive rights to any shares we issue in the future. Our charter authorizes
us to issue 500,000,000 shares of capital stock, of which 490,000,000 shares are designated as common stock and
10,000,000 shares are designated as preferred stock. Our board of directors may increase the aggregate number of
authorized shares of capital stock or the number of authorized shares of capital stock of any class or series
without stockholder approval. After our stockholders purchase shares of our common stock, our board of
directors may elect, without stockholder approval, to: (1) sell additional shares in our current or future public
offerings; (2) issue equity interests in private offerings; (3) issue shares upon the exercise of the options we may
grant to our independent directors or future employees; (4) issue shares to our advisor, its successors or assigns,
in payment of an outstanding fee obligation; or (5) issue shares to sellers of properties we acquire in connection
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with an exchange of limited partnership interests of our operating partnership. To the extent we issue additional
shares after a stockholder’s purchase, such stockholder will not experience dilution in the value of their shares
given that our common stock is valued daily based on our NAV. However, to the extent we issue additional
shares after a stockholder’s purchase, such stockholder’s percentage ownership interest will be diluted.

Our charter limits the number of shares a person may own, which may discourage a takeover that could
otherwise result in a premium price to our stockholders.

Our charter, with certain exceptions, authorizes our board of directors to take such actions as are necessary
and desirable to preserve our qualification as a REIT. Unless exempted by our board of directors, no person may
beneficially or constructively own more than 9.8% in value of our outstanding capital stock or more than 9.8% in
value or number of shares, whichever is more restrictive, of our outstanding common stock. A person that did not
acquire beneficially or constructively more than 9.8% of our shares may become subject to our charter
restrictions if redemptions by other stockholders cause such person’s holdings to exceed 9.8% of our outstanding
shares. Our 9.8% ownership limitation 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 premium price for our stockholders.

Our charter permits our board of directors to issue stock with terms that may subordinate the rights of the
holders of our common stock or discourage a third party from acquiring us in a manner that could result in a
premium price to our stockholders.

Subject to its fiduciary duties to 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 dividends and other distributions, qualifications and terms or conditions of
redemption of any such stock without stockholder approval. Thus, our board of directors in the exercise of its
business judgment could authorize the issuance of preferred stock with terms and conditions that could have
priority as to distributions and amounts payable upon liquidation over the rights of the holders of our common
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 substantially all of our
assets) that might otherwise provide a premium price to holders of our common stock. '

Our rights and the rights of our stockholders to recover claims against our directors and officers are limited,
which could reduce our stockholders’ and our recovery against them if they cause us to incur losses.

Maryland law provides that a director will not have any liability as a director so long as he or she performs
his or her duties in accordance with the applicable standard of conduct. In addition, subject to any limitations
required by the Statement of Policy Regarding Real Estate Investment Trusts published by the North American
Securities Administrators Association (which we refer to as the NASAA REIT Guidelines), Maryland law and
our charter provide that no director or officer shail be liable to us or our stockholders for monetary damages
unless the director or officer (1) actually received an improper benefit or profit in money, property or services or
(2) was actively and deliberately dishonest as established by a final judgment. Moreover, our charter requires us
to indemnify our directors and officers, subject to any limitations required by the NASAA REIT Guidelines and
Maryland law. As a result, we and our stockholders may have more limited rights against our directors or officers
than might otherwise exist under common law, which could reduce our stockholders’ and our recovery from
these persons if they act in a manner that causes us to incur losses.
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Certain provisions of Maryland law could inhibit transactions or changes of control under circumstances that
could otherwise provide stockholders with the opportumty to reahze a premium.

Certain provisions of the Maryland General Corporation ] Law apphcable to us prohibit business
combinations with:

e any person who beneficially owns 10% or more of the voting power of our outstanding voting stock
which we refer to as an “interested stockholder;”

+  an affiliate of ours who, at any time within the two-year penod prior to the date in question, was an
interested stockholder; or

« an affiliate of an interested stockholder.

These prohibitions last for five years after the most recent date on which the interested stockholder became
an interested stockholder. Thereafter, any business combination with the interested stockholder or an affiliate of
the interested stockholder must be recommended by our board of directors and approved by the affirmative vote
of at least 80% of the votes entitled to be cast by holders of outstanding shares of our common stock, and two-
thirds of the votes entitled to be cast by holders of our shares other than shares held by the interested stockholder.
These requirements could have the effect of inhibiting a change in control even if a change in control were in our
stockholders’ best interest. These provisions of Maryland law do not apply, however, to business combma.nons
that are approved or exempted by our board of directors prior to the time that someone becomes an mterested
stockholder.

R RURINER MY g
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Our UPREIT structure may result in potential conflicts of interest with limited partners in our operaang
partnership whose interests may not be aligned with those of our stockholders.

Our directors and officers have duties to our corporation and our stockholders under Maryland law in
connection with their management of the corporation. At the same time, we, as general partner, have fiduciary
duties under Delaware law to our operating partnership and to the limited partners in connection with the
management of our operating partnership. If we admit outside limited partners to our operating partnership, our
duties as general partner of our operating partnership and its partners may come into conflict with the duties of
our directors and officers to the corporation and our stockholders. Under Delaware law, a general partner of a
Delaware limited partnership owes its limited partners the duties of good faith and fair dealing. Other duties,
including fiduciary duties, may be modified or eliminated in the partnership’s partnership agreement. The
partnership agreement of our operating partnership provides that, for so long as we own a controlling interest in
our operating partnership, any conflict that cannot be resolved in a manner not adverse to either our stockholders
or the limited partners will be resolved in favor of our stockholders.

Additionally, the partnership agreement expressly limits our liability by providing that we and our officers,
directors, agents and employees, will not be liable or accountable to our operating partnership for losses o
sustained, liabilities incurred or benefits not derived if we or our officers, directors, agents or employees acted in

_good faith. In addition, our operating partnership is required to indemnify us and our officers, directors, z
employees, agents and designees to the extent permitted by applicable law from and against any and all clalms
arising from operations of our operating partnership, unless it is established that: (1) the act or omission was
committed in bad faith, was fraudulent or was the result of active and deliberate dishonesty; (2) the indemnified

party received an improper personal benefit in money, property or services; or (3) in the case of a criminal
proceeding, the indemnified person had reasonable cause to believe that the act or omission was unlawful.

The provisions of Delaware law that allow the fiduciary duties of a general partner to be modified by a
partnership agreement have not been tested in a court of law, and we have not obtained an opinion of counsel
covering the provisions set forth in the partnership agreement that purport to waive or restrict our fiduciary
duties.
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If we internalize our management functions, we may be unable to obtain key personnel which could adversely
affect our operations and the value of an investment iri our common stock.

If we were to internalize our management functions, certain key employeés of the advisor may not become
our employees, but may instead remain employees of our advisor or its affiliates. An inability to manage an
internalization transaction effectively could thus result in our incurring additional costs, including potentially
significant litigation costs; or experiencing operational issues that could divert our management’s attention from
management of our investments and negatively impact the value of an investment in our common stock.

An investment return may be reduced if we are deemed to be an investment campany under the Investment
" Company Act of 1940, as amended (the “Investment Company Act”).

We do not intend, or expect to be required, to register as an investment company under the Investment
Company Act. Rule 3a-1 under the Investment Company Act generally provides that an issuer will not be
deemed to be an “investment company” provided that (1) it does not hold itself out as being engaged primarily,
or propose to engage primarily, in the business of i 1nvest1ng, relnvestmg or trading securities and (2) no more than
45% of the value of its assets (exclusive of government securities and cash items) and no more than 45% of its
net income after taxes (for the past four fiscal quarters combined) is derived from securities other than
government securities, securities issued by employees’ secuntles companies, secuntles issued by certain majority
owned subsidiaries of such company and securities issued by certain companies that are controlled primarily by
such company. If we were obligated to register as an investment company, we would have to comply with a
variety of substantive requirements under the Investment Company Act that impose, among other things:

«  limitations on capital structure;

restrictions on specified investments;

*  requirements that we add directors who are independent of us, our advisor and its affiliates;

*  restrictions or prohibitions on retaining earnings;

. restrictions on leverage or senior sécurities;

e  restrictions on unsecured borrowings;

*  requirements that our income be derived from certain types of assets;

*  prohibitions on transactions with affiliates; and

*  compliance with reporting, record keéping, voting, proxy disclosure and other rules and regulations

that would significantly increase our operating expenses.

If we were required to register as an investment company but failed to do so, we would be prohibited from
engaging in our business, and criminal and civil actions could be brought against us. In addition, our contracts
would be unenforceable unless a court required enforcement, and a court could appoint a receiver to take control
of us and liquidate our business. ' '

Registration with the SEC as an 1nvestment company would be costly, would subject our company to a host
of complex regulations, and would divert the attention of management from the conduct of our business. In
addition, the purchase of real estate that does not fit our investment guldehnes and the purchase or sale of
investment securities or other assets to preserve our status as.a company not requlred to reglster as an investment
company could materially adversely affect our NAV, the amount of funds available for investment, and our
ability to pay distributions to our stockholders.
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Risks Related to Federal Income Taxes and Our Status as a REIT

Failure to qualify as a REIT would cause us to be taxed as a regular corporatwn, which would substanaally
reduce JSunds available for distributions to our stackholders. )

We believe that our organization and proposed ownership and method of operation will enable us to meet-
the requirements for qualification and taxation as a REIT. However, we cannot assure investors in our common
stock that we will qualify as such. This is because qualification as a REIT involves the application of highly -
technical and complex provisions of the Code as to which there are only limited judicial and administrative
interpretations and involves the determination of facts'and circumstances not entirely within our control. Future
legislation, new regulations, administrative interpretations or court decisions may significantly change the tax
laws or the application of the tax laws with respect to qualification as a REIT or the federal income tax
consequences of such qualification. ‘ ‘ '

If we fail to qualify as a REIT in any taxable year, we will face serious tax consequences that w111
substantially reduce the funds available for distributions to our stockholders because:

* we would not be allowed a deductlon for dividends paid to stockholders i in computmg our taxable
income and would be subJect to U.S. federal income tax at regular corporate rates;

-« we could be subject to the U.S. féderal alternative minimum tax and possxbly increased state and local
taxes; and :

»  unless we are entitled to relief under certain U.S. federal income tax laws, we could not re-elect REIT
status until the fifth calendar year after the year in which we failed to qualify as a REIT.

In addition, if we fail to qualify as a REIT, we will no longer be required to make distributions. As a result
of all these factors, our failure to qualify as a REIT could impair our ability to expand our business and raise
capital, and it would adversely affect the value of our common stock and the return on an investment in our
common stock.

Even if we qualify as a REIT we may face other tax liabilities that reduce our cash Sflows.

Even if we qualify for taxation as a REIT, we may be subject to certain U. S federal, state and local taxes on
our income and assets, including taxes on any undistributed income, tax on income from some activities
conducted as a result of a foreclosure, and state or local income, property and transfer taxes. For example, to the
extent we satisfy the 90% 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 taxable income. In addition, we will be
subject to a 4% nondeductible excise tax if the actual amount that we distribute to our stockholders in a calendar
year is less than a minimum amount specified under the Code. Further, any taxable REIT subsidiary (“TRS”) we
establish will be subject to regular corporate U.S. federal, state and local taxes. Any of these taxes would
decrease cash available for distribution to stockholders. . -

REIT distribution requirements could adversely affect our liquidity and may force us to borrow funds or sell
assets during unfavorable market conditions.

In order to maintain our qualification as a REIT and to meet thé REIT distribution requirements, we may
need to borrow funds on a short-term basis or sell assets, even if the then-prevailing market conditions are not
favorable for these borrowings or sales. Our cash flows from operations may be insufficient to fund required
distributions as a result of differences in timing between the actual receipt of income and the recognition of
income for U.S. federal income tax purposes, or the effect of non-deductible capital expenditures, the creation of
reserves or required debt service or amortization payments. The insufficiency of our cash flows to cover our
distribution requirements could have an adverse impact on our ability to raise short- and long-term debt or sell
equity securities in order to fund distributions required to maintain our qualification as a REIT.
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If we fail to invest a sufficient amount of the net proceeds from selling our stock in real estate assets within
one year from the receipt of the proceeds, we could fail to qualify as a REIT.

Temporary investment of the net proceeds from sales of our stock in short-term securities and income from
such investment generally will allow us to satisfy various REIT income and asset requirements, but only during
the one-year period beginning on the date we receive.the net proceeds. If we are unable to invest a sufficient
amount of the net proceeds from sales of our stock in qualifying real estate assets within such one-year period,
we could fail to satisfy one or more of the/gross income or asset tests and/or we could be limited to investing all
or a portion of any remaining funds in cash or cash equivalents. If we fail to satisfy any such income or asset test,
unless we are entitled to relief under certain provisions of the Code, we could fail to qualify as a REIT.

If we form a taxable REIT subsidiary (“TRS”), our overall tax liability could increase.

Any domestic TRS we form will be subject to U.S. federal, state and local income tax on its taxable income.
Accordingly, although our-ownership of any TRSs may allow us to participate in the operating income from
certain activities that our REIT could not participate in, that operating income will be fully subject to income tax.
The after-tax net income of any TRS would be available for distribution to us, however any dividends received
by our REIT from its TRSs will only be qualifying income for the 95% REIT income test, not the 75% REIT
income test. If we have any non-U.S. TRSs, then they may be subject to tax in jurisdictions where they operate
and on certain U.S. source income, and, under special rules dealing with foreign subsidiaries, they may generate
income that is nonqualifying for either of the REIT income tests.

If we form a TRS, our ownership of such TRS would be subject to limitatiéns and our transactions with any
such TRS would cause us to be subject to a 100% penalty tax on certain income or deductions if those
transactions are not conducted on arm’s-length terms.

Overall, no more than 25% of the value of a REIT s assets may consist of stock or securities of one or more
TRSs. In addition, the Code limits the deductibility of interest paid or accrued by a TRS to its parent REIT to
assure that the TRS is subject to an appropriate level of corporate taxation. The Code also imposes a 100% excise
tax on certain transactions between a TRS and its parent REIT that are not conducted on an arm’s-length basis.
We will monitor the value of our respective investments in any TRSs we may form for the purpose of ensuring
compliance with TRS ownership limitations and intend to structure our transactions with any such TRSs on terms
that we believe are arm’s-length to avoid incurring the 100% excise tax described above. There can be no
assurance, however, that we will be able to comply with-the 25% TRS limitation or to av01d application of the
100% excise tax. :

If our operating partnership is treated as a corporation for U.S. Jfederal income tax purposes, we will cease to
qualify as a REIT.

Our operating partnership currently is a disregarded entity for U.S. federal income tax purposes. Our
operating partnership will become a partnership for U.S. federal income tax purposes if and when it issues
interests to a person other than the Company or any entity disregarded from the Company for tax purposes. As a
partnership, our operating partnership would not be subject to U.S. federal income tax on its income. Instead,
each of its partners, including us, would be’ requlred to take into account its allocable share of the operating
partnership’s income. No assurance can be provided, however, that the IRS would not challenge our operating
partnership’s status as a partnership for U.S. federal income tax purposes, or that a court would not sustain such a
challenge. If the IRS were successful in treating our operating partnership as a corporation for tax purposes, we
would fail to meet the gross income tests and certain of the asset tests applicable to REITs and, accordingly,
cease to qualify as a REIT. Also, our operating partnership would become subject to U.S. federal, state and local
income tax, which would reduce significantly the amount of cash available for debt service and for distribution to
its partners, including us. :
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Dividends payable by REITs generally do not qualify for reduced tax rates under current law.

Certain dividends payable by regular domestic corporations to individual U.S. stockholders, are eligible for
preferential federal income tax rates applicable to long term capital gains. The more favorable rates applicable to
regular corporate dividends under current law could cause investors who are individuals to perceive investments
in REITs to be relatively less attractive than investments in the stocks of non-REIT corporations that pay
dividends, which could adversely affect the value of the stock of REITS, mcludlng our common stock.

Complying with REIT requirements may cause us to forego otherwise attractive opportunities or to liquidate
otherwise attractive investments.

To qualify as a REIT, we must continually satisfy tests concerning, among other things, the sources of our
income, the nature and diversification of our assets, the amounts we distribute to our stockholders and the
ownership of our capltal stock. In order to meet these tests, we may be required to forego investments we might
otherwise make. Thus, compliance with the REIT requirements may hinder our performance.

In addition, if we fail to comply with certain asset ownership tests at the end of any calendar quarter, we
must correct the failure within 30 days after the end of the calendar quarter or qualify for certain statutory relief
provisions to avoid losing our REIT qualification. As a result, we may be required to liquidate otherwise
attractive investments. These actions could have the effect of reducmg our income and amounts available for
distribution to our stockholders.

Our ability to dispose of some of our properties may be constrained by their tax attributes.

Federal tax laws may limit our ability to sell properties and this may affect our ability to sell properties
without adversely affecting returns to our stockholders. These restrictions may reduce our ability to respond to
changes in the performance of our investments and could adversely affect our financial condition and results of
operations. '

Our ability to dispose of some of our properties is constrained by their tax attributes. Properties which we
own for a significant period of time or which we acquire through tax deferred contribution transactions in
exchange for partnership interests in our operating partnership often have low tax bases. If we dispose of low-
basis properties outright in taxable transactions, we may recognize a significant amount of taxable gain that we
must distribute to our stockholders in order to avoid tax, and potentially in order to meet the minimum
distribution requirements of the Code for REITSs, which in turn would impact our cash flow. In some cases,
without incurring additional costs we may be restricted from disposing of properties contributed in exchange for
our partnership interests under tax protection agreements with contributors. To dispose of low basis or tax-
~ protected properties efficiently we may use like-kind exchanges, which qualify for non-recognition of taxable
gain, but can be difficult to consummate and result in the property for which the disposed assets are exchanged
inheriting their low tax bases and other tax attributes (including tax protection covenants).

Our stockholders may be restricted from acquiring or transferring certain amounts of our common stock.

In order to maintain our REIT qualification, among other requirements, no more than 50% in value of our
outstanding stock may be owned, directly or indirectly, by five or fewer individuals, as defined in the Code to
include certain kinds of entities, during the last half of any taxable year, other than the first year for which a
REIT election is made. To assist us in qualifying as a REIT, our charter contains an aggregate stock ownership
* limit and a common stock ownership limit. Generally, any shares of our stock owned by affiliated owners will be
added together for purposes of the aggregate stock ownership limit, and any shares of common stock owned by
affiliated owners will be added together for purposes of the common stock ownership limit. In addition, in order
to satisfy the ownership requirements, we must sell sufficient additional shares on or before June 30, 2013 so that
the shares owned by CHC (which represented 74.4% of our outstanding common stock as of December 31, 2012
and 40.8% as of March 26, 2013) do not violate such requirements.
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If anyone attempts to transfer or own shares in a way that. would violate the aggregate stock ownership limit
or the common stock ownership limit (or would prevent us from continuing to qualify as a REIT), unless such
ownership limits have been waived by our board of directors, those shares instead will be deemed transferred to a
trust for the benefit of a charitable beneficiary and will be either redeemed by us or sold to a person whose
ownership of the shares will not violate thie aggregate stock ownership limit or the common stock ownership
limit and will not prevent us from qualifying as a REIT. If this transfer to'a trust fails to prevent such a violation
or our disqualification as a REIT, then the initial intended transfer or ownership will be null and void from the
outset. Anyone who acquires or owns shares in violation of the aggregate stock ownership limit or the common
stock ownership limit, unless such-ownership limit or limits have been waived by our board of directors, or the
other restrictions on transfer or ownership in our charter bears the risk of a financial loss when the shares are
redeemed or sold if the NAV of our stock falls between the date of purchase and the date of redemption or sale.

The failure of a mezzanine loan to quahfy asa real estate asset could adversely affect our abtltty to qualify as
a REIT. ‘ __

We may acquire mezzanine loans, for which the IRS has provided a safe harbor but not rules of substantive
law. Pursuant to the safe harbor, if a mezzanine loan meets certain requirements, it will be treated by the IRS as a
real estate asset.for purposes of the REIT asset tests, and interest derived from the mezzanine loan will be treated
as qualifying mortgage interest for purposes of the REIT 75% income test. To the extent that any of our
mezzanine loans do not meet all of the requirements for reliance on the safe harbor such loans may not be real
estate assets and could adversely affect our REIT status.

Complying with REIT requirements may, limit our ability to hedge effectively and may cause us to incur tax
liabilities. : '

The REIT provisions of the Code substantially limit our ability to hedge our liabilities. Generally, income
from a hedging transaction we enter into to manage risk of interest rate changes with respect to borrowings made
or to be made to acquire or carry real estate assets does not constitute “gross income” for purposes of the 75% or
95% gross income tests, provided certain circumstances are satisfied. To the extent that we enter into other types
of hedging transactions, the income from those transactions is likely to be treated as non-qualifying income for
purposes of both of the gross income tests. As a result of these rules, we may need to limit our use of
advantageous hedging techmques or implement those hedges through a TRS. This could increase the cost of our
hedging activities because a domestic TRS would be subject to tax on income or gains resulting from hedges
entered into by it or expose us to greater risks associated with changes in interest rates than we would otherwise
want to bear. In addition, losses in our TRSs will generally not provide any tax benefit, except for being carried
forward for use against future taxable income in the TRSs.

The ability of our board of directors to revoke our REI T qualification without stockholder approval may cause
adverse consequences to our stockholders.

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. If we cease to be a REIT, we will not be allowed a deduction for dividends paid to
stockholders in computing our taxable income and will be subject to U.S. federal income tax at regular corporate
rates, which may have adverse consequences on our total return to our stockholders. '

Investments outside the U.S. could present additional complications to our ability to satisfy the REIT
qualification reqmrements and may subject us to additional taxes.

Operating in functional currencies other than the U.S. dollar and in environments in which real estate
transactions are customarily structured differently than they are in the U.S. or are subject to different legal rules
may complicate our ability to structure nop-U.S. investments in a manner that enables us to satisfy the REIT
qualification requirements. In addition, non-U.S, investments may subject us to various non-U.S. tax liabilities,
including withholding taxes. :
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The IRS may take the positi‘on that gains from sales of property are subject to a 100% prohibited transaction
tax.

We may have to sell assets from time to time to fund redemption requests, to satisfy our REIT distribution
requirements, to satisfy other REIT requirements, or for other purposes. It is- possible that the IRS may take the
position that one or more sales of our properties may be a prohibited transaction, which is a sale of property held
by us primarily for sale in the ordinary course of our trade or business. If we are deemed to have engaged in a
prohibited transaction, our gain from such sale would be subject to a 100% tax. The Code sets forth a safe harbor
under which a REIT may, under certain circumstances, sell property without risking the imposition of the 100%
tax, but there is no assurance that we will be able to qualify for the safe harbor. We do not intend to hold property
for sale in the ordinary course of business, but there is no assurance that the IRS will not challenge our position,
especially if we make frequent sales or sales of property in which we have short holding periods.

Our stockholders may have current tax liability on distributions they elect to reinvest in our common stock.

If our stockholders participate in our distribution reinvestment plan, they will be deemed to have received,
and for 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 capital. As a result, unless a stockholder is a tax-exempt entity,
it may have to use funds from other sources to pay its tax liability on the reinvested distributions.

Legislative or regulatory action with respect to taxes could adversely affect the returns to our investors.

In recent years, numerous legislative, judicial and administrative changes have been made in the provisions
of the federal income tax laws applicable to investments similar to ah investment in our common stock.
Additional changes to the tax laws are likely to continue to occur, and we cannot assure our stockholders that any
such changes will not adversely affect their taxation. Such changes could have an adverse-effect on an investment
in our stock or on the market value or the resale potential of our assets. Our stockholders are urged to consult
with their own tax advisor with respect to the impact of recent legislation on their investment in our stock and the
status of legislative, regulatory or administrative developments and proposals and their potential effect on an
investment in shares of our common stock. ‘ -

Congress passed major federal tax legislation in 2003, with modifications to that legislation in 2005 and an
extension of that legislation by the Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act
of 2010. One of the changes effected by that legislation generally reduced the maximum tax rate on qualified
dividends paid by corporations to individuals to 15.0% through 2012. On January 3, 2013, President Obama
signed into law the American Taxpayer Relief Act of 2012, extending such 15.0% qualified dividend rate for
2013 and subsequent taxable years for those unmarried individuals with income under $400,000 and for married
couples with income under $450,000. For those with income above such thresholds, the qualified dividend rate is
20.0%. REIT distributions, however, generally do not constitute qualified dividends and consequently are not
eligible for this reduced maximum tax rate. Therefore, our stockholders will pay federal income tax on our
distributions (other than capital gains dividends or distributions which represent a return of capital for tax
purposes) at the applicable “ordinary income” rate, the maximum of which is currently 39.6%. However, as a
REIT, we generally would not be subject to federal or state corporate income taxes on that portion of our
ordinary income or capital gain that we distribute currently to you, and we thus expect to avoid the “double
taxation” to which other corporations are typically subject.

Althiough REITs continue to receive substantially better tax treatment than entities taxed as corporations, it
is possible that future legislation would result in a REIT having fewer tax advantages, and it could become more
advantageous for a company that invests in real estate to elect to be taxed for federal income tax purposes as a
corporation. As a result, our charter provides our board of directors with the power, under certain circumstances,
to revoke or otherwise terminate our REIT election and cause us to be taxed as a corporation, without the vote of
our stockholders. Our board of directors has fiduciary duties to us and our stockholders and could only cause
such changes in our tax treatment if it determines in good faith that such changes are in our stockholders’ best
interest.
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We may be subject to adverse tax consequences if certain sale-leaseback transactions are not characterized by
the IRS as “true leases.”

We may purchase investments in real estate properties and lease them back to the sellers of such properties.
In the event the IRS does not characterize such leases as “true leases,” we could be subject to certain adverse tax
consequences, including an inability to deduct depreciation expense and cost recovery relating to such property,
and under certain circumstances, we could fail to qualify as a REIT as a result.

Risks Related to Employee Benefit Pla'ﬁs and Individual Retirement Accounts

In some cases, if a stockholder Jails to mget the fiduciary and other siandards under ERISA, the Code or
common law as a result of an.investment in our stock, the stockholder could be subject to liability for losses as
well as civil penallties.

There are special considerations that'apply to investing in our shares on behalf of pension, profit sharing or
401(k) plans, health or welfare plans, individual retirement accounts or Keogh plans. If a stockholder is investing
the assets of any of the entities identified in the prior sentence in our common stock, it should satisfy itself that:

e its investment is consistent w1th its ﬁduc1ary obligations under apphcable law, including common law,
ERISA and the Code;

s its investment is made in accordance with the documents and instruments governing the trust, plan or
IRA, including a plan’s investment policy;

*  its investment satisfies the prudence and diversification requirements of Sections 404(a)(1)(B) and
404(a)(1)(C) of ERISA, if applicable, and other applicable provisions of ERISA and the Code;

* its investment will not impair the liquidity of the trust, plan or IRA;
*  its investment will not produce “unrelated business taxable income” for the plan or IRA;

* it will be able to value the assets of the plan annually in accordance with ERISA requirements and
applicable provisions of the applicable trust, plan or IRA document; and

 its investment will not constitute a prohibited transaction under Section 406 of ERISA or Section 4975
of the Code. ,

Failure to satisfy the fiduciary standards of conduct and other applicable requirements of ERISA, the Code,
or other applicable statutory or common law may result in the imposition of civil penalties, and can subject the
fiduciary to liability for any resulting losses as well as equitable remedies. In addition, if an investment in our
shares constitutes a prohibited transaction under the Code, the “disqualified person” that engaged in the
transaction may be subject to the imposition of excise taxes with respect to the amount invested. -

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

As of December 31, 2012, we owned, through separate wholly-owned limited liability companies, a
portfolio of ten properties located in eight states, comprising 225,041 rentable square feet-of commercial space,
including square feet of buildings which-are on land subject to ground leases. As of December 31, 2012, nine of
these properties were freestanding, single-tenant retail properties and one property was a multi-tenant retail -
center. As of December 31, 2012, these properties were 100% leased with a weighted average remaining lease
term of 15.9 years. As of December 31, 2012, we had $20.6 million of debt outstanding under our secured
revolving credit facility, as amended (the “Credit Facility”) secured by the properties in our portfolio and the
related tenant leases.
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Property Statistics
The following table shows the tenant diversification of our real estate assets, based on gross annualized
rental revenue, as of December 31,2012: :
Percentage of

) o . 2012 Gross 2012 Gross

) Total Number Leased " Annualized Annualized
Tenant . . of Leases Square Feet®  Rental Revenue Rental Revenue
Tractor Supply—home and garden 2 37,897 $ 561,060 21%
CVS—drugstore - 3 31,753 559,000 21% -
Walgreens—drugstore 2 30,075 557,624 21%
Kohl’s—department store 1 89,705 227,678 8% .
JPMorgan Chase—financial services : 1 4,600 180,414 1% -
Advance Auto—automotive 1 7,000 174,226 , 6%
Dollar General—discount store 1 12,466 131,293 5%
McDonaIds—restaurant 1 3,845 106,204 4%
Other : 3 7,700 180,855 7%

15

225041 $ 2678354  100%

(1) Including square feet of the buildings on land that is subject to groun& leases. -

The following table shows the tenant industry diversification of our rea] estate assets, based on gross
annualized rental revenue, as of December 31 2012 :

' “Percentage of

' / 2012 Gross ¢ 2012.Gross

. 3 Total Number . Leased Annualized Annualized
Industry B . . ofLeases  SquareFeet!) Rental Revenue . Rental Revenue
Drugstore 5. 61,828 $. 1,116,624 - 42%
Home and garden 2 . 37897 561,060 - 21%
Department store 1 89,705 - 221,678 . 8%
Financial services 1 4,600 180414 7%
Automotive 1 7,000 174,226 6%
Discount store 1 12,466 131,293 5%
Restaurant 1 3,845 106,204 - 4%
Other 3 7,700 180,855 7%

15 225,041 $ 2,678,354 --100% . .

(1) Including square feet of the buildings on land that is subject to ground leases.

The following table shows the geographic diversification of our real estate assets, based on gross annuallzed
rental revenue, as of December 31, 2012:

Percentage of .

2012 Gross 2012 Gross

. Total Number Rentable Annualized Annualized
Location ] of Properties  Square Feet Rental Revenue Rental Revenue
Texas 3 135,556 $ 1,169,426 449
North Carolina 1 14,550 362,050 14%
Georgia i 19,097 300,785 11%
New Mexico 1 15,525 195,574 7%
Pennsylvania 1 10,125 176,000 7%
Michigan 1 7,000 - 174,226 6%
Ohio 1 10,722 169,000 6%
Louisiana 1 12,466 131,293 5%
10 225,041 $ 2,678,354 100%

(1) Including square feet of the buildings on land that is subject to ground leases.
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Leases

Although there are variations in the specific terms of the leases of our properties, the following is a
summary of the general structure of our current leases. Generally, the leases of the properties owned provide for
initial terms of 10 or more years, and provide the tenant with one or more multi-year renewal options, subject to
generally the same terms and conditions as the initial lease term. Certain leases also provide that in the event we
wish to sell the property subject to that lease, we first must offer the lessee the right to purchase the property on
the same terms and conditions as any offer which we intend to accept for the sale of the property. The properties
are generally leased under net leases pursuant to which the tenant bears responsibility for substantially ali
property costs and expenses associated with ongoing maintenance and operation, including utilities, property
taxes and insurance, while certain of the leases require us to maintain the roof and structure of the building.
Additionally, certain leases provide for increases in rent as a result of fixed increases, increases in the consumer
price index, and/or increases in the tenant’s sales volume. ‘ '

Our leases, as of December 31, 2012, provided for annual base rental payments (payable in monthly
installments) ranging from $43,000 to $362,000, with an average of $172,000. As of December 31, 2012, our
weighted average remaining lease term was 15.9 years, with two leases expiring during the next ten years,
representing 5% of our 2012 gross annualized rental revenue, assuming no exercise of renewal options.

Notes Payable Information

As of December 31, 2012, we had $20.6 million of debt outstandmg under our Credit Facility, which
matures on Peceniber 8, 2014. The Credit Facility allows our operating partnership to borrow up to $50.0 million
in revolving loans, with.the maximum amount outstanding not to exceed the borrowing base, which was
approximately $21.4 million as of December 31,2012 based on the value allocated to the qualified properties
comprising eligible collateral. Up to 15.0% of the total amount available may be used for issuing letters of credit
and up to 10.0% of the Credit Facility, not to exceed $15.0 million, may be used for short term (ten day) -
advances. Subject to meeting certain conditions described in the credit agreement and the payment of certain
fees, the amount of the Credit Facility may be increased up to a maximum of $250.0 million. As of December 31,
2012, amounts outstanding on our Credit Facility accrued interest at an annual rate of 2.97%. Refer to Note 7 to
our consolidated financial statements in this Annual Report on Form 10-K for further explanation.

ITEM 3. - LEGAL PROCEEDINGS

In the ordinary course of business we may become: subject to htxgatlon or claims. We are not aware of any
material pending legal proceedings, other than ordinary routine lmganon incidental to our business, to which we
are a party or to which our properties are the subject. :

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable. '
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PART II
ITEM 5 MARKET FOR REGISTRANT’S COMMON EQUITY RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURI TIES
Market Information '

As of March 26, 2013, we had approx1mately 1.7 million shares of common stock outstanding, held by a

- total of 347 stockholders of record.

There is no established trading market for our common stock, we do not expect that a public market will
ever develop and our charter does not require a liquidity event at a fixed time in the future. 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 the Offering, we are sellmg shares of our common stock to the public at a price that will vary from
day-to-day and, on any given day, will be equal to our NAV per share. Pursuant to the terms of our charter,
certain restrictions are lmposed on the ownership and transfer of shares ’

We have engaged an independent valuation expert which has expeitise in appraising commercial real estate
assets, including notes receivable secured by real estate, and related liabilities, to provide, on a rolling quarterly
basis, valuations of each of our commercial real estate assets, related liabilities to be set forth in individual
appraisal reports, and to adjust those valuations for events known to the independent valuation expert that it
believes are likely to have a material 1mpact on prev10us1y prov1ded estimates of the value of the affected
commercial real estate assets, notes receivable secured by real estate or relatéd real estate liabilities. In addition,
our assets will include hquld assets, Wthh w111 be’ pnced daily by third party pncmg sources, and cash and cash
equivalents. -

At the end of each business day, our fund accountant will calculate our NAV per share using a process that
reflects (1) estimated values of each of our commercial real estate assets, related liabilities and notes receivable
provided periodically (or sooner upon the occurrence of certain events described above) by our independent
valuation expert in individual appraisal reports, (2) daily updates in the price of liquid assets for which third party
market quotes are available, (3) accruals of our daily distributions, and (4) estimates of daily accruals, on a net
basis, of our operating revenues, expenses, debt service costs and fees. Our fund accountant will determine our
NAV per share by dividing our NAV on such day by the number of shares of our common stock outstanding as
of the end of such day, prior to giving effect to any share purchases or redemptions to be effected on such day. At
regularly scheduled board of directors meetings, our board of directors will review the process by which our
advisor estimated accrued liabilities and the fund accountant calculated the NAV per share and the operation and
results of the process to determine NAV per share generally. Our NAV is not audited by our independent
registered public accounting firm.

Our goal is to provide a reasonable estimate of the market value of our shares. However, the majority of our
assets will consist of commercial real estate assets and, as with any commercial real estate valuation protocol, the
conclusions reached by our independent valuation expert will be based on a number of judgments, assumptions
and opinions about future events that may or may not prove to be correct. The use of different judgments,
assumptions or opinions-would likely result in different estimates of the value of our commercial real estate
investments. In addition, on any given day, our published NAV per share may not fully reflect certain material
events, to the extent that the financial impact of such events on our portfolio is not immediately quantifiable. As
a result, the daily calculation of our NAV per share may not reflect the precise amount that might be paid for a
stockholder’s shares in a market transaction, and any potential disparity in our NAV per share may be in favor of
either stockholders who redeem their shares, or stockholders who buy new shares, or existing stockholders.

Share Redemption Program

~ We have adopted a redemption plan to provide limited liquidity, whereby on a daily basis, stockholders may
request that we redeem all or any portion of their shares. Due to the illiquid nature of investments in commercial
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real estate, however, we may not always have sufficient liquid resources to fund redemption requests. Under our
redemption plan, on each business day, stockholders may request that we redeem all or any portion of their
shares, subject to a-minimum amount-of $500.00. The redemptxon price per share on any business day will be our
NAYV per share for that day, calculated by the fund accountant after the close of business on the redemption
request day, without giving effect to any share purchases or redemptions to be effected on such day. Subject to
limited exceptions, stockholders who redeem their shares of our common stock within the first 365 days from the
date of purchase will be subject to a short-term trading fee of 2% of the aggregate NAV per share of the shares of
common stock received.

In each calendar quarter, net redemptlons will be hmlted under our redempnon plan to 5% of our total NAV
as of the end of the immediately preceding quarter, If less than the full 5% limit available for a quarter is used,
the unused percentage will be carried over to the next quarter (the “Carryover Percent”), but the maximum
carryover percentage will never exceed 15% in the aggregate, and net rederhptions in any quarter may never
exceed 10% of the prior quarter’s NAV. On each business day, we will calculate the maximum amount ‘available
for redemptions as 5% plus the Carryover Percent times the prior quarter-end’s NAV, plus share sales for the’
quarter, minus share redemptions for the quarter (the “Quarterly Limit”). Redemption requests will be satisfied
ona ﬁrst-come—ﬁrst—served basis up to the Quarterly Limit.

For the quarter followmg a quarter in which the Quanerly ant was reached (a “Limit Quarter ), a 5% per
-quarter redemptlon limitation will apply on a stockholder by stockholder bas1s such that each of our stockholders
will be allowed to request a redemption, at any time durmg that quarter, for a total of up to 5% of the shares they

held as of the last day of the Limit Quarter, plus shares, if any, that the stockholder purchases dunng the in-
progress quarter (the “Flow-regulator”). This prospective methodology for allocating available funds daily during
a quarter for which a Flow-regulator is in effect (a “Flow-regulated Quarter”) is designed to treat all stockholders
equally during the quarter as a whole, regardless of the particular day during the quarter when they choose to
submit their redemption requests, based on the number of shares held by each stockholder as of the prior quarter-
end. ' :

If, during a Flow-regulated Quarter, total redemptions for all stockholders in the aggregate are more than
two and one-half percent of our total NAV as of the end of the immediately preceding quarter, then the Flow-
regulator will continue to apply for the next succeedmg quarter If total redemptions for all stockholders in the
aggregate during a Flow-regulated Quarter are equal to or less than two and one-half percent of our total NAV as
of the end of the immediately preceding quarter, then the first-come, first-served Quarterly Limit discussed above
will come back into effect for the next succeeding quarter, with the Quarterly Limit consisting of five percent
plus any remaining amount of the Carryover Percent from the last quarter before the Flow-regulated Quarter
(subject to the 10% quarterly limit).

Our board of directors may modify or suspend our redemption plan in its sole discretion if it believes that
such action is in the best interest of our stockholders.

We may, in our advisor’s discretion, after taking the interests of our company as a whole and the interests of.
our remaining stockholders into consideration, use proceeds from any available sources at our disposal to satisfy
redemption requests, including, but not limited to, available cash, proceeds from sales of additional shares,
excess cash flow from operations, sales of our liquid investments, incurrence of indebtedness and, if necessary,
proceeds from the disposition of real estate properties or real estate-related assets. g

In an effort to have adequate cash available to support our redemption plan, we may determine to reserve
borrowing capacity under a line of credit. We could then elect to borrow against this line of credit in part to
redeem shares presented for redemption during periods when we do not have sufficient proceeds from the sale of
shares in this continuous offering to fund all redemption requests. '
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During the years ended December 31,2012 and 2011, we did not receive any redemptlon requests or redeem
any shares under our share redemption program. See the section titled “Share Redemiptions” i :
“Item 7—Management’s Discussion and Analysis of Financial Condition ‘and Results of Operanon appearing -
elsewhere in this Annual Report on Form 10-K, and Note 12 to our consolidated ﬁnanc1a1 statements mcluded in
this Annual Report on Form 10-K for additional share redemption information.

Distributions _
We intend to qualify as a REIT for federal income tax purposes commencing with our taxable year ending
December 31, 2012. As a REIT, we intend to make distributions each taxable year equal to at least 90% of our

taxable income (excluding capital gains and computed without regard to the dividends paid deduction). One of
our primary goals is to pay regular (monthly) distributions to our stockholders.

For federal income tax purposes, distributions to common stockholders are characterized as 6rdinary
dividends, capital gain distributions, or nontaxable distributions. To the extent that we make a distribution in
excess of our current or accumulated earnings and profits, the distribution will be a nontaxable return of capital,
reducing the tax basis in each U.S. stockholder’s shares. In addition, the amount of distributions in excess of a
U.S. stockholder’s tax basis in such shares will be taxable as gain realized from the sale of those shares. '

Our board of directors authorized a daily distribution based on 366 days in the calendar year of
$0.002254099 per share and $0.002383836 per share for stockholders of record as of the close of business on
each day of the period commencing on January 1, 2012 and ending on September 30, 2012 and the period
commencing on October 1, 2012 and ending on December 31, 2012, respectively. The distributions were paid
monthly in arrears. In addition, our board of directors authorized a daily distribution based on 365 days in the
calendar year of $0.002429042 per share for stockholders of record as of the close of business on each day of the
period commencing January 1, 2013 and ending on March 31, 2013. The distributions will be paid monthly in
arrears.

The following table shows the character of the distributions we paid on a per share basis during the year
ended December 31, 2012:

Total Distributions Paid Nontaxable Ordinary Capital Gain

Year Distributions Paid per Common Share Distributions Dividends Distributions
2012 $ 577,558 $ 0.80" $ 0.78 $ 002 $ —

We did not pay any distributions during the year ended December 31, 2011.

Use of Public Offering Proceeds

On December 6, 2011, our Registration Statement on Form S-11 (Registration No. 333-169535) for our
public offering (the “Offering™) of up to $4.0 billion in shares of common stock was declared effective under the
Securities Act. The Registration Statement covered up to $3.5 billion in shares in a primary offering and up.to
$500.0 million in shares pursuant to our distribution reinvestment plan. On December 6, 2011, CHC deposited
$10.0 million for the purchase of shares of common stock in the Offering into escrow. As a result, we satisfied
the conditions of our escrow agreement and on December 7, 2011, we broke escrow and accepted the investor’s
subscription for 666,666 shares of our common stock in the Offering, at a price of $15.00 per share, resulting in
gross proceeds of $10.0 million. Additionally, as of December 31, 2012, we were authorized to issue 10.0 million
shares of preferred stock, but had none issued or outstanding. .

As of December 31, 2012, we had issued 900,704 shares in the Offering for gross proceeds of $13.7 million,
out of which we recorded $37,000 in dealer manager fees payable and recorded $103,000 in organization and
offering costs as a liability due to Cole Advisors. With the net offering proceeds of $13.8 million and the
borrowings from our Credit Facility, we have acquired $32.6 million in real estate and related assets and incurred
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$438,000 of acquisition related expenses. As of December 31, 2012, we had not received any redemption
requests or redeemed any shares of our common stock. As of March 26, 2013, we have issued approximately
1.7 million shares in the Offering for gross offering proceeds of $26.0 million.

Unregistered Sales of Equity Securities |

On August 11, 2010, we sold 20,000 shares of common stock, at $10.00 per share to CHC, the indirect
owner of Cole Advisors and our dealer manager, for a total amount of $200,000. We issued these shares in a
private transaction exempt from the registration requirements of the Securities Act of 1933, as amended (the
“Securities Act”). On September 20, 2011, our board of directors authorized a reverse stock split providing for
the combination of each three shares of our common stock issued and outstanding into two shares of our common
stock, resulting in 13,334 shares of common stock issued to CHC subsequent to the reverse stock split.

ITEM 6. SELECTED FINANCIAL DATA

The following data should be read in conjunction with our consolidated financial statements and the notes
thereto and “Item 7—Management’s Discussion and Analysis of Financial Condition and Results of Operations”
appearing elsewhere in this Annual Report on Form 10-K. The selected financial data presented below was
derived from our consolidated financial statements.

Period from July 27, 2010

Year Ended (Date of Inception) to
December 31, 2012 December 31, 2011 December 31, 2010

Balance Sheet Data:
Total investment in real estate assets, net $ 33,102,369 $ 31,745,130 $ —
Cash and cash equivalents $ 997,676 $ 1,134899 § 200,000
Total assets $ 35,209,238 $ 33,429,084 $ 200,000
Line of credit ‘ $ 20,640,300 $ 21,440,300 $ —
Due to affiliates ' $ 335,109 $ 1,085,314 $ —
Acquired below market lease intangibles, net  $ 902,350 $ 951,395 $ —
Total liabilities $ 22,558,486 $ 23,761,555 $ —
Total stockholders’ equity $ 8,880,412 $ 9,667,529 $ 200,000
Operating Data:
Total revenues $ 2,687,727 $ 155,274 $ —
General and administrative expenses $ 889,518 $ 62,087 $ —
Property operating expenses $ 192,587 $ 6,981 $ —
Advisory expenses $ 198,511 $ 6,033 $ —_
Acquisition related expenses : $ 21,394 $ 416,572 $ —
Depreciation and amortization $ 650,539 $ 26,473 $ . —
Operating income (loss) $ 735,178 $ (362,872) $ —
Interest expense $ (815,052) $ (54,024) $ —
Net loss $ (79,749) $ (416,896) $ —
Cash Flow Data:
Cash flows provided by (used) in operating

activities $ 674,831 $ (69,287) $ —
Cash flows used in investing activities $ (3,270,473) $ (29913,525) $ —
Cash flows provided by financing activities =~ $ 2,458,419 $ 30,917,711 $ 200,000
Per Common Share Data: '
Net loss—basic and diluted $ 2 (0.11) $ 729 $ —
Distributions declared® $ 0.84 $ 0.05 $ —
Weighted average shares outstanding—basic _

and diluted 722,190 57,169 13,334

(1) For 2011, Distributions declared per common share calculated at a rate of $0.002260274 per share per day
for the period from December 8, 2011 through December 31, 2011.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
. RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in’
conjunction with the “Selected Financial Data” section of this Annual Report on Form 10-K and our
accompanying consolidated financial statements and the notes thereto. See also the “Cautlonary Note Regarding
Forward- Lookmg Statements section precedlng Part I.

Overview

We were formed on July 27, 2010, to acquire and operate a diversified portfolio of (1) necessity retail,
office and industrial properties that are anchored by creditworthy tenants under long-term net leases, and are
strategically located throughout the United States and U.S. protectorates, (2) notes receivable secured by
commercial real estate, including the origination of loans, and (3) cash, cash equivalents, other short-term
investments and traded real estate securities. We commenced our principal operations on December 7, 2011,
when we issued the initial $10,000,000 in shares of our common stock in the Offering and acquired our first real
estate property. We have no paid employees and are externally advised and managed by Cole Advisors, our
advisor. We intend to elect to qualify as a REIT for federal income tax purposes beginning with the year ending
December 31, 2012.

As of December 31, 2012, we owned ten properties located in eight states, comprising 225,041 rentable
square feet of commercial space including square feet of buildings which are on land subject to ground leases.
Our operating results and cash flows are primarily influenced by rental income from our commercial ﬁfppé‘rties
and interest expense on our property indebtedness. Rental and other property income accounted for 94% and 96%
our total revenue for the years ended December 31, 2012 and 2011, respectively. As 100% of our rentable square
feet was under lease as of December 31, 2012, with a weighted average remaining lease term of 15.9 years, we
believe our exposure to changes in commercial rental rates on our portfolio is substantially mitigated, except for
vacancies caused by tenant bankruptcies or other factors. Our advisor regularly monitors the creditworthiness of
our tenants by reviewing the tenant’s financial results, credit rating agency reports (if any) on the tenant or
guarantor, the operating history of the property with such tenant, the tenant’s market share and track record
within its industry segment, the general health and outlook of thé tenant’s industry segment; and other
information for changes and possible trends. If our advisor identifies significant changes or trends that may
adversely affect the creditworthiness of a tenant, it will gather a more in-depth knowledge of the tenant’s
financial condition and, if necessary, attempt to mitigate the tenant’s credit risk by evaluating the possible sale of
the property, or identifying a possible replacement tenant should the current tenant fail to perform on the lease.

As of December 31, 2012, the debt leverage ratio of our consolidated real estate assets, which is the ratio of
debt to total gross real estate and related assets, net of gross intangible lease liabilities, was 63%, and all of our’
debt was subject to variable interest rates. Should we acquire additional commercial real estate, we will be
subject to changes in real estate prices and changes in intérest rates on any current variable rate debt,
refinancings, or new indebtedness used to acquire the properties. We may manage our risk of changes in real
estate prices on future property acquisitions by entering into purchase agreements and loan commitments
simultaneously, or through loan assumption, so that our operating yield is determinable at the time we enter into
a purchase agreement, by contracting with developers for future delivery of properties, or by entering into sale-
leaseback transactions. We manage our interest rate risk by monitoring the interest rate environment in
connection with future property acquisitions or upcoming debt maturities to determine the appropriate financing
or refinancing terms, which may include fixed rate loans, variable rate loans or interest rate hedges. If we are
unable to acquire suitable properties or obtain suitable financing for future acquisitions or refinancing, our results
of operations may be adversely affected. :
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Recent Market Conditions

Beginning in late 2007, domestic and international financial markets experienced significant disruptions that
were brought about in large part by challenges in the world-wide banking system. These disruptions severely
impacted the availability of credit and contributed to rising costs associated with obtaining credit. Since 2010, the
volume of mortgage lending for commercial real estate has been increasing and lending terms have improved and
they continue to improve; however, such lending activity continues to be significantly less than previous levels.
Although lending market conditions have improved, certain factors continue to negatively affect the lending
environment, including the sovereign credit issues of certain countries in the European Union. We may
experience stringent lending criteria, which may affect our ability to finance certain property acquisitions or
refinance any debt at maturity. For properties for which we are able to obtain financing, the interest rates and
other terms on such loans may be unacceptable. We expect to manage the current mortgage lending environment
by considering alternative lending sources, including the securitization of debt, utilizing fixed rate loans, short-
term variable rate loans, assuming existing mortgage loans in connection with property acquisitions, or entering
into interest rate lock or swap agreements, or any combination of the foregoing.

The economic downturn led to high unemployment rates and a decline in consumer spending. These
economic trends have adversely impacted the real estate markets by causing higher tenant vacancies, declining
rental rates and declining property values. In 2011 and 2012, the economy improved and continues to show signs
of recovery. Additionally, the real estate markets have experienced an improvement in property values,
occupancy and rental rates; however, in many markets property values, occupancy and rental rates continue to be
below those previously experienced before the economic downturn. As of December 31, 2012, 100% of our
rentable square feet was under lease. However, if the recent improvements in economic conditions do not
continue, we may experience vacancies or be required to reduce rental rates on occupied space. If we do
experience vacancies, Cole Advisors will actively seek to lease our vacant space, however, such space may be
leased at lower rental rates.and for shorter lease terms than our current leases provide.

Application of Critical Accounting Policies

Our accounting policies have been established to conform with GAAP. The preparation of financial
statements in conformity with GAAP requires management to use judgment in the application of accounting
policies, including making estimates and assumptions. These judgments affect the reported amounts of assets and
liabilities and 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. If management’s judgment or
interpretation of the facts and circumstances relating to various transactions had been different, it is possible that
different accounting policies would have been applied, thus, resulting in a different presentation of the financial
statements. Additionally, other companies may utilize different estimates that may impact comparability of our
results of operations to those of companies in similar businesses.

The critical accounting policies outlined below have been discussed with members of the audit committee of
the board of directors.

Investment in and Valuation of Real Estate and Related Assets

Real estate and related assets are stated at cost, less accumulated depreciation and amortization. Amounts
capitalized to real estate and related assets consist of the cost of acquisition, excluding acquisition related
expenses, construction and any tenant improvements, major improvements and betterments that extend the useful
life of the real estate and related assets and leasing costs. All repairs and maintenance are expensed as incurred.
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We are required to make subjective assessments as to the useful lives of our depreciable assets. We consider
the period of future benefit of each respective asset to determine the appropriate useful life of the assets. Real
estate and related assets, other than land, are depreciated or amomzed ona stralght-hne basis. The estimated
useful lives of our assets by class are generally as follows: :

Buildings : 40 years
Tenant improvements Lesser of useful life or lease term
Intangible lease assets Lease term

We continually monitor events and changes in circumstances that could indicate that the carrying amounts -
of our real estate and related assets may not be recoverable, Impairment indicators that we consider include, but
are not limited to, bankruptcy or other credit concerns of a property’s major tenant, such as a history of late
payments, rental concessions and other factors, a significant decrease in a property’s revenues due to lease
terminations, vacancies, co-tenancy clauses, reduced lease rates or other circumstances. When indicators of
potential impairment are present, we assess the recoverability of the assets by determining whether the carrying
amount of the assets will be recovered through the undiscounted future cash flows expected from the use of the
assets and their eventual disposition. In the event that such expected undiscounted future cash flows do not
exceed the carrying amount, we will adjust the real estate and related assets-to their respective fair values and'
recognize an impairment loss. Generally, fair value is determined using a discounted cash flow analysis and
recent comparable sales transactions. No impairment indicators were 1dent1ﬁed and no 1mpa1rment losses were.
recorded durmg the years ended December 31, 2012 and 2011. R T

When developing estimates.of expected future cash flows, we make certain assumptions regarding future
market rental income amounts subsequent to the expiration of current lease agreements, property operating ;-
expenses, terminal capitalization and discount rates, the eéxpected number of months it takes to re-lease the. =
property, required tenant improvements and the number of years the property will be held for investment. The
use of alternative assumptions in estimating expected future cash flows could result in-a-different determination
of the property’s expected future cash flows and a different conclusion regarding the existence of an impairment,
the extent of such loss, if any, as well as the fair value of the real estate and related assets.

When a real estate asset is identified by us as held for sale, we will cease depreciation and amortization of -
the assets related to the property and estimate the fair value, net of selling costs. If, in our opinion, the fair value,
net of selling costs, of the asset is less than the carrying value of the asset, an adjustment to the carrying amount .
would be recorded to reflect the estimated fair value of the property, net of selling costs. There were no assets
identified as held for sale as of December 31, 2012 or 2011.

Allocation of Purchase Price of Real Estate and Related Assets

. Upon the acquisition of real properties; we allocate the purchase price to acquu'ed tanglble assets, consisting
of land, buildings and improvements, and identified intangible assets and liabilities, consisting of the value of
above market and below market leases and the value of in-place leases, based in each case on their respectlve fair
values. Acquisition related expenses are expensed as incurred. We utilize independent appraisals to assist in the
determination of the fair values of the tangible assets of an acquired property (which includes land and building).
We obtain an independent appraisal for each real property acquisition, The information in the appraisal, along
with any additional information available to us, is used in estimating the amount of the purchase price that is
allocated to land. Other information in the appraisal, such as building value and market rents, may be used by us
in estimating the allocation of purchase price to the building and to intangible lease assets and liabilities. The
appraisal firm has no involvement in our allocation decisions other than prov1d1ng this market information.

The fair values of above market and below market lease iﬁtangibles are recorded based on the present value
(using a discount rate which reflects the risks associated with the leases acquired) of the difference between ’
(1) the contractual amounts to be paid pursuant to the in-place leases and (2) an estimate of fair market lease rates
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for the corresponding in-place leases, which is generally obtained from independent appraisals, measured over a
period equal to the remaining non-cancelable term of the lease including any bargain renewal periods, with
respect to a below market lease. The above market and below market lease intangibles are capitalized as
intangible lease assets or liabilities, respectively. Above market leases are amortized as a reduction to rental
income over the remaining terms of the respective leases. Below market leases are amortized as an increase to
rental income over the remaining terms of the respective leases, including any bargain renewal periods. In
considering whether or not we expect a tenant to execute a bargain renewal option, we evaluate economic factors
and certain qualitative factors at the time of acquisition, such as the financial strength of the tenant, remaining
lease term, the tenant mix of the leased property, our relationship with the tenant and the availability of
competing tenant space. If a lease were to be terminated prior to its stated expiration, all unamortized amounts of
above market or below market lease intangibles relating to that lease would be recorded as an adjustment to
rental income. '

The fair values of in-place leases include estimates of direct costs associated with obtaining a new tenant
and opportunity costs associated with lost rental and other property income which are avoided by acquiring a
property with an in-place lease. Direct costs associated with obtaining a new tenant include commissions and
other direct costs, and are estimated in part by utilizing information obtained from independent appraisals and
management’s consideration of current market costs to execute a similar lease. The intangible values of
opportunity costs, which are calculated using the contractual amounts to be paid pursuant to the in-place leases
over a market absorption period for a similar lease are capitalized as intangible lease assets and are amortized to
expense over the remaining term of the respective leases. If a lease were to be terminated prior to its stated
expiration, all unamortized amounts of in-place lease assets relating to that lease would be expensed.

We will estimate the fair value of assumed mortgage notes payable based upon indications of current market
pricing for similar types of debt financing with similar maturities. Assumed mortgage notes payable will initially
be recorded at their estimated fair value as of the assumption date, and the difference between such estimated fair
value and the mortgage note’s outstandmg principal balance will be amortlzed to interest expense over the term
of the respective mortgage note payable. -

The determination of the fair values of the real estate and related assets and liabilities acquired requires the
use of significant assumptions with regard to the current market rental rates, rental growth rates, capitalization
and discount rates, interest rates and other variables. The use of aiternative estimates may result in a different
allocation of our purchase price, which could impact our results of operations.

Revenue Recognition

Certain properties have leases where minimum rental payments increase during the term of the lease. We
record rental income for the full term of each lease on a straight-line basis. When we acquire a property, the
terms of existing leases are considered to commence as of the acquisition date for the purposes of determining
this calculation. We defer the recognition of contingent rental income, such as percentage rents, until the specific
target that triggers the contingent rental income is achieved. Expected reimbursements from tenants for -
recoverable real estate taxes and operatmg expenses are mcluded in tenant reimbursement income in the period
when such costs are incurred.

Income Taxes

We intend to qualify and make an electlon to be taxed as a REIT for federal income tax purposes under
Sections 856 through 860 of the Internal Revenue Code of 1986, as amended, commencing with the taxable year
ending December 31, 2012. If we qualify for taxation as a REIT, we generally will not be subject to federal

_corporate income tax to the extent we distribute our taxable income to our stockholders, and so long as we
distribute at least 90% of our taxable income (excluding net capital gains and computed without regard to the
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dividends paid deduction). REITs are subject to a number of other organizational and operatlonal requirements.
Even if we maintain our qualification to be taxed as a REIT, we may be subject to certain state and local taxes on
our income and property, and federal income and excise taxes on our undistributed income.

Results ofOperatlons ' : T S ki a e

On December 7, 2011 we commenced our prmmpal operatlons and as of December 31, 2012 we owned ten
commercial properties, including nine single tenant, freestanding commercial properties and one multi-tenant
retail center, of which 100% of the gross rentable square: feet was under lease. Because we did:not commence
principal operations until December 7, 2011, comparative financial information is not presented for the period
from July 27, 2010 (date of inception) to December 31, 2010 and for the year ended December 31, 2012
compared to the year ended December 31 201 1

Our results of operations are 1nﬂuenced by the tnmng of acquisitions and the operating performance of our
real estate investments. The followmg table summarizes our real estate investment activity durmg the years
ended December 31, 2012 and 2011:

Year Ended December 31,

» 2012 - - 2011
* Properties acquired o ' 1 9
Approximate purchiase price of acqulred properties (in millions) $ 18 $ 308
Approximate rentable square feet,, . - , , S 12,466 - . 212,575

Year Ended December 31, 2012:

Revenue for the year ended December 31, 2012 totaled $2.7 million. Our revenue consisted primarily of
rental and other property income from net leased commercial properties, which accounted for 94% of our total
revenues during the year ended December 31, 2012. We also paid certain operating expenses subject to
reimbursement by our tenants, wmch resulted-in $149,000.in tenant reimbursement income during the year ended
December 31, 2012. :

General and administrative expenses for the year ended December 31, 2012 totaled $890,000, primarily
related to fees paid to our independent directors, fees for unused amounts under our Credit Facility, insurance,
legal fees and accounting fees. For the year ended December 31, 2012, property operating expenses were
$193,000, primarily related.to property taxes, property insurance and repairs and maintenance. In addition,
advisory expenses were $199,000 for the year ended December 31, 2012, related to advisory and performance
fees earned by our advisor pursuant to our advisory agreement. . - : :

Acquisition related expenses for the year ended December 31, 2012 totaled $21,000, resulting from our
acquisition of one property in November 2012. In addition, we recorded depreciation and amortization of
$651,000 for the year ended December 31, 2012.

Our acquisitions have been.financed with:proceeds from our Offering and borrowings from our Credit
Facility. During the year ended December 31, 2012, we incurred interest expense of $815,000, which inéluded
$177,000 in amortization of deferred financing costs. Our debt financing costs in future periods will vary based
on our level of future borrowings, which will depend on the level of investor proceeds raised, the cost and
availability of borrowings, and the opportumty to acquire real estate assets in accordance with our 1nvestment
strategy.



Portfolio Information

Real Estate Portfolw

As of December 31, 2012, we owned ten commercial properties located in eight states, comprising 225,041
rentable square feet, including square feet of buildings which are on land subject to ground leases. As of
December 31, 2012, these propemes were 100% leased with a welghted average remaining lease term of 15.9

years.

Asof December 31, 2012, our five lughest tenant concentratums based on annuahzed gross rental revenue,
were as follows: L

' ' : Percentage’ of
Leased 2012 Gross 2012 Gross
Total Number Square Annualized Annualized
Tenant . ~ of Leases Feet®  Rental Revenue  Rental Revenue
Tractor Supply—home and garden T2 37807 $ 561060 - 21%
CVS—drugstore 3 31,753 .559,000 - 21%
Walgreens—drugstore ‘ 2 30,075 557,624 21%
Kohl’s—department store 1 89,705 227,678 8%
JPMorgan Chase—financial services 1 4,600 180,414 7%
9

194,030 $ 2,085,776 - 78%

(1) Including square feet of the buildings on land that is‘s‘pvlhaject to ground leases.

As of December 31, 2012, our five highest t_e;iém }nduéﬁy concentrations, based on gross annualized rental
revenue, were as follows: B ’

‘ ' Percentageof
o - 2012 Gross 2012Gross -
, , Total Number. Leased Annuslized - Annualized

Industry o . ofLeases . Square Feet®  Rental Revenue _ Rental Revenue
Drugstore 5 61,828  $ 1,116,624 2%
Home and garden 2 37,897 561,060 21%
Department store 1 .. 89,705 227,678 . 8%
Financial services -1 4,600 ... 180414 7%
Automotive 1 7,000 174,226 6%
10 201,030 $ 2,260,002 : 84%

(1) Including square feet of the buildings on land that is subject to ground leases.

As of December 31, 2012, our five highest geographic concentrations, based on gross annualized rental
revenue, were as follows: :

Percentage of

2012 Gross 2012 Gross

: Total Number - Rentable - Annualized ; _ Annualized
Location N of Properties Square Feet®  Rental Revenue  Rental Revenue
Texas ; 3 135,556 .~ $ 1,169,426 : 44%
North Carolina- 1 14,550 362,050 14%
Georgia - S 1 - 19,097 . 300,785 11%

New Mexico 1 15,525 195,574 7%

Pennsylvania 1 10,125 176,000 7%
7 194,853 $ 2,203,835 83%

(1) Including square feet of the buildings on land that is subject to ground leases.
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Distributions

Our board of directors authorized a daily distribution, based or 366 days in the calendar year, of
$0.002254099 per share and $0.002383836 per share for stockholders of record as of the close of business on
~ each day of the period commencing on January 1, 2012 and ending on September 30, 2012 and the period
commencing on October 1, 2012 and ending on December 31 2012, respectively. In addition, our board of
directors authorized a daily distribution of $0.002429042 per share for stockholders of record as of the close of
business on each day of the period commencmg January 1, 2013 and ending on March 31, 2013 '

During the year ended December 31, 2012 we paid distributions of $578 000, including $8 000 through the
issuance of shares pursuant to our DRIP Offering. Our distributions for the year ended December 31 2012 were
fully funded by net cash prov1ded by operating activities. :

During the year ended December 31, 2011, our board of directors authorized a daily distribution, based on
365 days in the calendar year, of $0.002260274 per share for stockholders of record as of each day of the period
commencing on December 8, 2011 and ending on December 31, 2011. Qur distributions for this period were paid
in January 2012 and funded by net cash provided by operating activities in 2012.

Share Redemptions

We have adopted a redemption plan to provide limited hqu1d1ty, whereby on a daily basis, stockholders may
request that we redeem all or any portion of their shares. Our share redemption plan provides that, on each
business day, stockholders may request that we redéemall or ‘any portion of their shares, subject to a minimum
redemption amount and certain short-term trading fees. The redemption price per share on any business day will
be our NAV per share for that day, calculated by the fufid accountant in accordance with our valuatron  policies.

Our share redemptlon plan 1ncludes certain redemptlon limits, including a quarterly limit and, in some cases,
a stockholder by stockholder limit. As of December 31, 2012, the Company had not received any redemption
requests or redeemed any share of its common stock. See Note 12 to our consolidated financial statements
included in this Annual Report on Form 10-K for additional terms of the share redemption program, including
the share redemption plan limits.

We intend to fund share redemptions with available cash and proceeds from our liquid investments. We
may, after taking the interests of our company as a whole, and the interests of our remaining stockholders into
consideration, use proceeds from any available sources at our disposal to satisfy redemption requests, including,
but not limited to, proceeds from sales of additional shares, excess cash flow from operations, sales of our liquid
investments, incurrence of indebtedness and, if necessary, proceeds from the disposition of real estate properties
or real estate-related assets. In an effort to have adequate cash available to support our redemption plan, we may
determine to reserve borrowing capacity under a line of credit. We could then elect to borrow against this line of
credit in part to redeem shares presented for redemption during periods when we do not have sufficient proceeds
from the sale of shares in this continuous offering to fund all redemption requests.

Liquidity and Capltal Resources
General

Our principal demands for funds w111 be. for real estate and real estate related mvestments for the payment -
of acquisition related expenses, operating expenses, distributions and redemptions to stockholders and principal
and interest on any current and any future indebtedness. Generally, cash needs for items other than acquisitions
and acquisition related expenses will be generated from. operations of our current and future investments. We
expect to meet cash needs for acquisitions from the net proceeds. of our Offering and from debt financings. The
sources of our operating cash flows will primarily be driven by the rental income received from current and
future leased properties. We expect to continue to raise capital through our Offering and to utilize such funds and
future proceeds from secured or unsecured financing to complete future property acquisitions. :
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Our investment guidelines provide that we will target the following aggregate allocation to relatively liquid
investments, such as U.S. government securities, agency securities, corporate debt, publicly traded debt and
equity real estate-related securities, cash, cash equivalents and other short-term investments and, in our
discretion, a line of credit (collectively, referred to as “LiquidlAssets”): (1) 10% of our NAV up to $1 billion and .
(2) 5% of our NAV in excess of $1 billion. To the extent that we elect to maintain borrowing capacity under a
line of credit, the amount available under the line of credit will be included in calculating our Liquid Assets
under these guidelines. These are. guidelines, and our stockholders should not expect that we will, at all times,
hold liquid assets at or above the target levels or that all liquid assets will be available to satisfy redemption
requests as we receive them. We anticipate that both our overall allocation to liquid assets as a percentage of our
NAV and our allocation to different types of liquid assets will vary. In making these determinations our advisor
will consider our receipt of proceeds from sales of additional shares, our cash flow from operations, available
borrowing capacity under a line of credit, if any, or from additional mortgages on our real estate, our receipt of
proceeds from sales of assets, and the anticipated use of cash to fund redemptions, as well as the availability and
pricing of different investments. The amount of Liquid Assets is determined by our advisor, in its sole discretion,
but is subject to review by our independent directors on a quarterly basis.

Short-term Liquidity and Capital Resources

On a short-term basis, our principal demands for funds will be for operating expenses, distributions and
interest and principal on current and any future indebtedness. We expect to meet our short-term liquidity
requirements through net cash provided by property operations.and proceeds from the Offering, as well as
secured or unsecured borrowings from banks and other lériders to finance our expected future acquisitions.

We expect our operating cash flows to increase as additional properties are added to our portfolio. In
accordance with the terms of our Credit Facility, as amended, the maximum amount available for borrowing
decreased from 70% of the aggregate value allocated to each qualified property comprising the borrowing base to
65% on January 8, 2013. Assuming there is no-change to the number or value of our borrowing base assets, we
" will be required to repay a total of $730,000 on our Credit Facility, as amended, within the next 12 months.
Subsequent to December 31, 2012, we repaid $750,000 on our Credit Facility in accordance with the terms -
previously noted and added one property to our borrowing base, increasing the borrowing base under our Credit
Facility to approximately $21.0 million. After we have acquired a substantial portfolio, we intend to further
reduce our aggregate borrowings as a percentage of our real estate assets. '

Long-term Liguidity and Capital Resources

On a long-term basis, our principal demands for funds will be for property and othér asset acquisitions and
the payment of tenant improvements, operating expenses, including debt service payments on any outstanding
indebtedness, and distributions and redemptions to our stockholders. We expect to meet our long-term liquidity
requirements through proceeds from the sale of our common stock, secured or unsecured financings from banks
and other lenders, any available capacity on our Credit Facility by the addition of properties to the borrowing
base, proceeds from the sale of marketable securities and net cash flows provided by operations.

We expect that substantially all cash flows from operations will be used to pay distributions to our
stockholders after certain capital expenditures, including tenant improvements and leasing commissions are paid;
however, we may use other sources to fund distributions as necessary. To the extent that cash flows from
operations are lower due to lower than expected returns on the properties or we elect to retain cash flows from
operations to make additional real estate investments or reduce our outstanding debt, distributions paid to our
stockholders may be lower. We expect that substantially all net cash flows from the Offering or debt financings
will be used to fund acquisitions, for certain capital expenditures, for repayments of outstanding debt, or for any
distributions to stockholders in excess of cash flows from operations. We expect to fund redemptions of shares
with proceeds from the Offering, borrowings from our Credit Facility or proceeds. from the sale of marketable
securities. ' :
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As of December 31, 2012, we had received and accepted subscriptions for approximately 914,037 shares of
common stock for gross proceeds of $13.9 million. As of December 31, 2012, CHC, owner of 680,000 shares of
our common stock, is not permitted to redeem any of its shares until we have raised $100.0 million in the
Offering. As of December 31, 2012, we had not received any redemption requests or redeemed any shares of our
common stock.

As of December 31, 2012, we had $20.6 million of debt outstanding on our Credit Facility and $800,000 of
available borrowings based on the current,borrowing base. See Note 7 to our consolidated financial statements in
this Annual Report on Form 10-K for certain terms of the Credit Facility. Our contractual obligations as of
December 31, 2012 were as follows:

Payinents vdue by period®

Less Than 1 ) More Than

Total Year 1-3 Years 3-5 Years 5 Years
Principal payments—Iline of credit $20,640,300 $ 731,450 $19,908850 $ — $ —
Interest payments—Iline of credit® 1,166,311 603,130 563,181 _ —
Total $21,806,611 $1,334,580 $20,472,031 $ — $ —

(1) The table above does not include amounts due to our advisor or its affiliates pursuant to our advisory
agreement because such amounts are not fixed and determinable.

(2) Payment obligations for the amount outstanding under-the Credit Facility were calculated based on an
interest rate of 2.97% in effect as of December 31, 2012.". .

Our charter prohibits us from incurring debt that would cause our borrowings to exceed 75% of our gross
assets, valued at the aggregate cost (before depreciation and other non-cash reserves), unless approved by a
majority of our independent directors and disclosed to our stockholders in our next quarterly report. Our board of
directors has adopted a policy to further limit our borrowings to 60% of the greater of cost (before depreciation
or other non-cash reserves) or fair market value of our gross assets, unless the excess borrowing is approved by a
majority of our independent directors and disclosed to our stockholders in the next quarterly report. As of
December 31, 2012, our ratio of debt to total gross real estate assets net of gross intangible lease liabilities
exceeded the 60% limitation, which was approved by our independent directors. The independent directors
believed such borrowing levels were justified for the following reasons:

*  the borrowings enabled us to purchase our initial properties and earn rental income more quickly;

*  the property acquisitions were likely to increase the proceeds from the Offering by allowing us to show
potential investors actual acquisitions, thereby improving our ability to meet our goal of acquiring a
- diversified portfolio of properties to generate current income for investors and preserve investor
capital; and

*  based on expected equity sales at the time and certain terms in the Credit Facility, the higher leverage
was likely to exceed the 60% limitation only for a limited period of time.

Cash Flow Analysis
Year Ended December 31, 2012 Compared to the Year Ended December 31, 2011:

Operating Activities. Net cash provided by operating activities increased $744,000 to $675,000 for the year
ended December 31, 2012, compared to net cash used in operating activities of $69,000 for the year ended
December 31, 2011. The increase was primarily due to a decrease in net loss before non-cash adjustments for
depreciation, amortization of intangibles, amortization of deferred financing costs and amortization of discounts
on marketable securities of $1.1 million, resulting from a full year of operations in 2012. This increase was offset
by a net decrease in working capital accounts of $345,000. See “Results of Operations” for a more complete
discussion of the factors impacting our operating performance.
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Investing Activities. Net cash used in investing activities decreased $26.6 million to $3.3 million for the year
ended December 31, 2012, compared to $29.9 million for the year ended December 31, 2011. The decrease was
primarily due to the acquisition of nine commercial properties during the year ended December 31, 2011. The
Company completed one real estate acquisition of commercial property during the year ended December 31,
2012.

Financing Activities. Net cash provided by financing activities decreased $28.4 million to $2.5 million for
the year ended December 31, 2012, compared.to $30.9 million for the year ended December 31, 2011. During the
year ended December 31, 2012, our loan activity resulted in net repayments of $800,000. During the year ended
December 31, 2011, our loan activity resulted in net borrowings of $21.4 million. Additionally, the decrease in
net cash provided by financing activities was due to $3.7 million from the issuance of common stock and
$570,000 in distributions paid to investors during the year ended December 31, 2012, compared to $10.0 million
from the issuance of common stock and no distributions: pald to investors during the year ended December 31,
2011. '

Election as a REIT

From the date of our formation and until the day following the date on which we issued shares to
shareholders other than CHC, we were a qualified subchapter S subsidiary of CHC, and therefore were
disregarded as an entity separate from CHC for U.S. federal income tax purposes.:-We intend to make an election
under Section 856(c) of the Internal Revenue Code of 1986, as amended, to. be taxed as'a REIT, beginning with -
the taxable year ending December 31, 2012. To qualify as a REIT, we must meet certain requirements relating to
our organization, sources of income, nature of assets, distributions of income to our stockholders and
recordkeeping. Accordingly, to the extent we meet the REIT qualifications, we generally are not subject to
federal income tax on taxable income that we distribute to our stockholders so long as we distribute at least 90% .
of our annual taxable income (computed without regard to the dividends pa1d deduction and excluding net capltal
gains). ‘ .

If we fail to qualify as a REIT for any reason in a taxable year and applicable relief provisions do not apply;
we will be subject to tax, including any applicable alternative minimum tax, on our taxable income at regular
corporate rates. We will not be able to deduct distributions paid to our stockholders in any year in which we fail
to maintain our qualification as a REIT. We also will 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. Such an
event could materially adversely affect our net income and net cash available for distribution to stockholders.
However, we believe that we are organized and operate in such a manner as to qualify for treatment as a REIT
for federal income tax purposes. As such, no provision for federal income taxes has been made in our
accompanying consolidated financial statements. We may be subject to certain state and local taxes related to the
operations of properties in certain locations, which, if applicable, have been provided for in our accompanying
consolidated financial statements,

Inflation

We are exposed to inflation risk as income from long-term leases is the primary source of our cash flows
from operations. There are prov1s1ons in certain of our tenant leases that are intended to protect us from, and
mitigate the risk of, the impact of inflation. These provisions include rent steps and clauses enabling us to receive
payment of additional rent calculated as‘a percentage of the tenants’ gross sales above pre-determined thresholds.
In addition, most of our leases require the tenant to pay all or a majority of the property’s operating expenses,
including real estate taxes, special assessments and sales and use taxes, utilities, insurance and building repairs.
However, due to the long-term nature of leases for real property, such leases may not re-set frequently enough to
adequately offset the effects of inflation: - -
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Commitments and Contingencies ** *

We may be subject to certain commitments arnd contingencies with regardto certain transactions. Refer to
Note 9 to our consolidated financial statements in this Annual Report-on Form:10-K for further explanation.

Related-Party Transactlons and Agreements

We have entered into agreements with Cole Adv1sors and 1ts afﬁhates, whereby we agree to pay certain
fees, or reimburse certain expenses of, Cole Advisors or its affiliates, primarily advisory and performance fees,
organization and offering costs, dealer manager fees, and reimbursernent of ¢értain acqmsmon and operatmg
costs. See Note 10 to our consolidated financial statements in this Annual Report on. Form 10-K for a further
explanation of the various related-party transactions, agreements and fees.

Subsequent Events

Certain events occurred subsequent to December 31, 2012 through the ﬁhng date of this Annual Report on
Form 10-K. Refer to Note 16 to-our consolidated ﬁnanaal statements in thls Annual Report on Form 10:K for
further explanation. Such events include: : o : . :

. Investment in real estate assets; _'
. Adv1sory agreernent A
¢ - Line of credit;
" Status of the A'Offering; ‘ o
.. Multiple class offering;; and
e CCPT II/CHC Merger agreement.

Impact of Recent Accounting Pronouncements. . e e e ST

Refer to Note 2 to our consolidated financial statements included in this Annual Report on Form 10-K for
further explanatlon There have been no accountmg pronouncements 1ssued but not yet applied by us, that will
s1gmﬁcantly impact our financial statements. ~

Off Balance Sheet Arrangements

‘As of December 31, 2012 and December 31 2011, we had no material off-balance sheet'arrangements that
had or are reasonably likely to have a current or future effect on our financral condltlon, results of operatlons,
liquidity or capital resources. '

ITEM 7A. QUANTITATIVE AND QUALITAT IVE DISCLOSURES ABOUT MARKET RISK

" In connection with the acquisition of our propertles we have obtalned Vanable rate debt financing, and are
therefore exposed to changes in LIBOR. _As of December 31, 2012, we had $20.6 million of vanable rate debt
outstanding on our Credit Facility, and a change of 50 basis.points in interest rates would result in a.change in
interest expense of $103,000 per annum. In the future, our ob]ectlves in managing interest rate risks will be to
limit the impact of interest rate changes on operations and cash flows, and to lower overall borrowing costs. To
achieve these objectives, we expect to borrow primarily at interest rates with the lowest margins available and, in
some cases, with the ability to convert variable rates to fixed rates. In addition, we expect that we may enter into
derivative financial instruments such as interest rate swaps, interest rate caps, and rate lock arrangements in order
to mitigate our interest rate risk. To the extent we enter into such arrangements, we.will be exposed to credit and
market risks including, but not limited to, the failure of any counterparty to perform under the terms of the
derivative contract or the adverse effect on the value of the financial instrument resulting from a change in
interest rates. We do not have any forergn operatlons and thus we are not exposed to forergn currency
fluctuations. v
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ITEMS8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements and supplementary data filed as part of this report are set forth beginning on
page F-1 of this Annual Report on Form 10-K. ‘

ITEMY. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There were no cha,nges in or disagreements with our: independent registered public ziccountants during the
year ended December 31, 2012.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

As required by Rules 13a-15(b) and:15d-15(b) of the Exchange Act, we, under. the supervxsmn and with the
participation of our chief executive officer and chief financial officer, carried out an evaluation of the '
effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(¢) of the
Exchange Act) as of the end of the period covered by this Annual Report on Form 10-K. Based on that
evaluation, our chief executive officer and chief financial officer concluded that our disclosure controls and
procedures, as of December 31, 2012, were effective to ensure that information required to be disclosed by us in
reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported within the
time periods specified by the rules and forms promulgated under the Exchange Act, and is accumulated and
communicated to management, including our chief executive officer and chief financial officer, as appropriate to
allow timely decisions regarding required disclosures. S

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. Internal control over
financial reporting is a process to provide reasonable assurance regarding the reliability of our financial reporting
and the preparation of financial statements for external purposes in accordance with GAAP. Because of its
inherent limitations, internal control over financial reporting is not intended to provide absolute assurance thata*
misstatement of our financial statements would be prevented or detected. Also, projections of any evaluation of
internal control effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in cond;mons, or that the degree of compliance with the policies or procedures may
deteriorate.

Under the supervision and with the participation of our management, including our chief executive officer
and chief financial officer, we conducted an evaluation of the effectiveness of our internal control over financial
reporting based on the framework in Internal Control—Integrated Framework issued by the Commlttee of
Sponsoring Organizations of the Treadway Commission,

Based on this evaluatlon management has concluded that our internal control over ﬁnanclal repomng was
effective as of Deoember 31, 2012,

Changes in Internal Control Over Fmancial Reporting

No change occurred in our internal control over financlal reportmg (as defined in Rules 13a-15(f) and
15d -15(f) of the Exchange Act) during the three months ended December 31, 2012 that has materially affected,
or is reasonably likely to matenally affect, our internal control over financial reporting.
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ITEM 9B. OTHER INFORMATION

None.
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PART I

£

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this Item is incorporated by reference to our definitive proxy statement to be
filed with the SEC with respect to our 2013 annual meeting of stockholders.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference to our definitive proxy statement to be
filed with the SEC with respect to our 2013 annual meeting of stockholders. '

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

The information required by this Item is incorporated by reference to our definitive proxy statement to be
filed with the SEC with respect to our 2013 annual meeting of stockholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTORS
INDEPENDENCE '

The information required by this Item is incorporated by reference to our definitive proxy statement to be
filed with the SEC with respect to our 2013 annual meeting of stockholders.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item is incorporated by reference to our definitive proxy statement to be
filed with the SEC with respect to our 2013 annual meeting of stockholders.
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" PARTIV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a)
1.
2.

(b)
(©

List of Documents Filed. BRI
The list of the financial statements contained herein is set forth-on page F-1 hereof.
Financial Statement Schedules—

Schedule III—Real Estate Assets and Accumulated Depreciation is set forth beginning on page S-1
hereof.

All other schedules for which provision is made in the applicable accounting regulations of the SEC are
not required under the related instructions or are not applicable and therefore have been omitted.

The Exhibits filed in response to Item 601 of Regulation S-K are listed on the Exhibit Index attached
hereto. : : ‘

See (a) 3 above.

See (a) 2 above.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Cole Real Estate Income Strategy (Daily NAV), Inc.
Phoenix, Arizona

We have audited the accompanying consolidated balance sheets of Cole Real Estate Income Strategy (Daily
NAY), Inc. and subsidiaries (the “Company”) as of December 31, 2012 and 2011, the related consolidated
statements of operations and comprehensive income (loss) for the years then ended, and the consolidated
statements of stockholders’ equity and of cash flows for the years then ended and for the period from July 27,
2010 (date of inception) to December 31, 2010. Our audits also included the financial statement schedule listed
in the Index at Item 15. These financial statements and financial statement schedule are the responsibility of the
Company’s management. Our responsibility is to express an opinion on the financial statements and financial
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 reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor
were we engaged to perform, an audit of 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 evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Cole Real Estate Income Strategy (Daily NAV), Inc. and subsidiaries as of December 31, 2012 and .
2011, the results of their operations for the years then ended and their cash flows for the years then ended and for
the period from July 27, 2010 (date of inception) to December 31, 2010, 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 statements taken as a whole, presents fairly in all
material respects the information set forth therein.

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 27, 2013
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COLE REAL ESTATE INCOME STRATEGY (DAILY NAYV), INC
CONSOLIDATED BALANCE SHEETS

December 31,2012 December 31, 2011

ASSETS
Investment in real estate assets: .
Land , $ 12,765,587 $ 12,624,154
Buildings and improvements, less accumulated depreciation of $439,687 . - ,

and $17,214, respectively ‘ 16,633,976 15,427,578
Acquired intangible lease assets, less accumulated amortization of $246, 349 '

and $9,620, respectively ‘ 3,702,806 3,693,398
Total investment in real estate assets, net , - 33,102,369 - 31,745,130
Investment in marketable securities :227,393 : —
Total investment in real estate assets and marketable securities, net 33,329,762 . 31,745,130
Cash and cash equivalents s 997,676 1,134,899
Restricted cash - - 122,000 —
Rents and tenant receivables S S 309,873 40,414
Prepaid expenses and other assets. : ; o 104,644 1,473
Deferred financing costs, less accumulated amortlzatlon of $189 210 and ‘ ‘

$11,734, respectively : 345,283 507,168
Total assets ~$ 35209238 $ 33,429,084
LIABILITIES AND STOCKHOLDERS’ EQUITY ~ , : o
Line of credit $ 20,640,300 $ 21,440,300
Accounts payable and accrued expenses 373,384 128,727
Escrowed investor proceeds Co ‘ 122,000 —
Due to affiliates 335,109 - 1,085,314
Acquired below market lease intangibles, less accumulated amortization of

$51,089 and $2,044, respectively 902,350 951,395
Distributions payable 65,294 36,388
Deferred rental income and other liabilities .~ 120,049 118,931
Total liabilities ' o © 22,558,486 23,761,555
Commitments and contingencies
Redeemable common stock 3,770,340 —

STOCKHOLDERS’ EQUITY:
Preferred stock, $0.01 par value; 10,000,000 shares authorized, none issued

and outstanding —_ —
Common stock, $0.01 par value; 490,000,000 shares authorized, 914,037

and 680,000 shares issued and outstanding, respectively 9,140 6,800
Capital in excess of par value 10,009,803 10,114,513
Accumulated distributions in excess of earnings (1,139,497) (453,784)
Accumulated other comprehensive income 966 —
Total stockholders’ equity ‘ 8,880,412 9,667,529
Total liabilities and stockholders’ equity $ 35209238 $§ 33,429,084

The accompanying notes are an integral part of these consolidated financial statements.



COLE REAL ESTATE INCOME STRATEGY (DAILY NAY), INC.
CONSOLIDATED STATEMENTS OF OPERATIONS '

Year Ended
. December 31,2012 December 31, 2011

Revenues: C ,
Rental and other property income $ 2,537,420 $ 148,800
Tenant reimbursement income L SRR 149,357 6,474
Interest income on marketable securities - - 950 , —

Total revenues ; - .2,687,727 155,274
Expenses: - ‘ : ‘ o :
General and administrative expenses 889,518 62,087
Property operating expenses. 192,587 6,981
Advisory expenses : 198,511 6,033
Acquisition related expenses : T s R L 21,394 416,572
Depreciation 422,473 17,214
Amortization 228,066 9,259

Total operating expenses 1,952,549 518,146
Operating income (loss) 735,178 (362,872)
Other income (expense):
Gain on sale of marketable securities and other income » \ 125 —_
Interest expense s (815,052) (54,024)
Net loss $ (79,749) $ (416,896)
Weighted average number of common shares outstanding:

Basic and diluted ] 722,190 57,169

Net loss per common share:
Basic and diluted : $ 0.11) $ (7.29)

The accompanying notes are an integral part of these consolidated financial statements.



COLE REAL ESTATE INCOME STRATEGY (DAILY NAY), INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Year Ended
. December 31,2012 December 31, 2011
Net loss } ’ $  (79749) $  (416,896)
Other comprehensive income: T
Reclassification of previous unrealized gain on marketable securities T )
into net income (141 —
Unrealized gain on marketable securities 1,107+~ —
Total other comprehensive income 966 e
Comprehensive loss “$ 7 (78783) $ (416,896)

The accompanying notes are an integral part of these consolidated financial statements.



COLE REAL ESTATE INCOME \ TRATEGY (DAILY NAV), INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Capital in Accumulated  Accumulated

s ?°mm°" Stock - “Excess  Distributions Other Total
- Number of - - Par---- of Par in Excess of Comprehensive Stockholders’
Shares Value Value Earnings- . ..  Income Equity

Balance, July 27, 2010 (Date of ‘ . : o .
Inception) — $ — 9 — % — 8 . — 3 —
Issuance of common stock to Cole : :
Holdings Corporation 13,334 133 199,867 c— — 200,000
Balance, December 31, 2010 13,334 133 199,867 . — — 200,000
Issuance of common stock 666,666 6,667 9,993,333 — ) - . -10,000,000
Distributions to investors o — — (36,888) — (36,888)
Dealer manager fee . — - (3,687) —_ — (3,687)
Other offering costs .~ — —_ (75,000) - = (75,000)
Comprehensive loss - - — —_ — (416,896) . . —  (416,896)
Balance, December 31, 2011 680,000 6,800 10,114,513 ~ (453;784) T — 9,667,529
Issuance of common stock -234 ()37_ - 2,340 3 727, 228 , — ' L — 3,729,568
Distributions to investors R e T (605964 - — (605,964)
Dealer manager fees 7 — e (33, 628) AT (33,628)
Other offering costs o — — 279700 - =~ s (27,970)
Changes in redeemable common . - G T e SN o
stock = = (3770340) - L — . (3,770,340)
Comprehensive loss L —_ — —_ (79 749) - 966 (78,783)

Balance, December 31, 2012 V “914 037 $9,140 $10009 803 $(1,139,497) $ - 966 $8,880,412

The accompanying notes are an integral part of these consolidat_e_d ﬁnancial statements.
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COLE REAL ESTATE INCOME STRATEGY (DAILY NAYV), INC.
~ CONSOLIDATED STATEMENTS OF CASH FLOWS

o eemw Pz
. N December 31; 2012 - December 31, 2011 December 31, 2010
Cash flows from operating activities: : c S
Net loss i ' $ (79,749) '$ (416,896) $ -—,
Adjustments to reconcile net loss to net cash provided by h ' ’
(used in) operating activities:
Depreciation 422,473 o0 17,214 -
Amortization of intangible lease assets and below ,
market lease intangibles, net © 187,684 7,576 —_
Amortization of deferred financing costs ’ 177,476 11,734 —
Amortization on marketable securities, net fo VAKE _ —_
Gain on sale of marketable securities (108) — —
Changes in assets and liabilities:
Rents and tenant receivables (269,459) T (40,414) —
Prepaid expenses and other assets (103,171) (1,473) —
Accounts payable and accrued expenses o 244,657 128,727 —
Deferred rental income and other liabilities . 1,118 118,931 .. —
Due to affiliates . 93,197 . 105,314 —
Net cash provided by (used in) operating activities ‘ _ 674,831 . (69,287) —
Cash flows from investing activities: !
Investment in real estate and related assets (2,921,441) (29,913,525) —_
Investment in marketable securities S (243,444) — —
Proceeds from sale of marketable securities ‘ . . . 16,412 ’ — —
Change in restricted cash ' (122,000) o —
Net cash used in investing activities i (3,270,473) (29,913,525) —
Cash flows from financing activities: ' o : -
Proceeds from line of credit : 1,675,000 21,440,300 —
Repayments of line of credit ’ (2,475,000) —
Proceeds from issuance of common stock - ‘ 73,722,043 10,000,000 200,000
Offering costs on issuance of common stock — (3,687)
Distributions to investors (570,033) — —
Change in escrowed investor proceeds liability 122,000 —
Deferred financing costs paid (15,591) (518,902) —
Net cash provided by financing activities 2,458,419 30,917,711 200,000
Net (decrease) increase in cash and cash equivalents (137,223) 934,899 200,000
Cash and cash equivalents, beginning of year ' . 1,134,899 200,000 - —_
Cash and cash equivalents, end of year $ 997,676 $ 1,134,899 § 200,000
Supplemental Disclosures of Non-Cash Investing and Financing Activities:
Accrued dealer manager fee and other offering costs $ 136,598 $ 75,000 $ —_—
Distributions declared and unpaid $ 65,294 $ 36,888 $ —
Common stock issued through distribution reinvestment plan $ 7,525 $ —  § -
Unrealized gain on marketable securities $ 96 $ — 3 —_
Accrued property escrow deposits due to affiliate $ —  § 905,000 $ —
Supplemental Cash Flow Disclosures:
Interest paid $ 634345 § — 3 —

The accompanying notes are an integral part of these consolidated financial statements.



COLE REAL ESTATE INCOME STRATEGY (DAILY NAYV), INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—ORGANIZATION AND BUSINESS

Cole Real Estate Income Strategy (Daily NAV), Inc. (the “Company”) is a Maryland corporation that was
formed on July 27, 2010. Substantially all of the Company’s business is conducted through Cole Real Estate
Income Strategy (Daily NAV) Operating Partnership, LP.(“Cole OP”), a Delaware limited partnership. The
Company is the sole general partner of, and owns, directly or indirectly, a 100% of the partnership interest in,
Cole OP. The Company intends to qualify as a real estate investment trust (“REIT”) for federal income tax
purposes beginning with the taxable year ended December 31, 2012. The Company is externally managed by
Cole Real Estate Income Strategy (Daily NAV) Advisors, LLC (“Cole Adv1sors”), an affiliate of its sponsor.

On August 11, 2010, the Company sold $200 000 in shares of common stock to Cole Holdmgs Corporatlon
(“CHC”), an affiliate of the Company’s sponsor. On December 6, 2011, pursuant to a registration statement filed
on Form S-11 under the Securities Act of 1933, as amended (the “Registration Statement”), the Company
" commenced its initial public offering on a “best efforts” basis of $4,000,000,000 in shares of common stock (the
“Offering™). Of this amount, the Company is offering $3,500,000,000 in shares in a primary offering and has
reserved and is offering $500,000,000 in shares pursuant to a distribution reinvestment plan (the “DRIP”).
Pursuant to the terms of the Offering, the Company was required to deposit all subscription proceeds in escrow
pursuant to the terms of an escrow agreement with UMB Bank, N.A. until the Company received subscriptions
aggregating at least $10,000,000. On December 6, 2011, CHC deposited $10,000,000 for the purchase of shares
of common stock in the offering into escrow. As a result, the Company satisfied the conditions of the €SCTOW
agreement and on December 7, 2011, the Company broke escrow and commenced prmmpal operatlons

The Company’s board of directors approved the initial offering price of $15.00, which was the purchase
price of the Company’s shares during the escrow period. Now that the escrow period has concluded, the per share
purchase price varies from day-to-day and, on each business day, is equal to the Company’s net asset value
(“NAV”) divided by the number of shares outstanding as of the close of business on such day. The Company’s
NAV per share is calculated daily as of the close of business by a fund accountant using a process that reflects
(1) estimated values of each of the Company’s commercial real estate assets, related liabilities and notes
receivable secured by real estate provided periodically by the Company’s independent valuation expert in
individual appraisal reports, (2) daily updates in the price of liquid assets for which third party market quotes are
available, (3) accruals of daily distributions, and (4) estimates of daily accruals, on a net basis, of operating
revenues, expenses, debt service costs and fees. The NAV per share as of December 31, 2012 was $16.11. The
Company’s NAYV is not audited by its independent registered public accounting firm. - '

The Company intends to use substantially all of the net proceeds from the Offering to acquire and operate a
diversified portfolio primarily consisting of (1) necessity retail, office and industrial properties that are leased to
creditworthy tenants under long-term net leases, and are strategically located throughout the United States and
U.S. protectorates, (2) notes receivable secured by commercial real estate, including the origination of loans, and
(3) cash, cash equivalents, other short-term investments and traded real estate-related securities.-As of
December 31, 2012, the Company owned ten commercial properties located in eight states, containing 225,041
rentable square feet of commercial space, including square feet of buildings which are on land subject to ground
leases. As of December 31, 2012, these properties were 100% leased.

The Company is structured as a perpetual-life, non-exchange traded REIT. This means that, subject to
regulatory approval of filing for additional offerings, the Company will be selling shares of common stock on a
continuous basis and for an indefinite period of time to the extent permissible under applicable law. The
Company will endeavor to take all reasonable actions to avoid interruptions in the continuous offering of shares
of common stock. The Company reserves the right to terminate the Offering at any time.



COLE REAL ESTATE INCOME STRATEGY (DAILY. NAYV), INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

NOTE 2—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The summary of significant accounting policies presented below is designed to assist in understanding the
Company’s consolidated financial statements. These accounting policies conform to accounting principles
generally accepted in the United States of America (“GAAP”), in all material respects, and have been
consistently applied in prepanng the accompanying consolidated financial statements.

Principles of Consolidation and Basis of Presentation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All intercompany balances and transactions have been eliminated in consolidation. Consolidated
results of operations for the period from July 27, 2010 (Date of Inception) through December 31, 2010 have not
been presented because the Company had not begun principal operations and had no revenue or expense during
such period.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and 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 period. Actual results could dlffer from those estimates.

Investment in and Valuation of Real Estate and Related Assets

Real estate and related assets are stated at cost, less accumulated depreciation and amortization. Amounts
capitalized to real estate and related assets consist of the cost of acquisition, excluding acquisition related
expenses, construction and any tenant improvements, major improvements and betterments that extend the useful
life of the real estate and related assets and leasing costs. All repairs and maintenance are expensed as incurred.

The Company is required to make subjective assessments as to the useful lives of its depreciable assets. The
Company considers the period of future benefit of each respective asset to determine the appropriate useful life
of the assets. Real estate and related assets, other than land, are depreciated or amortized on a straight-line basis.
The estimated useful lives of the Company’s real estate and related assets by class are generally as follows:

Building and capital improvements 40 years
Tenant improvements Lesser of useful life or lease term
Intangible lease assets Lease term

The Company continually monitors events and changes in circumstances that could indicate that the
carrying amounts of its real estate and related assets may not be recoverable. Impairment indicators that the
Company considers include, but are not limited to, bankruptcy or other credit concerns of a property’s major
tenant, such as a history of late payments, rental concessions and other factors, a significant decrease in a
property’s revenues due to lease terminations, vacancies, co-tenancy clauses, reduced lease rates or other
circumstances. When indicators of potential impairment are present, the Company assesses the recoverability of
the assets by determining whether the carrying amount of the assets will be recovered through the undiscounted
future cash flows expected from the use of the assets and their eventual disposition. In the event that such
expected undiscounted future cash flows do not exceed the carrying amount, the Company will adjust the real
estate and related assets to their respective fair values and recognize an impairment loss. Generally, fair value is
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COLE REAL ESTATE INCOME STRATEGY (DAILY NAYV), INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

determined using a discounted cash flow analysis and recent comparable sales transactions. No impairment
indicators were identified and no impairment losses were recorded during the years ended December 31, 2012
and 2011.

When developing estimates of expected future cash flows, the Company makes certain assumptions
regarding future market rental income amounts subsequent to the expiration of current lease agreements, property
operating expenses, terminal capitalization and discount rates, the expected number of months it takes to re-lease
the property, required tenant improvements and the number of years the property will be held for investment. The
use of alternative assumptions in estimating expected future cash flows could result in a different determination
of the property’s expected future cash flows and a different conclusion regarding the existence of an impairment,
the extent of such loss, if any, as well as the fair value of the real estate and related assets.

When a real estate asset is identified by the Company as held for sale, the Company will cease depreciation
and amortization of the assets related to the property and estimate the fair value, net of selling costs. If, in
management’s opinion, the fair value, net of selling costs, of the asset is less than the carrying amount of the
asset, an adjustment to the carrying amount would be recorded to reflect the estimated fair value of the property,
net of selling costs. There were no assets identified as held for sale as of December 31, 2012 or 2011.

Allocation of Purchase Price of Real Estate and Related Assets

Upon the acquisition of real properties, the Company allocates the purchase price to acquired tangible
assets, consisting of land, buildings and improvements, and identified intangible assets and liabilities, consisting
of the value of above market and below market leases and the value of in-place leases, based in each case on their
respective fair values. Acquisition related expenses are expensed as incurred. The Company utilizes independent
appraisals to assist in the determination of the fair values of the tangible assets of an acquired property (which
includes land and building). The Company obtains an independent appraisal for each real property acquisition.
The information in the appraisal, along with any additional information available to the Company’s management,
is used in estimating the amount of the purchase price that is allocated to land. Other information in the appraisal,
such as building value and market rents, may be used by the Company’s management in estimating the allocation
of purchase price to the building and to intangible lease assets and liabilities. The appraisal firm has no
involvement in management’s allocation decisions other than providing this market information.

The fair values of above market and below market lease intangibles are recorded based on the present value
(using a discount rate which reflects the risks associated with the leases acquired) of the difference between
(1) the contractual amounts to be paid pursuant to the in-place leases and (2) an estimate of fair market lease rates
for the corresponding in-place leases, which is generally obtained from independent appraisals, measured over a
period equal to the remaining non-cancelable term of the lease including any bargain renewal periods, with
respect to a below market lease. The above market and below market lease intangibles are capitalized as
intangible lease assets or liabilities, respectively. Above market leases are amortized as a reduction to rental
income over the remaining terms of the respective leases. Below market leases are amortized as an increase to
rental income over the remaining terms of the respective leases, including any bargain renewal periods. In
considering whether or not the Company expects a tenant to execute a bargain renewal option, the Company
evaluates economic factors and certain qualitative factors at the time of acquisition, such as the financial strength
of the tenant, remaining lease term, the tenant mix of the leased property, the Company’s relationship with the
tenant and the availability of competing tenant space. If a lease were to be terminated prior to its stated
expiration, all unamortized amounts of above market or below market lease intangibles relating to that lease
would be recorded as an adjustment to rental income.

The fair values of in-place leases include estimates of direct costs associated with obtaining a new tenant
and opportunity costs associated with lost rental and other property income which are avoided by acquiring a
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property with an in-place lease. Direct costs associated with obtaining a new tenant include commissions and
other direct costs, and are estimated in part by utilizing information obtained from independent appraisals and
management’s consideration of current market costs to execute a similar lease. The intangible values of
opportunity costs, which are calculated using the contractual amounts to be paid pursuant to the in-place leases
over a market absorption period for a similar lease are capitalized as intangible lease assets and are amortized to
expense over the remaining term of the respective leases. If a lease were to be terminated prior to its stated
expiration, all unamortized amounts of in-place lease assets relating to that lease would be expensed.

The Company estimates the fair value of assumed mortgage notes payable based upon indications of current
market pricing for similar types of debt financing with similar maturities. Assumed mortgage notes payable are
initially recorded at their estimated fair value as of the assumption date, and the difference between such
estimated fair value and the mortgage note’s outstanding pr1nc1pa1 balance is amortized to interest expense over
the term of the respective mortgage note payable.

The determination of the fair values of the real estate and related assets and liabilities acquired requires the
use of significant assumptions with regard to the current market rental rates, rental growth rates, capitalization
and discount rates, interest rates and other variables. The use of alternative estimates may result in a different
allocation of the Company’s purchase price, which could impact the Company’s results of operations.

Investment in Marketable Securities

Investment in marketable securities consists primarily of the Company’s investment in corporate and
government debt securities. The Company determines the appropriate classification for debt securities at the time
of purchase and reevaluates such designation as of each balance sheet date. As of December 31, 2012, the
Company classified its investments as available-for-sale as the Company is not actively trading the securities;
however, the Company may sell them prior to their maturity. These investments are carried at their estlmated fair
value with unreallzed gains and losses reported in accurmnulated other comprehensive income.

The Company monitors its available-for-sale securities for impairments. A loss is recognized when the
Company determines that a decline in the estimated fair value of a security below its amortized cost is other-
than-temporary. The Company considers many factors in determining whether the impairment of a security is
deemed to be other-than-temporary, including, but notlimited to, the length of time the security has had a decline
in estimated fair value below its amortized cost, the amount of the unrealized loss, the intent and ability of the
Company to hold the security for a period of time sufficient for a recovery in value, recent events specific to the
issuer or industry, external credit ratings and recent changes in such ratings. The analysis of determining whether
the impairment of a security is deemed to'be other-than-temporary requires significant judgments and
assumptions. The use of alternative judgments and assumptions could result in a different conclusion.

The amortized cost of debt securities is adjusted for amortization of premiums and accretion of discounts to
maturity computed under the effective interest method and is recorded in the accompanying consolidated
statements of operations in interest income on marketable securities along with interest and dividend income.
Upon the sale of a security, the realized net gain or loss is computed on the specific identification method.

Cash and Cash Equivalents

The Company considers all highly liquid instruments with maturities when purchased of three months or
less to be cash equivalents. The Company considers investments in highly 11qu1d money market accounts to be
cash equivalents. ;
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Restru:ted Cash.and Escrows

Included-in restricted cash were escrowed mvestor proceeds for wh1ch shares of common stock had not been
issued as of December 31, 2012. As of December 31, 2011, the Company had no restricted-cash.

Rents and Tenant Receivables

‘Rents and tenant receivables primarily includes amounts to be collected in future periods related to the
recognition of rental income on a straight-line basis over the lease term and cost tecoveries due from tenants. The
Company makes estimates of the uncollectability of its accounts receivable related to base rents, expense
reimbursements and other revenues. The Company analyzes accounts receivable and historical bad debt levels,
customer creditworthiness and current economic trends when evaluating the adequacy of the allowance for
doubtful accounts. Tn addition, tenants in bankruptcy, if any, are analyzed and estimates are made in connection
with the expected recovery of pre-petmon and post-petition claims. The Company’s reported net iicome or loss
is directly affected by management’s estimate of the collectability of accounts receivable. The Company records
allowances for those balances that the Company deems to be uncollectible, including any amounts relatlng to
straight-line rent receivables. As of December 31 2012 and 2011, no balances were deemed uncollecuble andno
allowance was recorded

Prepaid Expenses and Other Assets

Prepaid expenses and other assets include expenses paid as of the balance sheet date that relate to future
periods and will be expensed or reclassified to another account durmg the period to which the costs relate. Any
amounts with no future economic benefit are charged to earnings when 1dent1ﬁed '

Deferred Financing Costs

Deferred financing costs are capitalized and amortized on a straight-line basis over the term of the related
financing arrangement, which approximates the effective interest method. If a note payable is prepaid, any
unamortized deferred financing costs related to the note payable would be expensed. Amortization of deferred
financing costs was $177,000 and $12,000 for the years ended December 31, 2012 and 2011, respectwely, and -
was recorded in interest expense in the consolidated statements of operatlons ,

Revenue Recognition

Certain properties have leases where minimum rental payments increase during the term of the lease. The
Company records rental revenue for the full term of each lease on a straight-line basis. When the Company
acquires a property, the terms of existing leases are considered to commence as of the acquisition date for the
purposes of determining this calculation. The Company defers the recognition of contingent rental income, such
as percentage rents, until the specific target that triggers the contingent rental income is achieved. Expected
reimbursements from tenants for recoverable real estate taxes and operating expenses are mcluded in tenant
reimbursement i income in the period when such costs are incurred.

Income Taxes

The Company intends to qualify and make an election to be taxed as a REIT for federal income tax purposes
under Sections 856 through 860 of the Internal Revenue Code of 1986, as amended, commencing with its taxable
year ending December 31, 2012. If the Company qualifies for taxation as a REIT, the Company generally will
not be subject to federal corporate income tax to the extent it distributes its taxable income to its stockholders,
and so long as it distributes at least 90% of its taxable income (excluding net capital gains and computed without
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regard to the dividends paid deduction). REITs are subject to a number of other organizational and operational
requirements. Even if the Company maintains its qualification to be taxed as a REIT, it may be subject to certain
state and local taxes on its income and property, and federal income and excise taxes on its undistributed income.

Concentration of Credit Risk

As of December 31, 2012, the Company had cash on deposit at two financial institutions, none of which had
deposits in excess of federally insured levels. The Company limits significant cash deposits to accounts held by
financial institutions with high credit standing; therefore, the Company believes it is not exposed to any
significant credit risk on its cash deposits. :

As of December 31, 2012, Tractor Supply Company, CVS Caremark Corporation and Walgreen Co. each
accounted for 21% of the Company’s 2012 gross annualized rental revenues. Tenants in the drugstore industry
and the home and garden industry accounted for 42% and 21%, respectively, of our 2012 gross annualized rental
revenues. Additionally, the Company has certain geographic concentrations in its property holdings. In
particular, as of December 31, 2012, three of the Company’s properties were located in Texas, one property was
located in North Carolina and one property was located in Georgia, accounting for 44%, 14% and 11%,
respectively, of the Company’s 2012 gross annualized rental revenues.

Offering and Related Costs

Cole Advisors funds all of the orgamzatlon and offenng costs associated with the sale of the Company s
common stock (excluding the dealer manager fee) and is relmbursed for such costs up to 0.75% of gross proceeds
from the Offering. As of December 31, 2012, Cole Advisors has paid organization and offering costs in excess of
the 0.75% in connection with the Offering. These costs were not included in the financial statements. of the ’
Company because such costs were not a liability of the Company as they exceeded 0.75% of gross proceeds from
the Offering. As the Company raises additional proceeds from the Offering, these costs may become payable to
Cole Advisors. .

Due to Affiliates

Cole Advisors and certain of its affiliates received, and will continue to recéive fees, reimbursements and
compensation in connection with services provided relating to the Offering and the acquisition, management, and
performance of the Company’s assets. As of December 31, 2012 and 2011, $335,000 and $1.1 million,
respectively, was due to Cole Advisors and its afﬁhates for such services, as discussed in Note 10 to these
consolidated financial statements.

Stockholders’ Equity

As of December 31, 2012 and 2011, the Company was authorized to issue 490,000,000 shares of common
stock and 10,000,000 shares of preferred stock. All shares of such stock have a par value of $0.01 per share. The
par value of investor proceeds raised from the Offering is classified as common stock, with the remainder
allocated to capital in excess of par value. The Company’s board of directors may amend the charter to authorize
the issuance of additional shares of capital stock without obtaining stockholder approval.

Redeemable Common Stock

The Company has adopted a share redemption program that permits its stockholders to redeem their shares,
which is subject to the limitations discussed in Note 12 to these ‘consolidated financial statements. The Company
records amounts that are redeemable under the share redemption program as redeemable common stock outside
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of permanent equity in its consolidated balance sheets. Redeemable common stock is recorded at the greater of
the carrying amount or redemption value each reporting period. ‘Changes in the value from period to period are
recorded as an adjustment to capital in excess of par

As of December 31, 2012, CHC, owner of 680 000 shares of the Company’s common stock, is not permitted
to redeem any of its shares until the Company has raised $100,000,000 in the Offering. As of December 31,
2012, the remaining outstanding shares were eligible for redemption and were recorded as redeemable common
stock on the consolidated balance sheet, at the NAV per share, for a total of $3.8 million. No shares were eligible
for redemption as of December 31, 2011 o

Earnings Per Share

Earnings per share are calculated based on the weighted average number of common shares outstanding
during each period presented. Diluted income per share considers the effect of any potentially dilutive share
equivalents, of which the Company had none for each of the years ended December 31, 2012 and 2011.

Reportable Segments

The Company’s operating segment consists of commercial properties, which include activities related to
investing in real estate including retail properties. The commercial properties are geographically diversified
throughout the United States and have similar economic characteristics. The Company evaluates operating
performance on an overall portfoho level; therefore the Company s propertles are aggregated into one reportable
segment. S

Interest

Interest is charged to interest expense as it accrues. No interest costs were capitalized during the years ended
December 31, 2012 and 2011.

Distributions Payable and Distribution Policy
In order to qualify as a REIT, the Company is required, among other things, to make distributions each
taxable year equal to at least 90% of its taxable income, excluding capital gains. To the extent funds are

available, the Company intends to pay regular distributions to stockholders Dlstnbutlons are paid to stockholders
of record as of the applicable record dates.

The Company’s board of directors authorized a daily distribution, based on 366 days in the calendar year of
$0.002254099 per share and $0.002383836 per share for stockholders of record as of the close of business on
each day of the period commencing on January 1, 2012 and ending on September 30, 2012 and the period
commencing on October 1, 2012 and ending on December 31, 2012, respectively. As of December 31, 2012, the
Company had distributions payable of $65,000. The dlstrlbunons were pa1d in January 2013, of which $5,000
were relnvested in shares through the DRIP.

Recent Accounting Pranouncements

In June 2011, the U.S. F1nanc1a1 Accounting Standards Board issued Accounting Standards Update
2011-05, Presentation of Comprehensive Income, which requires the presentation of comprehensive income in
either (1) a continuous statement of comprehensive income or (2) two separate but consecutlve statements. The
Company elected to present two separate but consecutive statements heréin.

F—14



COLE REAL ESTATE INCOME STRATEGY (DAILY NAV), INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

NOTE 3—FAIR VALUE MEASUREMENTS

GAAP defines fair value, estabhshes a framework for measurmg faJr value and requires dxsclosures about
fair value measurements. GAAP emphasizes that fair value is intended to be a market-based measurement, as
opposed to a transaction-specific measurement. , :

Fair value is defmed as the prlce that would be recetved to sell an asset or paid to transfer a liability i in an
orderly transaction between market participants at the measurement date. Dependmg on the nature of the asset or
liability, various techniques and assumptions can be used to estimate the fair value. Assets and 11ab111t1es 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 the-
Company has the ability to access at the measurement date. An active market is defined as a market in which,
transactions for the assets or 11ab111t1es occur with sufficient frequency and volume to p,rov1de pricing i mformatlon
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, which are only used to the extent that observable inputs are not available,
reflect the Company’s assumptions about the pricing of an asset or liability.

The following describes the methods the Company uses to estimate the fair value of the Company’s
financial assets and liabilities:

Cash and cash equivalents—The Company considers the carrying amounts of these financial assets to
approximate fair value because of the short period of time between their ongmatlon and their expected
realization. , »

Line of credit—The fair value is esumated by discounting the expected cash flows based on estimated
borrowing rates available to the Company as of the measurement date. The estimated fair value of the _
Company’s debt was $20.6 million and $21.4 million as of December 31, 2012 and December 31,2011, which
approximated the carrying value on such dates. The fair value of the Company’s debt is estimated using Level 2
inputs.

Marketable securities—The Company’s marketable securities are carried at fair value and are valued usmg
Level 1 inputs. The estimated fair value of the Company’s marketable securities are based on quoted market
prices that are readily and regularly avallable in an active market

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 the Company could
realize, or be liable for, on disposition of the financial assets and liabilities. As of December 31,2012, there have
been no transfers of financial assets or liabilities between levels.
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NOTE 4—REAL ESTATE ASSETS
2012 Property Acquisitions

During the year ended December 31, 2012, the Company acquired a 100% interest in one single tenant retail
building for an aggregate purchase price of $1.8 million (the “2012 Acquisition™). The Company purchased the
2012 Acquisition with net proceeds from the Offering. The Company allocated the purchase price of the property
to the fair value of the assets acquired. The following table summarizes the purchase price allocation:

December 31, 2012

Land $ 141,433
Building and improvements 1,448,425
Acquired in-place leases » 190,909
Total purchase price s $ 1,780,767

The Company recorded revenue of $11,000 and a net loss for the year ended December 31, 2012 of $17,000
related to the 2012 Acquisition. In addition, the Company recorded $21,000 of acquisition related expenses for
the year ended December 31, 2012. h '

The following information summarizes selected ﬁnéﬁéiél information of the Company, as if the 2012
Acquisition was completed on January 1, 2011 for each period presented below. The table below presents the
Company’s estimated revenue and net income, on 4 pro forma basis, for the years ended December 31, 2012 and
2011: ' - ‘ '

. Year Ended
December 31,2012  December 31, 2011

Pro forma basis (unaudited):
Revenue $ 2,806,000 $ 285,000
Net income (loss) $ 15,000 $ (360,000)

2011 Property Acquisitions

During the year ended December 31, 2011, the Company acquired a 100% interest in nine commercial
properties for an aggregate purchase price of $30.8 million (the “2011 Acquisitions™). The Company purchased
the 2011 Acquisitions with a combination of net proceeds from the Offering and proceeds -under its secured line
of credit. The Company allocated the purchase price of these properties to the fair value of the assets acquired
and liabilities assumed. The following table summarizes the purchase price allocation:

] : December 31,2011
‘Land - : $ 12,624,154

Building and improvements 15,444,792
Acquired in-place leases 3,603,396 !
Acquired above-market leases 99,622
Acquired below-market leases : (953,439)

Total purchase price : o $ 30,818,525

In connection with the Company’s 2011 acquisitions, the Company recorded a payable to Cole Advisors as
of December 31, 2011 for $905,000 for property escrow deposits paid on the Company’s behalf. During the year
ended December 31, 2012, the Company reimbursed Cole Advisors in full for such amounts.
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The Company recorded revenue of $155,000 and a net loss for the year ended December 31, 2011 of
$359,000 related to the 2011 Acquisitions. In addition, the Company recorded $417,000 of acquisition related
expenses for the year ended December 31, 2011,

The following information summarizes selected financial information of the Company, as if the 2011
Acquisitions were all completed and the Company commenced material operations on July 27, 2010 (Date of
Inception) for each period presented below. The table below presents the Company’s estimated revenue and net
income (loss), on a pro forma basis, for the year ended December 31, 2011 and the period from July 27, 2010
(Date of Inception) to December 31, 2010:

For the Period From
Year Ended July 27, 2010 to
December 31, 2011 December 31, 2010

Pro forma basis (unaudited):
Revenue $ 2,522,000 $ 1,069,000
Net income (loss) . $ 319,000 $ (282,000)

The unaudited pro forma information for the year ended December 31, 2011 was adjusted to exclude
$417,000 of acquisition costs related to the 2011 Acquisitions. These costs were recognized in the unaudited pro
forma information for the period from July 27, 2010 (Date of Inception) to December 31, 2010. The unaudited
pro forma information is presented 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 period presented, nor
does it purport to represent the results of future operations. ‘

NOTE 5—ACQUIRED INTANGIBLE LEASE ASSETS

Acquired intangible lease assets consisted of the following:

As of December 31,
2012 2011
Acquired in-place leases, net of accumulated amortization of $237,325 and $9,259,
respectively (with a weighted average life of 16.9 and 18.0 years, respectively). $3,612,208 $3,594,137
Acquired above market leases, net of accumulated amortization of $9,024 and $361,
respectively (with a weighted average life of 10.4 and 11.5 years, respectively). 90,598 99,261

$3,702,806 $3,693,398

Amortization expense related to the acquired in-place lease assets for the years ended December 31, 2012
and 2011, was $228,000 and $9,000, respectively. Amortization expense related to the acquired above market
lease assets for the years ended December 31, 2012 and 2011 was $9,000 and $1,000, respectively.
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As of December 31, 2012, the estimated amortization expense relating to the intangible lease assets for each
of the five succeeding fiscal years is as follows:

Amortization
Year ending December 31, Leases In-Place Above Market Leases
2013 -$ 243376 $ 8,663
2014 $ 243376 $ 8,663
2015 $ 243376 $ 8,663
2016 $ 243376 $ 8,663
2017 $ 234779 $ 8,663

NOTE 6—MARKETABLE SECURITIES

As of December 31, 2012, the Company owned marketable securities with an estimated fair value of
$227,000. As of December 31, 2011, the Company did not own any marketable securities. The following is a
summary of the Company’s available-for-sale securities as of December 31, 2012:

Available-for-sale securities

Amortized Cost - : -

- ‘Basis Unrealized Gain Fair Value
U.S. Treasury Bonds $ 40,104 $ 159  $ 40,263
U.S. Agency Bonds o 50,401 o .205 50,606
Corporate Bonds 135,922 602 136,524 ,

Total available-for-sale securities % 226427 $ 966  $227,393

The following table provides the activity for the marketable securities during the year ended December 31,
2012: ' o o h

Amortized Cost Basis Unrealized Gain Fair Value

Marketable securities as of January 1, 2012 $ - % = % -
Face value of marketable securities acquired _ 235,000 [— 235,000
Premiums and discounts on purchase of ' '

marketable securities, net of acquisition costs 8444 — 8,444
Amortization on marketable securities , (713) — (713)
Sales of securities and realized gain ' (16,304) (141) (16,445)
Increase in fair value of marketable securities ' —_ 1,107 1,107

Marketable securities as of December 31, 2012 $ 226,427  $ . 966 $ 227,393
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During the year ended December 31, 2012, the.Company sold two marketable securities for aggregate
proceeds of $16,000 and a realized gain of $100, all of which was previously recorded in other comprehensive
income. Additionally, during the year ended December 31, 2012, the Company recorded an unrealized gain of
$1,000 related to these investments, which is included in accumulated other comprehensive income on the
accompanying statement of stockholders” equity for the year ended December 31, 2012, and the consolidated
balance sheet as of December 31, 2012. The scheduled maturities of the Company’s marketable securities as of
December 31, 2012 are as follows:

Available-for-sale securities
Amortized Cost  Estimated Fair Value

Due within one year $ 5001 $ 5,001
Due after one year through five years " 184,410 185,385
Due after five years through ten years ‘ 37,016 - - 37,007
Due after ten years _ : — / —

Total ‘ , $ 226427 $ 227,393

Actual maturities of marketable secprities can differ from contractual maturities because borrowers on debt
securities may Have the right to prepay their respective loan balances at any time. In addition, factors such as
prepayments and interest rates may-affect the yields on the such securities.

NOTE 7—LINE OF CREDIT

As of December 31,2012, the Company had $20.6 million of debt outstanding under its secured revolving
credit facility, as amended (the “Credit Facility”). The Credit Facility provides up to $50.0 million of borrowings
pursuant to a credit agreement (the “Credit Agreement”) with JPMorgan Chase Bank, N.A. and other lending
institutions that may become parties to the Credit Agreement. The aggregate t balance of gross real estate assets,
net of gross intangible lease liabilities, securmg the total debt outstanding was $31.1 million as of December 31,
2012.

The Credit Facility allows Cole OP'to borrow up to $50.0 million in revolving loans (the “Revolving
Loans”), with the maximum amount outSLanding not to exceed the borrowing base (the “Borrowing Base”),
calculated as (1) 70% of the aggregate value allocated to each qualified property comprising eligible collateral
(collectively, the “Qualified Properties”) during the period from December 8, 2011 through the earlier of
January 7, 2013 or the date selected by the Company by written notice (the “Tier One Period”) and (2) 65% of
the value allocated to the Qualified Properties during the period from January 8, 2013 to the earlier of
December 8, 2014 or the date selected by the Company by written notice (the “Tier Two Period”).

As of December 31, 2012, the Borrowing Base under the Credit Facility was approximately $21.4 million
based on the value allocated to the Qualified Properties. Up to 15.0% of the total amount available may be used
for issuing letters of credit and up to 10.0% of the Credit Facility, not to exceed $15.0 million, may be used for
short term (ten day) advances. Subject to meeting certain conditions described in the Credit Agreement and the
payment of certain fees, the amount of the Credit Facility may be increased up to a maximum of $250.0 million.
The Credit Facility matures on December 8, 2014.

The Revolving Loans bear interest at rates depending upon the type of loan specified by Cole OP. For a
Eurodollar rate loan, as defined in the Credit Agreement, the interest rate will be equal to the one-month LIBOR
(the “Burodollar Rate”) for the interest period, plus the applicable rate (the “Eurodollar Applicable Rate™). The
Eurodollar Applicable Rate is based upon the applicable period then in effect, and ranges from 2.55% during the
Tier Two Period to 2.70% during the Tier One Period. For floating rate loans, the interest rate will be a per
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annum amount equal to the applicable rate (the “Floatmg Appllcable Rate”) plus the greatest of (1) the Federal
Funds Rate plus 0.5%; (2) JPMorgan Chase’s Prime Rate; or (3) LIBOR plus 1.0%. The Floating Applicable
Rate is based upon the applicable period then in effect, and ranges from 1.55% during the Tier Two Period to
1.70% dunng the Tier One Period. As of December 31, 2012 amounts outstandmg on the Credlt Fac1hty accrued
interest at an annual rate of 2.97%.

The Credit Agreement contains customary representations, warranties, borrowing conditions and i
affirmative, negative and financial covenants, including minimum net worth, debt service coverage and leverage
ratio requirements and dividend payout and REIT status requirements. The Credit Agreement also includes usual
and customary.events of default and remedies for facilities of this nature. Based on'the Company’s analysis and
review of its results of operations and financial condition, as of December 31, 2012, the Company believes it was
in compliance with the covenants of the Credlt Facility. - : «

Maturities

The following table summarizes the scheduled repayment of the Credit Fac:hty assuming no changes to the
borrowing base assets: ~ . .

Year ending December 31, T Principal Repayments
2013 : $ 731,450
2014 19,908,850
Thereafter o o o —
CTotal 8 20640300

NOTE 8—ACQUIRED BELOW MARKET LEASE INTANGIBLES
Acquired below market lease _intangibles consisted of the following:

As of December 31,

NPT ‘ , B 2012 2011
Acquired below market leases; net of accumulated amortization of $51,089 and $2,044,
respectively (with a weighted average life of 19.5 and 20.6 years, respectively) $902,350 $951,395

During the years ended December 31, 2012 and 2011, $49,000 and $2,000, respectively, were recorded as
an increase to rental and other property income resultmg from the amortlzatlon of the intangible lease liability.

As of December 31, 2012, the estimated amortization of the intangible lease liability for each of the
five succeeding fiscal years is as follows:

Year ending December 31, " Amortization of Below Market Leases
2013 $ 49,045
2014 '$ 49,045
2015 $ 49,045
2016 $- 49,045
2017 $ 49,045
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NOTES TO CONSOL!

NOTE 9—COMMITMENTS AND CONTINGENCIES
Litigation ; v

In the ordinary course of business, the Company may beéque subject to htlgatlon Of"cllaims. The Company
is not aware of any pending legal proceedings of which the outcome is reasonably possible to have a material
effect on its results of operations, financial condition or liquidity. "

Environmental Matters

In connection with the ownership and operation of real estate; the Company: potentially may be liable for
costs and damages related to environmental matters. The Company-carries-environmental liability insurance on -
its properties that provides coverage for remediation liability and pollution liability for third-party bodily injury -
and property damage claims. The Company is not aware of any environmental matters-which it'believes are-
reasonably possible to have a material effect on its results of operations, financial condition or liquidity.

NOTE 10—RELATED-PARTY TRANSACTIONS AND ARRANGEMENTS

The Company has incurred, and will contihue to incur, fees and expenses payable to Cole Advisors and
certain of its affiliates in connection with the Offering, and the acquisition, management and performance of the -
Company’s assets. ‘

R T

Offering

In connection with the Offering, Cole Capital Corporation (“Cole Capital”), the Company’s dealer manager,
receives, and will continue to receive an asset-based dealer manager fee that is payable in arrears on a monthly
basis and accrues daily in an amount equal to 1/365th of 0.55% of the Company’s NAV for such day. Cole
Capital, in its sole discretion, may reallow a portion of its dealer manager fee equal to an amount up to 1/365th of
0.20% of the Company’s NAV to participating broker dealers. Cole Capital waived its right to receive its dealer
manager fee for the six months ended June 30, 2012; accordingly, no ‘amounts'were.récorded ‘during such period. -

All organization and offering expenses associated with the sale of the Company’s common stock (excluding
the dealer manager fee) are paid for by Cole Advisors or its affiliates and can be reimbursed by the Company up
to 0.75% of the aggregate gross offering proceeds. As of December 31, 2012, Cole Advisors or its affiliates had
paid organization and offering costs in excess of the 0.75% in connection with the Offering. These costs were not
included in the financial statements of the Company because such costs:were not-a liability of the Company as
they exceeded 0.75% of gross proceeds from the Offering. As the Company raises additional proceeds from the
Offering, these costs may become payable.

The Company recorded fees and expense réimbufsexﬁents as shown in the table b_élgw foféqrvices provided
by Cole Advisors and its affiliates related to the services described above during the years indicated:

Year Ended December 31,
2012 2011 -
Offering:
Dealer manager fees - o '$ 33628 § 3,687
Dealer manager fees reallowed by Cole Capital $ 207 $ -
Organization and offering expense reimbursement $ 27970 . $ 75,000

No fees or expense reimbursements were incurred by the Company during the period from July 27, 2010
(Date of Inception) through December 31, 2010 for the services described above.
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Acquisitions, Operations and Performance

The Company pays Cole Advisors an asset-based advisory fee that is _payable in arrears on a monthly basis
and accrues daily in an amount equal to 1/365th of 0.90% of the Company’s NAYV for each day. Cole Advisors
waived its right to receive adv1sory fees for the six months ended June 30, 2012 accordrngly, no amounts were
recorded during such period.

The Company will reimburse Cole Advisors for the, operating expenses it paid or incurred in connection
with the services provrded to the Company,. subject to the limitation that the’ Company will not reimburse for any
amount by which its operating expenses (1nclud1ng the adv1sory fee) at the end of the four preceding fiscal .
quarters exceeds the greater of m 2% of average invested assets or (2) 25% of net income other than any. )
additions to reserves for deprecratlon bad debts or other snmlar non—cash reserves and excluding any ‘gain from.
the sale of assets for that period. Cole Adv1sors has waived its right to receive operating expense rermbursements
for the year ended December 31, 2012 accordrngly, the Company d1d not relmburse its advrsor for any such o
expenses durlng the year ended December 31 2012

In addition, the Company will reimburse Cole Advisors for all out-of-pocket expenses incurred in
connection with the acquisition of the Company’s investments. While most of the acquisition expenses are
expected to be paid to third parties, a portion of the out-of-pocket acquisition expenses may be reimbursed to
Cole Advisors or its afﬁlrates for acquisition services provided to the Company. Acqulsrtlon expenses, together
with any acquisition fees’ pa1d to third parties for a particular real estate-related asset, will in no event exceed 6%
of the gross purchase price. Durrng the year ended December 31 2012 the Company did not relmburse Cole
Advrsors for any acqu1s1tlon expenses L .

As incentive compensation for services provided pursuant to the advrsory agreement, the Company will pay
Cole Advisors a performance fee calculated on the basis of the Company’s total return to stockholders, payable
annually in arrears, such that for any year in which the Company’s total return on stockholders’ ‘capital exceeds
6% per annum, Cole Advisors will be entitled to 25% of the excess total return, but such fee shall not exceed
10% of the aggregate total réturn for such year. Therefore, payment of the’ performance—based component of the
advisory fee (1) is contingent upon the Company s actual annual total return exceeding the 6% priority return,

(2) will vary in amount based on the Company’s actual performance and total werghted average mvested
stockholder capital during each year and (3) cannot cause the Company’s total return as a percentage of
stockholders mvested caprtal for the year to be reduced below 6%

The Company recorded fees and expense reimbursemeérits as shown in the table below for services provided
by Cole Advisors and its affiliates related to the services described above during the years indicated:

. Year Ended December 31,
2012 2011

Acquisitions, Operations and Performance:

Acquisition expense reimbursement = » o $ = S —

Advisory fee [ _ U8 55046 8 6,033
$

Operating expense reimbursemént
Performance fee' -

$
$.
» $
‘143465 $

No fees or expense reimbursements were incurred by the Company during the period from July 27, 2010
(Date of Inception) through December 31, 2010 for the servrces described above :
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Transactions and Agreements

On December 6, 2011, CHC deposited $10,000,000 for the purchase of shares of common stock in the .
Offering into escrow. As a result, the Company satisfied the conditions of its escrow agreementandon
December 7, 2011, the Company broke escrow and accepted CHC’s subscription for shares of its common stock
in the Offering. ' . ‘

On December 8, 2011, the Company acquired a 100% interest in the three commercial properties (the
“Related Party Acquisitions”) from Series C, LLC (“Series C”), an affiliate of Cole Advisors, for 4n aggregate
purchase price of $11.1 million, exclusive of closing costs. A majority of the Company’s board of directors
(including all of the Company’s independent directors) not otherwise interéSted' in the !r_ans'é'cti@msv a_pproved the
Related Party Acquisitions as being fair and reasonable to the Company, and ‘determined that the aggregate cost
to the Company was equal to the aggregate cost of the properties to Series C (including acquisition related A
expenses). In addition, the aggregate purchase price of the Related Party Acquisitions, exclusive of closing costs,
was less than the aggregate then-current appraised values of the properties. ‘ o ‘

Due to Affiliates

As of December 31, 2012, $335,000 was due to Cole Advisors and its affiliatés pril fqiiiy'xelated to
performance fees, advisory and dealer manager fees, and organization and qffer;f@'g gigﬁén‘sés ‘and is included in
due to affiliates on the consolidated balance sheet. As of December 31, 201 1,811 million ‘was due to Cole
Advisors and its affiliates, related to escrow deposits and acquisition expenses that were paid on the Company’s
behalf in connection with the acquisition of the Company’s properties, 0rg’at‘1i‘iéﬁ0n and offering expenses,
advisory and dealer manager fees and were included in due to affiliates on the consolidated balance sheet.

NOTE 11—ECONOMIC DEPENDENCY

Under various agreements, the Company has engaged or will engage Cole Advisors and its affiliates to,
provide certain services that are essentia] to the Company, including asset management services, supervision of
the management and leasing of properties owned by the Company, asset acquisition and disposition decisions,
the sale of shares of the Company’s common stock available for issuance, as well as other administrative
responsibilities for the Company including accounting services and investor relations. As a result of these
relationships, the Company is dependent upon Cole Advisors and its affiliates. In the event that these companies
are unable to provide the Company with these services, the Company would be required to find alternative
providers of these services. o

NOTE 12—-STOCKHOLDERS’ EQUITY

As of December 31, 2012 and 2011, the Company was authorized to issue 490,000,000 shares of common
stock and 10,000,000 shares of preferred stock. All shares of such stock have a par value of $.01 per share. On
August 11, 2010, the Company sold 20,000 shares of common stock, at $10.00 per share, to CHC. On
September 20, 2011, the Company’s. board of directors authorized a reverse stock split providing for the
combination of each three shares of the Company’s common stock issued and outstanding into two shares of the
Company’s common stock, resulting in 13,334 shares of common stock outstanding as of September 21, 2011.
The number of shares issued and outstanding, as well as the dollar amount of common stock and capital in excess
of par value, as of December 31, 2010, have been retroactively adjusted to reflect this reverse stock split in the
Company’s consolidated financial statements. The Company’s board of directors may increase the aggregate
number of authorized shares of capital stock or the number of authorize shares of capital stock of any class or
series without obtaining stockholder approval. During the year ended December 31, 2012, the Company had
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issued a total of 234,037 shares including 460 shares issued under the Company s DRIP, for gross proceeds of
$3.7 million. As of December 31, 2012, the Company had issued 914, 037 shares of common stock for
cumulative gross proceeds of $139 mllhon

NA V per Share Calculation )

 The Company s per share purchase and redemption price varies from day-to-day. The Company has
engaged an independent valuation expert which has expertise in appraising commercial real estate assets,
including notes receivable secured by real estate, and related liabilities, to provide, on a rolling quarterly basis,
valuations of each of the Company’s commerc1a1 real estate assets and related liabilities to be setforthin
mdrvrdual appralsal reports and to adjust those valuatlons for events known to the mdependent valuation expert
that it believes are likely to have a material 1mpact on previously provided estimates of the value of the affected _
commercial real éstate assets, notes recervable secured by real estate or related real estate hablhtles In addmon
the calculatlon of NAV includes 11qu1d assets wh1ch are prlced dally using thrrd party prxcmg serv1ces and cash
and cash equ1valents

The Company has retained a third party fund accountant to calculate the daily NAV per share, which uses a_
process that reflects ), estimated values of each of the Company’s commercial real estate assets, related '
liabilities and notes recervable secured by real estate provided periodically by the. ‘Company’s independent
valuation expert, in mdrvrd'ual apprmsal reports, (2) daily updates in the price of liquid assets for whrch third
party market quotes are avaxlable (3) accruals of the dally distributions, and (4) estimates of dally accruals on a
net basis, of the Company s operatmg revenues _expenses, debt service costs and fees

The result of this calculatron is the NAV as: of the end of any busmess day The NAV per share is .,
determined by dividing the NAYV on such. day by. the number of shares of common stock outstanding as of the -.
end of such business day, prior to giving effect to any share purchases or redemptlons to be effected on such day.
At regularly scheduled board of directors meetings, the Company’s board reviews the process by which the
Company’s advisor estimated the daily accruals and the fund accountant calculated the NAV per share, and the
operation and results of the process to determine NAV per share generally. The Company’ sNAVisnot.
calculated in accordance with GAAP and is not audited by the independent registered pubhc accounting firm.

Dtstnbuuon Reinvestment Plan

Pursuant to the DRIP, the Company allows stockholders to elect to have then‘ dlstnbutlons remvested in’
additional shares of the Company’s common stock. The purchase price for shares under the DRIP is equal to the
NAY per share on the date that the distribution is payable, after giving effect to the distribution. During the year
ended December 31, 2012, 460 shares were purchased under.the Company’s DRIP for $8,000. No shares were:
issued under the Company s DRIP during the year ended December 31,2011. S

Share Redemptwn Program

The Company has adopted a share redemption plan whereby on a daﬂy basrs stockholders may request that
the Company redeem all or any portion of their shares, subject to certain limitations described below. Pursuant to
the share redemption program, the Company will initially redeem shares at a redemption price per share on any
business day equal to the Company’s NAV per share, without giving effect to any share purchases or
redemptions to be effected on such day, less any applicable short-term trading fees. Subject to limited exceptlons
stockholders who redeem their shares within the first 365 days from the date of purchase will be subject to a
short-term trading fee of 2% of the aggregate NAV per share of the shares of common stock received.
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In each calendar quarter, net redemptions will be limited to 5% of the Company’s total NAV as of the end of
the immediately preceding quarter. If less than the full 5% limit avallable for a quarter is used, the unused
percentage will be carried over to the next quarter (the “Carryover Percent”), but the maximum carryover
percentage will never exceed 15% in the aggregate, and net redemptions in any quarter may never exceed 10% of
the prior quarter’s NAV. On each business day, the Company will calculate the maximum amount available for
redemptions as 5% plus the Carryover Percent times the prior quarter-end’s NAV, plus share sales for the -
quarter, minus share redemptions for the quarter (the “Quarterly Llrmt”) Redemptlon requests will be satrsfied
ona ﬂrst-come—ﬁrst—served ba51s up to the Quarterly Limit,

For the quarter followmg a quarter in which the Company reached its Quarterly Limit (a “Limnit Quarter”) a
5% per quarter redemptlon limitation w111 apply on a stockholder by stockholder basis, such that each of the ~
Company’s stockholders will be allowed to request a redemption, at any time during that quarter, for a total of up
to 5% of the shares they held as of the last day of the Limit Quarter, p;lus shares if any, that the stockholder
purchases during the in-progtess quarter (the “Flow-regulator”), ThlS prospectlve methodology for allocatmg
available funds daily during a quarter for which a Flow- -regulator is in effect (a “Flow-regulated Quarter”) is
designed to treat all stockholders equally during the quarter as a whole, regardless of the particular day during the
quarter when they choose to submit their redemption requests based on the number of shares held by each
stockholder as of the pnor quarter-end . :

If, during a Flow-regulated Quarter total redemptions for all stockholders in the aggregate are more than ~
two and one-half percent of our total NAV as of the end of the 1mmed1ate1y precedmg quarter, then the Flow-
regulator will continue to apply for the next succeeding quarter. If total redempt&bfxs’ fot all stockholders in'the *
aggregate during a Flow-regulated Quarter are equal to or less than two anld one-half percent of our total NAV as
of the end of the immediately preceding quarter, then the first-come, first-served Quarterly Limit discussed above
will come back into effect for the next succeeding quatter, with the Quarterly Limit consisting of five percent
plus any remaining amount of the Carryover Percent from the last quarter before the Flow-regulated Quarter
(subject to the 10% quarterly hrmt)

In addition, the Company has adopted several restrictions with respect to the redemption of CHC’s shares
The Company will not allow CHC to redeem any shares until the Company has raised $100,000,000 in the
Offering. Redemption requests made by CHC will only be accepted (1) on the last business day of a calendar
quarter, (2) after all redemption requests from all other stockholders for such quarter have been accepted and
(3) to the extent that CHC’s redemptions do not cause net redemptions to exceed 5% of the Company’s total
NAV as of the end of the immediately preceding quarter. Redemption requests by CHC will otherwise be subject
to the same limitations as other stockholder redemption requests as described above.

The Company may fund redemptions with proceeds from any available source, including, but not limited to,
available cash, proceeds from sales of additional shares, excess cash flow from operations, sales of liquid
investments, incurrence of indebtedness and, if necessary, proceeds from the disposition of real estate properties
or real estate-related assets. The Company may reserve borrowing capacity under its Credit Facility and elect to
borrow against the Credit Facility in part to redeem shares presented for redemption during periods when the
Company does not have sufficient proceeds from the sale of shares to fund all redemption requests. Additionally,
the Company’s board of directors may modify or suspend its redemption plan at any time in its sole discretion if
it believes that such action is in the bestiinterest of the stockholders.

As of Deeember 31, 2012, 234,037; shares were eligible for redemption; however; the Company had not
received any redemption requests or redeemed any share of its common stock.
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NOTE 13—INCOME TAXES

The Company expects to qualify as a REIT for federal income tax purposes beginning with the taxable year
ending December 31, 2012. For federal income tax purposes, distributions to stockholders of a REIT are
characterized as ordinary dividends, capital gain distributions, or nontaxable distributions. Nontaxable
distributions will reduce U.S stockholders’ basis in their shares. For the taxable year ended December 31,2012,
2.5% (unaudited) of distributions to stockholders were characterized as ordinary dividends and the remaining
97.5% (unaudited) of were considered nontaxable distributions.

As of December 31, 2012, the tax basis carrying value of the Company’s land and depreciable real estate
assets was $32.7 million. During the year ended December 31, 2012, the Company incurred state and local
income and franchise taxes of $22,000. :

For the taxable year ended December 31, 2011, the Company was not taxed as a REIT and as such, none of
the distribution declared was taxable to the stockholder. Rather, the Company elected to be taxed as a qualified
subchapter S subsidiary of its sole stockholder under Section 1361(b)(3)(B) of the Internal Revenue Code of
1986, as amended, for the taxable year ended December 31, 2011. As such, the Company has no income tax
provision recorded in its consolidated financial statéments for the year ended December 31, 2011.

NOTE 14-0PERA‘TINC LEASES ,

STEITELTIRLY

The Company’s real esfate.prepertles are leased to tenants under operating leases for which the terms and
expirations vary. As of December31, 2012, the leases have a weighted-average remaining term of 15.9 years.
The leases may have provisions to extend the lease agreements, options for early termination after paying a
specified penalty, rights of first refusal to purchase the property at competitive market rates, and other terms and
conditions as negotiated. The Company retains substantially all of the risks and benefits of ownership of the real
estate assets leased to tenants. As of December 31, 2012, the future minimum rental income from the Company’s
investment in real estate assets under non-cancelable operating leases, assuming no exercise of renewal options
for the succeeding five fiscal years is as follows:

" Future Minimam
Year ending December 31, _Rm
2013 '$ 2678354
2014 L T 2678354
2015 . . o . 2,678,354
2016 2,678,354
2017 2,664,153
Thereafter 29,270,804
Total : $ 42,648,373
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NOTE 15—QUARTERLY RESULTS (UNAUDITED)

Presented below is a summary of the unaudited quarterly financial information for the years ended
December 31, 2012 and 2011. In the opinjon of management, the information for the interim periods.presented
include all adjustments, which are of a normal and recumng nature, necessary to present a fair presentation of the
results for each period.

] _December 31,2012 :
Flrst Quarter Second Quarter Third Quarter Fourth Quarter

Revenues : . $.660,193 $ 667,318 - $ 660,079 - $ 700,137
Operating income ; 249,205 200,629 - - 168,626 116,718
Net income (loss) 46,885 (5,613) - (35,197) (85,824)
Basic and diluted net income (loss) per

common share Co 0.07 (0.01) - (0.05) (0.11)

Distributions declared per common share 0.21 0.21 _ 0.21 021

‘ December 31, 2011
First Quarter Second Quarter Third Qnamr Fourth Quarter .

Revenues | $ — 3 — ;(3,‘:; }.f;‘{,:/!—)_, T $ 155274

Operating loss — — — " (362,872)
Net loss — — — (416,896)
Basic and diluted net loss per common ’ .
share @ : — — R (2.23)
Distributions declared per common share @ - L e e - 0.05

(1) Based on the welghted average number of shares outstanding for the quarter ended December 31, 2011.
2) Dlstrxbutlons declared per common share calculated at a rate of $0.002260274 per share per day for the
period from December 8, 201 1 through December 31,2011,

NOTE 16—SUBSEQUENT EVENTS
Investment in Real Estate Assets

Subsequent to December 31, 2012, the Company acquired a 100% interest in three real estate properties for
an aggregate purchase price of $4.1 million. The acquisitions were funded with proceeds from the Offering.

Update to Advisory Agreement

On February 8, 2013, the Company entered into an agreement with Cole Advisors (the “Advisory
Agreement Amendment”) to amend the advisory agreement dated September 28, 2011. Among other things, the
Advisory Agreement Amendment modifies the performance fee calculation methodology and provides that, in
the event that the NAV per share of the Company’s common stock decreases below $15.00 (the “Base NAV”),
the performance fee will not be calculated on any increase in NAV up to the Base NAV. In addition, the
performance fee will not be paid with respect to any calendar year in which the NAV per share of the Company’s
common stock, as of the last business day of such calendar year, is less than the Base NAV. These changes are
effective as of January 1, 2013. Subject to these limitations, the performance fee will continue to be based on the
Company’s annual total return to stockholders, such that for any calendar year in which the Company’s annual
total return exceeds 6%, Cole Advisors will be entitled to 25% of the excess total return, but in no event will the
performance fee exceed 10% of the annual total return for such calendar year.
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Multiple Class Offering

On February 13, 2013, the Company filed a registration statement on Form'S-11, Registration Statement
No. 333-186656 (the “New Registration Statement”), to register the offer and sale of the existing class of the
Company’s common stock, as well as two new classes of common stock. Contingent upon the effectiveness of
the New Registration Statement, there will be certain changes that will impact existing and future shareholders.
The Company will continue to sell shares under its existing registration statement before the effectiveness of the
New Registration Statement. ‘ '

Status of the Offering

As of March 26, 2013, the Company had received $26.0 million in gross offering proceeds through the
issuance of approximately 1.7 million shares of its common stock in the Offering (including shares issued
pursuant to the Company’s DRIP). . :

Line of Credit

Subsequent to December 31, 2012, the Company borrowed $1.1 million and repaid $5.8 million of the
amounts outstanding-under the Credit Facility. As of March 26, 2013, the Company had $16.0 million
outstanding under the Credit Facility, with a weighted average interest rate of 2.8%, and $5.0 million available
for borrowing. o o :

CCPT III/CHC Merger Agreement . -

On March 5, 2013, Cole Credit Pfoperty Trust I, Inc. (“CCPT I1”), CHC, CREInvestménts, LLC,a
Maryland limited liability company and a wholly owned subsidiary of CCPT III (“Merger Sub”) and Christopher
H. Cole, entered into an Agreement and Plan of Merger (the “Merger Agreement”). The Merger Agreement
provides for the merger of CHC with and into Merger Sub (the “Merger”) with the Merger Sub surviving and
continuing as a wholly owned subsidiary of CCPT III. CHC is wholly-owned by Mr. Cole, the chairman of the
board, chief executive officer and president of the Company and is an affiliate of the Company’s sponsor, the
parent company and indirect owner of the Company’s advisor and the indirect owner of the Company’s property
manager and dealer manager. The consummation of the Merger is subject to various conditions. Upon’
consummation of the Merger, CCPT III intends to list its shares of common stock on the New York Stock

Exchange.
Despite the indirect change of control that would occur for the Company’s advisor, property manager and

dealer manager upon consummation of the Merger, the Company anticipates that such entities will continue to
serve in their respective capacities to the Company without any Merger related changes in personnel.
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Initial Costs to
Company Gross Amount at
- Total .. Which Carried
"'Buildings & Adjustment At December 31, Accumulated ~ Date Date
Description® Encumbrances Land Improvements to Basis 20120 Depreciation®® Acquired Constructed
Real Estate Held for Investment the Company has Invested in Under Operating Leases *
Advance Auto: . . : BRI .
Macomb . Co o
Township, MI ® $ 718,120 $ 1,145823 $ — $ 1,863,943 $ 32,256 12/20/2011 2009
CVS:
Austin, TX ® 1,416,853 1,579,318 — 2,996,171 42,869 12/8/2011 1997
Erie, PA 6] 1,007,152 1,157,106 — 2,164,258 30,936 .12/9/2011 - - 1999
Mansfield, OH ® 269,662 - 1,690,964 — 1,960,626 - 45,145 12/9/2011 1998
Dollar General: ‘ i - PR B
Berwick, LA (63} 141,433 1,448,425 — 1,589,858 6,299 11/30/2012 2012
The Parke: ‘ ) o
San Antonio, TX ® 6,911,678 148,057 170,820 7,230,555 9,979 12/9/2011 - 2008
Tractor Supply:
Brunswick, GA f) 437,809 2,267,578 — 2,705,387 68,087 12/9/2011 2008
Lockhart, TX ® 464,318 2,046,158 — 2,510,476 59,380 12/8/2011 2008
Walgreens: S . : ' .
Albuquerque, ) ‘ . L :
NM @® 789,017 1,609,069 9,626 2,407,712 42,588 12/7/2011 1995
Reidsville, NC ® 609,545 - 3,800,719 — 4410264 7, -M2,148, . “12/8/2011 2008

TOTAL: ®) $12,765,587 $16,893,217  $180,446 $29,839,250.1 - 118439687 >

=
o e 3 .
e AN, FELPE DL SR M

(a) As of December 31, 2012, the Company owned nine single tenant, freestanding retail properties and one |

T &% .
.

multi-tenant retail property.. o . e L
(b) The aggregate cost for federal income tax purposes is approximately $33.2 million.

(c) The following is a ;‘_cconciliation of total real estate carrying value for the years ended Déceniber 31, 2012
and December 31, 2011: s )

' Year Ended
‘ : December 31,2012 December 31, 2011
Balance, beginning of period ©§ 28068946 $ -
Additions o o o » , '
Acquisitions © 1,589,858 28,068,946
Improvements 180,446 —
Total additions : 1,770,304 - 28,068,946
Deductions : - ' . IR
Cost of real estate sold "~ Ve T —
Total deductions — —
Balance, end of period $ 29839250 $ 28,068,946
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(d) The following is a seconciliation of accumulated dépreéiaf.ion for the ye?ifs ended December 3'1, 2012 and
December 31, 2011:

Year Ended
. December 31,2012  December 31, 2011
Balance, beginning of penod ' ' ' $ 17214  $ —
Addmons ’
*“Acquisitions - Depreciation Expense for Bulldmg &
Tenant Improvements ‘Acquired 419,439 17,214
Improvements - Depreciation Expense for Tenant
Improvements & Building Equlpment ‘ 3,034 —
“Total addmons T o 422473 , 17,214
Deductions
Cost of real estate sold - —
Total deductions — —
Balance, enid of period Hees e L8 439;687 $ 17214

bkt g
"(¢) The Company’s assetsare depremated or amortlzed using the straight-line method over the useful lives of
the assets by class."Generally, tepant improvements are amortlzed over the respecuve lease term: and

buildings are depreciated over 40 years..
(f) Part of the Credit Facility’s Borrowing Base. As of December 31, 2012, the Company had $20.6 million
outstanding under the Credit Facility.

S-2



- SIGNATURES

* Pursuant to the requiremetfts of Sections 13 or 15(d§ of the Securities Exchim’ge Act of 1934, the Registraxit
has duly caused this report to be s1gned on its behalf by the underslgned thereunto duly authorized, this 27th day

of March 2013.

Cole Real Estate Income Strategy (Daily NAV), Inc.

By: /s/D.KIRK MCALLASTER JR

Name: D. Kirk McAllaster, Ir.

Title: Executive Vice President, Chief Financml
Officer and Treasurer
(Prmc1pal Financial Ofﬁcer)

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the date indicated.

Signature

/s/ CHRISTOPHER H. COLE

Christopher H. Cole

/s/ D. KIRK MCALLASTER, JR.

D. Kirk McAllaster, Jr.

/s/ SIMON J. MISSELBROOK

Simon J. Misselbrook

/s/ GEORGE N. FUGELSANG

George N. Fugelsang

/s/ RICHARD J. LEHMANN

Richard J. Lehmann

/s/ MARC T. NEMER

Marc T. Nemer

/s/ ROGER D. SNELL

Roger D. Snell

Title . . Date

Chairman, Chief Executive Officer ~ March 27, 2013
and President N '
(Prmcxpal Executwe Officer) o
R 1 SRS 2] AR
Executive Vice Péremd,eqtr,, Chief.~. -.- March 27, 2013
Financial Officerand Treasurer :
(Principal Financial Officer)

Senior Vice President of Accounting ~ March 27, 2013
(Principal Accounting Officer)

Director March 27, 2013
Director March 27, 2013
Director March 27, 2013
Director - March 27,2013



- EXHIBIT INDEX

- The f01loWing exhibits are inciuded,.or_‘incerporated by'ljeference, in this Annual 'Report on Form 10-K for
the year ended December 31, 2.0‘12‘(:and are numbered in accordance with Item 601 of Regulation S-K).

Exhibit No.

Description

1.1

12

3.1
3.2
33

3.4*
35

3.6

4.1

10.1
102
103
104

10.5

Dealer Manager Agreement between Cole Real Estate Income Strategy (Daily NAV), Inc. and

. Cole Capital Corporation dated December 6, 2011 (Incorporated by reference to Exhibit 1.1 to the

Company’s Form 10-K (File No. 333-169535), filed on March 30, 2012).

Form of Selected Dealer Agreement (Incorporated by reference to Exhibit 1.2 to the Company’s
pre-effective amendment to Form S-11 (File No. 333-169535), filed on November 3, 2011).

Articles of Amendment and Restatement of Cole Real Estate Income Strategy (Daily NAV), Inc.
dated December 6, 2011 (Incorporated by reference to Exhibit 3 1 to the Company s Form 8-K
(File No. 333-169535), filed on December 7, 2011).

Aruc]es of Amendment to Articles of Amendment and Restatement effective December 22, 2011
(Incorporated by reference to Exhibit 99.1 to the Company’s Form 8-K (File No. 333-169535),
filed on December 22, 2011). ~

Second Articles of Amendment to Articles of Amendment and Restatement effective May 31,
2012 (Incorporated by reference to Exhibit 3.1 to the Company’s Form 8-K
(File No. 333- 169535), filed on June 1, 2012).

" Certificate of Conecnon to the Artleles of Amendment and Restatement, filed January 25, 2013.

Bylaws of Ceiéieal Estate Ineome Sirategy (Daily NAV), Ine effecuVe September 28, 2011

(File No. 333- 16‘95?3) ‘filed on November 3,2011).

_ First Amendment to Bylaws of Cole Real Estate Income Strategy (Daily NAV), Inc., effective

June 14, 2012 (Incorporated by reference to Exhibsit 3.1 to the Company s Form 8-K
(File No. 333-169535), filed on June 19, 2012).

Distribution Reinvestment Plan (Incorporated by reference to Exhibit 4.1 to the Company’s nre-

effective amendment to Form S-11 (File No. 333-169535), filed on December 6, 2011).

Advisory Agreement by and between Cole Real Estate Income Strategy (Daily NAV), Inc. and
Cole Real Estate Income Strategy (Daily NAV) Advisors, LLC dated September 28, 2011
(Incorporated by reference to Exhibit 10.1 to the Company’s pre-effective’ amendment to
Form S-11 (File No. 333-169535), filed on November 3, 2011). :

First Amendment to Amended and Restated Adv1sory Agreement by and between Cole Real
Estate Income Strategy (Daily NAV), Inc. and Cole Real Estate Income Strategy (Daily NAV)
Advisors, dated February 8, 2013 (Incorporated by reference to Exhibit 10.2 to the Company’s
pre~effect1ve Form S-11 (File No. 333-186656), filed on February 13, 2013).

Independent Valuation Expert Agreement by and between Cole Real Estate Income Strategy -
(Daily NAV), Inc. (f/k/a Cole Real Estate Income Trust, Inc.) and CB Richard Ellis, Inc. dated
September 1, 2011 (Incorporated by reference to Exhibit 10.2 to the Company’s pre-effective
amendment to Form S-11 (File No. 333-169535), filed on November 3, 2011).

Amended and Restated Escrow Agreement by and between Cole Real Estate Income Strategy
(Daily NAV), Inc. and UMB Bank, N.A. (Incorporated by reference to Exhibit 10.3 to the
Company’s pre-effective amendmenttd Form S- 11 (Flle No. 333-169535), filed on December 6,
2011). ,

Amended and Restated Agreement of anted Pannershxp of Cole Real Estate Income Strategy
(Daily NAV) Operating Partnership, LP dated September 28, 2011 (Incorporated by reference to
Exhibit 10.4 to the Company’s pre-effectlve amendment to Form S-11 (File No. 333-169535),
filed on November 3, 2011).



Exhibit No.

.+ Description

10.6

10.7

10.8

109

10.10

10.11

10.12

10.13

10.14

10.15

10.16

21.1*

Purchase and Sale Agreement, dated December 8, 2011, between Cole Real Estate Income
Strategy (Daily NAV) Operating Partnership, LP and Senes C, LLC to purchase 100% of the
membership interests in Cole TS Lockhart TX, LLC (Incorporated by reference to Exhibit 10.5 to
the Company’s Form 10-K (File No. 333 169535), filed on March 30, 2012).

Purchase and Sale Agreement, dated December 8, 2011, between Cole Real Estate Income
Strategy (Daily' NAV) Operating Partnership, LP and Series C; LLC to purchase 100% of the
membership interests in Cole WG Reidsville NC, LLC (Incorporated by referenice to Exhibit 10.6
to the Company’s Form 10-K (File No. 333-169535), filed on March 30, 2012). -

Purchase and Sale Agreement, dated December 8, 2011, between Cole Real Estate Income
Strategy (Daily NAV) Operating Partnership, LP and Series C; LLC to purchase 100% of the
membership interests in Cole-CV-Austin TX, LL.C (Incorporated by reference to Exhibit 10.7 to
the Company’s Form 10-K (File No. 333-169535), filed on March 30, 2012). .

Purchase Agreement and Escrow Instructions between Cole AA Macomb MI, LLC, and WXZ
Retail Group/Macomb, LLC, pursuant to an Assignment of Purchase and Sale Agreement dated

-September 2, 2011 (Incorporated by reference to Exhibit 10.8 to the Company’s Form 10-K
. (File No. 333-169535), filed on March 30, 2012).

Master Purchase Agreement and Escrow Instructions between Cole CV Erie PA, LLC, Cole CV
Mansfield OH, LLC, 12t & Parade Street Company, LL.C, and 1411 Lexington -Avenue Company,
LLC, pursuant to an Assignment of Purchase and Sale Agreement.dated:Septémber 12, 2011

- (Incorporated by reference to Exhibit 10.9 to the Company’s Form m,mme No 333-169535),

ﬁled on March 30, 2012).

Purchase and Sale Agreement by and between Cole MT San Antomo TX, LLC, and HEB Grocery
Company, LP, pursuant to an Assignment of Purchase and Sale Agreement dated September 6,
2011 (Incorporated by reference to Exhibit 10.10 to the Company s Form 10—

(File No. 333-169535), filed on March 30 2012).

Master Purchase Agreement and Escrow Instructions between Cole TS Brunsw1ck GA, LLC, and
RLM/TS Brunswick, LLC, pursuant to an Assignment of Purchase and Sale Agreement dated
August 24, 2011 (Incorporated by reference to Exhibit 10.11 to the Company’s Form 10-K

(File No. 333-169535), filed on March 30, 2012).

Master Purchase Agreement and Escrow Instructions between Cole WG Albuquerque NM, LLC,

and Westland Devco, LLC, pursuant to an Assignment of Purchase and Sale Agreement dated

_August 18, 2011 (Incorporated by reference to Exhibit 10.12 to the Company’s Form 10-K

(File No. 333- 169535), ﬁled on March 30, 2012).

Borrowing Base Revolvmg Line of Credit Agreement dated December 8, 2011 by and among Cole
Real Estate Income Strategy (Daily NAV) Operating Partnership, LP as borrower, and JPMorgan
Chase Bank, N.A., as administrative agent, and the lenders referenced therein, and J.P. Morgan
Securities LLC, as sole bookrunner and sole lead arranger (Incorporated by reference to

Exhibit 10.13 to the Company’s Form 10-K (File No. 333-169535), filed on March 30, 2012).

Modification Agreement dated March 20, 2012 by and among Cole Real Estate Income Strategy
(Daily NAV) Operating Partnership, LP as borrower, and JPMorgan Chase Bank, N.A,, as
administrative agent and lender (Incorporated by reference to Exhibit.10.14 to the Company’s
Form 10-K (File No. 333-169535), filed on March 30, 2012). -

Second Modification Agreement dated September 6, 2012 by and among Cole Real Estate Income
Strategy (Daily NAV) Operating Partnership, LP as borrower, and JPMorgan Chase Bank, N.A.,

as administrative agent and lender (Incorporated by reference to Exhibit 10.1 to the Company’s
Form 10-Q (File No. 333-169535), filed on November 9, 2012).

List of Subsidiaries



Exhibit Ne. Description .

31.1% Certification of the Principal Executive Officer of the Company pursuant to Exchange Act
Rule 13a-14(a) or 15d-14(a), as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002. ¢ e i

31.2% Certification of the Principal Financial Ofﬁcer of the Company pursuant to Exchange Act
Rule 13a—14(a) or 15d-14(a), as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

32.1%* Certification of the Principal Executive Officer and Principal Financial Officer of the Company
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002.

101.INS*** XBRL Instance Document

101.SCH*** XBRL Taxonomy Extension Schema Document

101.CAL*** XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF*** XBRL Taxonomy Extension Definition Linkbase Document

101.LAB*** XBRL Taxonomy Extension Label Linkbase Document

101.PRE*** XBRL Taxonomy Extension Presentation Linkbase Document

*  Filed herewith./72uw 7w
** [n accordance withdtem601(b) (32) of Regulation S-K; this Exhibit is.not deemed “filed” for purposes of

‘ Section 18 of the:Ex¢hange Act or otherwise subject to the liabilities of that section. Such certifications will
not be deemed incorporated by reference into any filing under the Securities Act of 1933, as amended, or the
Exchange Act, except to the extent that the registrant specifically incorporates it by reference.

*#x XBRL (Extensible Business Reportmg Language) information is furnished and not filed or a part of a
registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as
amended, is deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, and
otherwise is not subject to liability under these sections.
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